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1.1. Introduction

Global economic outlook has been uncertain
due to persistent trade frictions, policy uncer-
tainty and steady deterioration in consumer
sentiment (FSR 2025, Bhattacharya et.al.
2025). The threat of high tariffs has revived the
spectre of inflation and restricted monetary
policy options for central banks. At the same
time, governments in most countries, ham-
strung by the burden of public debt, are inca-
pable of expansionary fiscal policies. However,
the global financial sector has been resilient, so

this backdrop, the Indian experience has bs:?n
brighter, with steady GDP growth and benign
CPI. With the recent imposition of harsliq\_tgiriffs,
the journey may not be as smooth in fyture.

This chapter attempts to study \:ﬂ(:e Indian
macro-financial performance iﬂ?i’ght of the
global experience and glean some important
insights. It is structured_gs- follows. Section
1.2 discusses some rec developments in
the Indian economy. ion 1.3 presents the
Indian growth sto;%;;@ection 1.4 traces the tra-
jectory of inflatio India. Section 1.5 stud-
ies the impact onetary and fiscal policies.
Section 1.6 apalyzes the credit and investment
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1. At N , we have an Internal Shadow Monetary Policy
C ittee (ISMPC), that meets faculty colleagues
. &Fer each monetary policy announcement, to discuss
..;:I acroeconomic developments and their repercussions on
the financial sector. This chapter is written by the members
'::" of the ISMPC (arranged in alphabetical order of their last
qﬂ' names). It is an attempt to synthesize our analysis and is

"'uréz_ expected to set the tone for the chapters to follow.
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portfolios of Indian bapKs. Section 1.7 delves
into the forex and ec%i\tY markets. Section 1.8
concludes. N
)

1.2. Rece acro-financial
Devéldpments

This S?S’-_'éon presents some updates, which
could Fve significant implications for the
Indign economy.

L

.:'l_‘;ré}ipact of US Tariffs
)

far, to the volatility in the real sector. Againsl%‘:ﬂﬁ On April 2, 2025, the US government imposed

a set of reciprocal tariffs on various countries
with which it had large trade deficits. After the
expiry of the 90-day pause, intended for bilat-
eral negotiations, it imposed a 25% tariff on
India on 7 July 2025. This was followed by a
25% penalty on August 6, 2025, for continued
imports of Russian oil, which took the over-
all tariff on Indian exports to 50%. This is the
highest tariff imposed by the US on any country
except Brazil. The additional tariffs were effec-
tive from 27 August 2025 (Dun and Bradstreet
2025, KPMG 2025).

The US tariffs are intended to reduce the Indian
purchase of Russian crude oil (around 36%
of crude imports). At present, Russian crude
trades at USD 61-USD 65 per barrel, while
Brent is priced at USD 65-USD 69. Although
the margin has narrowed, large-scale diver-
sion (e.g., 50%) of oil purchase to new sup-
pliers (e.g., US and Saudi Arabia) may disrupt
global market prices and spike the annual oil
import bill by around USD 2 billion for India
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(Dun and Bradstreet 2025). Furthermore, the
rise in global crude prices may add 8-12 bps to
headline inflation (Dun and Bradstreet 2025).
A third reason for the fractious trade nego-
tiations between the two countries is India’s
reluctance to liberalise agricultural and dairy
imports from the US.

The harsh tariffs are expected to hit the MSME
segment hardest. These units account for
almost 45% of total exports, which are con-
centrated in the US markets. More than 4000
suppliers cater to one US customer, while more
than 9000 firms serve less than 10 custom-
ers (KPMG 2025, Dun and Bradstreet 2025).
Therefore, labour-intensive sectors such as
gems and jewellery, marine products, textiles
and apparel, agriculture and pharmaceuticals
are expected to be hurt by US tariffs. About 30%
of the exports of these items are targeted at the
US. The average revenue loss of these units due
to the tariffs is pegged between 15% and 20%.

G”:‘
would be eligible for 18%. A special tax of 40%{&”""
would be levied on sin goods. The fiscal impaét
of GST rate cut is expected to be limited,~dte
to consumption-led growth, with the prajected
deficit unchanged at 4.4% of GDP (Sin 025).

The combination of higher festive d'é‘?nand and
GST rate cuts pushed the HSBG' Purchasing
Managers Index (PMI) from 56:7 in September
to 59.2 in October 2025 (Raé_;gra 2025). The rise
portrays an expansion in "eConomic activities.
The gross GST revenue.j#¢reased by 4.6% year-
on-year in October 2@5. Gross GST revenue
from imports 1rose_h'r§;"h 12.9%, during the same
period, which i_ng_%‘gtes healthy trading activity
(PIB 2025). “robust growth in GST revenue
may help the®conomy strike a balance between

consumer demand and fiscal buoyancy.
o

A
Finaﬂgal Sector Assessment
Pydgramme (FSAP) 2024

{? October 30, the World Bank uploaded its

An initial test of the of the resilience of Indian, . *India-FSAP report on its website. The salient
exports, to US tariffs, was observed in Sep%: features of the report (RBI 2025) are as follows:

tember 2025. Official data shows that ’cho%g‘ﬁL

exports to the US fell by 11.93% year—oqiﬁéar
to USD 5.46 billion during the month;.@verall
exports increased by 6.7% to USD 36.38billion.
There was a sharp growth in expdﬁ:é to East
Asia, Europe and the Middle E_gsr? The com-
merce ministry has identifie ty key coun-
tries across the world, in re se to US tariffs,
for diversification of Indie';ﬁ" exports (Pradhan
2025) §

Moreover, the direct'ifr?pact on the banking sec-

tor may be muted.“Export credit accounts for
less than 1% of #h'e non-food credit for banks.
The secondargreffect on bank asset quality
and profitalfility, from possible job losses and
weaker firmi balance sheets, needs to be inves-
tigatedsJt is estimated that the macroeconomic
imp@s‘t";of tariffs will be around 0.4% to 0.5% of
t}b__}ﬂ}DP reduction every year.

