
Impressive growth
The first advance estimates (FAEs) of gross domestic product (GDP) for this 
financial year, released on Wednesday by the National Statistics Office (NSO), 
show that the Indian economy in real terms is projected to grow 7.4 per cent in 
2025-26, broadly in line with market expectations. The Reserve Bank of India 
had projected a growth rate of 7.3 per cent for the current year. Since the econ-
omy grew 8 per cent in the first half of the year, growth is expected to be lower 
in the second half. Nevertheless, the projected growth of 7.4 per cent is impres-
sive, given the odds, and is significantly higher than last year’s 6.5 per cent. The 
high real growth is partly driven by low inflation. Nominal growth for the year 
is projected at 8 per cent. Nominal growth in FAEs attracts significant interest 
because it forms the basis for Budget calculations. 

In absolute terms at current prices, the economy is projected to attain the size 
of ~357.14 trillion, which is marginally higher than the level assumed in the 2025-
26 Budget. Thus, there is no surprise here. However, containing the fiscal deficit 
at 4.4 per cent of GDP may still be challenging owing to tepid revenue growth. 
Since the government is slated to adopt debt-to-GDP as the fiscal anchor from 
next financial year, nominal growth will now attract more interest. The inflation 
rate is expected to move up in the coming quarters from its current lows, which 
should help improve nominal growth. In fact, it is worth highlighting that the 
NSO will release a new GDP series next month with a revised base. Reportedly, it 
will address some of the concerns raised by economists and analysts over the 
years about the current series. The statistics department will also release a new 
series for the consumer price index. Thus, overall, there could be significant 
changes in the way economic activity and prices are gauged in India. 

However, irrespective of the change in the base year and the methodology 
used to measure GDP, it is not difficult to argue that next financial year could 
be more challenging. How the government intends to approach the year ahead 
will become clear in the Budget, due in a few weeks. The challenges are largely 
emanating from the external front. Despite months of negotiations, a trade deal 
with the United States (US) remains uncertain. Much will depend on how 
quickly a mutually beneficial agreement is reached. India is also hoping for an 
early closure of a free-trade agreement with the European Union. These two 
deals are extremely important. If the trade deal with the US is delayed, chal-
lenges could emerge on the balance of payments front, which is getting 
reflected in the pressure on the rupee. If India is at a significant disadvantage 
in exporting to the US, it could also affect foreign investment, both direct and 
portfolio. Foreign portfolio investors, for instance, sold Indian stocks worth 
over $18 billion in 2025. 

One of the factors driving growth in recent years has been high capital expen-
diture by the government. While it is believed that moving to the debt anchor will 
give more flexibility in terms of the size of the deficit, it remains to be seen 
whether the level and growth in capital expenditure can be sustained. Further, 
on the domestic front, there are renewed signs of a reform push. More efforts will 
be needed to maintain the growth momentum next financial year. 

Empower local bodies

India is urbanising at an unprecedented speed and scale, with nearly 60 per cent of 
Indians, close to 800 million citizens, expected to live in cities and towns by 2050. Yet 
the economic returns to this urban transition remain weak, and urban local bodies 
are unable to perform effectively as vibrant democratic units. Globally, there are 
hardly any examples of well-functioning cities that developed without empowered, 
accountable local governments. In a democratic country, timely elections are the 
foundations of empowerment and legitimacy. However, that is not the case on the 
ground. As a recent report in this newspaper showed, polls to major urban bodies in 
Maharashtra, including the Brihanmumbai Municipal Corporation, are being con-
ducted after delays of nearly four years. Karnataka presents an even starker picture. 
Elections to Bengaluru’s civic body were last held in 2015; since the council’s term 
ended in 2020, elections have been postponed repeatedly. As of 2020-21, the average 
delay in conducting municipal elections after the expiry of councils was 22 months. 

The situation with rural local bodies (RLBs) is only slightly better. In fact, elec-
tions to several block and zilla panchayats across Maharashtra and Karnataka and 
gram panchayats in Tamil Nadu are delayed. This clearly hinders development 
work and governance, as RLBs are eligible for  Finance Commission grants only if 
they are duly constituted. The 73rd and 74th Constitutional Amendment Acts were 
explicit in their intent to entrench democratic decentralisation. Articles 243E and 
243U mandate that elections to RLBs and municipalities, respectively, be completed 
before the expiry of their five-year term or within six months of dissolution, while 
Articles 243K and 243ZA vest the superintendence, direction, and control of RLBs 
and municipal elections in State Election Commissions (SECs). In practice, these 
provisions are routinely flouted. A central cause lies in the systematic weakening 
of SECs. The Supreme Court has repeatedly attempted to address these problems. 
It has held that SECs enjoy powers comparable to the Election Commission of India 
within their domain; that elections must proceed in the existing wards or on existing 
electoral rolls if revisions (in the ward boundaries or rolls) are not completed in time; 
and that SECs may approach constitutional courts if states fail to cooperate. Yet 
delays persist. 

