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Péter Klemensits 

Abstract 

While the world economy is recovering from the coronavirus outbreak, it has recently 
been shaken by the consequences of the Russian-Ukrainian war, which is also 
affecting the economic development of India, a global player. The rise in commodity 
prices and the disruption of trade chains have triggered a new wave of crises, which 
is not expected to be as severe as the COVID-19 crisis. The aim of this analysis is to 
provide a brief overview of the state of the Indian economy and its prospects in the 
spring of 2022 in light of recent economic indicators. 

Keywords: India, economy, coronavirus epidemic, Russia-Ukraine war, crisis 

Introduction 

International political events often have a major impact on the global economy, and 
the Russia-Ukraine war is no exception. Although it is primarily the smaller states that 
are most vulnerable to emerging crises, the major powers are also affected by 
negative developments. In addition to the countries directly affected, many major 
international players in Asia were just recovering from the shock of COVID-19 when 
the war in Eastern Europe again had serious economic consequences, not to 
mention a severe blow to trade relations in Eurasia. In addition to the European 
Union, Russia, China, and the United States, India, the world's second most populous 
country, is also worth a closer look, as it plays an important role not only politically 
but also economically in the international system of the 21st century. 

The Main Characteristics of the Indian Economy 

India is a middle-income developing economy with a population of 1,406,631,776. It is 
the sixth largest economy in the world1 in terms of nominal GDP (USD 2.66 trillion in 
2020), but third in terms of purchasing power parity. However, thanks to its large 
population, India is only 128th in the world in terms of GDP per capita at purchasing 
power parity, and 31st in Asia.2   

India's economy is a blend of traditional rural farming and handicrafts and a thriving 
modern industry and mechanised agriculture. It is a leading power in technology 
services and business outsourcing, with the services sector accounting for a large 
share of its economic output. The services sector accounts for 50% of GDP and 
continues to be the fastest growing sector, while the industrial and agricultural 
sectors employ the majority of the workforce. 

In the first decades after independence, India's economy was characterised by 
protectionist economic policies, followed by liberalisation in the 1990s, which 
boosted economic growth, but inflexible business regulation, widespread corruption 

https://www.macrotrends.net/countries/IND/india/population
https://www.investopedia.com/insights/worlds-top-economies/#toc-6-india
https://statisticstimes.com/economy/country/india-gdp-per-capita.php
https://www.cia.gov/the-world-factbook/countries/india/
https://www.cia.gov/the-world-factbook/countries/india/
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and persistent poverty remain challenges for the country today. However, it is 
undeniable that, thanks to deregulation, privatisation and a revival of foreign trade 
and investment, India has seen GDP growth averaging 7% per year between 1997 
and 2017.3  Remarkably, the country was the fastest growing economy in the world 
between 2013 and 2018, overtaking China.  

India is a major player in global trade, with its main exports being refined petroleum, 
diamonds, pharmaceuticals, jewellery and vehicles. However, as a resource-poor 
country, it relies on imports of coal, gas, oil, gold and diamonds. Its main trading 
partners are the United States, China, the United Arab Emirates, Saudi Arabia and 
Iraq. 

In some ways, South Asia's largest state is a country of extremes. There is huge wealth 
inequality: 73% of national wealth is concentrated in the hands of 1% of the 
population.4  It is interesting to note that India currently has the fourth largest foreign 
exchange reserves in the world (USD 640.4 billion), while its public debt is high at 
86% of GDP. 

In the long term, the Indian economy could be one of the great winners of the 21st 
century, thanks to its young population, healthy savings and high investment rates 
and its integration into the world economy. However, there are also serious 
problems, such as inadequate transport and agricultural infrastructure, inefficient 
power generation and distribution systems, and insufficient access to quality 
primary and higher education. 

COVID-19 and the Economic Consequences 

In India, a total of 43,047,594 cases of coronavirus were registered by April 20, 2022, 
and the death toll was 522,006. The economy was already showing signs of slowing 
down immediately before the outbreak, but this slowdown was significantly 
exacerbated by the outbreak of the pandemic. In the fourth quarter of fiscal year 
20205, GDP growth fell to 3.1%. Indian analyst firm Crisil had already predicted the 
worst recession since independence, with a 24% decline between April and June 
2020, affecting all sectors of the economy to varying degrees. The spread of the 
epidemic, followed by the imposed restrictions, led to a decline in economic activity, 
with 45% of households suffering income losses and 140 million people losing their 
jobs, pushing unemployment to 26% in March 2020. The closures cost the economy 
an estimated USD 4.5 billion per day. In May 2020, the government announced a 
USD 260 billion stimulus package, which increased to USD 390 billion by the end of 
the year, while the central bank also took action to support the recovery. In 2021, the 
second wave of the epidemic also caused serious problems, but this was 
accompanied by increased efforts to open up, which resulted in India's indicators 
returning to or above pre-epidemic levels by the end of 2021.6 The IMF subsequently 
forecast growth of 9.5% for 2021. 

