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F
or two years, Indian policymakers have 
celebrated the country’s position as the 
world’s fastest-growing major economy. 
However, beneath the headline num-
bers, a quieter concern has taken hold 
among economists: India is suffering 

from one of its most worrying slowdowns in capital 
formation in more than a decade. Investment no 
longer keeps pace with the economy’s needs. Our 
ability to build new factories, expand infrastruc-
ture and adopt new technologies is weakening. 
And this has consequences not just for future 
growth, but also for jobs, productivity and the 
country’s long-term development path.

A useful way to see what drives a country’s pro-
ductive capacity comes from Xavier Sala-i-Martin’s 
framework. Capital grows when three things 
happen together: the economy saves more, its 
financial system converts household savings into 
financial savings and then into efficient lending, 
and the investments themselves are effective. 

Think of national income as moving through a 
sequence of stacked stages. Income is first saved. 
These savings must then enter the financial sys-
tem, which decides how much is actually chan-
nelled to borrowers. Borrowers, in turn, must 
convert this funding into real investment, such as 
factories, infrastructure or technology. Finally, this 
investment adds to productive capacity only if it is 
efficient and well-directed.

Capital stock grows only when income success-
fully passes through all these layers and the result-
ing productive investment is large enough to more 
than offset depreciation—the natural wearing out 
of machines, infrastructure and technology. If 
even one layer is weak—low savings, poor financial 
intermediation, misallocated credit, stalled pro-
jects or inefficient investment—the final addition 
to capital is sharply reduced, regardless of how 
strong income growth may appear. In short, capital 
formation is only as strong as its weakest link.

This is precisely what is going on in today’s 
India. The first part of the link reflects the ‘quality’ 
of investments. In simple terms, it asks whether 
the money being spent actually creates productive 
assets. If a factory produces at world standards, its 
efficiency is high. If a highway sharply reduces 
travel time, its efficiency is high. But if a bridge is 
built where few people travel or if a company raises 
funds but deploys them poorly, efficiency falls. 
India today faces increasing concerns on this front. 
The recent IPO boom provides a stark example. In 
2023-24 and 2024-25, India recorded more than 
₹60,000 crore in fundraising from initial public 
offering (IPOs), the highest since the 2021 startup 
frenzy. Yet, several high-profile listings, from con-
sumer tech to fintech, have been marked by weak 
post-listing performance, unclear profitability 
paths and swift price corrections. Efficiency falls 

when capital flows into ventures unable to convert 
funds into lasting economic returns. Markets raise 
capital, but the economy does not necessarily gain 
productive assets.

The second part of the story is about how much 
households save and what portion of those savings 
actually flow into the financial system. Household 
savings have fallen from 23% of GDP in 2011 to 
around 18% today, largely on account of rising con-
sumption and financial liabilities amid a growing 
shift towards gold and real estate. Our gross 
domestic savings rate declined to 30.7% of GDP in 
2023-24 from 32.2% in 2014-15. India imported 
nearly 800 tonnes of gold in 2024, up sharply from 
pandemic lows. Gold is emotionally and culturally 
valued but economically stagnant: it sits locked in 
homes and vaults, instead of flowing into busi-
nesses or factories. When savings bypass banks, 
mutual funds and bond markets, they cannot be 
transformed into productive investment. The 
assembly line slows down.

Even when savings do reach the financial sys-
tem, not all of them actually reach productive bor-
rowers. Banks remain India’s predominant credit 
channel, providing more than 60% of all loans, but 
productive lending has been hampered by rising 
disbursals of personal loans and unsecured credit, 
with a continued preference for putting money 
into government securities. In other words, the 
financial system is increasingly channelling funds 
to consumption and public borrowing, rather than 
long-term private capital creation. The financing 
of private investment remains weak despite high 
economic growth.

