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ECONOMY
GLOBAL ECONOMY

Global Economy in May 2024: A Complex and Uneven Recovery

The global economy in May 2024 was navigating through a labyrinth of political and
economic uncertainties. Numerous pivotal elections across the globe are poised to
shape fiscal and trade policies, while ongoing geopolitical conflicts, such as those
between Israel-Hamas and Russia-Ukraine, continue to dominate headlines and
impact economic stability.

GDP growth projections for 2024 and 2025
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Slowing Global GDP Growth

Forecasts indicate a slowdown in global GDP growth, from 2.7% in 2023 to 2.5% in 2024.
This year is crucial as global consumption shifts from services to goods, and
investment gains momentum with easing monetary conditions. These factors, along
with the inventory cycle, are expected to boost industrial production (IP), which saw
only 1.3% growth in 2023. Projections for IP growth stand at 2.8% for 2024 and 3.5% for
2025, indicating a gradual recovery.

United States: Services Boom and Inflation Challenges

In the United States, QI growth was driven by robust consumption of services, fuelled
by real wage growth and household savings. This has led to an optimistic forecast for
2024, with real GDP growth expected to rise to 2.1% from the previous estimate of 1.8%.
However, the strong consumption of services is contributing to persistent inflation
around 3.5%. The anticipated rebalancing from services to goods and from
consumption to investment is yet to gain traction.
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1Eurozone: Emerging from Recession

The Eurozone is expected to emerge from recession, despite weak economic growth.
The region’s economic growth forecast for 2024 has been downgraded to 0.7%, from a
previous estimate of 0.9%. Germany, after a significant contraction in Q4 2023, and the
broader Eurozone are predicted to recover gradually. France is likely to see an
economic acceleration, particularly with a boost from the Olympics in Q3.

China: Modest GDP Upgrade Amid Structural Challenges

China’s GDP forecast for 2024 has been modestly upgraded to 4.7% from 4.6%,
following a better-than-expected Ql performance. However, the momentum is not
expected to persist. March data suggests a slowdown in industrial production and
consumer demand. China is grappling with oversupply in its manufacturing sector,
reminiscent of the supply-side reforms of 2015, now complicated by challenges in the
energy transition supply chain.

Elevated Non-Macroeconomic Risks

Geopolitical shocks remain a significant risk to the global economy. The outcomes of
numerous key elections in 2024 will be pivotal in determining the paths of fiscal and
trade policies. Despite these challenges, there are signs of a modest recovery, with
global activity proving resilient, inflation easing, and private sector confidence
improving. However, the recovery remains uneven, with advanced economies,
particularly in Europe, showing weaker outcomes compared to strong growth in the
United States and many emerging markets.

The global economy in May 2024 is marked by a cautious optimism amid a backdrop
of significant challenges. Policymakers must navigate a delicate balance of fostering
growth while managing inflation and geopolitical risks. The path ahead requires
prudent monetary policy, sustainable fiscal strategies, and ambitious structural
reforms to ensure a stable and inclusive recovery.
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Indian Economy in May 2024: An Overview

In May 2024, India’s economy continues to demonstrate remarkable resilience and
growth, achieving an impressive 7.8% year-on-year expansion in the first quarter. This
performance, driven primarily by the manufacturing sector, has positioned India as
one of the fastest-growing major economies globally, significantly enhancing Prime
Minister Narendra Modi’'s economic record as he seeks a third term in office.

o
India's GDP growth accelerates
The Indian economy grew by 8.2% in 2023-24, showing an increase from the 7% growth in the previous fiscal,
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Mote: India's fiscal year runs from April to March
[Source: MoSPI, PIB | Reuters, May 31, 2024 | By Sumanta Sen

Economic Growth and Political Context

India’s robust economic growth is a pivotal element in the upcoming national election,
with results expected on June 4. Prime Minister Modi's administration has capitalized
on this growth, which bolsters his campaign. Investors are keenly observing the
election outcome and the subsequent full-year budget in mid-July, anticipating
potential measures to further stimulate the economy.

