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The intriguin

picture of investment

The household, and not corporate, sector is responsible for the decline in investment rate between 2011-12 and 2016-17

CRANGARAJAN

rowth in any year can oc-

cur either because of bet-

ter utilisation of existing

capacity or because of
new investment. However, over the
medium to long term, the key
driver of growth is investment.
Without a high investment rate, itis
difficult to sustain a high growth
rate.

An analysis of the recent trends
on income and investment indic-
ates two things. Over the last four
years, the growth rate has been
maintained at a reasonable level.
The average growth rate of GDP has
been 7.3 per cent. However, what is
disturbing has been the declining
trend. The growth rate of GDP in
201516 was 8.2 per cent. It came
down to 7.1 per cent in the following
year and for the year which has just
ended the growth rate was 6.7 per
cent.

Another disturbing

201112 t0 29.98 per cent in 2016-17.

The breakup of the savings shows
that the steepest decline has been
with respect to the household sec-
tor where the total savings have
fallen from 23.64 per cent of GDP in
2011412 to 16.26 per cent in 2016-17.
The private corporate sector sav-
ings as a proportion of GDP have ac-
tually increased by almost 2.5 per-
centage points. The savings rate of
the public sector including general
government shows no change.

In the case of households both
financial savings and savings in
physical assets have declined quite
sharply over the six-year period. The
data provided in the Annual Re-
ports of the Reserve Bank of India
show some difference in financial
savings more particularly for 2016-
17. However the trend is the same.

Behaviour of investment
Investment (gross capital forma-
tion)includes three elements, gross
fixed capital formation, change in
stocks and valuables (gold). The
most important component is
gross fixed capital formation which
means capital expenditures on ma-
chinery and equipment 1nd dwell-
ings.
Table 2 provides the details relat-
ingtothe thr e sectors—

trend has been the de-

private corporate sector,

cline in investment rate. Scan & share public sector including
In 201112, the gross fixed OFL. 10 general  government
capital formation rate ; and household sector.
was 34,31 per cent of GDP. | The gross fixed capital
By 201617, it had come [Elﬁ-... formation rate as

down t028.53 per cent. It
is, therefore, necessary
to take a close look at the
behaviour of different components
of fixed capital formation and this
is the purpose of this article.

Behaviour of savings

Since the major source of funding
investment is domestic savings, itis
useful to first look at the trend in
savings for the last six years. The de-
tails are provided in Table 1. The
gross domestic savings rate has
fallen from 34.65 per cent of GDP in

http://bit.ly/2)0gmn]

already noted fell from
3431 per cent in 2011-12
to 28.53 in 2016-17. Public
sector including general govern-
ment showed no change.

Gross fixed capital formation
stayed at a little above 7 per cent of
GDP. Private corporate sector invest-
ment showed in factarise from11.23
per cent in 201112 to 12,29 per cent
in 2016-17. Therefore, the only sector
that appears to have been respons-
ible for the decline in investment is
households. Household sector’s
fixed capital formation rate has
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Table 1

Domestic saving by type of institutions (c current pricesasax cor)

Item

2011-12 201213 2013-14 2014-15° 2015-16% 2016-17°

1 Householdsector
Gross financial saving
. Lessfmanc: liabilities
Savmgmphystcalassets .
Savings in the form of valuables
2 Private corporate sector _

B4 048

034 1956

.

1626

 Financial corporations 14 15 136 082 086
Nonf \ancial corporations Lo, 59 01033 1140 11 25
3 Publicsector - 0 258 240 234 236
jalcorporations 193 175 146 136 129 133
, e 125 L2 1M 105 103
4 481 6 155 141 109 07
5 Grossdomesticsaving (1+2+3+0) 3465 3388 3212 3224 3125 2098

Table 2

Gross capital formation at current prices as a% GbP)

ltem 2011-12 2012-13 201314 201415 2015-16° 2016-17°
Gross fixed capital formation 3431 3344 313 3008 2847 2853
Private corporatesector 1123 1.79 1168 1102 1201 1223
ancial 026 024 023 023 03 025
) Non fnanual 1097 1155 1145 1079__ 1205
__Puhllcsectur ; 386 361 356 345 ._340
Nonfinancial 376 351 344 3.3@____3.57 _____3_.32
Howseholdsector 1575 1463 125 1206 913 809
Generalgovemment 348 341 353 355 357 ° 376
Change in stocks 238 216 129 251 0.66
Va!uables+ 290 275 144 168 147 116
Others o 064 034 025 M 048 028
Gmsscapltalformahon (3% 3869 378 3352 3228 3062

Note: *Third Reviced Estimates ”Second Rewsed Estimates @Frst Revised Estimates
Source: CSO (First RE of NI,CE, Savings and CF for2016-17 released on January 31, 2018)

shown a steep decline from 15.75
per cent to 9.1 per cent over the six-
year period.

Intriguing numbers
Why are these numbers intriguing?
First of all, the investment ratios ac-
cording to the new series with base
2011-12 show a much higher rate as
compared to the old series with
2004-05 as base. For example, in
2007-08, when the Indian economy
grew at 9.4 per cent, the gross fixed
capital formation rate was only 32.9
per cent.

For 201112, data are available for
the new as well as the old series. Ac-

cording to the older series, gross
fixed capital formation rate for 2011-
12 was 31.8 per cent. For the same
year, according to the new series, it
is 343 per cent. However, even ac-
cording to the new series, the in-
vestment rate has been coming
down since 2011-1Z.

The second intriguing factor is
that the decline in the gross fixed
capital formation rate between
201112 and 201617 has been caused
by the household sector rather the
corporate sector.

Much of the discussion on the
slowdown in growth has centred
around weak investment demand

by the corporate sector. Several ana-
lysts have drawn attention to the
number of stalled projects.

Weakening of the investment
sentiment has been interpreted asa
failure of the corporate sector to
make investment. But this does not
appear to be so. It is true that the
corporate investment rate in 2007-
08, when we had the highest
growth rate, was 14.3 per cent of
GDP. There is certainly a decline
from that level. But over the six-year
period there is none. In fact, there is
one percentage point increase.

How does one interpret the steep
decline in the investment rate in
the household sector? Household
sector’s savings in physical assets
which is the same as investment is
normally in the form of housing. It
is difficult to attribute the sharp de-
cline only to the reduction in in-
vestment in housing. Data do show
that the reduction in investment
rate in dwellings by households
between 201112 and 2015-16 was 4
per cent.

Perhaps, part of the explanation
also lies in the fact that the term
‘households’ includes not only indi-
vidual households butalso non-cor-
porate business.

In fact, by definition what is not
government and private corporate
comes under the category of house-
holds. Househelds investment in
machinery and equipment came
down from 2.96 per cent of GDP in
2012413 to 1.90 per cent in 2015-16.
Therefore, in part small businesses
have suffered more and invested
less.

The fall in investment rate as an
explanation for the slowdown in
growth seems reasonable. However,
it is perplexing that corporate in-
vestment did not show any decline.
Within the business sector, the non-
corporate business seems to have
borne a higher burden.

The writer is former Chairman of the
Economic Advisory Council to the
Prime Minister, and former Governor,
Reserve Bank of India. ‘



