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What the Q1 GDP numbers say
With improved revenues,
the government must
increase expenditures to
push consumption and
investment
GDP figures:
1. India’s GDP data for
Q1 of 2021-22 was
released
by
the
National Statistical
Office (NSO) on
August 31, 2021. Real
GDP growth at 20.1%
in Q1 of 2021-22 is
largely because of
the contraction of
24.4%
in
the
corresponding quarter
of the first COVID-19
year, that is, 202021.
2. Even with this high
growth,
the
magnitude of real
GDP fell short of the
corresponding level in 2019-20 by a margin of ₹3.3 lakh crore. A growth
rate of 32.3% was required in Q1 of 2021-22 for achieving the same level
of real GDP as in Q1 of 2019-20.
Annual growth prospects
1. An interesting issue is to utilise the Q1 national income data to formulate
views on how much additional growth would be required for the Indian
economy in the remaining three quarters of the current year in order to
clock the annual growth of 9.5% as forecast by both the Reserve Bank of
India and the International Monetary Fund.
2. We estimate that average growth of 6.8% in the remaining part of the
year would enable the Indian economy to meet this target. This should
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easily be feasible in Q2 since there would still be the benefit of a base
effect, considering a contraction of 7.4% in Q2 of 2020-21.
3. The task would become relatively more demanding in Q3 and Q4
considering that the real GDP growth was positive at 0.5% and 1.6%,
respectively, in the corresponding quarters of 2020-21.
Targeting Private final consumption expenditure (PFCE):
1. The largest segment of GDP viewed from the demand side is private final
consumption expenditure (PFCE). Its average share over the last three
years (2018-19 to 2020-21) was 56.5%.
2. In Q1 of 2021-22, PFCE grew by 19.3%, which is marginally below the overall
GDP growth. At the same time, it is notable that the contraction in PFCE
in the corresponding quarter of 2020-21 was relatively larger at 26.2%.
3. Thus, if PFCE were to reach back the 2019-20 level, it should have grown
by 35.5% in this quarter. The recovery in private consumption demand is
lagging behind the overall GDP growth.
4. Since private consumption depends largely on income growth and its
distribution, it would be useful to focus on further supporting income and
employment levels for the MSMEs and informal sectors of the economy
that have a higher propensity to consume.
5. On the demand side, noticeable positive outcomes in Q1 of 2021-22 came
from exports and to some extent, from investment as reflected by gross
fixed capital formation (GFCF).
The output side
1. The key positive news came from the agricultural sector which showed a
growth of 4.5% in Q1 of 2021-22, in continuation of annual growth of 3.6%
in 2020-21.
2. Given agriculture’s positive growth in all the quarters of 2020-21, the further
contribution from this sector to the overall growth may not be expected. Its
average weight to the overall output is also low at about 15%.
3. It is the high weight manufacturing sector and the two substantive service
sectors — trade, transport et. al and financial, real estate et al. — which
will have to support growth in the remaining part of the year.
4. Construction and electricity, gas, water supply and other sectors have
already started showing a robust recovery. These may respond further to
the government’s emphasis on expanding investment in infrastructure.
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Fiscal prospects
1. The government’s intervention in the economy is reflected by the
performance of GFCE on the demand side, and the public administration,
defence and other services sector on the output side.
2. In both cases, as noted earlier, the growth in Q1 of 2021-22 was less than
desirable given the improvement in the Centre’s tax revenue performance.
Fiscal data of the Controller General of Accounts released on August 31,
2021, shows that the Centre’s gross tax revenues (GTR) grew sharply by
83.1% in April-July of 2021-22 over the corresponding period of 2020-21
and by 29.1% over the corresponding period of 2019-20.
3. The Centre’s fiscal deficit in the first four months of 2021-22 amounted to
only 21.3% of the budgeted target as compared to the corresponding
average level of 90% over the last four years.
4. Clearly, significant policy space is opening up for the government to raise
its demand and its contribution to output in the remaining part of the
current fiscal year.
5. Given the fiscal room, both the coverage of vaccination and the pace of
investment in health infrastructure should be accelerated within the
strategy of expanding the overall infrastructure investment.
6. As revenues improve, expenditures can be increased. There is no need to
reduce the fiscal deficit below the budgeted level of 6.8% of GDP.
Even a growth rate of 9.5% in the current year will mean that over two years,
the Indian economy had an annual growth rate of 1.1%. The real test will come
in 2022-23. Will the Indian economy get back to a higher growth path of 7%?
We need a faster rate of growth to make up for the loss of output in the
previous two years from the trend rate. We must lay the foundation for faster
growth in this year itself.