.
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The GST Council approved a two-slab structure
for GST, effective September 22. Necessities
and consumer staples would attract a rate of
5%, while aspirational goods like cars and ACs

a. India’s financial sector has become more
resilient, diversified and inclusive, due to
a string of reforms. More initiatives are
needed to mobilize enough private capi-
tal, for the drive towards a USD 30 trillion
economy in 2047

b. India has made commendable progress
in the harmonization of regulations for
NBECs and co-operative banks. The intro-
duction of the Insolvency and Bankruptcy
Code (2016), the TReDS platform for fac-
toring and the Priority Sector Lending
(PSL) framework have strengthened the
credit infrastructure in the country. The
strong Digital Public Infrastructure and
government programmes have improved
credit access to a large section of the
Indian population.

c. Sound oversight in securities markets has
been combined with reforms to improve
liquidity through better collateral man-
agement and support for mutual funds
and corporate debt. As a result, the size
of the capital market (equity, corporate
bonds and G-secs) has grown from 144%
to 175% of GDP, since the last FSAP. The



development of the insurance sector is
aligned to its peers in other countries.

financial conditions, lingering geopolitical ten-
sions, recurring adverse food price shocks and

d. The improvements suggested in the FSAP uncertain global economic outlook.

report, in the structure and conduct of
financial reforms, are in line with the devel-
opment plans of the Indian authorities.

The deceleration on the demand side in FY é{‘[}
2024-25 is largely explained by slowdown &
in growth of Gross Capital Formation (GCE)Jy !

1.3. India’s Growth Scenario

The Indian economy posted an impressive aver-
age growth of 8.2% in the four years till the end
of March 2025. This growth outperformance of
India against its global peers was largely driven
by a substantial increase in government capital
expenditure, which crowded in private invest-
ment and private consumption expenditure.
Meanwhile, the resilience of the contact inten-
sive sectors supported the growth of services,
while favorable climatic conditions boosted
agriculture production and rural demand.

Real GDP growth rates for FY 2022-23 and 2023-
24 were substantially revised upwards to 7.6%
and 9.2% respectively from the earlier estimates
of 7% and 8.2% (Figure 1.1). The economy lost
some steam in FY 2024-25 as it slowed down
to 6.5%, due to a mix of factors such as tighter

from 10.5% in the previous year to 6.7% thi
year, and a sharp dip in growth of Governaf‘nt
Final Consumption Expenditure (GFCE)idue to
election related underspending from 8:1% to
2.3%. However, the recovery in gr of Pri-
vate Final Consumption Expen@ehre (PECE)
from 5.6% to 7.2% and some tgg"ival of export
growth from 2.2% from 6.3% dad dip in import
growth, have helped sustaift GDP growth rate
above 6%. On the su side, slowdown in
Gross Value added ( Vi%}:growth is attributed
to the sharp decelegghlon in the manufacturing
sector to 4.5% f@ﬁ 12.3%. Otherwise, visible
momentum in%the agricultural sector (4.6%)
and the ser@ sector (7.2%) have retained the
overall GVQgrowth at 6.4% (Gol 2025a).

by
When § consider the quarterly numbers for
the and side, GDP growth in Q1 of FY 26
shoWws some acceleration at 7.8%, compared
I:1;@"7.4% and 6.5% in Q4 and Q1 of FY 25 (Fig-

&
Ly
FIGURE 1.1 o FIGURE 1.2
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ure 1.2). Growth recovery is aided by a strong
revival in GFCE (7.5%), while supported by
momentum in PFCE, GCF and exports. Fur-
ther, the GVA growth in Q1 of FY26 unexpect-
edly improved to 7.6% relative to 6.8 and 6.6%
recorded respectively in Q1 and Q4 of FY25.
This buoyancy on the supply side is fueled by
growth revival in the manufacturing and ser-
vice sectors to 7.7% and 9.3% respectively, in
the June quarter of FY 26. Besides, the sus-
tained momentum in agricultural output and
rising rural income is very promising, and the
Indian economy is poised for a GDP growth of
close to 7% in the current year.

1.4. Inflation

Historically, India’s inflation story is predomi-
nantly determined by food inflation. This is true
for both CPI and WPI inflation (Figures 1.3 &
1.4). Both measures have declined substantially
to 1.54% and 0.13%, respectively, on the back
of falling food inflation (Gol, 2025b, 2025c).

G‘:‘
while it exceeded 10% on 14% of the occasions. -",._:;.'1""
In the last one year, CPI inflation dipped fr. &
6.21% in October 2024 to 1.54% in September
2025, a fall of 4.67 percentage points, w};g‘%‘h is
fully explained by the fall in food infla jon from
10.9% to -2.3% (Figure 1.3). Furtherrgﬁore, 82%
of the fall in headline inflation be attrib-
uted to the decline in vegetablénﬂation from

42.2% to -21.4%. kQ

Core inflation peaked at I9@5%2% in December
2022, before it fell and sé?ed near 4% for some
time. A different m%@;ure of core inflation,
which excludes vegétable inflation from head-
line CPI inflatio ,%as been stuck near 4% for
the last 21 mariths. Probably, the government
can adopt a measure of Core CPI Inflation
to set the 4% inflation target, which excludes
some Ve'latlle items in the vegetables group,
in 1ts',\h.1“pcom1ng review of the five-year infla-
tiofwtarget in March 2026. Targeting a revised

sure of core inflation can open up more

=3pace for monetary policy to further cut rates.

An analysis of the monthly CPI inflation datas" Even persisting with the existing 4% inflation

from 2012 to 2015 shows that food inflatiof*
was high and persistent. For instance, dué?lg
half of this period, food inflation exceed@l- 6%,

target for a revised headline CPI inflation based
on the latest consumption expenditure survey
will also usher in lower policy rates as weights

,.':'
d:"'__-'
FIGURE 1.3 oy FIGURE 1.4
Trends in CPI Inﬂat'ia Trends in WPI Inflation
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assigned to food inflation are expected to fall
below 39%.

