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1. SNAPSHOT OF INDIAN ECONOMY 
1.1. INDIAN ECONOMY AT A GLANCE 
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1.2. f ?f ќÉШÉÑÅÖ9ÑÖÅ xШÑÅ  É[§Å~ Ñf§  

Why in the news?  

f~[ШƖĲũĲċƚĲĬШċШìŸƖťŔŰŊШÂċƓĲƖШƣŔƣũĲĬШћĬƻċŰĦŔŰŊШfŰĬŔċќƚШÉƣƖƨĦƣƨƖċũШÑƖċŰƚŉŸƖůċƣŔŸŰШċŰĬШ9ċƣĦő-up to the 
Technology FrontierќЮ 

More on News: 

Structural Transformation: Transition of an economy from low productivity and labour-intensive economic 
activities to higher productivity and skill intensive activities.  

 
uĲǃШfƚƚƨĲƚШcŔŊőũŔŊőƣĲĬШĤǃШƓċƓĲƖШŔŰШfŰĬŔċќƚШƚƣƖƨĦƣƨƖċũШÑƖċŰƚŉŸƖůċƣŔŸŰа 

¶ Sectorial Imbalance:  Agriculture still accounts for 42% of employment. 
¶ Uneven tech-adoption by industries: Services outperformed manufacturing in tech-adoption. 
¶ Rise of low skill jobs:  Construction sector rises with about 12 percent of workers in 2019. 
¶ Low Productivity: Labour in 2019-20 in manufacturing and services were over 4.5 times more productive 

than in agriculture.  
¶ Paper estimates that India needs at least 143-324 million jobs  for its growing population by 2050. 

Key Policy Recommendations:  

¶ Strengthening Education and Skilling:  fŰĬŔċќƚШũċĤŸƖШŉŸƖĦĲ still has fewer years of formal education  than 
peers and quality of its education remains low (ASER, 2023). 

¶ Advancing Labor Market Reforms:  Working with states to loosen restrictive employment protection 
legislation would be essential to further enhance labor market flexibility . 

¶ Fostering Trade Integration:  E.g. signing bilateral trade agreements, removing tariff and non-tariff 
restrictions. 

¶ Removing Red Tape: It can spur private sector growth, leading to more job creation. 
¶ Continued Public investment Push such as stronger physical public infrastructure etc. 
¶ Others: Strengthening Social Safety Net, Facilitating Access to Credit for small and medium enterprises, 

etc. 

Conclusion  

A balanced and inclusive structural transformation is vital for India to sustain high growth, generate quality jobs, 
and fully harness its demographic dividend. Timely policy interventions in education, labour reforms, and ease 
of doing business can accelerate this transition toward a more productive and equitable economy. 
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1.3. KEY WORDS 

Key Words 
Structural 
Transformation 

Technology 
Frontier 

Sectoral 
Imbalance 

Tech-Adoption Low-Skill Jobs 

Labour Productivity 
 

Education & 
Skilling 

Labour Market 
Reforms 

Trade Integration 
 

Bilateral Trade 
Agreements 

Red Tape Removal 
 

Public Investment Social Safety Net 
 

Ease of Doing 
Business 

Demographic 
Dividend 

1.4. PRACTICE QUESTION 
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2. GROWTH AND DEVELOPMENT 
2.1. HOUSEHOLD CONSUMPTION EXPENDITURE SURVEY (HCES), 2023-
24 
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2.2. INCLUSIVE GROWTH AT A GLANCE 

 

2.3.  §ÅÑcE ÉÑШ ÉШћ[Å§ ÑÅÖ  EÅШ§[Ш]Å§ìÑcќ 

Why in the News? 

Recently, Prime Minister of India inaugurated the Rising North East Summit 2025. 