The next stage, turning investment funds into 
actual capital, is just as worrying. India’s gross fixed 
capital formation has fallen from 34% of GDP a 
little over a decade ago to about 30% today, versus 
China’s 41%. Private corporate investment, once 
touted as the engine of India’s growth story, 
remains stuck near 10% of GDP from a peak of 27% 

in 2007-08, with little movement even though 
profitability has improved. Meanwhile, with state 
governments facing fiscal pressure, their capital 
expenditure has slowed down in the last two quar-
ters. The Centre is the only entity maintaining 
strong capex growth, but it cannot bear the entire 
burden alone.

Finally, even though GDP has been growing 
near 6.5%, the combination of falling savings, 
muted private investment, lower efficiency and 
rising gold imports means the economy is running 
on a weaker engine. Growth is being driven less by 
new capacity and more by consumption and pro-
ductivity gains. This cannot continue indefinitely.

India’s slowdown in capital formation matters 
because everything from future wages to the com-
petitiveness of Indian firms is affected. Without 
sustained investment, businesses can’t modernize, 
adopt new technologies or scale production. This 
makes it tougher for them to generate high-quality 
jobs or compete with global players. It also limits 
India’s ability to take advantage of shifting supply 
chains, a once-in-a-generation opportunity.

The situation is not irreversible. India has 
strengths: a large domestic market, improving 
infrastructure, political stability and growing geo-
political relevance. But to sustain its growth 
momentum, policymakers will need to revive the 
full ‘assembly line’ of capital formation. That 
means rebuilding household financial savings, 
steering credit towards productive sectors, 
improving the quality of public investment and 
making sure that the IPO boom channels funds 
into businesses that actually expand the economy’s 
productive base.

India has long sought to escape the ‘middle-
income trap.’ A strong and efficient investment 
engine is the surest way out. Reversing the capital 
formation slowdown is not only an economic 
imperative, it is the foundation upon which India’s 
long-term aspirations rest.

Our capital formation slowdown 
is a hidden drag on GDP growth
India should act to reverse this slump before inadequate productive investment gets in the way of its economic ambitions
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C
hina’s car market is getting satu-
rated. With sales set to decline in 
the coming year, it’s no surprise 

that homegrown automakers are looking 
to redouble their efforts overseas. But in 
order to remain welcome in their host mar-
kets, they should localize production and 
avoid the worst excesses of an ongoing 
price war at home. 

Annual revenues in the world’s largest 
car market are expected to decline for the 
first time since 2022, by 3% to 5%, accord-
ing to Bloomberg Intelligence. When the 
country emerged after three years of pan-
demic controls, there were high hopes of 
economic recovery. That hasn’t happened. 
Consumers have been reeling from the 
impact of a real estate crash and prolonged 
job insecurity, especially among the 
younger generation.

To boost consumption, Beijing has been 
running a major subsidy programme since 
April 2024. Similar to America’s cash-for-
clunkers plan, it encouraged people to 
trade in their old cars or scrap them alto-
gether. More than 16 million autos, about 
one-third of the total sold, are believed to 
have been bought under this scheme.

Over the past year, several cities halted 
the 300 billion-yuan ($43 billion) initiative 
early, appearing to have run out of money. 
It’s unclear whether it will return. Even if 
the offer is renewed, the subsidy per car 
will probably be less generous. Combined 
with the introduction of a new 5% tax on 
electric vehicles (EVs) on 1 January, it’s sure 
to be a tough year for sales.

Carmakers have already been dealing 
with the fallout of a three-year price war. 
The consequences have reverberated 
throughout the supply chain and reduced 
the profitability of the entire ecosystem, 
including of parts makers. It was the right 
move for Beijing to step up regulatory 
scrutiny last week by announcing a pro-
posal to crack down on selling vehicles 
below cost. However, more regulation will 
not be enough to fix China’s underlying 
problem of too much supply and not 
enough demand. 