1.5. Macroeconomic Policy Scenario

RBI’s Monetary Policy

In India, the Monetary Policy has worked well,
under the flexible inflation targeting regime,
in terms of achieving its dominant objective
of price stability. RBI eased monetary policy by
cutting repo rates by 250 bps from 6.5 % to 4 %
between February 2019 and May 2021, while
persisting with an ultra-accommodative stance
until March 2022, to stimulate the economy
during the pandemic. However, the outbreak of
the Russia-Ukraine war in late February 2022
and the consequent rise in CPI inflation forced
the central bank to shift its monetary policy
stance to the withdrawal of accommodation
and changed its focus to price stability away
from economic growth. This was followed by a
series of quick policy rate hikes, which added
up to 250bps, between May 2022 and February
2023, to raise repo rates from 4% to 6.5%. Sub-
sequently, the policy rates were paused until
January 2025, by which time the headline CPI
inflation was durably aligned to the 4% target.

In December 2024, the RBI cut the CRR by 50

the banking system. This was followed b{“\a
series of policy rate cuts, 25 bps each in %Bru—
ary and April 2025 and 50 bps in Ju];%:'2025,

to bring down the repo rates cumulatively by
100bps to 5.5%. It was supplem&ﬂted with a
big CRR cut of 100 bps to 3% inJine to stimu-
late the economy through hi credit growth
(RBI, 2025a, 2025b, 2025¢): Meanwhile, the
change in the stance to aggpmmodative in April
was reversed to neutr June 2025, to signal
that monetary policgis left with very limited
space to stimulateg*growth in the near future.
However, the O¢ober monetary policy took a
U-turn to si possible rate cuts in the near
future, as MPC observed that downward
revision.gfinflation and growth projections for
the secguid half of the current year and beyond
haveggpened up more policy space to support

th. RBI indicated that it would continue to

follow a data-dependent and meeting-by-meet-
Q- ng approach in deciding about the timing and
& ™ magnitude of future rate cuts.
M

bps to inject nearly X 1.18 trillion liquidity intﬁ:riﬂ

3
v
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After two years of robust credit growth, the : &*
pace slowed down for both private and public %
sector banks in FY 2024-25. Policy repo rate 5:\'3:'
hikes were also paused from February 202{%@’ :
onwards. As a result, spreads (between interdst
income and interest cost) narrowed acrossjthe
banking sector, as a whole. H&

TABLE 1.1 {:,'*-E’

Bank Credit Volume (Rs. Cr.) P«Eﬁ Growth

=
Mar-2%
958‘6%29
Change %;‘14.76%
PVB 53,66,673 @168,61,388
o
o 27.85%

Source: Author cc}gﬁ&tation based on IBA data.

<
" TABLE12

—y
,x,.gil (Weighted Average) Loan
é‘;md Term Deposit Rates (in %)

Monetary Policy Transmission
and Bank Performance

Mar-23
PSB 82,83,763

Mar-25
1,07,50,234
13.09%
74,76,925

Change 8.97%

i Mar-23 Mar-24 Mar-25
-WALR 8.67 8.68 8.66

,:E—PSB - WADR 6.82 6.97 7.01

PVB - WALR 10.08 10.29 10.32
PVB - WADR 6.55 6.67 6.90
Source: RBI

TABLE 1.3

Spread as a Percentage of Assets

Mar-23 Mar-24 Mar-25
PSB 2.59 2.63 2.50
PVB 3.63 3.49 3.47
Source: IBA.

Tables 1.1 to 1.3 offer a few insights. First, the
behaviour of spreads is governed by the degree
of credit growth. Private sector banks (PVBs)
experienced much faster growth in loans and
advances in FY 2023-24 (albeit amplified by
the merger of a bank and non-bank) and exhib-
ited a sharper decline in spreads. Public sector  :
bank (PSB) credit rose faster in FY 2024-25 7
and the consequent fall in spreads was steeper.
Second, PVBs also earned higher loan rates

and paid lower deposit rates, in order to man-
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age their spreads, vis-a-vis PSBs. Third, the
increase in WALR for PVBs, in FY 2023-24 and
FY 2024-25, appears paradoxical. These banks
have almost 90% of their loans linked to EBLR,
which respond to policy repo rate shocks. Since
repo rates did not rise between March 2023 and
March 2025, the observed uptick in WALR by
24 bps can be attributed to higher credit risk
premiums charged by PVBs (Basu and Chher-
awala 2025). As expected, the WALR for PSBs
remained almost constant.

PVBs also paid lower term deposit rates dur-
ing this period (Table 1.2). This strategy should
be examined against the backdrop of a steady
decline in CASA ratios across the banking sec-
tor. A fall inlow-cost CASA should be associated
with a rise in fixed deposit rates. Instead, PVBs
chose to pay lower rates than PSBs. Table 1.4
depicts the differences in CASA ratios between
the bank groups.

TABLE 1.4
CASA Ratios Across Bank Groups oy
i
Mar-23 Mar-24 Mar-Z%hr

PSB 40.38 38.64 364~

PVB 44.06 39.84 38.6

=
Source: RBI, CareEdge Ratings. 'i:j{:j
¥

The deterioration in CASA ratios#'due to migra-
tion of savings deposits to Migher-rate term
deposit accounts as well as gilitual funds, provi-
dent and pension funds, di¥ing the tight money
regime (Basu et.al. 2024)rFrom a comparison of
tables 1.2 and 1.4, it4shoteworthy that though
the fall in CASA balldnces is stronger for PVBs,
they also paid lowrer rates on term deposits. This
implies that t Q? must have depended more on
market borfewings, instead of term deposits,
to offset ghe erosion in CASA ratios. Table 1.5
illustraéds how PVBs have relied more on non-
depqgi“hliabilities, as a source of funds.

'

PP TABLE 1.5
: m‘g:' Deposits as a Ratio of Total Liabilities (in %)
INDIA BANKING (3

Aﬂ%ég@%ﬁg {é Mar-22 Mar-23 Mar-24

'gj PSB 84.34 83.55 83.24

90
qgl" © PVB 74.12 74.59 71.57
PL"' Source: RBI.