Key highlights of focus sectors of NER in the Summit to showcase it as Frontrunner of Growth  

Sectors  Highlights  

Textiles, 
Handlooms & 
Handicrafts  

¶ NER ŔƚШċШőƨĤШŉŸƖШƚƨƚƣċŔŰċĤũĲШƣĲǂƣŔũĲƚШċŰĬШőċŰĬŔĦƖċŉƣƚЯШŉĲċƣƨƖĲƚШ ƚƚċůќƚШ]f-tagged 
~ƨŊċШƚŔũťЯШ ċŊċũċŰĬќƚШƣƖŔĤċũШƚőċƽũƚЯШÑƖŔƓƨƖċќƚШĤċůĤŸŸШĦƖċŉƣƚШĲƣĦЮ 

¶ More than 50% of looms and weavers in the country belong to North East States. 
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Renewable 
Energy 

¶ It holds over 60 GW of exploitable conventional hydropower potential (40% of 
fŰĬŔċќƚШƣŸƣċũьЮ 

IT & ITES ¶ Rapid IT infrastructure development. E.g. 100-acre IT Park in Assam, IT SEZ at 
Imphal  etc. 

Infrastructure 
and Logistics  

¶ In FY 2024т25, 78 km of NH were built with bridges like Dhola-Sadiya and Bogibeel 
further enhances connectivity. 

¶ Air connectivity  has been improved with 17 airports (up from 9 in 2013). 

Education  ¶ High literacy:  Mizoram (91.3%), Tripura (87.2%), Nagaland (80.1%) 

Agriculture  ¶ Rich agro-biodiversity  and climate support organic & high-value crops (Assam tea, 
Joha rice, Kachai lemon, kiwi, pineapple). 

¶ There are Over 70% population in agriculture, mostly small/marginal farmers. 

Sports ¶ Indigenous sports  (archery, thang-ta, polo etc). 

Challenges in the North -Eastern Region 

¶ Poor connectivity:  E.g. Narrow Siliguri Corridor  (or Chicken Neck). 
¶ Insurgency and armed conflicts:  For e.g., NSCN-IM (National Socialist Council of Nagaland - Isak-Muivah) 
ĬĲůċŰĬƚШљGreater NagalimњЯШuƨťŔШ-Meitei clashes in Manipur, etc. 

¶ Narco terrorism:  Porous border with Golden Triangle (Myanmar, Laos, Thailand) countries. 
¶ Human Rights violations: Supreme Court, NHRC etc. raised concerns about lack of accountability under 

Armed Forces (Special Powers) Act (AFSPA), 1958.  
¶ Environmental vulnerabilities: For e.g.,  Annual Brahmaputra floods  displace lakhs in Assam. 
Initiatives for Development of NER  

India International  

¶ North East Special Infrastructure 
Development Scheme (NESIDS). 

¶ Act East Policy. 
¶ ÂƖŔůĲШ~ŔŰŔƚƣĲƖќƚШ?ĲƻĲũŸƓůĲŰƣШfŰŔƣŔċƣŔƻĲШ

for North East Region (PM-DevINE): 
Aimed at rapid and holistic development of 
NER. 

¶ Mission Organic Value Chain 
Development for North East Region 
(MOVCDNER) 

¶ Peace and security initiatives:  NLFT and 
ATTF Peace Agreement 2024, ULFA Peace 
Accord 2023 etc. 

¶ Regional connectivity projects: Kaladan Multi Modal 
Transit Transport Project, IMT (India-Myanmar-
Thailand) Trilateral Highway, BBIM Motor Vehicle 
Agreement etc. 

¶ Act East Forum (AEF): Led by India and Japan to 
promote connectivity within NER and between this 
region and Southeast Asia.  

¶ SASEC (South Asia Subregional Economic 
Cooperation):  It brings together Bangladesh, Bhutan, 
India, Maldives, Myanmar, Nepal, and Sri Lanka in a 
project -based partnership. 

Way Forward 

¶ Diversify access routes: For e.g . Hili (West Bengal)тMahendraganj (Meghalaya) transnational corridor.  
¶ Reduce insurgencyаШÑƖŔƓƨƖċќƚШƖĲőċĤŔũċƣŔŸŰШůŸĬĲũШƖĲĬƨĦĲĬШŔŰƚƨƖŊĲŰĦǃШċŰĬШ7ƖƨШƣƖŔĤċũƚШŉƖŸůШ~ŔǍŸƖċůШ

resettled successfully. 
¶ Address illegal migration and border security: By improving border management. 
¶ Improving Integration of NER with rest of India: Prevent discrimination and racial attacks  (Bezbaruah 

Committee).  