Manufacturing and Economic Indicators

The manufacturing sector's performance has been a cornerstone of India’s economic
surge, with an 8.9% year-on-year increase in the March quarter.
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Although this marks a slight decline from the previous quarter's 11.5% expansion, it
significantly exceeded the 6.7% growth forecast by economists. This sector's strength
underscores the country's industrial capabilities and its role in driving overall economic
growth.

Reserve Bank of India’s Contributions

The Reserve Bank of India (RBI) has played a crucial role in supporting economic
expansion through its record surplus transfer of 211 trillion rupees ($25.3 billion). This
transfer provides the upcoming government with additional resources to increase
state spending and further stimulate growth. The RBI's policies, coupled with its stable
monetary stance, have helped maintain inflation at subdued levels, fostering a
conducive environment for sustained economic activities.

Inflation and Monsoon Impact

Economist Garima Kapoor from Elara Securities highlights that the favourable growth
figures coincide with moderate inflation and forecasts of a normal monsoon. A good
monsoon seadson is crucial for boosting farm output and rural wages, which in turn can
enhance consumer demand. High-frequency indicators suggest that the fiscal year
2024/25 has started on a stable footing, indicating steady economic progress.

Sovereign Rating and Long-term Projections

In a significant development, S&P Global raised its sovereign rating outlook for India
from "stable” to "positive,” citing expected continuity in economic reforms and fiscal
policies regardless of the election outcome. The forecast for India's economic growth
remains strong, with projections of around 6.8% for the current fiscal year and nearly
7% annually over the next three years.

Challenges and Uneven Recovery

Despite the encouraging growth numbers, the Indian economy faces challenges,
particularly in consumer spending and rural growth. While consumer spending, which
constitutes about 60% of the economy, increased by 4% in the March quarter, this
growth is considered modest by Indian standards. Farm output grew by only 0.6%,
reflecting the sector's ongoing struggles.

The uneven recovery is a concern among economists, who stress the need for
sustained high growth rates to benefit all societal segments. Former RBI Governor
Raghuram Rajan pointed out that India needs to achieve annual growth rates of
9%-10% over the next few decades to create sufficient quality jobs for its educated
youth.
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Global Economic Context

Globally, economic activity remains robust, with China’s economy growing at 5.3%
year-on-year and the US economy expanding at a 1.3% annualized rate in the March
quarter. These developments, along with easing inflation, strengthen the outlook for
India’s exports, contributing positively to its economic prospects.

As of May 2024, India’s economy stands at a critical juncture, characterized by strong
growth, political transitions, and ongoing challenges. The nation’s ability to sustain its
growth momentum, manage inflation, and address structural issues will be crucial in
shaping its economic future. The outcome of the national election and subsequent
policy decisions will play a significant role in determining the path forward, with the
potential to further enhance India’'s economic landscape.
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Australia and the European Union
signed a critical mineral pact to
diversify the supply chains

The Mineral pact between Australia and
the European Union (EU) to boost the
supply of critical minerals and technology
is seen as a positive step towards a
potential free trade agreement (FTA). This
pact aims to enhance cooperation and
investment in critical mineral projects,
including joint ventures, and to develop a
roadmap for specific actions and areas
of collaboration within six months.

The pact agreement highlights the
importance of diversifying supply chains,
particularly in the context of the global
supply chain dominated by China. Critical
minerals such as lithium, nickel, and
cobalt are essential components in the
production of batteries and renewable
energy technologies, which are crucial for
achieving net-zero emissions by 2050.

EU Trade Commissioner Valdis
Dombrovskis highlighted Australia’s role
as a significant and like-minded partner
in the global supply of critical raw
materials. He emphasized that this
partnership would help secure a
sustainable supply of these materials for
the EU while fostering investment in
Australian renewable energy projects.

FREE TRADE AGREEMENT/ BILATERAL

Australian Trade Minister Don Farrell
expressed optimism about the agreement,
describing it as a positive move by the EU
as both parties work towards fresh
negotiations.

The pact outlines seven main objectives:
joint project development and
strengthening business links in the critical
minerals sector. It also aims to bolster
Australia’s domestic mineral sector and
help the EU diversify its suppliers, ensuring
the availability of materials needed for
green and digital transitions. This
collaboration marks a significant step
towards achieving net-zero emissions by
2050 and supporting global sustainability
efforts.

