Decoding India’s growth slowdown

The official diminution of India’s projected GDP growth rate may still be an underestimation of the extent of
economic slowdown. The revenue mobilisation strategy needs to be reworked to enhance taxation on wealth and
profits in order to enhance capex and welfare spending
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(NSO) this week, shows a decline in the real GDP growth rate to 6.4% from 8.2% registered in 2023-24. This is lower than

the 6.5 to 7% range projected by the Economic Survey in July 2024. The growth rate of nominal GDP, which is the sum of
the real GDP growth rate and the overall inflation rate, is estimated at 9.7% in 2024-25 — significantly lower than the 10.5% growth
rate projected in the last Union Budget.

T he first advance estimates of India’s Gross Domestic Product (GDP) in 2024-25, released by the National Statistics Office

Data discrepancies

. An “Informational Annex” to the 2023
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IMF Staff consultation report on India had inter alia noted that, “..the compilation of constant price GDP deviate from the
conceptual requirements of the national accounts, in part due to the use of the Wholesale Price Index (WPI) as a deflator for many

economic activities. The appropriate price to deflate GDP by type of activity is the Producer Price Index (PPI), which is under
development. Large revisions to historical series, the relatively short time span of the revised series, major discrepancies between

particulafyiffomithieldémandisid®” The estimation of real or constant price GDP requires the use of a GDP deflator to estimate values
of GDP components in constant prices. The GDP deflator being used in India’s official estimates is a weighted average of wholesale
and retail price indices. The Wholesale Price Index (WPI), 2011-12 series has shown high volatility over the past decade, leading to
inexplicably large divergences between the WPI and CPI inflation rates (Chart 1). This has had serious implications for the accuracy
of the GDP deflator and real GDP estimates.

Chart 1: GDP deflator, CPl and WPl inflation rate (annual average) in %
I Consumer price index (general) - combined I GDP deflator -O- Wholesale Price Index - all commodities
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For instance, the nominal GDP growth rate was estimated at 14.2% in 2022-23 and 9.6% in 2023-24, which indicated a sharp decline in
growth (Table 1).

Table 1: Discrepancies in Output & Prices Data

Nominal GDP Real GDP Growth | GDP Deflator | Retail Inflation Wholesale

Growth Rate (%) Rate (%) (%) (%) Inflation (%)
GDP at Market GDP at Constant CPI (General) - WPI - All
Prices (A) Prices (B) Combined Commodities
2022-23 14.2 7.0 1.2 6.7 9.4
2023-24 9.6 8.2 1.4 54 -0.7
2024-25 9.7 6.4 3.3 4.9 2.1

Elusive private investment

Tabled a day ahead of the Union Budget last July, the Economic Survey 2023-24 had taken comfort in the 8.2% growth in real GDP and
indicated a vigorous expansion of investment by the private-sector. Yet, the Chief Economic Advisor had asked whether the corporate
sector responded positively to the tax cuts of September 2019, and complained about sluggish corporate investments in machinery
and equipment and intellectual property products. He criticised the disproportionate allocation of gross fixed capital formation
(investment) in the private sector to “dwellings, other buildings and structures” as an unhealthy mix.
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However, the latest GDP estimates have shown a significant decline in the growth of real gross fixed capital formation from 9% in
2023-24 to 6.4% in 2024-25. A longer view of India’s growth trajectory over the past decade, even on the basis of exaggerated official
national account estimates, shows the irrationality of official expectations.

The annual growth rates of real gross fixed capital formation in public and private sectors (%)
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Chart 2: Annual growth rates of GDP, GFCF and PFCE at constant prices in %
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Therefore, there is absolutely no indication of any structural break in the investment behaviour of the private corporate sector so far
under the 11 years of NDA rule. The deep corporate tax cuts in September 2019 have failed to spur capital formation and real economic
activity; rather it has only helped a short lived spurt in corporate earnings and fuelled a post-pandemic bubble in the equity market.
In contrast, the advent of the UPA regime had led to a real investment and exports boom between 2004-05 till the financial crisis and
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global recession of 2008-09, which was facilitated both by a massive increase in industrial bank credit and significant foreign capital
inflows. A similar private investment led boom has remained elusive under the NDA regime.

Fiscal strains

Chart 3: Quarterly (Y-o-Y) growth rates of sectoral gross value added at constant prices in %
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The only sector where GVA is projected to grow at a higher pace in 2024-25 than the previous year is public administration, defence
and other services. This shows the crucial role of public spending in sustaining economic growth in the Indian economy. In this
context, the monthly accounts of the Union Government further indicate that crucial revenue and expenditure targets set in the last
Union Budget are likely to remain unachieved. While the windfall of a *2.11 trillion surplus transfer from the Reserve Bank of India
has enabled the Union Government to mobilise over 78% of its non-tax revenue target for 2024-25 by November 2024, mobilisation of
the Centre’s net tax revenues between April to November 2024 was only 56% of the budgetary target of ¥25.83 trillion (Table 2). This
has led to spending less than half of the X11.11 trillion, budgeted as capex for 2024-25 till November 2024.

Table 2: Union Government’s accounts: revenue and expenditure heads at the end of November 2023 and

‘ Centre's net tax revenue Centre's non-tax revenue Capital expenditure Revenue expenditure
2023-24 | 2023-24 2024-25 2023-24 2024-25 2023-24 2024-25
Budget estimates (BE) (¥crore) = 23,30,631 25,383,499 | 3,01,650 5,45,701 10,00,961 11,11,111 35,02,136 ‘ 37,09,401
April to November (¥crore) { 14,35,755 14,43,435 l 2,84,365 [ 4,27,020 | 5,85,645 5,13,500 20,66,522 ] 22,27,502
% of Budget estimate
(April to November) 61.6 55.9 ‘ 94.3 78.3 58.5 46.2 ‘
4bipfBudgetiectimate ‘ 99.8 ‘ n.a ‘ 133.2 ‘ na. ‘ 94.8 na. ‘ 99.76 ‘

(April to March)
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