Car manufacturers have no choice but to 
seek greener pastures abroad, where the 
same car can be sold for more than double, 
even as they inevitably face rising barriers 
to entry in key offshore markets. In Octo-
ber 2024, Moscow raised import fees that 
severely affected sales. Until then, Russia 
was the biggest export destination for Chi-
nese cars, a position that has been over-
taken by Mexico. Thanks to low prices, 
Chinese vehicles might remain a viable 
option there, despite the Mexican govern-

ment’s approval of 50% tariffs last week. 
BYD, the world’s largest EV maker, has 

been China’s most aggressive exporter. In 
the first 11 months of the year, it sold more 
than 900,000 units overseas, an increase 
of 150% compared to the same period a 
year ago. At this rate, BYD will soon wrest 
the crown from Chery, which has held the 
position since 2003, and had a relatively 
paltry 15% gain.

Selling abroad at higher margins is 
BYD’s best bet for regaining profit growth. 
It fell in the two most-recent quarters as 
deliveries at home declined. Beijing’s 
crackdown on the company’s practice of 
delaying payments to suppliers as well as 
aggressive discounting has weighed on 
BYD’s earnings and market sentiment. Its 
share price has plummeted since touching 
a record high in May. 

We got a sense of what’s to come in Octo-
ber, when BYD revealed a huge increase in 
its long-term borrowing to 61 billion yuan 
from just 5.5 billion yuan a quarter before. 
The money is likely to be used to fund its 
global expansion with factories in Hun-
gary, Indonesia and Turkey scaling up pro-
duction. The company recently opened a 
$1 billion facility, its biggest outside China, 
in the Brazilian state of Bahia. 

Its peers are doing the same. Chery, 
which already has a European production 
base in Spain, is reportedly considering 
making vehicles in Germany and addi-
tional facilities in the UK. EV maker Zheji-
ang Leapmotor, a startup that partners 
with Stellantis on exports, plans to start 
small by selling 50,000 vehicles abroad 
this year and double that figure in 2026.

Localizing production helps avoid tariffs 
and establish long-term relationships in 
markets where automakers are trying to 
build up their brand image. But as expan-
sion happens, history offers a cautious les-
son on steep discounts squeezing margins. 
It’s disheartening to see a destructive pat-
tern of price cuts happening in countries 
like Thailand. Authorities in Bangkok 
should take a page from Beijing’s playbook 
to stop unreasonable competition.

The pressures Chinese carmakers face 
will bring new investment opportunities 
and job creation in destination countries. 
But regulators must be on guard against 
replays of bad behaviour that could ulti-
mately crush profits. ©BLOOMBERG

China’s carmakers had better 
not spark off price wars abroad

Price undercutting has hurt them at home. There’s a lesson in that

China’s price war hit profitability across its 

auto supply chain. REUTERS
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value of an informed citizenry. Trustworthy 
reporting mechanisms and digital literacy 
campaigns should help.

Deepfakes demand a firm response, but 
the digital commons must not suffer. We 
could preserve the safe harbour provision so 
that platforms remain neutral and don’t  
need to act as our content police. Criminal 
misuse of deepfakes—cases of fraud, imper-
sonation, reputational attacks, etc—can be 
addressed through fast-track judicial reme-
dies and coordinated action among plat-
forms, law enforcement and financial insti-
tutions if it involves transactions. We should 
empower users with provenance tools and 
reporting devices. Such a consumer-centric 
approach would protect people from deep-
fake harms while preserving an innovation-
friendly internet.

India’s AI ecosystem deserves the space to 
develop through compliance sandboxes and 
supportive frameworks. Punitive burdens 
that only large corporations can absorb need 
a rethink. Deepfakes are a serious threat, but 
our policy response mustn’t create new ones. 
Security can’t be bought through overcorrec-
tion. Our task is to build a regulatory frame-
work that strengthens trust, enhances trans-
parency and retains the openness that has 
defined India’s digital growth.

into the file. Significant social media inter-
mediaries (with over 5 million registered 
users) must ask users to declare whether 
their uploads are synthetic and verify those 
declarations using technical tools. If users 
fail to label content, platforms must do it 
themselves.