New Partnership between Africa
and the Gulf States

The emerging economic relations between
Africa and the Gulf Cooperation Council
(6cC) are poised for significant growth,
with mutual interests in diversification,
investment, and sustainable development.
This collaboration has been largely
facilitated by the geographical proximity
and complementary needs of the regions.

According to the World Economic Forum,
during the last decade, the sum of imports
and exports between UAE and sub-
Saharan Africa increased by over 30%, and
trade between Saudi Arabia and sub-
Saharan Africa has increased 12 times its
value. In addition, GCC countries have
collectively invested over US$100 billion in
Africa over the last decade. Investments
and partnerships are focused on
addressing critical issues such as food
security, the energy transition, and
infrastructure development.
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As China'’s investments and loans in Africa
have shown a notable decline in recent
years due to China’s own economic
challenges and shifting priorities towards
more sustainable development models.

GCC to Africa

628 projects US$101.9 billion

Africa to GCC

141 projects USS 3 billion

—

Source: FDI Markets

According to Africa Finance Corporation,
Africa has a US$150 billion infrastructure
funding gap, and UNCTAD's World
Investment Report concluded that FDI
flows to Africa declined to US$45 billion in
2022 from the record US$80 billion set in
2021. These investments and partnerships
are timely and much needed.

This also provides an opportunity for
countries like India to collaborate and
establish beneficial bilateral investment
agreements with African nations, thereby
expanding and enriching supply chain
diversity.

China, Japan and South Korea to
revoke FTA talks

On 27 May 2024, Ching, Japan, and South
Korea held a joint summit to strengthen
and deepen their commercial ties. As per
the joint statement, the three leaders
committed to ‘institutionalizing” their
trilateral cooperation through regular
summits and ministerial meetings. They
also emphasized their intention to
expedite negotiations for a free trade
agreement (FTA), striving for a “free, fair,
comprehensive, high-quality, and
mutually beneficial pact.

Negotiations for the FTA were initially
launched by the three countries in
November 2012 but were suspended after
the 16th round in November 2019. Various
issues, including Japan's apprehensions
regarding China's subsidies and state-
owned enterprises, as well as concerns
over e-commerce practices impeding

data flow, led to the stalemate in talks.

Source: Nikkei Asia

The decision to revive FTA negotiations
likely stems from the acknowledgment of
the mutual economic  advantages
involved. The three countries collectively
represent about 25% of the global GDP and
20% of global trade. An FTA would enhance
market access, reduce trade barriers, and
promote investment, thereby
strengthening the regional industrial and

supply chains. The leaders aim to
conclude a high-standard FTA that
addresses trade in goods, services,
investment, and intellectual property
rights.
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Strengthening global
preparedness to public health
emergences

The International Health Regulations (IHR)
are a set of global health rules
established by the World Health
Organization (WHO) to prevent, detect,
and respond to  public health
emergencies, including pandemics.

At the 77th World Health Assembly,
countries agreed on critical amendments
to strengthen the [IHR. They also
committed to finalizing negotiations on a
global pandemic agreement by May
2025, or sooner if possible. These
amendments aim to enhance global
preparedness, surveillance, and response
to health crises.

—

The key amendments include:

» Defining a “Pandemic Emergency”: The
amendments now include a clear
definition of a “pandemic emergency,”
helping to enhance preparedness and
response strategies for global health
crises.

“A pandemic emergency is identified as a
communicable  disease  that  risks
widespread geographical spread,
overwhelms health systems, causes

POLICY/ REGULATORY UPDATES

substantial social or economic disruption,
and necessitates rapid, equitable, and
coordinated international action through
comprehensive government and societal
approaches.”

e Improved Access to Medical Products
and Financing: The IHR amendments
pledge to improve access to medical
products and financing during health

emergencies,  ensuring equitable
distribution of resources.
e Strengthening Preparedness  and

Response: The amendments focus on
enhancing countries’ abilities to
prepare for, detect, and respond to
Public Health Emergencies of
International Concern (PHEICs). They
aim to minimize disruptions to travel
and trade while effectively managing
health events.

e Establishing a States Parties
Committee: A new States Parties
Committee will be established to
promote and support cooperation for
effective IHR implementation.
Additionally, National IHR Authorities will
be created to improve coordination of
the Regulations within and among
countries.
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European Commission adopts Net-Zero Industry Act

EU NET-ZERO INDUSTRY ACT:
MAKING EUROPE THE HOME
OF CLEAN TECH

Source: European Commission

The European Commission has adopted
the Net Zero Industry Act (NZIA) to boost
the EU's manufacturing capacity for
technologies essential for achieving
climate neutrality. These include solar
panels, wind turbines, heat pumps,
batteries, electrolysers, nuclear
technologies, and key components such
as photovoltaic cells and wind turbine
blades.