Trends in the Main Macroeconomic Indicators on the Eve of the 
Russia-Ukraine War 

Having overcome most of the negative consequences of the pandemic, India is now 
once again the fastest growing economy, which, according to the finance minister, 
proves that "the government managed the economy well during the crisis." In 

https://www.ft.com/content/cb5a4668-1c84-11e8-956a-43db76e69936
https://wits.worldbank.org/CountrySnapshot/en/IND
https://wits.worldbank.org/CountrySnapshot/en/IND
https://thewire.in/economy/richest-1-cornered-73-wealth-generated-india-2017-oxfam-survey
https://economictimes.indiatimes.com/news/economy/finance/india-has-4th-largest-foreign-exchange-reserves-in-world-mos-finance/articleshow/88122063.cms
https://economictimes.indiatimes.com/news/economy/finance/india-has-4th-largest-foreign-exchange-reserves-in-world-mos-finance/articleshow/88122063.cms
https://www.worldometers.info/coronavirus/country/india/
https://economictimes.indiatimes.com/news/economy/indicators/india-facing-its-worst-recession-in-current-fiscal-says-crisil/articleshow/76004775.cms
https://www.businesstoday.in/jobs/story/india-unemployment-rate-hits-26-amid-lockdown-14-crore-lose-employment-cmie-256183-2020-04-22
https://www.thehindubusinessline.com/economy/covid-19-lockdown-estimated-to-cost-india-45-billion-a-day-acuit-ratings/article31235264.ece
https://www.hindustantimes.com/india-news/htls-2021-we-re-largely-back-to-pre-covid-growth-fm-101638641716838.html
https://www.hindustantimes.com/india-news/htls-2021-we-re-largely-back-to-pre-covid-growth-fm-101638641716838.html
https://economictimes.indiatimes.com/news/economy/indicators/indias-recovery-fastest-economy-managed-well-says-nirmala-sitharaman/articleshow/89490802.cms
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addition to India's 9% growth in 2021, New Delhi also expects GDP growth of 9% in 
the next fiscal year, which was confirmed by the IMF's forecast released in January 
2022. This is indeed an outstanding achievement at the start of the post-crisis 
recovery, especially given the 7.3% contraction in FY 2020-21 Asia's third-largest 
economy had an unemployment rate of 7.9% in December 2021, equivalent to about 
35 million people. Inflation was above 6% in early January 2022, which also poses a 
risk to the economy, according to the Reserve Bank of India. Among macroeconomic 
indicators, India's current account deficit in the second fiscal quarter ended 
September 2021 was also not insignificant at USD 9.6 billion, equivalent to 1.3% of the 
country's gross domestic product (GDP), reflecting a widening trade deficit and 
increasing repatriation of foreign direct investment. In the first three months of fiscal 
year 2021/22, FDI inflows to India increased 168% to USD 17.57 billion, compared to 
USD 6.56 billion a year earlier. The largest investors were Singapore, Mauritius, the 
Cayman Islands, the Netherlands, and Japan, with 27% of investments going into the 
automotive sector. 

In terms of economic recovery, analysts saw the high vaccination level of India's 
population, which reached 75% of the adult population by the end of January 2022, 
as a clear positive development and therefore did not expect a similar economic 
slowdown to the previous one. 