{2_
4
Q

G”:‘
Theratio of deposits to totalliabilities has alwaygx -"éﬂ""
been higher for PSBs. In other words, PVBs hayé:
borrowed more from the market (perhaps pod h
higher capital buffers as well). Greater refiance
on nondeposit liabilities may suggesté‘iliquid-
ity crunch with wide gulf between_eredit and
deposit growth rates. It may alsgéprove useful
when market rates are expecte decline. For
instance, by the third quarter, 662024, the share
of PSBs in CD issuance hadiglimbed to 69% and
the average tenor of CR&had dropped to 146
days, which indicate t all banks anticipated
an imminent rate de'é_l‘ine (Anshul et. al. 2025).
Table 1.6 shows th‘étbeneﬁts of market borrow-

ing when rates fal.

&  TABLE16

Weighted Average Call Rates (WACR)

{‘}& and CD Rates (in %)
@\: Mar-23 Mar-24 Mar-25
Sncr 6.78 6.85 6.35
CD (avg.) 7.43 7.58 7.25
Source: RBL

In sum, banks tried to adjust their credit-
deposit ratios, loan and deposit pricing strat-
egies and tapped into market borrowing, in
order to strike a balance between their top line
and bottom line. As a result, their profitability
and solvency parameters remained stable, as
shown in Tables 1.7 and 1.8.

TABLE 1.7

Return on Assets and Basel III Capital
Adequacy Ratios for PSBs (in %)

Mar-23 Mar-24 Mar-25
ROA 0.81 0.93 1.08
CRAR 15.65 15.68 16.47

Source: Author computation based on IBA Data.

TABLE 1.8

Return on Assets and Basel III Capital
Adequacy Ratios for PVBs (in %)

Mar-23 Mar-24 Mar-25
ROA 1.41 1.55 1.45
CRAR 18.72 17.60 18.47

Source: Author computation based on IBA Data.



TABLE 1.9

Outstanding (Weighted Average) Loan
and Term Deposit Rates (in %)

June-23 June-24 June-25
PSB - WALR 9.19 9.21 8.76
PSB - WADR 6.46 7.00 7.07
PVB - WALR 10.81 10.83 10.47
PVB - WADR 6.67 7.09 7.09
Source: RBL

It is clear that margins have shrunk for both
bank groups, between June 2023 and June
2025. In light of this trend, which is expected
to continue, greater reliance on market bor-
rowing appears logical. Further migration of
savings deposits to capital markets, during the
easy money regime, may worsen the situation

for banks.

What are the possible options for banks? First,
they may focus on fee-based income, which is
a small proportion of total income. Second,
they may target more trading profits, which are
bound to rise as market rates fall. In short, they
should diversify their sources of income, when
rates are expected to decline, away from NII.

Fiscal Policy and Union Budget

The Union Budget 2025-26 continued. {to
emphasize on inclusive and sustainable Cl:(mg-
-~

term growth with fiscal discipline in order
realize the vision of Viksit Bharat. The Annual
Financial Statement focused on four engines of
growth, namely, Agriculture, MSMEs, Invest-
ments and exports. While the government con-
tinued to promote capital expenditure, it also
took measures to boost private consumption

increasing the disposable income of tax paﬁrs
through greater direct tax concessions. RQ

The size of the Government of India %\-%udget
for FY 2025-26, which is roughly % of the
GDB, is estimated to grow by 7.4@0 Rs 50.65
trillion compared to the revise;@'estimates for
the previous year. Within tfis, the revenue
expenditure is projected&b grow at 6.7% to
X394 trillion, while Cépital expenditure is
expected to rise at 10,1% to X11.21 trillion.
Meanwhile, the effegtive capital expenditure for
the current year{3 put at I15.5 trillion, which
shows a 17.5%%ump over the revised estimates
of the previ@ ear. This a clear sign of Govern-
ment’s con:';}stent resolve to prioritize capital
expend.i@e (Gol 20254d).

The %tral Government has largely adhered
tq:the fiscal deficit target mandated under the
BRBM Act, by bringing the Fiscal deficit down

0 4.8% of the GDP in FY 2024-25, while reduc-

-:::'E".' ing the target further to 4.4% in 2025-26 (Fig-

ure 1.5). In future, the government will shift its
focus from fiscal deficit to public debt, as the

.0
b‘f

Effeefive Revenue Revenue Deficit

Q Deficit
"
{':I m2022-2023 (AE)
Ministry of Finance.

urce:

m 2023-2024 (AE)

FIGURE 1.5
mportant Fiscal Ratios (%of GDP)

Primary Deficit

m 2024-2025 (BE)

6.4
5.6
49 48

Interest Payments Fiscal Deficit

2024-2025 (RE)  m2025-2026 (BE)
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fiscal anchor, and plan to reduce it by a certain
amount every year. Accordingly, central gov-
ernment debt is to be brought down by 1% to
56.1% by end of this year (Gol, 2025¢). As long
as the excess of nominal GDP growth rate over
the interest cost on government debt exceeds
the primary deficit, public debt will be sustain-
able in India. Government fiscal consolidation
effort will show further improvement as rev-
enue deficit and Primary deficit are projected
to come down to 1.5% and 0.8% respectively in
FY 2025-26 from 1.9% and 1.3% in the previ-
ous year. Overall, India’s fiscal policy is on the
right track, with a sound balance between fiscal
stimulus and debt sustainability.

1.6. Bank Credit Growth

The sustained two-year period of elevated pol-
icy interest rates (at 6.50% from February 2023
to January 2025) put the brakes on the rapid
credit expansion that was experienced post the
COVID pandemic. Year-on-year (YOY) Non-

3
ure 1.7) and across major credit segments (Fig;::-.ﬂ""
ure 1.8). Among bank groups, credit by private:
banks had the slowest rise, whereas the jump
in foreign banks’ lending did not magerially
impact overall credit growth due to gﬁr neg-
ligible share. Among the sectors, th;e':r owdown
was sharpest for credit to A lture and
related activities. The drag OQ}"-overall credit
growth came primarily from Setvice sector and
Retail, which together congtitute 63% of total
non-food bank credit. &

o)
Bank Credit to Cﬁmercial Sectors

Credit growth c'_lel_'c?fi‘%ed in 2025 compared to the
previous year a&oss the spectrum of business
loans (Figurgil.9). The decline was sharpest for
the NBFC sector, as a fallout of the RBI’s regu-
latory sure of increasing the risk weights of
bankf&édit to NBFCs by 25 percentage points
i ovember 2023. On the other hand, the
,@ent move by the RBI to restore the NBFC