The NZIA was introduced in February 2023
as part of the Green Deal Industrial Plan.
This plan outlines how the EU will enhance
its competitive edge by expanding its
manufacturing capacity for net-zero
technologies and products needed to
meet ambitious climate targets.

The goal is for the EU’s strategic net-zero
technology manufacturing capacity to
reach at least 40% of annual deployment
needs by 2030, accelerating progress
toward the EU’s 2030 climate and energy
targets and the transition to climate
neutrality by 2050.

#NetZeroEl #NetZerolndustry

The Act will also boost the competitiveness
of EU industry, create quality jobs, and
support energy independence. Additionally,
it simplifies the regulatory framework for

manufacturing these technologies,
enhancing their competitiveness and
accelerating CO2 emissions storage
capacity.

To encourage investment, the Act proposes
Net-Zero Strategic Projects, which are
essential for reinforcing the resilience and
competitiveness of the EU's net-zero
industry. These projects receive priority
treatment at the national level, ensuring
streamlined administrative processes and
faster permits.

Under the NZIA, Net-Zero Acceleration
Valleys will be created to facilitate the
establishment of clusters of net-zero
industrial activity in the EU, attracting
investments in infrastructure and other
priority areas.
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The Act also sets binding time limits on
Member States for the permit-granting
process based on project status and size:
9 months for net-zero strategic projects
with annual manufacturing capacity
under 1 GW and 12 months for those over 1
GW or with non-GW production; for other
net-zero technology projects, the limits
are 12 months for capacities under 1 GW
and 18 months for those over 1 GW or with
non-GW production.

The Act will be implemented through the
'Net-Zero Europe Platform’, which will
bring together Member States and the
Commission to jointly assist and
exchange best practices for the actions
and implementation of the NZIA. This
platform will also facilitate the exchange
of information between stakeholders. To
reduce the regulatory burden on net-zero
industries, a Net-Zero Regulatory Burden
Scientific  Advisory Group will be
established to provide science-informed
advice on the impact of regulatory
burdens on net-zero industries in the EU.
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Getting Inside Economics

Aditya Sinha
Consumer Spending as an Economic Indicator: Importance and
Implications
The Components of GDP
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Consumer spending is a critical component of economic activity and serves as a
key indicator of the health of an economy. It reflects the purchasing behaviour of
households on goods and services, encompassing everything from essential items
like food and clothing to luxury items and entertainment. As such, consumer
spending is not only a measure of economic well-being but also a driver of
economic growth. Understanding its role and implications is crucial for
policymakers, businesses, and economists.

The Role of Consumer Spending in the Economy

e GDP Contribution: Consumer spending typically accounts for a significant
portion of Gross Domestic Product (GDP). In many economies, it constitutes
around 60-70% of total GDP. This makes it a primary driver of economic activity.
When consumers spend more, businesses see higher revenue, which can lead
to increased production, job creation, and further economic expansion.

* Indicator of Economic Confidence: Consumer spending levels are often
reflective of consumer confidence. When people feel secure about their financial
future, they are more likely to spend money. Conversely, during economic
downturns or periods of uncertainty, spending tends to decline as households
become more cautious, opting to save rather than spend.
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« Employment and Income Effects: High levels of consumer spending can lead to
job creation as businesses expand to meet increased demand. This, in turn, can
lead to higher incomes, which can further boost spending in a virtuous cycle.
Conversely, reduced spending can lead to layoffs and reduced incomes,
exacerbating economic downturns.