This is a major shift from India’s existing 
safe harbour regime. Section 79 of the IT Act 
of 2000 shields intermediaries from liability 
for user-generated content so long as they 
remain neutral platforms and act promptly 
on grievances. Now, they would be required 
to inspect, classify and modify user content 
before letting it run. This effectively col-
lapses the distinction between a platform 
and a publisher. 

The difficulty is not only legal, but practi-
cal. Even advanced detection technologies 
struggle to reliably distinguish deepfakes 
from edited or enhanced content. Meta has 
invested in adversarially trained detection 
models, yet acknowledges their limitations. 
YouTube requires creators to disclose 
AI-generated content but relies on user dec-
larations, given the inadequacies of auto-
mated detection. Google’s SynthID water-
marking tool embeds signatures into images 
and audio clips at the point of creation and 
offers a promising pathway for provenance, 

N
ot long ago, manipulated videos of 
Shah Rukh Khan were circulating 
online, portraying him as endorsing 

fraudulent investment and betting schemes. 
Abroad, a video of Ukraine’s leader asked  his 
country’s troops to surrender before being 
exposed as a fake. These are not aberrations. 
They reveal a world where synthetic clips 
are cheap, fast and eerily convincing.

A 2024 McAfee Labs survey found that 
75% of Indian respondents had encountered 
some form of a deepfake in the past year and 
38% had been targeted by a deepfake-ena-
bled scam. Understandably, policymakers 
want stronger safeguards. The govern-
ment’s proposed amendments to the Inter-
mediary Guidelines attempt to address these 
dangers by creating a category of “syntheti-
cally generated information” and imposing 
identification and disclosure obligations. 
Platforms must permanently label such con-
tent through visible markings covering a 
tenth of the screen or the first tenth of an 
audio clip and also embed unique metadata 

Deepfake regulation: It needs to be smarter, not stricter
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reflects a shift towards prescriptive, plat-
form-centric control. It assumes that the way 
to manage deepfakes is to place the burden  
primarily on intermediaries, rather than 
spreading responsibility across creators, 
users and tech developers. It prioritizes con-
tent curbs over provenance checks or help-

ing users assess credibility.
We need a better bal-

anced approach . Prove-
nance-checking systems 
being developed by the 
Coalition for Content Prov-
enance and Authenticity 
offer ways to establish 
authenticity without alter-
ing what we see online. 
Watermarks applied at the 
moment of creation, rather 
than pre-upload platform-
inserted labels, is a more 
reliable alternative. Detec-
tion tools, imperfect but 

improving, can help identify malicious con-
tent without screening everything. 

Critically, public awareness must be cen-
tral to any regulatory strategy. With over 
800 million internet users in India, many 
encountering sophisticated fakes for the 
first time, no watermark can replace the 

but it cannot function retroactively and does 
not work across all online formats.

In this context, visible labelling and man-
datory verification rules would be hard to 
follow. Platforms unsure of the status of con-
tent may block or delay publication to avoid 
liability. Legitimate expression could be 
caught in the crossfire. For 
smaller platforms, compli-
ance costs could be pro-
hibitive. 

Other jurisdictions have 
taken a more calibrated 
approach. The EU’s AI Act 
requires creators to dis-
close artificially generated 
or manipulated content, 
but not rigid watermarks 
or screening. It focuses on 
transparency without dis-
torting content. In the US, 
which has stronger free 
speech protection, law-
makers have focused on specific harms, such 
as election interference or porn. Even China, 
despite its reputation for strict internet reg-
ulation, does not demand visible labels cov-
ering fixed portions of a screen or ask plat-
forms to authenticate all user declarations. 
India’s proposal is not just more stringent, it 

There are more 

pragmatic and 

effective ways 

to tackle 

deepfakes than 

what India has 

proposed