Background:
Significance

Method

of

GDP

Calculation

and

their

1. There are two main methods for GDP calculation — one tracks the total
demand in the economy and the other the total supply.
2. The first is GDP, which is the total monetary value of final goods and
services — that is, those that are bought by the final user — produced in
a country in a given period of time (in this case a quarter). In other words,
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it measures the value of total output in the economy by tracking the total
demand.
3. The other is Gross Value Added or GVA. It looks at how much value was
added (in money terms) in different productive sectors of the economy.
As such, it tracks the total output in the economy by looking at the total
supply.
4. On the face of it, the total output should be the same but every economy
has a government, which imposes taxes and also provides subsidies.
5. As such, GDP is “derived” by taking the GVA data and adding the taxes on
different products and then subtracting all the subsidies on products. In
other words,
GDP = (GVA) + (Taxes earned by the government) — (Subsidies provided by
the government)
As explained, the difference between these two absolute values will provide a
sense of the role the government played. As a thumb rule, if the government
earned more from taxes than what it spent on subsidies, GDP will be higher
than GVA. If, on the other hand, the government provided subsidies in excess
of its tax revenues, the absolute level of GVA would be higher than the absolute
level of GDP.
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Economy grows 20.1% in Q1, lags pre-pandemic level
1. India’s Gross Domestic Product (GDP) grew by 20.1% in the first quarter of
2021-22, compared with the 24.4% contraction recorded in the
corresponding quarter a year ago, but economic activity remained well
below the pre-pandemic levels, thanks to the second wave of COVID-19.
2. Gross Value Added (GVA) in the economy during the April to June period
rose 18.8%, as per the National Statistical Office (NSO), from a 22.2% dip
in the first quarter of 2020-21.
3. GVA from agriculture, forestry and fishing, the only sector to grow amid
last year’s national lockdown, picked up the pace to grow 4.5% in Q1 this
year from 3.5% in Q1 2020-21.
4. The government said the NSO numbers reaffirmed its prediction of an
“imminent V-shaped recovery”.
Concern:
1. The share of consumption in GDP was lower this time which indicates that
the second wave and lockdowns impacted households more than the first
wave.
2. The growth rates in 2021-22 in some cases are unduly high due to the low
base.
3. The main disappointment comes from the contribution of the government
sector, both from the demand and output sides as the government final
consumption expenditure (GFCE) contracted by 4.8% in Q1 this year —
the only demand segment to show a fall.
4. This is a clear indication that the government has been far too cautious in
increasing its expenditures to contain the fiscal deficit.
5. Economists were worried about a decline in public capital and revenue
spending in July indicated by data released separately by the Controller
General of Accounts.
What do the sub-components of GDP tell us about the state of the economy?
 The GDP data show what is happening to the four engines of economic
growth in any economy. In India’s context, the biggest engine is
consumption (C) demand from private individuals. This demand typically
accounts for 56% of all GDP; technically called “Private Final Consumption
Expenditure” or PFCE.
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The second-biggest engine is the investment (I) demand generated by
private sector businesses. This accounts for 32% of all GDP in India;
technically called Gross Fixed Capital Formation or GFCF.
 The third engine is the demand for goods and services generated by the
government (G). This demand accounts for 11% of India’s GDP, and is called
“Government Final Consumption Expenditure (GFCE)”.
 The fourth engine is the demand created by “Net Exports” (NX). This is
arrived at by subtracting the demand Indians have for foreign goods (that
is, India’s imports) from the demand that foreigners have for Indian goods
and services (that is, India’s exports). Since India typically imports more
than it exports, it is the smallest engine of GDP growth; it is often negative.
So, GDP = C + I + G + NX
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