Conclusion  

 EÅќƚШƚƣƖċƣĲŊŔĦШũŸĦċƣŔŸŰЯШĦƨũƣƨƖċũШĬŔƻĲƖƚŔƣǃЯШċŰĬШƖĲƚŸƨƖĦĲƚШŸŉŉĲƖШƻċƚƣШƓŸƣĲŰƣŔċũЮШ7ƖŔĬŊŔŰŊШĦŸŰŰĲĦƣŔƻŔƣǃШŊċƓƚШċŰĬШ
ensuring peace can make it a hub of inclusive, sustainable growth. 
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2.4. MIDDLE INCOME TRAP 

Why in the News?  

India needs to grow by 7.8% on average over the next 22 years to become  High-Income Country (HIC) by 
2047:WB. 

What is Middle Income Trap?   

¶ It refers to a situation wherein rapidly growing economies  stagnates at middle -income levels and fails 
to graduate  into  the ranks of high-income countries.  

¶ World Bank classifies Economies having per capita Gross National Income between US$ 1,135 to 
US$13,846 as MIC. 

¶ Trend: During the last decade  the prospects of MICs migrating to High Income Countries have worsened.  
o This is due to the rapidly aging populations and burgeoning debt, fierce geopolitical and trade 

frictions,  and the growing difficulty of speeding up economic progress without fouling the environment.  

What makes India vulnerable to Middle Income Trap?  

¶ Untapped Human Capital  
o Skill Gap: Only ~51% graduates are employable (Economic Survey 2023-24). 
o Lack of innovation capability: India's R&D investment as a percentage of GDP stands at just 0.64% 

against 2.4% by China and 3.47% by US.  
¶ Rising Income inequality: fŰĬŔċќƚШtop 1% own 22.6% of income (World Inequality Lab,2022-23). 
¶ Stagnated Industrialization:  India leapfrogged from agricultural to services sector and  manufacturing 

share in output and employment has generally remained below 20%.  
¶ Declining Private Investment:  Private investment surged post-1990s reforms but it has fallen as a share 

of GDP, particularly since the global financial crisis in 2008.  
¶ Contemporary Global Headwinds:  

o Rising external debt  (it rose by 6.4% in March 2024 as compared to the previous year)  
o Accelerating Climate Action presents new challenges of accelerating growth.  

Way Ahead  

The World Bank report suggests countries aiming for high-income status should follow the 3i strategy:  

Investment ( 1i) for lower -
income countries  

Investment + Infusion (2i) for Lower 
MICs 

Investment + Infusion + 
Innovation  (3i) For Upper MICs 

¶ Improve the investment 
climate to increase 
domestic and foreign 
investment. 

¶ A good investment climate with 
measures deliberately designed 
to bring new ideas from abroad 
and diffuse them across the 
economy.  

¶ It should expand its efforts to 
become an innovation 
economy.  

 

Conclusion  

India and other MICs need to adopt a well-sequenced and increasingly sophisticated set of policies tailored to 
their specific circumstances and developmental stage in order to move up the income ladder successfully and 
avoid middle income trap. 
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2.5. POVERTY IN INDIA AT A GLANCE 

 

2.5.1ЮШf ?f ќÉШÂ§éEÅÑòШ~E ÉÖÅE~E ÑШ[Å ~Eì§ÅuШ 

Why in the news? 

fŰĬŔċќƚШƓŸƻĲƖƣǃШůĲċƚƨƖĲůĲŰƣШŉƖċůĲƽŸƖťШŰĲĲĬƚШƨƖŊĲŰƣШƖĲƻŔƚŔŸŰШƣŸШƖĲŉũĲĦƣШƖŔƚŔŰŊШũŔƻŔŰŊШƚƣċŰĬċƖĬƚаШÉƣƨĬǃ 

More about the News 

¶ The study compares 2022-24 Household Consumer Expenditure Survey data with 2011-12, highlighting 
poverty and inequality changes. 

