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India’s transition - opportunities for Germany

India has been the fastest-growing major economy since 2023, significantly .
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outperforming China and most other emerging economies. It is increasingly viewed as
a potential complement to China in global supply chains. We assess the reforms already | Charlie Lay
achieved and the reforms needed to propel growth to another level and outline the

implications for German corporates. Some headwinds for the Indian economy remain.

India grows rapidly

India has been the fastest-growing major economy since 2023, with real GDP growth averaging around 7.3% compared to 5% for China
and the ASEAN economies. Of course, India is starting from a much lower income base than China and several Southeast Asian economies.
But its population of more than 1.4 billion, rising household incomes, and substantial infrastructure needs offer considerable opportunities
for European exporters ranging from premium consumer products and healthcare to capital goods, electrical equipment and transport
technology.

At the same time, India is far from a uniform market. Income levels, industrial clusters, logistics, workforce skills, and administrative
capacity differ sharply across states (Chart 1). These differences help explain why foreign investment is concentrated in a relatively small
number of locations. For European companies, choosing the right state, city and distribution network can be as consequential as the
decision to enter India in the first place.

Chart 1 - Indian states show different development levels
Gross domestic product per capita in 2024, current US Dollars; largest Indian states by population

8000 -
7000 A
6000 -
5000 -
4000 -
3000 A
2000 A

1000 -

0 - T T T T T T T T "

Source: World Bank, Ministry of Statistics and Programme Implementation via StatisticsTimes, Commerzbank-Research

Past reforms have laid the foundations

India’s improved economic performance has been underpinned by a first wave of institutional and policy reforms a decade ago that
strengthened macroeconomic stability and improved the investment climate. Policy continuity under Prime Minister Narendra Modi, who

has been in power since 2014, has also been a positive. This may have contributed to India’'s growth rate climbing beyond 7% - a value
slightly above the average before the pandemic (title chart).

Concrete reforms already implemented include:

1. The Insolvency and Bankruptcy Code (IBC) - enacted in 2016, it created a more coherent process for resolving corporate distress,
although delays and the volume of recoveries remain key concerns.

2. The nationwide goods and services tax (GST) - introduced in 2017, it replaced a fragmented system of indirect taxes. In September
2025, the GST structure was simplified to two main rates of 5% and 18%, alongside a special 40% rate for luxury and 'sin' goods.

3. Infrastructure - Sustained public spending on transport and logistics has also improved connectivity, creating demand for construction
equipment, signaling systems and industrial technology.

4. Monetary Policy - A flexible inflation-targeting framework for the Reserve Bank of India, formally adopted in 2016, has anchored
inflation expectations.
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It is important to recognise, however, that these reforms are now a decade old and apart from the labour codes (see below), few
comparably large reforms have been completed since the pandemic. Nonetheless, the policy environment still appears to be on a positive
trajectory. Risk factors tracked by S&P such as a lack of contract enforcement, tax inconsistency and regulatory burden have eased slowly,
but consistently over the last years (Chart 2).

Chart 2 - India's institutions improve
Country risk scores by S&P Global for India, Scale from O (very low) to 10 (extreme) risk
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... but headwinds remain

Despite the progress, several headwinds remain. The investment position over time exemplifies this: While investment flows by foreign
firms into India have increased over the past 15 years (Chart 3), many of these firms have also pulled out funds at an increasing volume.
The outflows are also larger than reinvested earnings. In other words, many firms find it more profitable to pull out of India and invest
elsewhere. This shows that some headwinds persist despite the structural improvements. However, at least partly responsible for this
trend are short-term problems such as the declining value of the Indian Rupee as a result of India's dependence on foreign oil and
gas. Indeed, a weaker Rupee reduces the US dollar value of foreign companies' earnings in India and leads to outflows. For the coming
quarters, we expect the Indian currency to stabilize and the pressures from high energy prices to ease.

Chart 3 - Outflows of invested funds are also increasing
Gross foreign direct investments into and out of India by foreign firms, monthly data in billion US Dollars, 12-months rolling average
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Asked about hurdles to doing business in India in a survey by the Chamber of Commerce Abroad, 58% of responding German companies
cited bureaucratic hurdles, 34% corruption and 27% certification or Quality Control Orders among the most negative location factors.
Judicial delays and periodic labour disputes can further raise costs. This is very important for Germany’s Mittelstand, since not every
company is large enough to easily absorb legal, tax and compliance costs. Also, tariffs on imports into India remain high, which makes
it expensive to source intermediate goods from abroad for production in India.

