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GGrowth and investment: the interlinks

speedy completion of projects is the short-term answer, but long-term growth can only happen with higher savings
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CRANGARAJAN

. review ol India’s swing
/ and nvestment  beha
j__ viewr over the Jast decate

provides some interest
g msights an the growth per-
tormance over this perioi,

Growth pecdormanee Blls inte
rwo distinet perfods, marked by
high growth aver the frse mght
sear et followed by g sbidden
Al sharp decline dithe st two
Wears

India’s annwal growth rate over
thee eightyear pittiod beginning
A0pd-05 was 82 per cent. The avet.
A o chie et oW years way 46
per cent

The difference in performance is
e imore stiikiig i relation to
manufacturing, The average annual
giowily rate i anuicuring in
e fiestelghit years was a Hitle over
G per cent. In the [ast two years,
growth wis peghigible atan average
rate af 0.2 per cent{Tahle 1),

How muich of this difference In
growth performance is explamed
by elianges in the levels of saving
el Investment?

Bohaviour of saving

Petmded data on saving are avitila:
bl onby up 1o 204213, Domestic sav-
g rate rose trom 124 per cént of
G 200408 1o reach 3 peak o
Tiacti pret cent 102007 08 (Table 2}

Thereafter it started de
clintng and touched 4
Ipw b 3001 per cent
in 200208 Dairitig
the Liter petiod,
there  was a4
perceptible KL
decline in the 4
sving of the .
Puliic sector -

It fell from .
5.0 pr cent of
GIN o LY per
cent Within pob-
I wector, saving of
Jusernment adminks
tration fell froir 05 e cent
20070810 (<] 1.9 per cent in 2012
13 This was o pelied marked by
Il ervenue delicit.

The naving of the private corpe-
vare sector fell from 44 percent to
TApeT cent.

However, the saving of the house
fiold sector showed only a minor
¢hnge dechining from L4 per cent
[ 200080 209 percentin 201213,
e the_ composition of household

fhe i
| Giross Fixed Capital Foymation
11 Public sector
L1 Construttion
1,12 Machinnry & équipment
L2 Private corporate secion
L&) Constructiom
L2 Machinery & sguigment
1.1 Mousehold secton
131 Cosstruction
133 Machipery & eguipment
2 Change in Stocks
L1 Pubdie sector
23 Private corpurate secton
1.1 Household sectin
3 Valuables+
4 tiross Capital Formation
41 Pubiic stctor
4.3 Frvate corgorate secton
43 Hutrsehiold sectir

s

sector saving underwent a blg
change.

Saving in financial assets de
Clined from iLe per cent 1o 70 per
centwhile saving in physical assers
wncreayed from 108 per cont to 14,6
prrcent Thus, while fnthe fiest (bur
vears beginning 2004-0%, the av-
ing rate rore sharply, subseguently
it-started declining particatarly be
caust of a sharp decline In public
sectorand corporate saving.

However, it needs (o be borne in
mined even after such a decline the

saving rate In 200203 was high, it
the imvestment ls the driver of

growth, saving provide the where-
withal for the creation of invest-
i, That 15 why saving plays « fro-
vial role pn the growth process

particatarly 04 developing
cCOmnmy.
Behaviour of investment

Gross capiral formation which 15
the technical term used Tor tnvest-
ment comprises of three elerments,
Gross Fixed Capital Formation,
Change in Stocks and Valuables

The gross capital [ormation rate
after reaching a peak of 38 per cent
in 200708 declined 1o 34,7 per cent
in 201243 (Table 31,

The decline In investment rate
during the period Is less than the
decling i the saving rate because of
this eise i the currentaccount defi-
cir which amounts to net inflow of
tesodree from abroad.

Fusing our attention on gross
finedd capital formation rate, It rose
frvn 287 per vent of GOP iR 2004-
U5 10 349 per cent in 200708 and
then declined to 304 per cent m

2213

e public sector gross

fixed capital farm

M it rose from b9
per cent in 2004
05t reach 4
peak of 8.0 per
cent in 200F

i and It

stood  al TH

per cent in
o1y, This
decline was
negligible.
The  household
seetar  Investment
contihued  to vise
throughour the period. [n
fact the peak was reached in 20112
AL 152 per cent. In 200243, 1t stond at
141 pet cont.

