India’s Goldilocks Economy: Economy

India’s Finance Ministry projects a “Goldilocks economy” with high growth, low inflation, and
stable macro indicators, but underlying challenges like volatile food prices, stagnant real wages,
inequality, and fiscal pressures threaten its sustainability. True economic stability will require inclusive

growth, wage improvements, and stronger fiscal resilience beyond headline GDP numbers.
1. India’s “Goldilocks” Economy

1. Official Claim by Finance Ministry

India is in a “Goldilocks” phase — characterised by moderate growth, low inflation, and
favourable monetary conditions. Backed by 7.6% GDP growth, peak interest rates, and steady corporate
earnings.

Economy size: $3.6 trillion in FY2024, generating optimism for FY2025 performance.
2. Analysts’ Optimism

Strong macro indicators appear to place India in a globally favourable position amid economic
uncertainty elsewhere. Corporate profits stable; industrial activity and exports showing resilience.
3. Caution from Economists

Warning that this “sweet spot” is fragile and may not be sustainable without structural reforms.
Underlying economic weaknesses risk undermining medium-term stability.

2. Inflation & Stagnant Wage Growth — Cracks in the Goldilocks Image

1. Headline CPI vs. Food Inflation

Headline CPI inflation fell from 4.8% (May 2024) to 2.82% (May 2025). However, Consumer Food
Price Index (CFPI) often higher — peaking at 10.87% (Oct 2024) vs. CPI's 6.21%. Food inflation volatility
disproportionately impacts low-income households, where food forms ~50% of the consumption basket.
2. Drivers of Food Price Volatility

Weather disruptions (monsoon irregularities, heatwaves). Supply chain bottlenecks (transport
costs, storage issues). Global commodity price swings affecting import-dependent food items.
3. Impact on Household Budgets

Higher food prices erode real incomes, forcing households to cut non-essential spending.
Increases vulnerability for rural and urban poor, creating disguised instability in price levels.

3. Erosion of Real Wages

1. Gap Between Nominal and Real Wage Growth

1. 2023: Nominal hike 9.2%, but real growth only 2.5% due to inflation.

2. 2020: Nominal growth 4.4%, but real wages negative (-0.4%).

3. 2025 projections: Nominal 8.8%, but real growth only ~4%.
2. Sectoral Impact

Modest increments in IT services, manufacturing, engineering, and consumer goods mean large
sections experience weaker income gains.
3. Economic Consequences

Squeezed household savings rates. Reduced discretionary spending (durables, leisure).Increased
dependence on credit, leading to higher household debit.
4. The “Silent Squeeze” Phenomenon

A 9% salary hike with 7% inflation feels like only 2% real gain. Quality of life declines even when
incomes rise in nominal terms.

4. Income Inequality & the Limits of the Goldilocks Claim
1. Inequality Trends

Gini coefficient for taxable income fell from 0.489 (AY13) to 0.402 (AY23) — but only for formal
sector incomes. Vast informal workforce remains outside this improvement.



2. K-Shaped Post-Pandemic Recovery

Wealth and income gains concentrated among affluent segments and high-growth industries.
Low-income groups and informal sector workers see stagnant real wages.
3. Social Risks

Growing inequality threatens social cohesion and political stability. Restricts access to quality
healthcare, education, and upward mobility. Constrains inclusive growth and long-term demand.

5. Fiscal Pressures — The Debt and Deficit Problem

1. Deficit Reduction Targets

Fiscal deficit to be cut from 6.4% (2022—-23) to 4.4% (2025-26). Revenue and primary deficits also
targeted for reduction.
2. Challenges

High deficits require large-scale government borrowing. Risk of crowding out private investment,
slowing job creation, and dampening economic growth.
3. DebtBurden

Public debt-to-GDP ~81%, far above the FRBM target of 60%. Large share of future revenues will go
towards interest payments, reducing fiscal space for infrastructure and social spending.
4. Policy Trade-Offs

Reducing deficits while sustaining public investment is complex. Risk of higher taxation or cuts in
welfare spending.

6. Underlying Fragilities — Beyond the Headline Numbers

1. Macro Indicators vs. Ground Reality

GDP growth and low inflation appear healthy but mask household-level stress. Benefits of growth
not evenly distributed — large sections face stagnant wages, high food prices, and limited job
opportunities.
2. Structural Weaknesses

1. Volatile food prices undermining purchasing power.

2. Wage growth not keeping pace with inflation.

3. Persistent income inequality limiting demand-driven growth.

4. Fiscal constraints reducing policy flexibility in downturns.

True “Goldilocks” Economy Requires
1. Inclusive growth that raises real incomes across all income brackets.
2. Price stability in essentials like food.
3. Fiscal resilience to handle shocks without sacrificing social spending.
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