The political disempowerment of local bodies is compounded by lack of finan-
cial autonomy. The data compiled by the Reserve Bank of India shows that munici-
pal corporations generate only modest revenues of about 0.6 per cent of gross 
domestic product (2023-24), and are heavily dependent on state transfers. Mean-
while, only 1 per cent of the revenues of panchayats come from their own sources. 
Delayed elections weaken the legitimacy and trust in representative democracy, 
while weak finances constrain capacity and service delivery. Although state gov-
ernments often invoke federalism to argue against central overreach, the same 
cannot be denied to governments below them. It is important to accept that local 
bodies are best-positioned to provide basic services to citizens, and can be an engine 
of growth and development. It is thus critical to empower local bodies both politi-
cally and financially. It will be interesting to see the observations of the Sixteenth 
Finance Commission on the issue. 

They are best-positioned to provide basic services

Maintaining the momentum will be challenging   

The first resolution plan under the Insolvency and 
Bankruptcy Code (IBC), 2016, approved in August 2017, 
triggered widespread disquiet. A related party 
regained control of the company while creditors took 
a 94 per cent haircut. This outcome appeared com-
mercially imprudent and morally indefensible, expos-
ing the vulnerability of the nascent insolvency regime 
to abuse. The IBC could not be a route for errant pro-
moters who had run a company into the ground to 
shed debt and reclaim assets. The government 
responded swiftly, inserting Section 29A to restore 
confidence in the regime. 

Nearly a decade on, the twin balance-sheet syn-
drome that motivated early interventions has largely 
receded. In the changed landscape, 
Section 29A increasingly risks 
impeding the IBC’s objective of 
value-maximising resolution by 
excluding precisely those actors who 
may be best placed to revive dis-
tressed assets. The question is 
whether Section 29A in its present 
form still continues to serve its pur-
pose without imposing dispropor-
tionate collateral costs. 

Clause (c), for instance, disqual-
ifies a promoter of a company that 
has a non-performing asset (NPA) account for at least 
one year before the commencement of the corporate 
insolvency resolution process (CIRP) of a company 
from submitting a resolution plan to take it over. This 
provision produces anomalous outcomes. A promoter 
of several companies, each with substantial NPAs for 
decades, retains control of those companies so long as 
none of those companies is admitted into CIRP. By 
contrast, a promoter of a single company with a 
relatively small NPA for a year loses the company if 
that company enters insolvency. Disqualification thus 
turns not on the existence, magnitude, or persistence 
of NPA, but on the happenstance of admission into 
CIRP, an outcome often shaped by creditor strategy 
rather than promoter conduct. 

The distortion runs deeper. A person with modest 
defaults to banks is disqualified, while someone else 

with massive defaults to non-bank creditors over dec-
ades remains eligible. By treating all de jure NPAs alike 
and ignoring de facto NPAs altogether, the provision 
privileges form over substance and classification over 
conduct. This asymmetry militates against equality, 
with no rational nexus to culpability. 

Fundamentally, clause (c) disregards business 
reality. NPA classification may reflect systemic or 
sector-wide shocks, rather than promoter delin-
quency. Entire industries, notably thermal power 
and steel, experienced acute stress in the mid-2010s, 
triggered respectively by coal block cancellations 
and global steel price collapse, developments largely 
outside the promoter’s control. 

The provision sits uneasily with 
the dynamics of a market economy, 
where business failure is not aberra-
tional but an inevitable by-product of 
competition and innovation. If bank-
ruptcy law fails to distinguish honest 
failure from fraud, affording a second 
chance to the former while sanction-
ing the latter, it risks chilling entrepre-
neurship and, in turn, undermining 
the economy’s growth trajectory. 

Business cycles rarely conform to 
a one-year timeline. An account ren-

dered NPA by a cyclical downturn may not recover 
within 12 months, even when the promoter is diligent 
and beyond reproach. Force majeure events such as 
the Covid-19 pandemic underscore this point. 
Acknowledging its extraordinary impact, the law itself 
excluded Covid-era defaults from triggering insol-
vency proceedings. 