The Effects of the Russia-Ukraine War 

India has taken a politically neutral stance, but the interconnectedness of its 
economy with the major powers means that it too must bear the consequences of 
global trends. Russia and Ukraine may not be among India's top trading partners, 
but trade uncertainties stemming from Western sanctions and commodity price 
volatility are also impacting India's future. Experts say the unfolding crisis will fuel 
inflation and increase the current account deficit, which will reduce GDP growth. In 
the longer term, India's exports are also expected to decline, as is investment.  
In its April report, the International Monetary Fund lowered India's GDP forecast for 
fiscal year 2022-23 by 80 basis points to 8.2%, citing risks to macroeconomic stability 
from high crude oil prices. By comparison, the IMF forecasts growth of 4.4% and 3.7% 
for China and the U.S., respectively. After the government froze gasoline prices in 
many member states for a long time because of the parliamentary elections, the war 
has now caused them to rise along with food prices,7 pushing retail inflation up to 
6.95% in March.8 The central bank expects inflation to reach 5.7% for the current year. 
The rise in import prices due to high oil prices will also push up the current account 
deficit from 1.7% of GDP to 2.6%, according to Japan's Nomura Research Institute. Not 
surprisingly, the fiscal deficit reached 82.7% of the full-year target at the end of 
February. As for foreign trade data, India's trade deficit widened 87.5% to USD 192.41 
billion in 2021-22 from USD 102.63 billion in the previous year. The trade deficit stood 
at USD 18.69 billion in March 2022, compared to USD 192.41 billion in the full year 2021-
22. There were also positive changes compared to the previous period. For example, 
with the Centre for Monitoring Indian Economy, the unemployment rate fell from 
8.2% in February to 7.6% in March, largely due to the labour market regaining its 
footing after COVID-19. The latest data is also positive for investment, as foreign 
investors took home a record USD 13.7 billion net gain from their Indian investments 
in the December quarter. Based on the current outlook, the industry association 

https://www.eastasiaforum.org/2022/02/10/will-india-become-the-worlds-fastest-growing-large-economy/
https://www.dw.com/en/covid-indias-economy-battles-widespread-unemployment-inflation/a-60612013
https://indianexpress.com/article/business/economy/india-january-2022-cpi-consumer-price-index-retail-inflation-mospi-government-data-7773245/
https://www.business-standard.com/article/economy-policy/india-q2fy22-current-account-deficit-at-1-3-of-gdp-likely-to-widen-121123101161_1.html
https://www.pinsentmasons.com/out-law/guides/foreign-direct-investment-india
https://economictimes.indiatimes.com/news/india/over-75-of-indias-adult-population-fully-vaccinated-against-covid-19/articleshow/89216240.cms
https://qz.com/2141310/how-will-the-russia-ukraine-war-impact-the-indian-economy/
https://qz.com/2141310/how-will-the-russia-ukraine-war-impact-the-indian-economy/
https://timesofindia.indiatimes.com/business/india-business/imf-slashes-indias-gdp-forecast-to-8-2-for-fy23/articleshow/90939753.cms
https://asiatimes.com/2022/04/indias-retail-inflation-hits-a-17-month-high/
https://asiatimes.com/2022/04/indias-retail-inflation-hits-a-17-month-high/
https://economictimes.indiatimes.com/news/economy/finance/fiscal-deficit-touched-82-7-pc-of-full-year-target-at-end-of-february-govt-data/articleshow/90568686.cms?from=mdr
https://economictimes.indiatimes.com/news/economy/indicators/indias-trade-deficit-rises-88-pc-in-fy22-govt-data/articleshow/90645945.cms
https://indianexpress.com/article/india/unemployment-rate-decreasing-india-cmie-7850769/
https://www.moneycontrol.com/news/business/economy/india-expected-to-attract-100-billion-fdi-in-2022-23-phd-chamber-8363051.html
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expects USD 100 billion worth of foreign direct investment to enter the country in the 
fiscal year 2022-23 due to economic reforms and an improved business environment. 

Conclusion 

As can be seen above, the economic impact of the Russian-Ukrainian war is also 
being felt in India, despite the country's efforts to distance itself from the conflict. An 
analysis of economic indicators shows that the country had recovered from the 
COVID-19 crisis by the end of 2021, but after February 2022, the global economy took 
another negative turn as a result of the war, and the performance of the Indian 
economy was affected. Unlike the crown virus epidemic, analysts now expect a 
shorter and smaller crisis, while some data give cause for optimism, a prolonged and 
escalating conflict in Eastern Europe could also affect India's development prospects, 
as well as the rest of the global economy. 

 

 

 
1 After the US, China, Japan, Germany and the UK. 
2 It also means that India's GDP per capita is only eight times that of the poorest country, 
South Sudan. 
3 Domestic consumption plays a key role in GDP generation and India is one of the largest 
consumer markets. 
4 Only 2% of the population pay tax due to exemptions claimed under different headings. 
5 In India, the financial year calculated by the government runs from 1 April to 31 March of 
the following year. 
6 In the second quarter of 2021, growth was 8.4%. 
7 According to Nomura Holdings, a 10% rise in crude oil prices would raise consumer inflation 
by 0.4%. 
8 The Indian government's decision to more than double the price of domestically produced 
natural gas in response to rising world energy prices is a win-win situation for the 
companies concerned, but a major hardship for the public. 

https://www.moneycontrol.com/news/business/economy/india-expected-to-attract-100-billion-fdi-in-2022-23-phd-chamber-8363051.html