¶ Key Findings 
o Poverty headcount ratio (HCR): Poverty HCR, at the $1.90 PPP (Purchasing Power Parity) the poverty 

line,  has dropped from ~ 12% in 2011-12 to 1% in 2023-24. 
> Poverty HCR: Percentage of a population living below defined poverty line.  

o Poorest households : Saw significantly higher growth in consumption expenditures than wealthier 
households. 

o Existing official poverty lines (Tendulkar and Rangarajan): Are outdated and don't reflect current 
deprivation. 
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The Study Proposes Two New Relative Poverty Thresholds: 

¶ Relative Poverty Line Based on the 33rd Percentile of Consumption : Instead of using a fixed poverty line, 
Poverty is defined based on the spending of the bottom 33% of the population.  

¶ Relative Poverty Line Based on Income: In Europe, poverty is defined as 60% of the median income  
(Middle income level when all incomes are arranged in order). 
o Applying this method to India, 16.5% of the population  was below this threshold in 2023-24. 

New Poverty Line Significance : 

¶ Reflects updated consumption  patterns, addressing current deprivation. 
¶ Ensures poverty thresholds adjust  automatically with economic growth. 
¶ Provides a more accurate measure  of poverty in modern India. 

Conclusion  

ÑőĲШƚƣƨĬǃШƨŰĬĲƖƚĦŸƖĲƚШƣőĲШƨƖŊĲŰƣШŰĲĲĬШƣŸШƖĲƻŔƚĲШfŰĬŔċќƚШƓŸƻĲƖƣǃШůĲċƚƨƖĲůĲŰƣШŉƖċůĲƽŸƖťШƣŸШƖĲŉũĲĦƣШƖŔƚŔŰŊШũŔƻŔŰŊШ
standards and evolving consumption patterns. Adopting relative poverty thresholds offers a more accurate and 
dynamic assessment of deprivation in ƣŸĬċǃќƚШĲĦŸŰŸůǃЯШĲŰƚƨƖŔŰŊШŔŰĦũƨƚŔƻĲШŊƖŸƽƣőШƣƖċĦťŔŰŊЮ 

2.5.2. URBAN POVERTY  

Why in the News? 

Odisha government launched a collaborative initiative ћÉ c ò§]ќ to facilitate access to government welfare 
schemes for the urban poor.   

Current Status of Urbanization and Urban Poverty in India  

¶ Urban population doubled from 17.29% (1951) to 31.16% (2011). 
¶ Over 50% of India's population (877 million) will be urban by 2050 (UN). 

World Bank Poverty & Equity Brief findings:  

¶ Extreme urban poverty dropped from 10.7% (2011-12) to 1.1% (2022-23). 
¶ Urban poverty (poverty line for lower-middle-income standard: $3.65/day) fell from 43.5% (2011-12) to 17.2% 

(2022-23). 
¶ Gini index improved from 28.8 to 25.5, showing reduced income inequality.  
¶ Urban unemployment fell to 6.6% in Q1 FY24/25, lowest since 2017-18. 

Differences between Urban and Rural poverty  

¶ Relative poverty: e.g., Co-existence of Dharavi, one of the largest slums in Asia, and skyscrapers, luxury 
hotels, etc., in Mumbai. 

¶ Income sources:  Urban poor often rely on informal employment, whereas In rural areas, poverty is closely 
linked to limited access to land, water, and other agricultural resources. 

¶ Access to services:  Rural areas often lack adequate infrastructure and basic services. Urban poor, on the 
other hand, may face barriers in accessing basic services despite their availability.  

¶ Social networks:  In urban settings, the poor may have weaker social networks and support systems 
compared to rural areas, where community ties and traditional support structures may be stronger. 

Reasons for persistence of Urban Poverty  

¶ Lack of Planned Development: Haphazard urbanization, migration, and policy gaps excluding urban poor 
(e.g., lack of affordable housing projects). 

¶ Regional Disparity: Under -developed Tier II/III cities create excessive pressure on megacities like Delhi, 
Mumbai. 

¶ Social Security Gaps: Poor migrants lack residency/identity proof, excluding them from welfare 
programs.  
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¶ Poverty Cycle: Poverty limits access to education and employment, perpetuating inter -generational 
poverty.  