~isk weights to their original levels (February

food bank credit growth began to decline after}x? 2025) may not be able to reverse the downtrend
peaking at 17.91% in November 2023, and the" quickly. MSME, Services and Commercial Real

deceleration continued even after the c,erpﬁ‘al
bank slashed the repo rate by 100 basis rﬁSints
by the end of June 2025 (Figure 1.6). G‘ﬂ“

The weakening trend of credit wth was
broad-based across various bank.groups (Fig-
R

Estate (CRE), together constituting 26% of non-
food bank credit, were the key drivers of com-
mercial credit in FY 2024, but underperformed
in FY 2025. Growth in credit to large corporates
remained tepid at 6.19% in FY 2025. This is
explained firstly by the sales growth, which fell

o
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FIGURE 1.7
YOY Domestic Credit Growth Across Bank Groups
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Note:  Figures in brackets represent the share of the Bank Group in Bank Credit as on Sept&mber 2024.

Source: Authors’ construction based on RBI data.
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YOY Credit Growth for Major Segments
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to 7.1% i.éﬁ’arQOZS; and secondly by the delev-  tinued to outpace corporate credit (Figure 5).

eraginga;f Indian companies, whose debt-equity ~ Despite its lower share of 30% in manufactur-
continuously from 0.62 in FY 2021 to  ing, MSME credit had a positive contempora-

ratiqt‘:,&

Or%_jtn FY 2025 (RBI FSR, June 2025). neous correlation with IIP growth, whereas

ithin the manufacturing sector, credit to
{{Q_ MSMEs, while moderating in FY 2025, con-

Q

domestic industrial output growth.

corporate credit remained decoupled from
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FIGURE 1.9 N
YOY Bank Credit Growth to Commercial Sectors “‘?
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%‘2 The decline in retail credit growth (from 17.6%
in FY 2024 to 14.05% in FY 2025, Figure 1.11)
rf';‘ } was due to a decrease in unsecured retail loans,
- . vehicleloans and education loans; the first being
& :

Q

constrained by higher regulatory risk weights
imposed by RBI. It is interesting to note that
there was a surge in secured retail loans backed
by financial assets like deposits, shares, bonds,
and gold (by 52.32% in FY 2025). With private



FIGURE 1.11 &
YOY Credit Growth in Segments of Retail Bank Credit ...';:a?.
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)
final consumption expenditure (PFCE) growth  of priogity sector lending and shrank further in
languishing at 6% in FY 2025, we can presume  FY 2025.
that households were borrowing primarily for 0
investment in financial assets rather than con- é@set Quality
sumption. .;;g'-'r'[:jThe asset quality of the Banking sector contin-
In FY 2025, non-priority sector home loan$" ued to improve steadily, as seen by the declin-
grew at the highest rate of 21.1% among rétail ing trend in Stressed Advances Ratio, Gross
segments, albeit marginally lower tha@.':%the Non-Performing Assets (GNPA) Ratio, and Net
previous year (Figure 1.12). Howeve-fE.-"‘ prior-  Non-Performing Assets (NNPA) Ratio between
ity sector housing credit tapered off<to below  March 2022 and September 2024 (Figure 1.14).
1%, suggesting a clear shift of lendihg activity =~ Over the same period, the Provisions Coverage
towards premium housing markéts. The falling  Ratio (PCR) increased from 86.56% to 92.88%.
pan-India Housing Price Iné?.x (HPI) growth  Inthe cross-section, Public Sector Banks (PSBs)
explains the lackadaisical ¢gadit growth across  and SFBs had weaker asset quality in terms of
commercial and residentigtreal estate. stressed advances and GNPAs as compared
v to all SCBs (Figure 1.15). However, PSBs had
Priority Sector C\L’Edit higher than average PCR and were thus better
The declining treigha in priority sector credit protected, whereas the P.CR for SFBs was sig-
growth was laxgaly in tandem with non-food nificantly lower than the industry average.
bank credit reby maintaining a fairly stable =~ The GNPA ratios for broad credit segments con-
share (averdge 43.80%) in non-food bank credit  tinued to fall between March 2022 and Septem- MACRO-

during @2025 (Figure 1.13). MSME, agricul-

ture ahtl allied activities, lending to weaker
segtions, and low-cost housing constituted the
jority share (98.2%) of the priority sector.
P@her segments, including Renewable Energy
‘:QQ_ and Export credit, constituted only 1.8% share

Q

ber 2024 (Figure 1.16). The decline was sharp-
est for credit to Industry and other Non-Food
Credit. Retail loans, which otherwise has the
lowest GNPA ratio among credit segments, but
more than one-third share in bank credit, saw a
marginal uptick in the GNPA ratio from 1.20%
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FIGURE 1.12 .(5
YOY Credit Growth in Commercial and Residential Housing Credit vis-a-vis Change in HPI ,_,Fh
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YOY Growth in Credlyﬁ Priority Sector Segments
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in Ma.§2024 to 1.23% in September 2024.
'1'1'1'3"52')' s contributed by rising delinquencies in

cle loans, credit card receivables, and other
cg\‘e\taﬂ loans (Figure 1.17).
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movement in NPAs (Figure 1.18) showed a
continuously falling slippage ratio® However,

3. Slippage ratio is measured as the addition of NPAs during
the year as a percentage of standard advances at the start
of the year.

the write-off rate* and the recovery rate® pla-
teaued out in FY 2024. The higher write-off rate
has kept the share of Loss assets under control
at 26.36% in September 2024 (Figure 1.19).
The concern is the rising share of Substandard

4. Write-off rate is defined as the amount written off during
the year as a percentage of GNPA at the start of the year.

5. Recovery rate is measured as the NPA amounts upgraded
or recovered during the year as a percentage of GNPA at
the start of the year.
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Source: Authors’ construction based on RBI data.

