India saw slower growth in Qi1, but
consumption, non-govt investment,
manufacturing were reassuring

World Bank has revised India’s GDP projection for current fiscal to
7% from previous estimate of 6.6%. Pick-up in agriculture & gowvt
spending should lift growth in the coming quarters.

Radhika Pandey / 06 September, 2024 08:32 am IST

ThePrint

Bl RADHIKA PANDEY

I he Indian economy clocked a growth of 6.7 percent in the first quarter of FY

2024-25, sharply lower than the 8.2 percent growth in the same quarter of last
year. The Gross Value Added (GVA), which is a more accurate measure of economic
activity, grew by 6.8 percent, compared to the same period last year. This is an
improvement over the 6.3 percent growth in GVA recorded in the previous quarter.

Though the headline GDP growth was the slowest in five quarters, it masks the
favourable internals. Consumption and non-government capital formation picked



up pace. On the activity front, growth was led by the secondary sector, while the
tertiary sector performance was a mixed bag.

Going forward, government consumption and agriculture could see a rebound, but
the slackness in urban consumption seen in the first quarter needs to be watched
out. In the medium term, diversification of exports and focus on labour-intensive
exports will foster growth and employment generation.

Pick-up in consumption & non-govt investment

A key highlight of the GDP numbers for the first quarter was the welcome recovery
in private consumption. Growth in private final consumption expenditure
accelerated to 7.4 percent in the quarter ending June. This is a significant rise as
growth in consumption in the previous five quarters had averaged at 3.5 percent.
In the previous year, even though GDP grew at a robust 8.2 percent, growth in
consumption was anaemic at four percent.

A series of high frequency indicators reflected a recovery in consumption,
primarily due to improvement in rural demand. Two-wheeler sales and tractor
sales picked up in the June quarter. The quarterly financial results of FMCG
companies pointed to recovery in the mass consumer market in the June quarter.
At the same time, there is sluggishness seen in urban consumption. Further, the
lingering heatwave contributed to slackness in some segments of consumption,
such as passenger vehicle sales.
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The other key driver of growth from the demand side was the gross fixed capital
formation (GFCF). GFCF grew by a strong 7.5 percent in the June quarter from 6.5
percent in the previous quarter. This is despite a 35 percent contraction in central
government capex and almost a 20 percent contraction in states’ capex. A strong
7.5 percent growth in capital formation, despite a contraction in government
capex, is suggestive of a pick-up in private and household capex.

Notably, household investment in real estate has remained strong as evident in the
sale of residential units.

There are indications of improvement in private capex as well. The Reserve Bank
of India’s latest survey shows an increase in capacity utilisation to 76.8 percent in
the March quarter from 74.7 percent in the last quarter. Bank credit to large
industries has been growing at a steady pace in the last three quarters. Noticeably,
bank credit to large industries grew by 2.2 percent on a sequential basis. With a
revival in government capex from second quarter onwards, the growth in the
overall GFCF is likely to remain steady.



While exports of goods and services grew at 8.7 percent, government consumption
spending contracted by 0.2 percent due to election-related restrictions.

On the whole, the two key laggards—consumption and private investment—picked
up in the June quarter.

GDP & ITS COMPONENTS Theprint
Constant Prices Y-o-Y change (Per cent)
GDP 6.2 8.2 8.1 8.6 7.8 6.7
Private Final Consumption Expenditure
(PECE) 1.5 5.5 2.6 4.0 4.0 7.4
Government Final Consumption Expenditure
(GFCE) 13.9 -0.1 14.0 -3.2 0.9 -0.2
Gross Capital Formation (GCF) 3.3 7.5 10.7 11.5 8.0 7.1
Gross Fixed Capital
Formation (GFCF) 2R B:3 119 2L B2 s
Change in stocks 18.2 1.2 10.2 7.5 5.0 5.6
Valuables -23.6 -21.0 -0.9 63.9 72.8 -11.4
Net exports of goods and services -208.6 888.0 88.8 183.6 6.0 -11.8
Exports of goods and _
Sevices 12.4 6.6 5.0 3.4 8.1 8.7
Imports of goods and
Saines -0.4 15.2 11.6 8.7 8.3 4.4
Discrepancies 6.1 -181.0 -118.0 -113.3 -73.4 -22.2

Source: Ministry of Statistics and Programme Implementation, CTMIE Economic Outlook

Strong growth in secondary sector

On the economic activity front, agriculture grew at two percent, up from 0.6
percent in the previous quarter, but lower than the 3.7 percent growth during the
same quarter last year. Agricultural performance was impacted by extreme heat
and uneven rainfall. However, the strong Rabi harvest lifted agricultural
performance compared to the previous quarter. The above normal south-west
monsoon is expected to bolster agricultural production in the subsequent quarters.

The secondary segment posted a decent growth of 8.4 percent, driven by over 10
percent growth in electricity and construction and a seven percent growth in



manufacturing sector. Manufacturing sector performance, however, was hit by
lower profitability, owing to higher input costs.
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GROSS VALUE ADDED
(YEAR-ON-YEAR CHANGE IN %)

GVA 6.0 8.3 7.7 6.8 6.3 6.8

Primary 7.0 4.2 2.9 11 11 2.7
Agriculture, forestry and fishing 7.6 3.7 1.7 0.4 0.6 2.0
Mining and quarrying 29 7.0 1T 7.5 4.3 7.2

Secondary 3.4 5.9 13.7 10.7 8.8 8.4
Manufacturing 0.9 5.0 14.3 11.5 8.9 7.0
Electricity, gas, water supply and other utility services 7.3 3.2 10.5 9.0 7.7 10.4
Construction 7.4 8.6 136 9.6 8.7 105

Tertiary 7.2 10.7 6.0 7.1 6.7 7.2
Trade, hotels, transport, communication and broadcasting services 7.0 9.7 4.5 6.9 51 5.7
Financial services, real estate and professional services 9.2 12.6 6.2 7.0 7.6 7.1
Public administration, defence and other services 4.7 8.3 7.7 7.5 7.8 9.5

Source: Ministry of Statistics and Programme Implementation, CMIE Economic Cutlook

The tertiary or services sector saw a distinct slowdown at 7.2 percent, which was
particularly stark in the employment-intensive “trade, hotels, transport,
communication and broadcasting services”. Growth in this segment dropped to 5.7
percent this quarter from 9.7 percent in the first quarter of last year. Financial
services, real estate and professional services grew by 7.1 percent, down from 12.6
percent in the previous year’s first quarter, due to slower growth in aggregate
deposits and credit.

The outlook

The World Bank, in its recent report, has revised India’s growth projection for the
current fiscal to seven percent from the previous estimate of 6.6 percent. A
rebound in the agricultural segment and pick-up in government spending should
lift growth in the coming quarters.



While on an aggregate basis, consumption growth is expected to accelerate, a more
even recovery in consumption still seems some distance away. The green shoots of
recovery seen in private investment need to be sustained on a durable basis to
ensure that growth reaches the seven percent mark this year.

The government aims for seven percent or higher growth in the medium term. In
light of this, the World Bank’s recent report on India’s trade policy offers valuable
recommendations. The report suggests that India should export a wider variety of
goods to new markets and strengthen the connection between trade and
employment. Prioritising labour-intensive exports, like textiles, apparel, leather,
and footwear, could create more jobs and boost economic growth.

Radhika Pandey is associate professor at National Institute of Public Finance and
Policy (NIPFP).
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