Government Initiatives  

¶ One Nation One Ration Card: Aadhaar-based portability ensuring food security for migrants. 
¶ Swachh Bharat Mission -Urban 2.0: Sanitation scheme for construction and management of latrines. 
¶ PMAY-Urban: Housing for EWS/LIG/MIG categories and slum dwellers. 
¶ DAY-NULM: Self-employment and skilled wage opportunities for urban poor. 
¶ PM SVANidhi: Micro-credit facility for street vendors. 
¶ Others: AMRUT 2.0, Smart Cities Mission. 

Way Forward 

¶ Inclusive Urbanization: Decentralize decision-making with people's participation. E.g. Kudumbashree 
(Kerala women's network) in National Urban Livelihoods Mission (NULM) implementation.  

¶ Tier-II/III Development:  Improve rural infrastructure reducing distressed migration. 
¶ Sustainable Urbanization: Urban Local Bodies prioritizing sustainability (e.g. Indore's SBM success). 
¶ Empowerment: Encourage skill development, labor-intensive industries,etc. 
¶ Targeted Social Security: Improve portability, fix inclusion-exclusion errors, and enhance monitoring. 

Conclusion  

By 2050, Indian cities are expected to contribute more than 75% of our GDP and about 60% of our Green House 
Gas emissions. Thus, it is vital to effectively tackle the issue of urban poverty  for sustainable development 
of our urban areas. This will contribute to the goal of ћéŔťƚŔƣШ7őċƖċƣќ and make India a $5 trillion economy.  

2.6. ECONOMIC INDICATORS  

2.6.1. GDP BASE YEAR REVISION 

Why in the News?  

The government has formed an advisory Committee on National Accounts Statistics  (NAS) to update the GDP 
base year from the existing 2011-12 to 2022-23. 

More on the News 

¶ The NAS under chairmanship of  Biswanath Goldar  has been formed. 
o Central Statistics Office  (CSO) brings out NAS annually which includes GDP estimates from multiple 

approaches.  
¶ Advisory Committee on NAS will review data sources to align GDP with inflation and industrial indices. 
¶ The previous base year revision in 2015 changed base year from 2004-05 to 2011-12.    

o In the new series, CSO did away with Gross Domestic Product (GDP) at factor cost,  and adopted the 
international practice of valuing industry-wise estimates as Gross Value Added (GVA) at basic prices. 

What is Base Year?           

¶ A base year is the reference year whose prices are used to calculate the real growth  (minus inflation) in 
national income. Thus, Base year is a benchmark used for GDP calculation .  
o For example: If 2011-12 is the base year, GDP for other years is adjusted to match 2011-12 prices. 

Need to Update the GDP Base Year 

¶ Removing Inflation Effects:  Outdated base years can overestimate GDP by ignoring rising prices. 
¶ Enhances Data Quality:  Includes new data from digitization, enhances more reliable data use, etc. 
¶ Global Comparison:  Aids in comparing GDP with other countries. 
¶ Other Reasons: Adapts to post-pandemic dynamics, supports policymaking, etc. 
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¶ Relevance of it to other Metrics:  Such as the Index of Industrial Production (IIPs), the Wholesale Price 
Index (WPI) and the Consumer Price Index (CPI). 

About GDP  

¶ Measurements of GDP: Theoretically, GDP can be measured in three different way, each of which should 
give the same answer (refer to the infographic) 
o Nominal GDP: Measured at current market prices, ignores inflation. 
o Real GDP: Adjusted for inflation using base year prices, showing true economic growth. 

¶ Limitations of GDP: Excludes non-market activities (e.g., household work), Ignores income inequality, 
§ƻĲƖũŸŸťƚШĲŰƻŔƖŸŰůĲŰƣċũШĬċůċŊĲЯШ~ŔƚƚĲƚШŔŰŉŸƖůċũШĲĦŸŰŸůǃШĦŸŰƣƖŔĤƨƣŔŸŰƚЯШ?ŸĲƚŰќƣШůĲċƚƨƖĲШƽĲũŉċƖĲШŸƖШ
living standards etc. 