FIGURE 1.14
Trend in Banking Sector Asset Quality Indicators
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FIGURE 1.17
Trend in GNPA Ratio by Retail Credit Categories ,_,Fh
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assets (from 17.24% in t\h 2022 to 25.11%
in September 2024), which is reflective of fresh
accretions to NPAsQﬁbssibly from the retail
credit segment.
gment. o

&
Debt Securiti& Market
The follow‘?ﬁ%gure (Figure 1.20) clearly exhib-

its the importance of debt securities market in
the groigth of Indian economy, vis-a-vis a few
oth@eveloped and emerging economies, In

terfms of contribution to respective GDPs. The
vt. (Non-Govt.) securities market in India,

: =»as a percentage of GDP, stood at around 52

S

percent (17 percent) during the year 2023-24,
highlighting the significant share of central
government securities, and also the increasing
importance of the corporate bond market for
the overall development of the economy.

Govt. securities (both GOI bonds and SDL) in
India have grown substantially over the last
decade, reflecting the government’s increasing
reliance on market borrowing programmes to
fund central and state-level fiscal deficits. Table
1.10 exhibits the size and growth of the G-Sec
(GOI & SDL) market, and also the percentage
share of the issuing states in total annual bor-
rowing of all the states, during the last three
financial years (FY 2022-23 to FY 2024-25).
The total outstanding borrowing of the Cen-
tral Govt (State Govts.) has increased from Rs.
91.66 lakhs crores (Rs. 49.29 lakhs crores) to
Rs. 112.17 lakhs crores (Rs. 64.05 lakhs crores)
from FY 2022-23 to FY 2024-25. Though the
total issuance of G-secs has gone down by Rs.
20 thousand cr. (from Rs.14.28 lakhs crores
in FY 2022-23 to Rs.14.08 lakhs crores in FY
2024-25), the total issuance of SDL has expe-



rienced a significant growth of around 65
percent (Rs.5.13 to Rs.8.51 lakhs crores) dur-
ing the same period. The highest growth is in
Maharashtra (10 to 14 percent), with a consist-
ent share of Andhra Pradesh (9 to 10 percent)
and Tamil Nadu (14 percent). The SDL segment
experiences a spike in issuance during the
fourth quarter, emphasising in year-end bor-
rowing plans of states.

Unlike the market for SLR (Govt.) securities,
the Non-SLR (Non-Govt. securities or Corpo-
rate Bonds) securities market in India is primar-
ily dominated by Private Placements, though
the majority are listed on BSE and/or NSE. The
trend in primary issuance of corporate bonds
in India is exhibited in Figure 1.21, highlight-
ing the slow but steady growth (from Rs. 4.13
lakhs crores in 2014-15 to Rs. 9.95 lakhs crores
in 2024-25), which has more than doubled the
market size over the last decade. Although the
corporate bond market in India has deepened
in terms of total issuance size, the width of the
market has reduced since 2016-17, bringing
the total number of issuance (private place-
ments) down almost by 50 percent (from 3377
to 1659), although the total issuance in public
has experienced around 100 percent (from 20
to 45 issuances) hike. Such a declining trend

o
42

FIGURE 1.20 &
Debt Market as a Percentage of GDP in Selected Ecg\??mies
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§
of the Indian cgfporate bond market could
be probably d@"co low investor risk appetite,
which has @lted in a fall in the demand for
Non-SL nds with relatively poor creditwor-
thineshs:‘_:__}ﬁ:.g. below AA rating).

As Bigure 1.22 shows, bank credit (Non-SLR
investments) growth rates rose (fell) since
2022-23 Q4, while the scenario reversed after
cione year (2023-24 Q4). The declining credit

in the width (Total number of bond issuancelr (Non-Food) exposure of SCBs has been offset

-
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ﬂt’ FIGURE 1.21
PrimarEI}suance of Corporate Bonds in India
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TABLE 1.10

Govt. Borrowings (Issuance & Outstanding of Securities: Gol vs. State Govt.)

FY 2022-23 FY 2023-24 FY 2024-25

.,
Issuance Size Issuance Size Issuance Size {1.'."?
Issuers (Rs. in Cr.) % Share (Rs. in Cr.) % Share (Rs. in Cr.) ‘Vég'hare
Central Govt. 1428052 1543000 1408141 | I,é:'
All State Govt. 513778 100 741974 100 851103 ‘Ei;l‘:ﬁ 100
Andhra Pradesh 52260 10 70407 9 78205 > 9
Assam 16100 3 16950 2 19009 2
Gujarat 32500 6 28500 4 @00 4
Haryana 36500 7 48500 7 _-.{§9500 6
Himachal Pradesh 10800 2 8600 1 --"-'a.@ 7359 1
Jammu & Kashmir UT 6745 1 14246 2 @% 13170 2
Kerala 22539 4 35003 @1 53666 6
Madhya Pradesh 28000 5 48000 E‘S;‘e, 63400 7
Maharashtra 49000 10 77000 {EJ‘ 10 123000 14
Punjab 38600 8 47426 ~ 6 40828 5
Rajasthan 34234 7 6003@«'L 8 74141 9
Tamil Nadu 71000 14 107, 14 118025 14
Telangana 36000 7 é‘g 7 54709 6
Uttar Pradesh 33500 7 §74200 10 45000 5
Uttarakhand 2500 0 . ':'5:“ 5800 1 8400 1
West Bengal 43500 8 é‘b 51410 7 64500 8
Total Outstanding (GOI) in Q4 91.66 Lakhs Cr. G'i"\‘ 102.66 Lakhs Cr. 112.17 Lakhs Cr.
Total Outstanding (SDL) in Q4 49.29 Lakhs ’gigj 56.52 Lakhs Cr. 64.05 Lakhs Cr.
Source: CCIL Reports; Table is Author’s creation. . $ -
Xl
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by the increasing investment exposure to Non-
SLR securities (bonds and debentures), dur-
ing this phase. The sudden pickup in Non-SLR
investments, from the last quarter of 2023-24
could be probably due to the implementation
(from April 1, 2024) of new RBI guidelines on
classification and valuation of investments,
where SCBs were permitted to classify their
Non-SLR debt investments under the Held till
Maturity (HTM) category, giving a boost to the
buy and hold incentives for such securities.