Recently, there has been some progress, ...

To ensure that economic growth does not slow down, these and other structural issues would need to be addressed. However, the

necessary reforms are significantly more difficult than those already implemented, as they initially entail cutbacks for many people, and
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the economic benefits will only become visible gradually or in the long term. India’s federal structure and frequent state-level elections
further complicate the implementation of these reforms.

A major step forward, for example, is the simplification of labor laws: 29 existing laws were replaced by four. However, after the laws were
passed by parliament, it took about five years for the new regulations to actually come into force on November 21, 2025. And it is not
yet certain how widely they will be implemented across all federal states.

It is also a positive sign that India is increasingly moving away from its protectionist stance. More open trade will expose domestic
companies to stronger competition, foster productivity gains, and support India’'s integration into global value chains. For instance,
negotiations on the free trade agreement between the EU and India were concluded on January 27, 2026; the agreement is expected
to enter into force in 2027. But here, too, the economic benefits will depend on the duration of implementation, rules of origin, and
remaining non-tariff barriers to trade.

... but some things are still pending

In addition to simpler labor laws and reduced protectionism, several other measures are also urgently needed:

1. Land - Land acquisition can still be slowed by ownership disputes, approvals and compensation negotiations. More consistent
administration would make it easier for European manufacturers to establish and expand factories.

2. Human capital = A demographic dividend must be earned through productive employment. Greater female labour-force participation
could expand the effective labour supply, while improvements in education, vocational training and technical skills would support higher-
value manufacturing and services. Additionally, 42% of the employed population is tied up in agriculture - a high value in comparison to
around 24% in low and middle income countries of East Asia (Chart 4). A reduction of high agricultural subsidies could free up labour
here and allow faster job creation in manufacturing and services.

3. Energy infrastructure - India’s reliance on imported crude oil and natural gas exposes its external balance, inflation and INR to global
price shocks. Renewable power can improve energy security over time, but lower generation costs do not automatically mean cheaper
or more reliable industrial electricity: grids, storage, distribution losses and backup capacity also matter. This creates opportunities for
European suppliers.

Progress is likely to be gradual and uneven. Investors should therefore evaluate state-level industrial ecosystems, infrastructure, market
access, supplier quality and administrative reliability rather than treating India as a single investment location.

Chart 4 - A large share of the Indian population works in agriculture
Employment in agriculture, % of total employment; modeled ILO estimate
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Implications for Germany: Growth potential

A major economy growing at an annual rate of 7% holds several promises for German businesses: Indeed, the KPMG-AHK survey found
that 68% of respondents rank India among their five most important global markets and 92% expect revenue to increase by 2031. The
EU-India FTA could reinforce business opportunities: 26% of respondents plan to expand local production in response to the agreement
and 25% to increase exports from India. Not every German company is moving at the same speed, though. Large-cap German industrial
groups are furthest along, while smaller Mittelstand firms often face higher relative compliance and market-entry costs.

India’s strongest appeal to European corporates is the combination of a large, relatively underpenetrated market for final goods and
sustained demand for industrial capital goods. Rising incomes and urbanisation can support demand for automobiles, healthcare
4
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products, household equipment and other consumer goods. At the same time, infrastructure construction, factory investment and energy
modernisation create opportunities for German manufacturing and engineering services.

Conclusion: An opportunity for 'China plus India’

India is overall on a positive path when it comes to the institutional framework for German investors. The country has achieved important
reforms in the form of tax harmonization and a coherent bankruptcy code. India has also achieved important policy stability under Modi
and several risk factors such as the regulatory burden and contract enforcement have decreased under the prime minister's tenure. Trade
openness and labour code reforms are being implemented. The harder task ahead is to lift productivity through more effective land
administration, judicial reform and human-capital development.

Success for German companies investing in India will depend on sector, state and partner selection. At the same time, it is clear that
China remains difficult to replicate given its scale, supplier density, logistics and industrial capabilities. India offers a different proposition:
Growth of 6-7% would still generate substantial additional demand for consumer goods, industrial equipment, infrastructure and services.
This offers an opportunity for a 'China plus India’ strategy.
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