 
Conclusion  

Updating the GDP base year to 2022т23 is a timely step that will ensure more accurate, inflation -adjusted, and 
policy -relevant economic data . It reflects changing economic dynamics, improves data reliability, and 
ƚƣƖĲŰŊƣőĲŰƚШfŰĬŔċќƚШċĤŔũŔƣǃШƣŸШbenchmark its growth against global standards . 

2.6.2. WPI BASE YEAR REVISION 

Why in the News? 

The Government of India  has constituted a Working Group chaired by Prof. Ramesh Chand for base revision  
of the current series of Wholesale Price Index (WPI) from base 2011-12 to 2022-23. 

About WPI 

¶ Measure of the average change of prices of a fixed set of goods at the first point of bulk sale  in a 
commercial transaction in the domestic market  over a given period of time. 

¶ Released by: Office of the Economic Adviser, Department for Promotion of Industry and Internal Trade. 
¶ Measurement : Measured as a weighted average of a basket of commodities.  
¶ Composition of Basket:  Comprises 697 items categorized into three major groups : 

o Primary Articles (Weight: 22.618 out of 100) 
o Fuel and Power (Lowest weight: 13.152 out of 100)  
o Manufactured Products (Highest weight: 64.230 out of 100) 
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About Producer Price Index (PPI): It measures the average change in the price a producer receives  for his 
goods/services sold in the domestic market/ exports.  

Need to replace WPI by PPI 

¶ Multiple Counting Bias:  WPI has inbuilt bias due to double/ multiple counting of same product. 
¶ Exclusion of Services:  WPI also excludes the service sector (about 55% of GDP). 
¶ Exclusion of taxes : News WPI (2011-12) series considers only basic prices and does not include taxes, 

rebate/trade discounts, transport and other charges. 
¶ Advantages of PPI: Cover services, exclude indirect taxes among some, International Prominence of PPI 

being used by advanced economies like U.S.A. etc. 

Conclusion  

The WPI base year revision and the planned transition to PPI may pave the way for a more precise and globally 
aligned inflation metric . Moving forward, adoption of PPI can also enhance economic policymaking, improve 
price tracking across sectors , and provide a robust framework for data -driven decisions  in a dynamic 
economy. 
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2.7. FINANCIAL INCLUSION  

2.7.1. STATUS OF FINANCIAL INCLUSION IN INDIA AT A GLANCE 

 

2.7.2. 10 YEARS OF PMJDY 

Why in the news? 

Recently, India celebrated the 10th anniversary of the Pradhan Mantri Jan Dhan Yojana (PMJDY), launched to 
promote Financial Inclusion in India. 

About PMJDY  

¶ It is a National Mission for Financial Inclusion (NMFI) , and it is the ƽŸƖũĬќƚШũċƖŊĲƚƣШŉŔŰċŰĦŔċũШŔŰĦũƨƚŔŸŰШ
scheme.  

¶ Aim: For every Indian, ensure access to financial services , namely, Basic Savings Bank Deposit Account 
(BSBDA), remittance, credit, insurance, pension in an affordable manner.  
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¶ Ministry: Ministry of Finance  (Department of Financial Services) 
¶ Basic Tenets of the Scheme 

o PMJDY is made up of six pillars (Refer Infographics) 
o Banking the unbanked : Focus on every unbanked adult.   
o Securing the unsecured : 
> Free accidental insurance cover on RuPay cards  increased from Rs. 1 lakh to Rs. 2 lakhs for 

PMJDY accounts after 28th August 2018. 
o Funding the unfunded : Other financial products like micro-insurance, overdraft for consumption, 

micro-pension & micro-credit. 

Key-achievements under PMJDY  

¶ Large number of New Accounts : By 
August 2024, 53.13 crore Jan Dhan 
accounts  were opened, whereas by 
March 2015, it was 14.72 crore 
accounts only. 

¶ Boost to digital economy : 36.14 
crore RuPay cards have been issued 
to PMJDY account holders, 
facilitating cashless transactions 
and providing access to the inbuilt 
accident insurance cover.  

