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The New Year is going to be a mixed bag for the economy. File. | Photo Credit: Reuters

The story so far:

The year 2025 has been rocky for the Indian economy. While the government has
implemented several policy changes that are positive for the economy, several other
factors, some international and some domestic, continue to play spoilsport.
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What has gone well in the year?

The year began on a reasonably positive footing. In February, Prime Minister Narendra
Modi and U.S. President Donald Trump jointly announced that the two countries would
work towards a Bilateral Trade Agreement, basically a free trade deal, by the fall of this
year.

That same month, Finance Minister Nirmala Sitharaman also presented Budget 2025, in
which she implemented several changes to the income tax rates and slabs that would
essentially reduce the tax burden on the bulk of taxpayers. This, too, was hailed as a strong
move to boost demand.

While the Budget announcement was aimed at increasing disposable incomes by reducing
the tax on incomes, September saw the GST Council approach the problem from another
direction. The Council did away with the 12% and 28% GST slabs and moved most items in
each of the discarded slabs to the ones immediately below them. That is, most items in the
12% slab moved to 5%, and most items in 28% moved to 18%.

Apart from this, the Centre in November also announced the implementation of the four
Labour Codes, which increase social security for workers, including those on contract and
gig workers, and provide them with various benefits, such as higher minimum wages, etc.

What trade deals have been struck or implemented this year?

Another positive feature of 2025 is the number of trade deals that India has concluded,
implemented, or substantially moved forward on. The India-U.K. Comprehensive
Economic and Trade Agreement was signed in July 2025, under which India is to receive
duty-free access to most of the U.K. market, and enhanced provisions for the mobility of
Indian labour in that country.

The Trade and Economic Partnership Agreement between India and the European Free
Trade Association (Switzerland, Norway, Iceland, and Liechtenstein), signed in March 2024,
officially came into effect on October 1, 2025. Apart from the trade concessions, the EFTA
countries agreed to invest $100 billion in India in 15 years. In an interview to The Hindu,
Iceland’s Ambassador to India Benedikt Hoskuldsson asserted that the $100 billion target
would be achieved well before the 15 years were completed.
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In December, India and Oman signed a Comprehensive Economic Partnership Agreement
(CEPA), and India and New Zealand also announced that they had concluded negotiations
on a free trade agreement, under which India would receive duty-free access for 100% of
the items it exports to New Zealand. Further, New Zealand has committed to invest $20
billion in India over 15 years.

Commerce Minister Piyush Goyal has recently been asserting that India’s negotiations
with the European Union over a trade deal are in their final stages. It is unclear, however,
whether they will be concluded before the unofficial deadline of December 31.

What did not work in 2025?

The biggest factor that has worked against India in 2025 has been the U.S. After the initial
bonhomie of the February announcement, Mr. Trump announced “Liberation Day”
reciprocal tariffs on a number of countries, including India, in April. India’s tariff was 26%
at the time; a week or so later, Mr. Trump announced a 90-day “pause” on the tariffs so he
could negotiate bilateral trade deals. But neither side could agree on several key

aspects, including market access in India for American agricultural and dairy products.

As the 90-day deadline approached in early July, Mr. Trump extended the deadline to the
end of that month. However, with no deal forthcoming with India, on July 31, Mr. Trump
announced 25% tariffs on India. A week later, he announced an additional 25% tariff on
India as a “penalty” for importing Russian oil. The total tariff amounted to an
unsustainable 50%, and that’s when trade talks really broke down.

Talks have resumed, but nothing concrete has been announced. Several labour-intensive

sectors in India, such as textiles, apparel, leather, and engineering goods, for which the U.S.

is a big market, have been hurting.

The government has announced an Export Promotion Mission to provide cheaper credit to
exporters and help them overcome non-tariff barriers, but details of the schemes have not
yet been made public.

What lies ahead?
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The New Year is going to be a mixed bag for the economy. The Reserve Bank of India has
pegged growth for 2025-26 at 7.3%. This means growth in the second half will slow down
significantly since the first half averaged 8%. The tariff troubles also look like they could
continue for a few more months.

On the other hand, the positive thing to look out for is a much-needed upgrade of India’s
macroeconomic data indicators. The GDP, Index of Industrial Production, and Consumer
Price Index — all three vital to gauge the health of the economy — will see their base years
updated with improved methodologies.
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