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Indian economy’s mixed signals 

• A granular picture of the economy reveals a continuing deficit in employment 

opportunities, subdued wage growth, limited mobility and rising inequality 

• In a few days from now, the GDP estimates for the first quarter of the ongoing financial 

year will be released. The Reserve Bank of India has pegged growth for the quarter at 

16.2 per cent in its most recent update.  

• For the full year, it expects the economy to grow at 7.2 per cent, marginally lower than 

the International Monetary Fund’s most recent forecast of 7.4 per cent.  

A granular picture of the economy: 

• First, while the economy has surpassed its pre-pandemic level, the labour market, 

especially the informal segment, continues to be mired in distress. 

• The clearest indication of the continuing stress comes from data on work demanded by 

households under MGNREGA.  

• This heightened demand for work under MGNREGA indicates the continuing absence 

of more remunerative employment opportunities and points toward the persisting 

divergence between the formal and informal parts of the economy.  

• An obvious corollary is the continuing struggles of the micro, small and medium-sized 

firms which suggest that the labour market stress is unlikely to dissipate immediately. 

Low wage growth: 

• Second, this continuing slack in the informal labour market reflects in subdued wage 

growth in this segment. 

• Data on rural wages shows that over the past year, wage growth across three principal 

occupation categories — general agricultural labourers, construction workers and non-

agricultural labourers — has been lower than retail inflation. This translates to an 

erosion of the real purchasing power of households.  

• In direct contrast, reports of high attrition rates, despite record pay hikes in sectors such 

as IT point towards a tightening of the labour market at the other end of the spectrum.  

• They also suggest a rise in the return to skill/higher education during this period, 

indicative of a deepening of the labour market dualism (at one end are the well-paid 

highly skilled/educated workers, while at the other are the low-paid semi- or unskilled, 

informal casual workforce). 
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Slower economic mobility:  

• Third, the lack of employment opportunities and subdued wage growth implies that 

household mobility continues to be adversely impacted, even as inequality is likely to 

have risen during this period.  

• Put differently, as household movement up the income ladder has slowed down, the 

number of families in the higher spending cohorts isn’t increasing fast enough, even as 

the purchasing power of those in the top spending cohort has risen dramatically.  

Increasingly smaller space for small firms:  

• Fourth, at the firm level too, these contradictory impulses can be observed. Corporate 

profits are at record highs even though business sentiment, as measured by the central 

bank’s business assessment index, is lower than what it was around a year ago.  

• A possible explanation for these opposing trends is that even as the larger formal firms 

have gained market share at the expense of the smaller players, subdued employment 

prospects and sluggish wage growth imply that the overall size of the market isn’t 

expanding as hoped. 

Thus the granular picture that emerges is of a continuing deficit in employment 

opportunities and subdued wage growth; limited mobility and rising inequality; pessimistic 

consumers and uncertain business prospects. This implies that economic activity is not as 

ebullient as many would believe. To what extent these contractions deepen or get resolved 

will determine the country’s medium-term growth prospects. 

 