¶ Bridging Financial gaps in rural 
areas: Almost 100% of villages are 
covered with banking 
outlets within 5 km mapped as per 
Jan Dhan Darshak App. 

¶ Average Deposit in PMJDY accounts increased:  By 4.12 times between 2015- 2024, with total deposits 
exceeding Ү2.3 lakh crore.  

¶ Number of zero balance accounts decreased:  To 4.26 crores as against 8.52 crores in 2015.  

Conclusion  

The ten-year journey of PMJDY highlights a ƣƖċŰƚŉŸƖůċƣŔƻĲШƚőŔŉƣШŔŰШfŰĬŔċќƚШŉŔŰċŰĦŔċũШŔŰĦũƨƚŔŸŰШũċŰĬƚĦċƓĲ, 
bringing millions into the formal banking system. By bridging rural-urban financial gaps and promoting digital 
payments, PMJDY has laid a strong foundation for inclusive and resilient economic growth . 

2.7.3. 50 YEARS OF MICROFINANCE 

Why in the News? 

ÉĲũŉШEůƓũŸǃĲĬШìŸůĲŰќƚШ ƚƚŸĦŔċƣŔŸŰШыÉEì ьШ7ċŰťЯШƚƣċƖƣĲĬШŔŰШ]ƨŢċƖċƣШŔŰШΝΦΤΠШċƚШċШĦŸŸƓĲƖċƣŔƻĲШĤċŰťШůċƖťƚШƣőĲШ
completion of 50 years of microfinance institution (MFI) in India.  

What is microfinance?  

¶ Definition:  Microfinance, also called microcredit, is a banking service targeting poor households and small 
enterprises in rural areas.  

¶ Services: Providing credit to poorer households and small enterprises, but many also take deposits, some 
MFIs offer other financial services, such as insurance, or advice and training to their clients. 

Significance of microfinance in India  

¶ Poverty Alleviation:  NABARD through SHG Bank Linkage Programme which is the largest microfinance 
programme in the world, empowers 17.8 crore households  through more than 144 lakh SHGs. 
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¶ Entrepreneurship Promotion:  46% of microfinance loans are provided to families having monthly income 
less than Rs. 20,000, for working capital for their income generating activities  and assets . 

¶ Empowerment of Women:  88% of SHGs linked to banks being women-led. E.g., Kudumbashree in Kerala   
¶ Financial Inclusion:  Microfinance fills the gap left by traditional banks. 

o Client of MFIs had grown substantially within the last ten years touching 140 million families in FY 2024. 
¶ Social Impact:  E.g., Ujjivan Small Finance Bank Chote Kadam initiative, has made significant 

contributions to the healthcare sector by renovating multiple Primary Health Centres (PHCs) and hospitals. 

Challenges in Microfinance in India  

¶ Over-Indebtedness: 8-ΝΜӖШŸŉШƣőĲШƚĲĦƣŸƖќƚШƣŸƣċũШċƚƚĲƣƚШƨŰĬĲƖШůċŰċŊĲůĲŰƣШы Ö~ьШŔƚШũŔŰťĲĬШƣŸШĤŸƖƖŸƽĲƖƚШ
with more than four lenders. Micro credits are also charged at higher interest rates. 

¶ Multiple Regulator: MF Banks in India are regulated by the RBI, State governments through State 
Cooperative Societies Acts  (for cooperative banks) regulate microfinance cooperative banks and 
cooperative societies. 

¶ Lack of collateral and risk of default: Increases NPAs.  
¶ Sustainability of Microfinance Institutions: Striking a balance between social impact and financial 

sustainability is an ongoing challenge as very few MFI are actually profitable. 

 

Way forward  

¶ Limiting the number of lenders per borrower to three from four : Cap outstanding loans per borrower at 
Rs 2 lakh from Rs 3 lakh. 

¶ MFIs can be classified under various sectors:  such as affordable housing, climate action, water and 
sanitation, to usher in holistic development at the bottom of the financial pyramid. 

¶ Financial Literacy : Can improve financial inclusion,through insurance and growth of microfinance industry. 
¶ Learning from best practices:  Southern states including Tamil Nadu, Karnataka, and Kerala have well-

developed microfinance distribution networks, making microfinance operations easier. 

