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COVID-19, a global pandemic has severely affected economic activity around the
globe. Indian economy which was already facing an economic slowdown is now
facing severe repercussions due to the impact of lockdown; imposed to control the
spread of coronavirus. According to recently released estimates of State Bank of
India, the nearly two-month lockdown could contract the Indian economy by 40
per cent in April-June quarter of 2020-21." Moody’s has predicted that India’s GDP

could contract by 4 percent in Fiscal Year 2020.

Leading economists have predicted that India would face the worst recession in 40 years as
coronavirus has halted the economic activity in most of the sectors. India’s manufacturing and
services sector recorded a sharp decline in production activity in the month of April. The services
industry accounts for India’s 52 percent of the GDP.? Aviation, hospitality and retail sector have been
affected the most. Supply side disruptions have resulted in shortages of imported raw materials
necessary for the production process. India’s exports and remittances have also been severely hit.

India has the largest diaspora in the world with 17.5 million people that send huge amount of
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remittances ($83 billion in 2019) every year.” However, the global pandemic has made thousands of
them jobless and it is expected that most of them would be flocking back home due to increased
unemployment in host countries. More than 300,000 Indian migrants living in the Gulf countries are
seeking to return to India as they’ve lost their jobs.” The global economic slowdown will impact the
Indian export sector in the months to come as the demand for India’s exports will reduce. Moody’s
have predicted that Indian government’s debt ratios can go as high as 81 per cent of GDP in the next
few years.® However, the drop in oil prices could be a boon for India’s fiscal and current account

deficits.

Lockdown was imposed on March 25, since then India’s unemployment has increased sharply.
According to the Centre for Monitoring the Indian Economy (CMIE), India’s unemployment rate now
stands at 27.1 per cent. Around 122 million people lost their jobs in April.” The daily wage workers
are being affected the most as around 90 per cent of India’s workforce is employed in the informal
sector. According to the World Bank estimates, COVID-19 may push 12 million people into extreme
poverty, reversing the development gains achieved in the past decade.® Consumption which was
already low will now be further affected. The fiscal response of the Indian government to support
poor households was initially quite limited ($22.6 billion) but after severe criticism, Prime Minister
Modi announced a $266 billion special economic package on May 12 which is about 10 per cent of

India’s GDP.’

In its efforts to reduce unemployment, the Indian government is relaxing the labor laws in order to
encourage investment in this global crisis. India has one of the strictest labor laws, despite being a
developing country. States like Utter Pradesh and Gujrat have suspended most of the labor laws.
Working hours have been increased in states such as Punjab, Gujrat, Madhya Pradesh, Himachal
Pradesh and Rajasthan from 8 to 12 hours. Investors often choose Bangladesh, Thailand or Vietnam

over India due to India’s strict labor and land laws, and high borrowing costs. In its desperate
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attempts to revive its economy, India is trying to lure investors from the US, Japan and elsewhere by

portraying India as an alternative to China.

India’s Coronavirus cases crossed 199,000 and deaths rose to more than 5,500; once the lockdown
was eased after almost two months. It is expected that India will become the next COVID-19 hotspot
as new coronavirus cases continue to increase rapidly. India was already going through a severe
economic slowdown with 8.7 per cent unemployment rate before the lockdown. The pandemic has
further aggravated India’s economic problems along with increasing number of people falling below
the poverty line and rising unemployment. Since Indian government has now eased the lockdown,
the coronavirus cases are expected to rise rapidly. The only possible solution to that would be to
enhance the testing and tracing capability. Indian economy will continue to grow at a relatively low

rate in the coming year as it tackles with the shocks from the spread of COVID-19.
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