Downside risks
weigh on growth

forecast:

FinMin

Report flags El Nino conditions, rising crude prices
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ndia’s economy continues to be

robust, but downside risks such as ris-

ing crude oil prices, adverse weather

conditions, and the global banking cri-
sis outweigh the upside potential in gross
domestic product (GDP) growth in the cur-
rent financial year (FY24), the finance mini-
stry said on Tuesday in its Monthly
Economic Review for March.

“We reiterate that downside risks to our
official forecast of 6.5 per cent for real GDP
growth in FY24 dominate upside risks,” the
review said. “Opec’s surprise production cut
has seen oil prices rise in April, off their lows
of low-seventies per barrel in March. Further
troubles in the financial sector in advanced
nations can increase risk aversion in finan-
cial markets and impede capital flows.
Forecasts of El Nino, at the margin, have
elevated the risks to Indian monsoon rains,”
it stated. Although the 6.5 per cent growth
projection for FY24 was in line with the esti-
mates of the World Bank and the Asian
Development Bank, the report said these fac-
tors could affect the favourable combination
of growth and inflation outcomes currently
anticipated. “[So] it is important to be vigilant
against potential risks...,” it said.

The report said that the fiscal parameters
for the Centre and the states in FY23 had
been robust, with the ratio of revenue expen-
diture to capital expenditure in April-
February lower than the same period last
year. It said that following the Centre’s capex
push, the states had also announced ambi-
tious capex targets for FY24 and were still
expected to stick to the fiscal deficit target
of 3-3.5 per cent of their GSDP.

“The improvement in expenditure qual-
ity is driven by significant capex by the
Centre and the rationalisation of revenue
expenditure... Broad-based economic activ-
ity and robust revenue buoyancy have
further led to a consolidation in states’ fiscal
deficit target,” it stated.

For FY24, the Centre has announced a
record capex target of 10 trillion, including
1.3 trillion in long-term, interest-free loans
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FY24 GDP growth forecast by

various entities (In%YoY)
(entre RBI ADB
(EconomicSurvey) 6.5 6.5 6.4
World S&P OECD IMF
Bank 6.3 6.0 5.9 5.9

FINMIN'S VIEW

m Global situation complicated by
financial crisis; impact of warin
Europe still being felt

m Crude oil prices seen rising in April

m Inflationary expectations appear
to be anchoring

m Indian banks in good shape,
protected from banking crisis of West
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to the states for their capex needs.

The review warned that global economic
prospects continued to be uncertain and the
latest crisis to have hit the banks, especially
in the advanced economies, had added to

this uncertainty.
In its April 2023 World Economic
Outlook report, the International

Monetary Fund projected global growth to
decline from 3.4 per cent in 2022 to 2.8 per
cent in 2023. Turn to Page 6 »



crore in the first cycle.

FinMin...

Growth is forecast to marginal-
ly improve to 3.0 per cent in
2024, but not enough to beat
the growth rate of 2022 while
falling significantly short of the
6.4 per cent mark attained in
2021. “Elevated inflation and
financial tightening, which
have weakened the growth
process, are thus expected to
weigh on economic activity for
at least three years since the
armed conflict broke out
between Russia and Ukraine in
February 2022. The slowing of
global growth, accompanied by
pressures from deglobalisation
and supply chain disruptions,
has also moderated global
trade,” the report said.

It said internal macroeco-
nomic stability had further
strengthened with easing infla-
tionary pressures in March
2023, driven by the softening of
food and core inflation, which
fell toa16-month low. “The eas-
ing of international commodity
prices, the promptness of meas-
ures taken by the government,
and monetary tightening by the
RBI have helped rein in domes-
ticinflation. Inflationary expec-
tations also appear to be
anchoring, as witnessed in var-
ious surveys for households
and businesses,” it said. Core
inflation, however, in many
major economies continues to
be sticky, prompting faster
than-expected policy rate hikes
by central banks. The recent
collapses of a few banks in the
US and Europe on the back of
this tightening cycle have
posed pertinent questions to

policy makers on the vulnera-
bility of their financial systems,
particularly in emerging mar-
ket economies, it said. The
review stated that India’s bank-
ing system was less prone to the
kind of failures seen with
Silicon Valley Bank and
Signature Bank. It said banking
supervision was robust with the
RBT’s overarching coverage of
institutions, regardless of asset
size, in its bi-annual assess-
ment of financial stability.

CSR...

“The manufacturing sector in
the region has a small share of
the net domestic product of
states (except for Tripura) at
below 20 per cent. For all the
Northeastern Region (NER)
states together, the secondary
sector contributes just over 18
per cent to the income, while
the primary sector contributes
314 per cent and the tertiary
sector around 50 per cent,” said
a2021 NITI Aayog report on the
region’s development.

The skew has been noted in
earlier reports, such as consul-
tancy KPMG’s India’s CSR
reporting survey 2019 report
noting that states with more
aspirational districts received a
smaller share of funds than
richer states. This may also
have something to do with the
structural issues with CSR,
where companies do not have
as much of a redistribution
incentive as would be the case
in government spending where
politicians make decisions
based on votes. “..public allo-
cation is more evenly spread
out and focused on need-based
spending, with the government