Conclusion  

The 50-year journey of microfinance in India reflects its transformative role in poverty alleviation, women 
empowerment, and financial inclusion . Going forward, a more sustainable, tech -driven, and regulated 
microfinance ecosystem  ƽŔũũШĤĲШĦƖƨĦŔċũШƣŸШĬĲĲƓĲŰШŔƣƚШŔůƓċĦƣШŸŰШfŰĬŔċќƚШƚŸĦŔŸ-economic development. 
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2.7.4. DIRECT BENEFIT TRANSFER (DBT) AT A GLANCE 
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2.8. INEQUALITY 

2.8.1. ECONOMIC INEQUALITY IN INDIA AT A GLANCE 

 

2.8.2. REGIONAL DISPARITY IN DEVELOPMENT 

Why in the News? 

A working paper "Relative Economic Performance of Indian States: 1960-61 to 2023-24" by Economic Advisory 
Council to the Prime Minister (EAC-PM) highlights the uneven growth across Indian states. 

Key trends highlighted in working paper  

¶ Disparity in Relative Per Capita Income: Western and Southern region s are outperforming:  Delhi, 
ÑĲũċŰŊċŰċЯШuċƖŰċƣċťċЯШċŰĬШcċƖǃċŰċШőċƻĲШƣőĲШőŔŊőĲƚƣШƓĲƖШĦċƓŔƣċШŔŰĦŸůĲЮШШEЮŊЮЯШ?ĲũőŔќƚШƓĲƖШĦċƓŔƣċШŔŰĦŸůĲШŔƚШ
250.8% of the national average.  
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¶ Dominance of Southern States in GDP Contribution:  Karnataka, Andhra Pradesh, Telangana, Kerala, and 
Tamil Nadu contributed over 30% of India's GDP in 2023-24. 

¶ Better Performance of Maritime States: Overall, maritime states have clearly outperformed the other 
states, except for West Bengal.  

¶ Eastern states remain a concern: ìĲƚƣШ7ĲŰŊċũќƚШƖĲũċƣŔƻĲШĲĦŸŰŸůŔĦШƓĲƖŉŸƖůċŰĦĲШőċƚШƽĲċťĲŰĲĬЮШìőŔũĲШ
Bihar's relative position has stabilized in the last two decades, it still lags significantly behind other states. 

Factors responsible for regional disparity  

¶ Historical:  British policies favoured resource-rich areas (like Kolkata, Mumbai and Chennai). 
¶ Geographical : Difficult terrain (e.g., North-Eastern states) and adverse climates, like frequent floods in 

Bihar and Assam slows down development. 
¶ Economic:  

o Dominance of primary economic activities:  States with more people in manufacturing and services 
sectors have higher income compared to those dependent on agriculture. E.g., Maharashtra and Gujarat 

o Infrastructure Deficit:  limits growth in underdeveloped regions.  
¶ Governance  

o Political Instability: Unstable governments and law and order issues discourage investment.  
o Failure of Planning Mechanisms: Industries prefer locations with established resources such as 

consistent power and water supply, road and railway infrastructure and skilled labour.  

 
Way Ahead to Reduce Regional Disparity in Growth  

¶ Tailored Approaches : E.g. Increased focus on programs such as Hilly Area Development and Drought Prone 
Area Development with target specific regional needs instead of a one-size-fits-all approach. 

¶ Performance -Based Funding: Funding should be tied to meeting development standards. 
¶ Strengthening of Good Governance in backward states : Effective administration helps states raise 

revenues, attract investment, and improve resource use, especially in backward regions. 
¶ Balanced Infrastructure Development : Improving infrastructure (power, transport, telecom, irrigation) in 

underdeveloped states is key to boosting investment and quality of life. 
¶ Investment in agriculture : Especially in the lagging regions with a focus on backward and forward linkages.  

Conclusion  

For achieving balanced regional development, focus should be on creating an environment that fosters 
innovation, attracts investment, and ensures efficient utilization of resources. Strengthening governance, 
improving infrastructure, and promoting healthy competition between states through cooperative and 
competitive federalism are essential steps.  












































































































































































































