By barring promoters based solely on the duration 
of NPA, the law excludes the stakeholder with the 
deepest institutional knowledge of the asset. Strategic 
buyers may be unwilling to assume the complexity of 
a turnaround without the promoter’s involvement, 
while financial investors may lack operational capa-
bility. The result is often a failed CIRP and eventual 
liquidation, destroying value and harming creditors.  

The breadth of disqualification compounds the 
problem. It extends to persons acting in concert and to 

connected persons, casting an exceptionally wide net. 
While the intent was to prevent promoters from using 
proxies or fronts, the provision has the unintended 
effect of deterring genuine white knights who might 
otherwise partner with promoters to rescue distressed 
assets. A white knight who formed a consortium with 
a promoter who was eligible yesterday risks becoming 
ineligible across the market if that promoter attracts 
any ineligibility under Section 29A today. 

It is sometimes argued that little turns on keeping 
just one person out. This understates the effect of Sec-
tion 29A, which operates globally.  Once disqualified, a 
person and all its connected persons are excluded from 
every insolvency proceeding, irrespective of the asset, 
the sector, or the circumstances. This materially 
shrinks the pipeline of resolution applicants, adversely 
affecting insolvency outcomes system-wide. 

Section 240A exempts micro, small, and medium 
enterprises (MSMEs) from the rigours of clause (c). By 
permitting MSME promoters to re-enter despite NPA 
status, the legislature acknowledges that NPA classifi-
cation is not, in itself, a marker of moral turpitude or 
managerial incompetence. The disqualification is 
situational, not character-based. Morality cannot rea-
sonably depend on the size of the balance sheet. A pro-
moter of a large steel plant, buffeted by global 
headwinds and guilty of no fraud, is arbitrarily barred, 
while an MSME promoter in comparable circum-
stances is welcome. This is jurisprudentially unten-
able. If MSME promoters merit a conduct-based 
assessment, large corporate promoters are equally 
entitled to one, rather than a blanket prohibition. 

This analysis of clause (c) illustrates a broader 
problem. Section 29A is simultaneously over-inclus-
ive and under-inclusive. It excludes promoters whose 
failure is honest and contextual, while allowing con-
tinued eligibility elsewhere until culpability is auth-
oritatively established. Clauses (b) and (g), which 
address wilful default and avoidance transactions, 
quintessentially malafide conduct, disqualify only 
upon a final determination. Until then, even culpable 
actors may participate in the process. The resulting 
regime penalises the unfortunate while, at times, 
accommodating the suspect. 

This is not an argument for dismantling Section 
29A or returning to an era of promoter impunity. The 
moral hazard is real, and the law must guard against it. 
But the guardrails must be calibrated. Promoters who 
have stripped value or acted fraudulently should be 
barred at the threshold, based on credible forensic evi-
dence. Promoters who have merely fallen victim to 
business cycles but continue to enjoy creditor confi-
dence should not be treated as pariahs. 

Section 29A was a necessary intervention at a par-
ticular moment in the evolution of India’s insolvency 
framework. Today, the challenge is nuanced: Curbing 
misconduct without extinguishing value. The IBC will 
realise its full promise only when it sharply distinguishes 
fraud from failure, discipline from over-deterrence, and 
moral culpability from commercial misfortune. Calibra-
tion, not blunt exclusion, is the imperative. 
vvvvvvvvvvvvvvvvvvvvvvvvvvv 
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Innovative activity is widely recognised as a key driver 
of competitiveness and economic growth. Its impor-
tance has only increased in the context of the artificial 
intelligence (AI) revolution and the compulsions of 
net-zero. Hence, India’s underperformance in gross 
research & development (R&D) expenditure (GERD) as 
a proportion of gross domestic product — stagnating 
at around 0.7 per cent, much lower than the global 
average of 1.93 per cent — has attracted much debate.  
Other countries like China spend a far higher propor-
tion on R&D, at about 2.6 per cent.  

The output indicators of innovative 
activity — for example, India’s rank 
improving from 81st to 38th between 2015 
and 2025 in the World Intellectual Prop-
erty Organization’s Global Innovation 
Index — present a more encouraging pic-
ture. Patents filed in India have also 
surged, from 24,326 in 2020-21 to 68,176 in 
2024-25. ISID’s India Industrial Develop-
ment Report 2024-25 finds India’s GERD 
to be underestimated and projects it at 
around 1.25 per cent — more respectable 
than 0.7 per cent, but still low. 

Another concern about GERD is that over 60 per 
cent of it is spent not by business enterprises, where it 
could help sharpen their competitive edge, but in gov-
ernment laboratories, including those run by the 
Council of Scientific & Industrial Research, the Defence 
Research and Development Organisation, and the 
Indian Council of Medical Research, among others. 
While mission-oriented R&D organisations such as the 
Indian Space Research Organisation have achieved 
considerable success, government laboratories often 
face challenges in commercialising their innovations. 

