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INTRODUCTION

• To achieve the objective of becoming a USD 5 trillion

economy by 2025, a strong investment climate is critical.

• The Economic Survey of 2018-19 laid out the role of

investment, especially private investment.

This will help in driving demand, creating capacity, increasing 

labour productivity, introducing new technology, allowing 

creative destruction, and generating employment.



SO WHAT INDIA HAS DONE TO FOSTER INVESTMENT?

In recent times, India has taken several initiatives to foster 
investment, be it-

Relaxing FDI norms,
Cutting corporate tax rates,

Containing inflation,
Accelerating infrastructure creation,

Improving ease of doing business,
Reforming taxation.



• Investors, including international investors, see an unparalleled

opportunity in India as it is one of the fastest growing large

economies in the world.

• The growth rate of the economy is a pre-eminent driver of

investment decisions.

• Moreover, the level and growth rate of a country’s GDP informs

several critical policy initiatives by serving as a barometer of the

economy’s size and health.



But in recent times, there has been significant 
debate about the veracity of India’s

GDP growth rates.

Particular focus being placed on these growth 
rates following the change in the GDP

estimation methodology in 2011-12





As concerns about the veracity of India’s GDP growth rates may 
generate substantial concerns not only to investors but also to 

policymakers, this issue warrants a careful examination.

If investors apply a “discount” to a lower growth rate, even if 
incorrectly, the same can really affect investor sentiment.

This chapter, therefore, studies this important issue.



SO WHAT IS THE RESULT?

Using careful statistical and econometric analysis 
that does justice to the importance of this issue, 

no evidence of misestimation of India’s
GDP growth is found. 



Indeed, the models that incorrectly overestimate GDP growth 
by over 2.77% for India post-2011,

Also mis-estimate GDP growth over the same time period for 
51 other countries by any where between +4% to -4.6%,

including UK by +1.6 per cent, Germany by +1.0 per cent,  
Singapore by -2.3 per cent, South Africa by -1.2 per cent

& Belgium by -1.3 per cent.



However, when the models are estimated correctly by 
accounting for all unobserved differences among countries as 
well as the differential trends in GDP growth across countries,

GDP growth for most of these 52 countries is neither over- or 
under-estimated.

In sum, concerns of overestimation of India’s GDP are 
unfounded. 



CONCLUSION

The larger point made by this chapter needs to be 
understood by synergistically viewing its findings 

with the micro-level evidence in Chapter 2



A 10% increase in new firm creation increases district-level 
GDP growth by 1.8%.

As the pace of new firm creation in the formal sector 
accelerated significantly more after 2014,

the resultant impact on district-level growth and thereby 
country level growth must be accounted for in any analysis.
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