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🗞️  WHY IN NEWS

India overtook Japan to become the world’s fourth-largest economy with a GDP of USD 4.18 trillion,

according to a government announcement in December 2025. India now ranks behind only the United States,

China, and Germany — and is projected to surpass Germany within 2.5 to 3 years to become the world’s third-

largest economy.

THE MILESTONE IN CONTEXT

India’s ascent to fourth-largest economy status represents a remarkable arc: in 2007, India was the 12th

largest economy. By 2014, it had entered the top 10. By 2022, it had overtaken the United Kingdom and

France to enter the top 5. The Japan crossing in 2025 is the latest step in a trajectory that, if sustained, will see

India enter the top 3 within this decade.

The GDP rankings (2025):

Rank Country GDP (USD trillion)

1 United States ~28.8

2 China ~18.5

3 Germany ~4.6

4 India 4.18

5 Japan ~4.1

6 United Kingdom ~3.6

Why Japan fell: Japan’s GDP decline is partly a measurement artefact — Japanese GDP in USD terms has

been eroded by the sustained depreciation of the Japanese Yen (JPY), which has weakened significantly

against the dollar since 2022 due to Japan’s ultra-loose monetary policy (negative/near-zero interest rates

maintained even as global central banks hiked rates). India’s consistent growth in real terms and a relatively

stable Rupee (in USD terms) drove the crossing.
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INDIA’S MACROECONOMIC DASHBOARD

India’s ranking is underpinned by strong underlying fundamentals across multiple dimensions:

Growth: Real GDP growth at 8.2% in Q2 FY2025-26 (July–September 2025), following 7.8% in Q1 FY26 and

7.4% in Q4 FY25. India has been the fastest-growing major economy for three consecutive years.

Forex reserves: USD 686.2 billion (November 2025) — covering over 11 months of imports. This builds the

buffer against external shocks.

FDI: Gross FDI April–September 2025 at USD 51.8 billion (up 19.4% YoY). Net FDI at USD 7.7 billion (up

127.6% YoY) — driven by rising confidence in India’s stability and market size.

Remittances: Up 10.7% YoY — India remains the world’s largest recipient of remittances (over USD 100

billion annually from NRI communities in the Gulf, USA, UK, and Australia).

CAD: Current Account Deficit moderated from 2.2% of GDP (Q2 FY25) to 1.3% (Q2 FY26) — a healthier

balance-of-payments position.

HOW GDP IS MEASURED — THREE METHODS

1. Expenditure approach: GDP = C (Private Consumption) + I (Investment/Gross Capital Formation) + G

(Government Spending) + NX (Exports minus Imports)

2. Income approach: GDP = Wages + Profits + Rents + Interest + Taxes minus Subsidies

3. Output/Value Added approach: GDP = Sum of Value Added across all sectors (Agriculture + Industry

+ Services)

India primarily uses the output approach through the National Income Accounting system, published by

the National Statistical Office (NSO). GVA (Gross Value Added) + Taxes on products – Subsidies on products

= GDP.

Nominal vs. Real GDP:

Nominal GDP: Measured at current prices — reflects actual market values

Real GDP: Adjusted for inflation (using a base year price deflator) — measures actual volume of goods

and services produced

GDP at constant prices (Real GDP): Uses 2011-12 as the base year in India’s current methodology

GDP vs. GNP vs. NNP:

GNP = GDP + Net Factor Income from Abroad (earnings of Indian residents abroad minus earnings of

foreign residents in India)

NNP (Net National Product) = GNP – Depreciation
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NNI (Net National Income) = NNP – Indirect taxes + Subsidies

THE STRUCTURAL CHALLENGE: RICH COUNTRY OR LARGE COUNTRY?

The fourth-largest ranking is for aggregate GDP — not per capita GDP. India’s per capita GDP tells a

different story:

Country GDP Per Capita (2025 est.)

USA ~USD 86,000

Germany ~USD 55,000

Japan ~USD 33,000

India ~USD 2,900

India has over 1.44 billion people. Dividing USD 4.18 trillion by 1.44 billion yields a per capita GDP of

approximately USD 2,900 — which places India in the lower-middle income bracket by World Bank standards

(threshold: USD 1,136–USD 4,465 for lower-middle income in 2025).

The structural transformation required: For India to convert GDP rank into per capita prosperity, it

needs:

Manufacturing deepening: India’s manufacturing is ~17% of GDP. To replicate the East Asian

development path (South Korea, Taiwan, China), India needs manufacturing at 25–30% of GDP,

generating mass formal employment

Labour formalisation: Only ~10% of India’s workforce is in the formal economy. Large-scale

informal employment limits productivity and tax revenues

Agricultural productivity: Agriculture employs ~46% of the workforce but contributes only ~16% to

GDP — a structural productivity gap

Education to employment: India’s graduate unemployment rate (~30%) signals a mismatch

between educational outcomes and job market requirements

Energy transition: India’s growth model requires massive energy investment — 500 GW renewable

target by 2030; managing the energy-growth-climate trilemma

THE PATH TO USD 7.3 TRILLION BY 2030

India’s government projects GDP at approximately USD 7.3 trillion by 2030 — implying a nominal growth

rate of approximately 10–11% annually (combining ~7% real growth + 3–4% GDP deflator + some Rupee

stability assumption).
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Achieving this requires:

1. Services-led growth with global integration: India’s IT/ITES sector (USD 245 billion in exports),

digital services, and business process management will remain anchors. The Global Capability Centres (GCCs)

boom — over 1,700 GCCs employing 1.9 million people — represents a structural shift in India’s services

integration.

