W

Unravelling the complexities of
india’'s 2011-12 GDP series is key

(rross o mestic product extimation is compled and its details need to e understood in depth for cffective policy and research
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DP numbers are commonplace in
macroeconomic discussions. How
i ever, the numbers involve several

. L complexities, ranging from data,

\ L methods, revisions, base year

g changesand the chs allengesof a
rhdnmug(mlmm\ While data, methods or
revisions are an ongoing part of the compilation
exercise, base-vear revisions stand out separately,
The rationale for periodically updating the base

vear innational accounts lies in capturing structural
transformations withinan economy. In the Indian
context, hase year revisions traditionally occurred
every five years. which were aligned with the quin-

quennial surveys conducted by the National Sample

Survey Office (NSSO). Nevertheless, since 200405,
ourbase vear revisions have experienced a stag-
gered pattern due toamultitude of factors.

The financial crisis of2009-10 prompted the
selection of 2011-12 as the base yearinstead of
2010-11. with the revised series only being unveiled
in 2015. Throughout the decade following the last
base year revision (2011-12), the Indian economy
underwent a series of significant structural shifts,
policy-induced macro-economic changes and
covid-induced economic crises. Regrettably, these
developments were not fully captured due (o the
unavailability of a suitable ‘normal’ year to serve as

the base, updated data and the irregular scheduling
of NSSO surveys during this period.

In the 2011-12 series, numerous conceptual and
statistical changes were incorporated, with the aim
of aligning the series with recommendations of the
System of National Accounts (SNA) 2008. These
changes resulted in significant revisionsto the
jevels and growth rates of various sub-sectors,
ultimately impacting the trends of aggregate gross
domestic product (GDP).

Traditionally, in India, GDP referred to GDPat
factor cost (FC). Following SNA guidelines, “Gross
Value Added (GVA) at Basic Prices was introduced
asanew aggregate,” while the new reference for
GDP became “GDP at Market Prices,”

The differences between these aggregates are
due to a segregation of production and product
taxes. Production taxes remain invariant with the
Jevel of output, such as stamp duty or registration
fees, while product taxes include ad-valorem or
indirect taxes, like VAT or GST. In the disaggre-
gated national accounts statements, thenet values
of production taxes and subsidies are presented
separately, facilitating the reconstruction of the
previous GDP at aggregate FC for comparison pur-
poses. Notably, the distinction between GDPIC
and GVA at Basic Prices holds implications for sub-
sectors that get subsidies, However, at the aggregate
level, thedifference immonetary valuesis marginal,

The 201112 series of GDP saw significant con-
ceptual changes that aimed toimprove the cover-

age and relevance of major macro aggregates. One
notable addition was the inclusion of anew class of
assets, namely Intellectual Property and Cultivated
Biological resources, under Gross Capital Forma-
tion. This addition, following international con-
ventions, recognized the growing importance
ofintangible assetsin modern economies and
demonstrated a shift in the understanding of what
contributes to economic growth.

Anothersignificant change was the capitaliza-

tion of Research and Development (R&D) expendi-
ture by government, publicand private corpora-
tions. In the previous series, R&D was treated as
intermediate consumption. However, following
the SNA recommendation, R&D output was
capitalized as ‘intellectual property products,’
acknowledging itsrole in fostering innovation and
driving long-term economic growth.

The 2011-12 series also introduced changesin the
treatment of Private Final Consumption Expendi-
ture (PFCE) of households. Expenditures on gold
and silverwere previously considered consumption
expenditures, and in the new series, they were
reclassified as ‘valuables’ under capital formation.
This change highlighted the role of such spending
as astore of wealth and a form of investment, rather
than simple consumption.

Additionally, the 2011-12 series saw major revi-
sionsin the methodology and estimatesin several
subsectors, such as organized manufacturing and
the services sector, For example, the incorporation
of the MCA21 database improved coverage of regis-
tered companies in manufacturing and services,
while the new Effective Labour Input method for
estimating value added in the unincorporated man-
ufacturing and services sector took into account the
differing marginal productivity of various types of
workers. Unincorporated enterprises that main-
tained books of accounts were reclassified as ‘quasi
corporations’ and included in the Private Corporate
Sectorinstead of the Household sector. This shift
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resulted in an increase in private corporate sector
estimates and a drop in the household sector, com-
pared to the 2004-05 series. Additionally, coverage
was extended to major municipal bodies and auton-
omous institutions, ensuring a broader representa-
tion of economic activities.

Anew Effective Labour Input method was also
introduced for estimating value added in the unin-
corporated (i.c., household) manufacturing and ser-
vicessector. This method estimates GVA per
worker based on the different marginal productivity
of three types of workers: Owner, Hired and Helper.
In contrast, the 200405 series treated all workers
as homogeneous and estimated G VA based on aver-
age worker productivity. This change was aimed at
providing a more nuanced understanding of labour
contributions to growth.

Furthermore. the services sector expanded to
include NBFCs, regulatory bodies and services of
stockbrokers, mutual funds and pension funds, for
which data waslimited or unavailable in the
2004-05 series, Lastly, the output of the Reserve
Bank of India (RBI) underwent a methodological
change. Previously calculated as a mix of market
and non-market output, the new series considers
the entire output of RBI as a non-market activity
and measuresit using the cost approach. These base
year changes were collectively aimed at enhancing
the coverage and sources of value addition, thus
providing policymakers and stakeholders with
more reliable data to inform their decisions.

However, despite improvements, the 2011-12
series faces numerous issues, ranging from method-
ological concerns to data inconsistencies. In our
next column, we will discuss these challenges,
including the implementation of base year changes,

the use of outdated data sources and the impact ofa
rapidly evolving economy on GDP estimation. We
will also explore the policymaking implications of
these shortcomings and the overall reliability of the
series as a (0ol for economic analysis.
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