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The economy is

Private sector investment, a dominant driver of
economic growth, is showing signs of revival

NIRANJAN
RAJADHYAKSHA

mid the glum headlines about

another year of slowing eco-

nomic growth, thereisasilver

lining in the first official fore-

cast, released last week, of

national income in the fiscal
year ending March 2018.

It is widely known that the Indian econ-
omy has continued to lose momentum
because of thelingeringimpact of demoneti-
sation as well as the messy transition to the
new goods and services tax (GST). However,
there are signs that the Indian economy is
turning the corner—althoughitisfarfrom
adonedeal.

Finance minister Arun Jaitley should pay
attention to the silver lining as he finalises
the last full budget before the next general
elections. The national income estimates
show that nearly a quarter ofthe expansion
indomestic demand during fiscal year 2018
comefrominvestmentactivity. Itaccounted
forlessthanatenthoftheincreasein domes-
ticdemand in the previous fiscal year.

Why is this important? Any economy is
powered by four engines—consumer spend-

ing, government spending, investment in
new equipment and the trade balance with
therest of the world. Thefirst three are sour-
ces of domestic demand while the fourth
measures net foreign demand for Indian
products.

Only two of these four engines have been
firing in recent years. Indian consumers
have continued to buy, aided by a rise in
household debt. The government had to
spend to absorb the shock to private sector
demand because of demonetisation.

The other two engines of aggregate
demand have only sputtered. Private sector
investment has been held back because of
excess capacity on the one hand as well as
weak company finances on the other. (Note:
The official capital formation numbers
include investment by enterprises and
households.)

The quarterly capacity utilisation surveys
by the Reserve Bank of India continue to
show excess industrial capacity. So compa-
nies can increase production without invest-
ing in new factories. Companies have also
used their free cash flow to reduce debt
rather than createnew production capacity.

Thefirst governmentforecastofeconomic
growth in the current fiscal year offers a
glimmer of hope that investment activity is
perhaps finally picking up after more than
six years ofinertia.

Alookatnational savings dataalso shows
that corporate savings have been goingup as
a percentage of gross domestic product,
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though the latestavailable datais only for the
fiscal year ended March 2016.

Itisinthis contextthattherecentsynchro-
nised recovery in the global economy is
important — led by a revival in private
investment. Global tradeis gaining momen-
tum. Many Asian countries have reported
robust exports growth in recent months.
India hasnot yet been able tojoin the party.
Expert opinionisdivided on whether thisis
because of an overvalued exchangeratethat
prices Indian products out of the global mar-
ket or the disruptions to domestic supply
chainsfollowing the twin policy shocks over
the past 15 months.

turning the corner

An export revival will provide the extra
foreign demand that could gradually help
close the excess capacity gaps in several
industries, makinginvestmentsinnew facto-
ries more attractive.

What happened during the economic
boom that ended in 2008 is instructive. Pri-
vate sector investment became the dominant
driver of economic growth. Much of this
investment came from registered manufac-
turingfirmsthat were producing for exports.
This investment surge was financed by
higher domesticsavings as well as a deluge of
foreign capital that came in as part of the
global financial bubble.

IsIndia duefor arepeat? Itishard tosay,
though the World Bank said in its June
update on the Indian economy that itexpects
private sector investment to become an
importantdriver of economic growth infis-
cal year 2019. The cold fact is that national
savings and investment rates are nearly 10
percentage points down from a decade ago.

A lot thus depends on an investment
revival. The past 25 years tell us that the
Indian economy grows rapidly only when
private sector investments as well asexports
arestrong.

Think of the economic boom in the three
years to 1997 and then the spectacular
advance in the four years to 2008. In other
words, India hashad highlevels of sustaina-
ble growth whenever all four engines of
demand are whirringefficiently.

Thefirst tentative signs of arevivalin pri-
vate sector investment combined with the
recovery in the global economy point to an
overdue rebalancing that the government
needs to build on. Orelse the silver lining will
be just that—ahope
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