Measuring Consumer Spending

» Retail Sales: Monthly retail sales reports provide insight into consumer spending
trends. These reports track sales across various categories, including food,
clothing, electronics, and automobiles, offering a snapshot of economic activity
and consumer preferences.

e Consumer Confidence Surveys: Surveys like the Consumer Confidence Index
(ccl) or the University of Michigan Consumer Sentiment Index gauge consumers’
outlook on the economy, personal financial situation, and spending intentions.
These surveys are predictive of future spending patterns.

 Personal Consumption Expenditures (PCE): This measure, tracked by national
statistical agencies, reflects the total amount spent by households and includes
data on durable goods, non-durable goods, and services. It is a comprehensive
indicator used by economists to analyse spending trends and inflation.

Importance of Consumer Spending as an Economic Indicator

» Economic Forecasting: Consumer spending patterns help economists forecast
future economic performance. A surge in spending can indicate economic
growth, while a decline might signal an impending recession. Policymakers use
these forecasts to adjust monetary and fiscal policies accordingly.

 Inflation and Monetary Policy: Central banks closely monitor consumer
spending to gauge inflationary pressures. If spending is robust and exceeds
supply, it can lead to higher prices. Central banks may then raise interest rates to
cool down spending and control inflation. Conversely, weak spending might
prompt rate cuts to stimulate economic activity.

» Business Strategy: For businesses, understanding consumer spending trends is
essential for strategic planning. It influences inventory management, marketing
strategies, and investment decisions. Businesses rely on consumer spending
data to anticipate demand and adjust their operations to maximize profitability.

» Social and Economic Well-being: Beyond its economic implications, consumer
spending is a measure of societal well-being. High levels of spending often
correlate with higher living standards and greater access to goods and services,
reflecting a prosperous society. On the other hand, reduced spending can
highlight economic distress and potential social issues.
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Conclusion

Consumer spending is a vital economic indicator that provides valuable insights
into the health and direction of an economy. It influences GDP, employment, and
inflation, serving as a barometer of consumer confidence and economic well-
being. By monitoring and analysing consumer spending patterns, policymakers,
businesses, and economists can make informed decisions to foster economic
stability and growth. Understanding its importance underscores the need for
accurate data and thoughtful analysis in shaping economic policies and business
strategies.

(The writer is an Senior Research Analyst at VeKommunicate)
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Environment Equity
Saloni Goyal

Water Scarcity: Risk to Businesses For example, water-intensive crops like
rice and cotton face challenges in regions

Water scarcity is a pressing global issue that  experiencing water scarcity, leading to
is increasingly impacting businesses across  reduced yields and increased production
various industries. As the demand for water  costs.  Similarly, manufacturing  plants
continues to rise due to population growth,  gependent on water for cooling and

of freshwater resources is becoming limited.  costs when water availability is limited.

This imbalance poses significant risks to _ _
businesses worldwide, affecting operations, ~ SUPPly chains are also at risk due to water

supply chains, and profitability. scorcity. Companigs with  global
operations must navigate water-related

challenges in different regions where
water availability and quality vary. This
complexity can result in supply chain
disruptions, increased costs, and
reputational damage if not managed
effectively. Moreover, businesses
operating in water-stressed regions face
regulatory pressures and community
expectations to use water resources
responsibly.

Addressing water scarcity requires a
According to the World Economic Forum,  multi-faceted approach that involves
water scarcity is among the top global risks  poth mitigation and adaptation strategies.
in terms of impact and likelihood. The data  Bysinesses can start by conducting water
paints a stark picture of the current situation:  risk assessments to understand their
around 21 billion people lack access to safely  exposure to water-related challenges.
managed drinking water, and by 2025, two-  |mplementing water-efficient

thirds of the world's population could be  technologies, recycling and reusing water,
living under water-stressed conditions. These  gnd engaging with local communities to

statistics highlight the urgent need for  promote water stewardship are essential
businesses to address water scarcity as d  steps  towards ~ sustainable  water
critical sustainability issue. management.

Water scarcity can manifest in various ways  collaboration is key in tackling water

in the business world, impacting operations  scarcity, as no single entity can solve this

and bottom lines. Industries that rely heavily complex issue alone.  Businesses,

on  water, such as  agriculture,  governments, NGOs, and communities

manufacturing, and energy production, are  myst work together to develop innovative

particularly vulnerable. solutions and promote water conservation
practices.
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Investing in water infrastructure, promoting
water-saving technologies, and raising
awareness about the importance of water
conservation are crucial steps towards
building a water-secure future for all.