The bulk of business R&D is conducted by a hand-
ful of large companies and is heavily concentrated in 
the pharma and auto sectors. Benchmarking the R&D 
activity of Indian firms against their global counter-
parts, industrialist and economist Naushad Forbes, in 
his column in this newspaper, makes a case for expan-

ding business R&D activity by a factor of five. 
The neglect of R&D activity by Indian industry is 

curious, especially given its role in driving competi-
tiveness. This can be explained by the market failures 
inherent in innovative activity, which do not allow 
investors to reap the full rewards due to its public 
good-like nature. 

Recognising the market failures and its strategic 
importance, governments in the United States and 
other industrialised countries spend billions of dollars 
on subsidies and R&D contracts awarded to national 

enterprises, including through agencies 
such as the Defense Advanced Research 
Projects Agency, NASA, and the National 
Institutes of Health. Public funding has 
been an important source of industrial 
innovation in Western countries; for 
example, Tesla received substantial sup-
port from the US government — in addi-
tion to tax credits and contracts — while 
developing its innovative electric vehicles. 

Advanced countries also built an 
exception for R&D subsidies to the tune 
of 50 per cent of project costs in the World 

Trade Organization Agreement on Subsidies and 
Countervailing Duties, which debarred all other forms 
of industrial subsidies.  

In India, until 2017, R&D activities in industry were 
encouraged mainly through weighted tax deductions 
at the rate of 200 per cent, and 150 per cent during 2017-
2021. Since 2021, only a 100 per cent deduction is 
allowed. In 2024, the government established the Anu-
sandhan National Research Foundation (ANRF) to 
mobilise ~50,000 crore over five years to promote aca-
demia-industry linkages for high-impact research. In 
November 2025, the government launched the 
Research, Development and Innovation (RDI) Scheme 
with a corpus of ~1 trillion to boost private sector-
driven innovation, focusing on strategic sectors such 
as AI, quantum, energy, and biotech, by low-cost loans 
and equity through a two-tiered structure managed by 

the ANRF. The ANRF and RDI are clearly important 
and desirable initiatives to foster innovative activity. 
Yet, they need to be complemented by other incen-
tives and policies to realise the Viksit Bharat and  
Aatmanirbhar Bharat visions. 

The finance minister in the Union Budget 2026-27 
may consider restoring 200 per cent weighted deduc-
tion for R&D expenditures. Weighted deductions pro-
vide greater freedom to firms for undertaking R&D to 
respond quickly to emerging market needs or other 
strategic considerations.  

While the weighted deduction may be provided 
based on an audited statement, there could be a provi-
sion for reporting the activities undertaken under the 
scheme, the processes and products developed, for-
eign exchange saved or earned, patents filed, and 
licensing fees earned. This will ensure that tax benefits 
are not claimed as routine and that they actually lead 
to innovative activity. 

Another policy to promote local innovation could 
be to protect minor innovations through the so-called 
petty patents, as practised in Japan, South Korea, 
Taiwan, and China. The patent system fails to encour-
age minor innovations because the criteria for inven-
tiveness tend to look at novelty. India could consider 
adopting a petty patents regime that provides limited 
protection for three to five years to minor incremental 
innovations, especially those by micro, small and 
medium enterprises.  

To sum up, therefore, the Union Budgets of the past 
few years have taken major initiatives to foster inno-
vative activity. The 2026-27 Budget should build on 
these initiatives by restoring weighted tax deductions 
and creating a petty patents regime to foster incre-
mental innovations needed to realise the Aatmanirb-
har and Viksit Bharat visions.     
vvvvvvvvvvvvvvvvvvvvvvvvvvv 
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The Insolvency and Bankruptcy Code 
(IBC) has been one of the defining legis-
lation for the Indian corporate sector 
ever since it was enacted in 2016. 
Especially in sectors such as power and 
steel, IBC put on the block a number of 
companies that had been declared bank-
rupt. While lenders took control, choos-
ing the suitor for the beleaguered 
company was the task delegated to resol-
ution professionals under the Code. 
Companies in distress due to financial 
frauds, sectoral down-cycles or huge 
debt found themselves being recast and 

sold to new buyers. CG Power, however, 
followed a different route when financial 
problems broke out in the company. 