The corporate bond market in India shows
strong growth potential, with higher public
issuance and emergence of municipal bonds
and green bonds.

Secondary Market Liquidity

The RBI and Gol consistently take a series of
initiatives to increase secondary market liquid-
ity for Govt. securities (GOI & SDL), in terms
of deeper and wider participation from vari-
ous segments (institutional and retail), both
domestic and overseas. Figure 1.23 exhibits the
slow but increasing trend in the secondary mar-
ket liquidity for Govt. securities, with an aver-

age quarterly trading volume of Rs. 26.79 lakhs
crores (Rs. 36.61 lakhs crores in 2024-25Q2
and Rs. 32.64 lakhs crores in 2024-25Q4). The
maximum liquidity (with a quarterly average of
55 percent of the total trades) is in securities
with maturity between 7 to 10 years, followed

<&
@

K

by others (with a quarterly average within g- :
5 :

percent across all tenors).

N

Figure 1.24 captures the yield spread / tea:n%re—
mium, i.e., the difference between th 1ds on
long-term and short-term GOI bogds. It high-
lights the decreasing trend in the\\&ld spread /
term premium on traded cenqg' govt. securi-
ties. It exhibits that the teryrég%mium between
10-year and 3-month (1-year and 3-months)
GOI bonds has narrowiﬁié)m 229 basis points
(103 basis points) in 2022-23Q1 to 16 bps (-3
bps) in 2024-25Q .{:%e flattening of the risk-
free yield curve i§/possibly due to central bank
efforts to ensu{}economic stability and growth.

However, %ﬁndian bond market experienced
an unus rend since May 2025. As depicted
in Figuke-1.25, even after the policy rate cut in

Jun 25 (by 50 bps, from 6.00% to 5.50%)
bx'z@e RBI, the bond (GOI) yields, especially
]

&3
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' e = >]0-15Y
i —t— >20-40Y
:E\L' Source: CCIL Reports; Figure is author’s creation.
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FIGURE 1.24 Lh
Trends in GOI Yield Spreads or Risk-free Term Premium (in Bps.) \$
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FIGURE 1.25%~
Historical Trend in Bond Y@s Policy Rate in India
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the medifim and long term (10 year and above), indicates that investors are worried about fiscal
gradualty hardened till September 2025, lead-  pressures, possibly arises due to rationalization

idening the term premium (the term  of GST (from 4 slabs to 2 slabs), leading to risk

ium between 10Y and 3M widened from  of fiscal slippage and higher borrowing needs,

_Eé?ound 50 bps to 100 bps), and steepening  and/or global headwinds.
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f-.&,{"of the risk-free yield curve. The 10-year yield
almost remain same (6.60% to 6.70%) even
after a cumulative rate cut by100 bps till Sep-
tember 2025, but slightly softened after the last
MPC announcement in October 2025. When
the bond yield rises despite falling inflation, it

As far as the secondary market for SDL is con-
cerned, the RBI takes a series of initiatives to
improve liquidity. It has always been difficult to
identify the factors which drive the secondary
market liquidity of SDLs, and also to arrive at



S
TABLE 1.11 -t_-.

State-wise Issuance and Trading in SDL (% Share) q:__'_"‘f“h
Q4-FY25 Q4-FY24 Q4-FY23 Q4—FY2-2F':\'
States Issuance Trading Issuance Trading Issuance Trading Issuance o Trading
Maharashtra 12.89 13.34 12.41 14.83 8.97 10.06 5.2 '5:-'2" 15.33
Tamil Nadu 10.50 10.77 8.93 9.95 12.11 13.04 1:{@@ 13.90
Karnataka 10.36 12.56 13.40 14.83 1.33 4.63 6‘5.72 13.65
West Bengal 7.71 8.94 8.53 6.91 8.63 7.78 {‘j"‘ 8.45 5.60
Madhya Pradesh 6.54 6.99 3.85 6.13 9.36 9-48.,"3_;. 3.40 4.54
Gujarat 5.69 5.08 3.35 4.85 5.65 8@ 5.74 7.62
Rajasthan 5.09 5.22 6.72 6.10 5.58 ..."_-?1%6 6.54 4.98
Kerala 4.99 5.22 3.86 4.29 4.62 iTr3.68 2.97 4.84
Uttar Pradesh 4.60 6.14 10.66 8.81 13.83 b$ 13.84 5.52 6.21
Haryana 4.56 4.06 3.85 3.96 5.795;‘ 4.93 595 4.76
Odisha 4.55 2.62 = 0.09 & 0.32 - 1.02
Chhattisgarh 4.14 1.80 5.95 1.68 \::%‘.66 0.33 = 0.90
Bihar 3.58 3.50 4.87 6.99 Q 3.92 3.44 2.33 1.07
Telangana 3.52 4.01 3.40 3.0 @ 4.04 2.57 5.19 3.90
Andhra Pradesh 3.45 2.94 3.34 3@' 4.05 3.94 4.44 5.19
Uttarakhand 1.84 0.95 0.87 '-.'§“.‘4O 0.90 0.74 2.55 0.52
Assam 1.83 231 1.43 {:f 1.04 1.40 0.70 1.47 0.19
Punjab 1.70 2.21 1.59 t{‘__'nu 0.72 4.52 3.96 5.11 1.89
Jharkhand 0.81 0.69 O.Z‘S" 0.24 0.33 0.57 1.49 2.18
Himachal Pradesh 0.54 0.20 c§:%j9 0.49 1.99 1.30 - 0.66
Other States 111 0.45 {;a 2.05 1.16 241 1.29 2.31 1.05
100 100 ,q-::" 100 100 100 100 100 100

Correlation (Issuance “b':'-'

vs. Trading Vol.) 96.9&% 93.52% 95.47% 79.36%
Correlation (Issuance L

vs. Trading Spread) q@?AG% 26.76% 76.23% 86.88%
Correlation (Volume f]

vs. Spread) -27.83%3::‘ -37.65% -41.01% 15.46% -26.97% 14.51% -17.30% -10.38%
Source: CCIL Reports; Table is autl‘@%‘ creation.