In conclusion, water scarcity poses growing
risks to businesses worldwide, threatening
operations, supply chains, and overall
sustainability. By recognizing the importance
of water as a finite and essential resource,
businesses can take proactive steps to
address water scarcity and build resilience
against its impacts. Embracing sustainable
water management practices is not only a
business imperative but also a moral
obligation to safeguard water resources for
future generations.

(The writer is an Senior Research Analyst
at VeKommunicate)
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Advancing Biomanufacturing in India: Paving the Way for a Resilient
Future

India stands on the cusp of a significant By 2030, the bioeconomy is expected to
transformation in healthcare and economic  reach $300 billion, potentially contributing
prosperity, driven by a bold commitmentto 5% to the GDP. This growth trajectory
innovation and equity. The nation’s focus on  underscores the importance of
biomanufacturing promises to revolutionize  biomanufacturing in driving economic
healthcare, ensuring that  scientific  prosperity and healthcare access.

advancements benefit all citizens. The Bioeconomy Report 2023 highlighted

the significant growth of India’s
bioeconomy, which has nearly doubled
from $44.7 billion in 2017 to over $100 billion
today. This report showcased the
integration of biotech products and
technologies across various sectors, from
enzyme-powered detergents to biofuel
production and advanced therapeutics
like COVID-19 vaccines and CAR-T cell
therapies.

b I..r\-’.
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Government's Commitment to

) . India’'s annual bioeconomy mapping, an
Biomanufacturing

initiative by the  Department of

Biomanufacturing has been identified as o Biotechnology (DBT) and Biotechnology
priority area for India, focusing on 2G ethanol,  INdustry Research  Assistance Council
biogas, enzymes, smart proteins, cell and (BIRAC), has become a crucial document
gene therapies, vaccines, diagnostics, and  for policymakers and industry leaders.
other biologics. These oqlvoncements signify Strengthening  State-level  Biotech
a leap towards self-reliance and reduced  pgjicies and Innovations

import dependence. Currently, a substantial

portion of biotech products, equipment, ~ With over 22 states now having biotech
reagents, and tools used in research and  Policies, there has been significant
manufacturing are imported. Upscaling ~— Progress in fostering a culture of biotech

biomanufacturing in India aims to indigenize ~ innovation and entrepreneurship.
these finished goods and intermediaries, ~However, more needs to be done to
fostering a robust domestic ecosystem. enhance each state’s contribution to

N , , . biotech innovation and bioeconomy
Initiatives like Start-up India and Make in growth. Establishing bio-incubation

India qlig.n.with government v!sion ofindiaas  ~onters and advanced common access
a $100 bilion biomanufacturing hub. These jnragtructure for pilot and early-stage
missions highlight the biotech sectors manufacturing can drive local

potential, growing at a double-digit  piomanufacturing ecosystems. States can
compound annual growth rate (CAGR) and provide land and investment incentives in

contributing about 3% to India’s GDP. Public-Private Partnership (PPP) models,
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with co-funding from DBT/BIRAC, to develop
these infrastructures.

Deploying state-level innovations, such as
medical devices and diagnostics for human,
animal, and plant applications, will provide a
strong foundation for bio-manufacturing
and bio-innovation ecosystems. This forward
pull  will stimulaote startups and SMEs,
ensuring that innovations reach the market
and benefit society at large.

The intersection of biotechnology with Al, big
data, and deep tech is critical for advancing
biotech innovations. India’s commitment to
enhancing biomanufacturing and fostering
a bioeconomy is a testament to its vision of
an equitable and prosperous future. By
advocating for policies that ensure access
and equity, supporting scientific innovation,
and fostering a robust biomanufacturing
ecosystem, India is paving the way for a
stronger, resilient tomorrow.