2. Manufacturing via PLI Schemes: Production Linked Incentive (PLI) schemes across 14 sectors aim to

add USD 500 billion in manufacturing output over 5 years. Early successes (mobile phones, pharmaceuticals,

solar cells) need to be replicated in chemicals, textiles, and heavy manufacturing.

3. Infrastructure investment: National Infrastructure Pipeline (NIP) envisions Rs 111 lakh crore

investment over 2019–2025. PM Gati Shakti — integrating railway, road, port, and logistical planning —

reduces logistics costs (currently 13–14% of GDP vs. 8% global average).

4. Agricultural value chains: Increasing agricultural productivity and farmer income through contract

farming, FPOs (Farmer Producer Organisations), and digital agriculture (AgriStack).

INDIA’S VIKSIT BHARAT 2047 VISION

Viksit Bharat (Developed India) 2047 is India’s ambition to achieve high-income country status by

the centenary of independence:

World Bank high-income threshold: Per capita GNI above USD 13,845 (2024)

India’s current per capita GNI: ~USD 2,500

Required growth: India needs roughly 8–9% per capita real growth for 22 years, or a combination of

faster growth and population stabilisation

Sub-targets: USD 35 trillion economy by 2047; manufacturing’s share to rise to 25% of GDP; zero

poverty; quality healthcare and education universalisation

Historical comparison: South Korea moved from ~USD 1,000 per capita (1970) to ~USD 33,000 today in

roughly 50 years. India’s challenge is to replicate this at a scale 30 times larger — with more complex federal

governance.

UPSC RELEVANCE

Prelims: India 4th largest economy (USD 4.18 trillion; overtook Japan; Germany 3rd; USA 1st; China 2nd);

GDP measurement methods (expenditure/income/output; NSO; base year 2011-12); per capita GDP India

~USD 2,900 (lower-middle income); Viksit Bharat 2047 (high-income threshold USD 13,845; USD 35 trillion

target); NIP (National Infrastructure Pipeline; Rs 111 lakh crore); PM Gati Shakti; PLI (14 sectors; USD 500

billion manufacturing target).

UPSC & STATE PCS CURRENT AFFAIRS ujiyari.com ↗

India at USD 4.18 Trillion — The 4th Largest Economy and What Comes Next 5 / 8

https://ujiyari.com/


Mains GS-3: GDP rank vs. per capita GDP — what India’s 4th largest ranking means for development |

Structural transformation required: manufacturing deepening, labour formalisation, agricultural productivity

| Viksit Bharat 2047 — achieving high-income status: growth requirements and constraints | India’s external

sector: remittances, FDI, forex reserves as buffers.
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📌  FACTS CORNER — KNOWLEDGEPEDIA

INDIA’S GDP MILESTONE:

GDP MEASUREMENT — INDIA SPECIFICS:

KEY ECONOMIC INDICATORS (FY 2025-26):

WORLD BANK INCOME CLASSIFICATION (2024–25):

HISTORICAL GDP RANKINGS:

OTHER RELEVANT FACTS:

Sources: PIB, MoSPI, AffairsCloud, World Bank

2025 GDP: USD 4.18 trillion (Nominal; market exchange rate basis)

Rank: 4th (overtook Japan); preceded by USA (#1), China (#2), Germany (#3)

Real GDP growth Q2 FY26: 8.2%; Q1 FY26: 7.8%

Per capita GDP (approx.): USD 2,900 (lower-middle income bracket)

Viksit Bharat 2047 target: USD 35 trillion economy; high-income status (per capita GNI > USD 13,845)

National Statistical Office (NSO) publishes GDP estimates (under MoSPI)

Base year for Real GDP: 2011-12

GVA + Taxes on products – Subsidies = GDP (at market prices)

First Advance Estimate: Released January 7 each year

GDP Deflator: Implicit price deflator used to separate nominal from real growth

Forex reserves: USD 686.2 billion (Nov 2025; 11+ months import cover)

CAD: 1.3% of GDP in Q2 FY26 (moderated from 2.2%)

Gross FDI (Apr–Sep 2025): USD 51.8 billion (+19.4% YoY)

Remittances: India largest recipient globally; ~USD 100 billion+ annually

Low Income: GNI per capita ≤ USD 1,135

Lower Middle Income: USD 1,136–USD 4,465 → India is here

Upper Middle Income: USD 4,466–USD 13,845

High Income: > USD 13,845 → India’s Viksit Bharat target

2007: India was 12th largest economy

2014: India entered top 10

2022: India overtook UK (5th) and France (6th)

2025: India overtook Japan (4th)

PLI Scheme: Production Linked Incentive; 14 sectors including mobile phones, pharma, solar cells, textiles, auto
components, specialty chemicals, white goods; disbursed approximately Rs 6,000 crore by FY25

GCC (Global Capability Centre): Over 1,700 centres in India; 1.9 million employees; USD 46 billion revenue
(2024); primarily in Bengaluru, Hyderabad, Pune, Chennai

Japan’s Yen depreciation: JPY weakened from ~115/USD (2022) to ~155/USD (2025) due to Bank of Japan’s
ultra-loose monetary policy; made Japan’s USD GDP appear smaller despite stable domestic growth

PPP (Purchasing Power Parity) basis: India is 3rd largest economy even now (behind USA and China) — PPP
accounts for lower prices in India; relevant for comparing living standards
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