However, the private corporare
SECHOT IVESTTENE Fate rose from 98
per cent in 200405 and reathed a
pealc ol 143 per centin 200708 and
thereafter declined sharply to 45
Percent in 201213

Thus through the decade, public
soctar (nvestment rare and hoyse:
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Tabie 2
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hold sector Investment tate re-
malned unchanged at 2 high level,
1t was anly the corpurate sector in-
vestment which traced a path simi-
lar to growth performance of rising
sharply In the first four years and
therealter declining slowly but fall-
ing very steeply in 201243,

While the ratko of gross fixed cap-
Ital tormation to GDI' varied Ina
narfow tange from 200708 on-
wards, the growth rate of fixed cap-
{tal investment in constant prices
showed 4 sharp decling In the last
two yedrs {Table 4.

Two things stand our from the
analysis of investmens behaviour

Hrot, fixed iovestment tate by the
corparate yector which s most pro-
ductive, declined sharply iy the lat-
e period,

The decline from the peak was as
high as 5.8 per cent. Second, the de-
line In the overall gross fied in-
vestment rate was modest.

Fromi the peak, it fell only by 2.5
percent. In 201243, the rate stood at

Takfe i
Gross capltal formation at current prices asa % to GDP
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30.4 per cent (While detailed data
are not avallable, the overall rate is

‘entimated to have declined further

10 264 percent in 201344,

The decline in the growth rate i3
much sharper than the decling in
the imvestment ratio which calls for
# different explanation for the
growth slowdown other than the
fact of a decline in investment rate.

The way forward
The sharp decline In corporate fn.
vistment rate has attracted much
attention. The decline has been at-
tributed to many factors,

The weakening ol Investrment
sentiment Is traced to certain poli-
vy decistons and more particularly

This may be because projects
have niot been completed in time or
complemantary investments have
not been made.

Adelay in the complenion of pro-
Jects will mean thar output is not
flowing even  after significant
amount of investment has been
made on a project.

The delay In the generation ol
output out of investent made in
ane sectar may also be giused by
the lack of adequate Investment in
related or complementary sectors

For example, an Increase jn ca
pacity ereation (n the power secton
must be matched by appropriatw
increases in investment in the coal
sector, Inadequate outpur out of in-

could also be due 1o non:

to the one relating to the retroypec-
tive application of tax changes.

This particular  decision  has
welghed heavily on the corporate
sector. Srrong etforts are needed 1o
allay unnecessary fears.

Rebuilding confidence has to be
an imporrant part of policy, A séc-
ond reasian artributed ls the tight
monerary policy.

Given the high leyel of Inflation,
the monetary authorities had linle
Chinlce. 1t is overiooked that in a pe-
viod of declining ratio of household
saving In financlal assets, higher fis-
cal defich automancally puts pres-
sure oin (nterest rate.

As inflation comes dawn, the
manetary  duthorities may  have
greawer toom for relaxing,

Adecline in the efficiency of the
use of capital is evident, With an in-
vestment rate of around 30 per cent
ol GO and an Incremental capieal
ourput ratio of 41 which has been
the observed ratlo in the recent
past, the growth rate should have
been around 7.5 percent.

On the other hand, the actual
growth rate turmed out to be below
5 per cent. Obwiously, this impliesa
steep rise in the Incremental capi-
ral-output atio

availability of critical Inputs.

Many power plants, for example,
remain [dle because ol the non-
avallability of gas. An early comple:
tion of projects will also demand
certain policy decisions,

Issues relating o enviranment
and land acquisition have assumed
ErEATET UTEFNCY.

Obviosly, we cannot ignore envi-
ronmental concerns but we need to
work olita sultable compromise be-
tween the compulsions of growth
and concerns for environment.

The fatt that even today syving
and investment rates are ar high
levels desplee having declined from
4 much l!nllg}m lewel reassures us
thar il we are able to find ways 1o
complete projects speedily, we shall
b able to usher I rapid growth in
Income even in the short rup. This
should enable us to grow between 7
and 7.5 per cent in the short run,

However, only a retusn 1o highes
levels of taving and nvestinent can
take us back to the growth rate.of 9
per cent.
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