=
the suitable yield ad (Yield on SDL minus  primary market issuance and secondary market

the risk-free yiel@,_:c';'f equivalent tenor) for the  trading, both in terms of liquidity and spread.
tradeable SDLs,*Phe RBI has begun to publish
the SDL curvgi(yield curve constructed out of
actual trades'in SDL) on a daily basis, to facili-

The percentage shares of quarterly (Q4 FY 22
to Q4 FY25) state-wise issuance and trading

g ) ) volumes are found to be strongly and positively =~ : MACRO-
tate biddifig in the primary market auction and . . . : FINANCIAL
Iso £ q I des. Th associated (with an average correlation of more ! pgrspECTIVES ON
also togjthe secondary market trades. the per- v, 90 percent). It suggests that the larger the ~ : 'NPMANECONOMY

cent‘@e shares of state-wise primary issuance
rading in SDLs are exhibited in Table 1.11,

3 demystify the primary factor(s) affecting the
£~ SDL spread, and the association between the

4
Q

size of primary issuance of a SDL, the higher : 21
would be its secondary market trading volume. :
A similar relationship also holds between issu-



FIGURE 1.26
Peer Group Comparison of Currencies (2024-2026)
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ing and trading spreads (more than 85 percent  India’s G-Sec in global indices is likely to bring
in Q4 FY 25), highlighting the fact thé;}Qhe long-term capital inflows, reduce borrowing

higher the SDL spread at the time of igstiance,  costs and deepen debt markets.
the more would be its trading spreac%[llhe data

also supports the standard theorgﬁ-bf anega- 1.7. Equity and Forex Markets

tive relationship between volumg+{issuance and
trading) and yield spread (issprance and trad-  Forex
ing), but the relationship is fdtnd to be weaker.

The focus in this section is on the developments

India’s SLR and Non—S]:\;ﬁ’ bond markets are  in the Indian forex markets, starting with a
evolving steadily, supf@?ted by arobust regula-  comparative picture of the INR vis-a-vis other

-

tory framework, incféasing investor awareness,  currencies. Figure 1.26 presents the INR move-

and progressive @'@ icy reforms. Inclusion of  ment in the context of the movement in Brazil-

w2 ian Real (BRL), Renminbi (CNY), South African

o Ran (ZAR), Indonesian Rupiah (IDR). It can be

@RE 1.27 seen that, rupee was remarkably stable com-

Peer Gr?%@,. olatility (2020 -2025) pared to other currencies till December 2024,

0.015 _‘_.":“- after which it showed a sharp depreciation. This

0.01 E;D period is marked by depreciation of most peer

' @ group currencies, vis-a-vis the US Dollar. In

0.005 . ;? the recent past, there has been a move towards

ﬁ .l I. appreciation in most of the currencies, mostly

0 3 INR= BRL= CNY= ZAR= IDR= owing to the dollar weakness. This stability in

& 9020-01-012022-06.01'  m2024-01-01"'2025-07-28" rupee is also reflected in the fact that it exhib-
I:E-.Ej 2022-06-01'+'2024-01-01" ited the least volatility (Figure 1.27).

Raw data source: LSEG, Author’s calculations.

Figure 1.28 shows the movement in the Indian
rupee, between March 2020 and July 2025. Till
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FIGURE 1.28
INR Movement (Jan 2024 to July 2025)
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Dec 2024, rupee demonstrated a high degree
of stability, as also seen in the movement of
Average True Range (ATR)® in the lower panel

of Figure 1. After December 2024, there was a
sharper movement: Indian rupee moved from
84.55 on December 2, 2024, to a high of 87.99
on February 10, 2025, with massive intra-day
trading range of around 90 paise. However, the
fall was contained, and by May 2, 2025, rupee
had appreciated to 83.76. Compared to the &=
movement in 2023 and 2024, the movemen‘t&rﬂﬂ
in 2025 is both bigger and sharper. The entize
third quarter of 2024-25 (August to é\gin—

ning of November), rupee in contr & just
moved from a range of around 40 pajde’— 83.70
to 84.10. The fall in volatility in the last few

months is shown in the falling AZR.

How should the movement @judged, in con-
text of the policy perspecti&@’?

First, a key factor th 'ihqgs helped in the sta-
bility of rupee in the,recent past is the stable
crude price. Crudeprices have trended down-
wards since 2024-*Figure 1.29 measures rupee
on the left axigsand crude on the right. We can
see period sharp increase in crude prices
leading téh*\cgharp depreciation in rupee (Nov
2021- 2022), while phases of crude price
stabill;ijg have helped keep rupee depreciation
-

.l"::'.'::l

¥
‘-'LI:-:":'& Average True Range looks at the difference between the
Q

high and low values, or the range in prices during a trading
session.

o
under control (JQ1$2022 onwards). With the
continuation of.geopolitical crises in the Mid-
dle East, crud@%rices are expected to rise again.
However, &€ fact that the past gains have not
been pasEed over to consumers allows policy
makers*a breather here and augurs well for
dqna_.‘gistic consumers and firms

Q@%nd, a stable rupee is good for both export-

s and importers. Given that most of Indian
exporters have import exposures, this can help
boost exports. It is especially crucial as export-
ers and importers face an uncertain global
demand scenario, where policy oscillation is
likely to reflect in business decisions. Export
credit growth has for long been subdued, even
with a subsidised interest rate, probably reflect-
ing muted demand with lacklustre export
growth (Figure 1.30). A market determined
exchange rate under orderly market conditions
is far more critical now. It will send a signal
to firms to hedge exposures, or build in natu-
ral hedges, and free up monetary policy from
external pressures.

Third, inflation has been benign in the recent
past. For the first time since the pandemic,
there has been a sharp slide in CPI General, CPI
Food and WPI Food (Figure 1.31a). While the
stability of food prices is essential for macro-
economic stability, the sharp fall in food prices
can also lead to fall in agricultural incomes and
rural consumption. Indian farmers, especially

MACRO-
FINANCIAL
PERSPECTIVES ON
INDIAN ECONOMY
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FIGURE 1.29

Crude Prices and Rupee Movement

Source: LSEG, Author’s presentation.
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