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India’s three phases of growth
India’s consumption and savings patterns have undergone three periods
of major change in the last six decades. Just after independence in 1947,
much of the population struggled on subsistence levels of income with
little surplus left over for savings. Consumption expenditure constituted
over 90% of GDP and much of it for most consumers was devoted largely
to necessities. Having emerged from colonial rule, Indian governments
focused on the policy of using controls, with the intention of developing
economic self-sufficiency. Governments strongly urged people to buy only
Indian-made products, and discouraged the consumption of imported
goods through controls and tariffs.
In a second phase of Indian economic history, as disposable incomes
rose in the 1980s and 1990s, consumption per capita rose too, but at a significantly slower rate than the increase in GDP. Consumption has therefore declined from a ratio of 76% of GDP in 1985 to 57% today. Imports
of goods from developed-world companies became increasingly available
throughout the country, but were still affordable only for India’s wealthiest households. As spending failed to keep pace with income growth, the
household savings rates grew dramatically, rising from 11% of household
disposable income in 1985 to approximately 28% currently. It is generally
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agreed that the lack of a social security safety net in India has been a major
cause of much of this savings growth. As the incomes of families passed
the subsistence threshold, their first priorities were to save for healthcare,
their children’s education and their old age.
The McKinsey Global Institute believes that India has entered a third
phase of growth, with a significant shifting taking place of consumption and savings patterns. During this third stage, dramatic expansion of
domestic consumption is expected that will turn India into one of the largest consumer markets in the world.
Three factors will drive this shift.
1. Incomes will rise rapidly as Indian households benefit from overall
economic growth. Rising incomes will in turn have a broad effect across
India’s income distribution, leading to the creation of a large middle
class and increasing per capita spending. Both urban and rural areas
are expected to benefit significantly in the coming decades because of
strong income growth. It is estimated that real urban disposable income
will rise from an annual average rate of growth of 4.6% in the previous
25 years to 5.6% in the next 15 years, as compared with a rise from
2.8% to 3.6% per annum on average
It is estimated that real urban
in rural India (McKinsey 2010). The
disposable income will rise
comparison is much more meaningfrom an annual average
ful as the rise in urban population
rate of growth of 4.6% in
is estimated to be three times more
the previous 25 years to
than that of rural areas because of
5.6% in the next 15 years, as
migration. The differences in urban
compared with a rise from
and rural India are due to several
2.8% to 3.6% per annum on
factors, including variation in the
average in rural India.
type of economic activity, levels of
educational attainment and demographics. The manufacturing and
services sectors will be the major growth drivers of GDP in India over
the coming years, and labour pools, capital and infrastructure are more
centred around urban areas. Agriculture, which continues to be the
main occupation of rural India, will grow more slowly, as a result of
which the contribution of agriculture to total Indian GDP is estimated
to decline from 17–18% today to something like 10% over the period,
the contribution of manufacturing will increase from the current 26%
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