Natarajan Srinivasan, who was 
appointed managing director and chief 
executive officer of CG Power in 2020, 
has put together a chronicle of the jour-
ney of turning around the distressed 
company. The Great Revival tells this 
story with all the nuance of a corporate 
leader who has been involved in reviving 
distressed companies. 

The saga begins with the Ministry of 
Corporate Affairs ordering an investiga-
tion of CG Power and its subsidiaries in 
December 2019. It had earlier sought 
reopening and recasting CG Power’s 
financials by an independent chartered 
accountant firm. By March 2020, the 
book value per share of the company 
declined to a negative ~31.21 from ~55.2 
in March 2012. There was no working 
capital to pay interest or repay loans. 

CG Power was put through a resol-

ution process under the Reserve Bank of 
India’ Prudential Framework for Resol-
ution of Stressed Assets and not through 
the IBC, which came into effect from 
December 2016. This resolution scheme 
functioned under RBI’s circular of June 
7, 2019. So, the approach was different in 
many ways. Nonetheless, a new owner-
ship took control after a Swiss Challenge 
bidding mechanism was used to sell the 
company. Tube Investments of India 
had on August 7, 2020, submitted a bind-
ing offer to acquire a 54 per cent stake in 
CG Power. On November 26, 2020, its 
parent Murugappa group issued a press 
release announcing the acquisition of a 
majority stake in CG Power. 

The new promoter infused ~687.50 
crore of net worth and CG Power mobi-
lised a term loan of ~600 crore from 
State Bank of India. Considering that all 
this was happening during the Covid 
year, it is remarkable to see how strat-
egies were worked out even when “the 

Murugappa group leadership 
was on trial” by stakeholders 
for taking a “bold” diversifica-
tion call after being in the 
business of manufacturing 
bicycles and auto components 
for more than 50 years. 

The Great Revival offers an 
insight into these strategies. 
Foremost in this was asking 
senior managers to work out a 
Dream Battle Plan instead of 
being given a diktat from 
above. As Mr Srinivasan puts 
it: “The holistic word was 
‘regain’; regain production, 
regain customers, regain 
market share and regain cor-
porate respect.” 

The author goes into details of stra-
tegic productivity initiatives, which 
prioritised two strategies: Project Mudra 
and Project Lean. “We were not merely 
playing the game for profit; we were play-
ing for pride,” he writes. There are cer-
tainly lessons to be learnt. 

One of the key challenges that the 
new management had to deal with and 

which is elaborately described 
in the book is the multiple 
investigations. While this 
demanded considerable effort 
on the part of key officials, the 
company invoked the prin-
ciples in Section 32 of IBC, 
which protects the acquirer 
in any form of resolution 
whether it is through a debt 
recovery tribunal, or under 
the Securitisation and Recon-
struction of Financial Assets 
and Enforcement of Security 
Interest (SARFESI) Act or 
under the RBI stressed asset 
mechanism. 

One of the unique features 
of this turnaround story is 

that it not only captures Mr Srinivasan’s 
perspective and view of CG Power’s 
journey from being fraud-ridden to the 
revival of its balance sheet, but also 
those of the senior management team 
who played a crucial role in the revival. 
There are, therefore, accounts from 
Susheel Todi, chief financial officer, 
Ramesh Kumar N, president of the 

motors and drives business, and Mukul 
Shrivastava, president, power systems. 
Besides, there are also notes from Dinesh 
Khara, former chairman, State Bank of 
India, Vellayan Subbiah, chairman, CG 
Power, and P S Jayakumar, independent 
director and chairman, Audit Commit-
tee. These versions present a holistic per-
spective to the overall revival story. 

For instance, Ramesh Kumar N rec-
ollects how holding a dealer convention 
in Hungary in November 2019 came 
with a dilemma since by then question 
marks on the company’s financials had 
already been raised. An out-of-the-box 
approach helped. A 20-minute film on 
Amitabh Bachchan’s ABCL and the 
transformation in the Bollywood actor’s 
fortunes with the television show Kaun 
Banega Crorepati was screened at the 
convention. “CG Power is no less than 
Amitabh Bachchan. If he could do it, so 
will we.” It seems the CG Power revival 
did play out like a blockbuster script 
where the right intentions helped regain 
the lost ground. 
vvvvvvvvvvvvvvvvvvvvvvvv 
The reviewer is a former journalist
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stay informed through the day @ www.business-standard.com

The IBC must not conflate business failure with malfeasance, or 
an unfortunate entrepreneur with a fraudulent one 
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Why Section 29A needs calibration

illustration: binay sinha

CG Power’s revival, Bachchan-style

m s sahoo & raghav pandey

nagesh kumar

Budget 2026 must boost R&D activity