(The writer is an Senior Research Analyst
at VeKommunicate)
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Explainable Al (XAl): Unveiling the Black Box

In the realm of Artificial Intelligence (Al), there XAl approaches are built upon two
exists a paradox: while Al systems can make  fundamental methods, each addressing
remarkably accurate predictions, they often  the opacity of Al models in distinct ways.
operate as inscrutable black boxes. Imagine  The first method involves Model-Agnostic
a scendrio where an Al model recommends Techniques. Here, we encounter tools like
a medical treatment, but the reasons behind LIME (Locall Interpretable Model-agnostic
its decision remain hidden. This lack of  Explanations), which generates locally
transparency raises ethical concerns and  faithful explanations by perturbing input
undermines trust. Here, enters the dataand observing the model's response;
Explainable Artificial Intelligence (XAl)—afield  and SHAP (SHapley Additive exPlanations),
dedicated to demystifying Al models and  SHAP values provide a unified framework
making their inner workings understandable. for attributing predictions to input features.

The second avenue is Model-Specific
Approaches; here, we find techniques
such as Visuadlizing Neural Network
Activations, that is, techniques like Grad-
CAM highlight which parts of an image
influenced a neural network’s decision. It
also includes Attention Mechanisms and
Rule-Based Explanations; in  natural
language processing, attention
mechanisms reveal which words or
phrases the model focused on during
: prediction and decision trees or rule-
XAl addresses the “black box” problem by based models provide interpretable
providing insights into how Al systems arrive explanations.
at their conclusions. When we understand
the reasoning behind an Al decision, we can
trust it more. This is crucial in critical domains
like healthcare, finance, and autonomous
vehicles. Regulators and policymakers
increasingly recognize the importance of XAl.
Laws such as the General Data Protection
Regulation (GDPR) emphasize the right to
explanation—users have the right to know Secondly, many state-of-the-art Al
why an Al system made a specific decision  models, such as deep neural networks, are
about them. XAl is not just about inherenty complex, their intricate
transparency; it also challenges our  architectures make it challenging to
assumptions. By  visuadlizing feature  extract interpretable explanations. Adding
importance or identifying biases, XAl helps us XAl technigues to already complex models
validate existing knowledge or discover new can further increase their intricacy, thus,
insights. hindering their adoption.
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However, XAl does not come without
hurdles. First is striking the right balance
between model accuracy and
interpretability; highly interpretable
models often sacrifice predictive power,
while complex models may be less
transparent.
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Thirdly, XAl methods often provide local
explanations (e.g, explaining a single
prediction), but global insights are equally
important. Understanding how an Al system
behaves across different contexts (e.g.,
varying input data distributions) remains an
open challenge.

Finally, XAl should cater to diverse user
needs. Different stakeholders (end-users,
domain experts, regulators) require varying
levels of detail in explanations; therefore,
designing XAl tools that are intuitive,
actionable, and useful for non-experts is
crucial.

Hence, XAl is not just a technical challenge—
it is a societal imperative. Responsible Al
encompasses not only explainability but also
fairness, privacy, and bias mitigation. As we
unlock the secrets of Al, we pave the way for
a future where intelligent systems are not
only accurate but also accountable and
understandable.

(Isha Singh, the writer is an intern at VeKommunicate)

Page 21




V2Kommunicate

Global Business Partners in Policy Advisory & Communication, Research
& Economic Data Analysis, with-in depth knowledge of Legal, Trade, and
Regulatory Affairs, specializing in various industry sectors

VeKommunicate
B-92, South City-|,
Sector-30, Gurugam,
Haryana — 122001

For Further Information, Please Contact:

Saloni Goyal Aditya Sinha
Senior Research Analyst Senior Research Analyst
Mobile: +91 85880 36912 Mobile: +9176071 32842

Email: info@vekommunicate.com
Website: www.vekommunicate.com

X Jin

Disclaimer: The Policy Pulse is issued by VeKommunicate LLP. The information and opinions contained in this report/ newsletter have
been compiled from sources believed to be reliable and in good faith. While all efforts have been made to compile accurate
information, VeKommunicate LLP or its employees, affiliates, shall not be in any way responsible for any damage that may arise to
any person from any inadvertent error in the information or omissions contained in the report.



http://www.linkedin.com/in/vekommunicate-rv-131106216
https://twitter.com/RVVekommunicate
https://vekommunicate.com/

