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INDIA: JOB CREATION IS CONCENTRATED IN LOW-PRODUCTIVITY SECTORS, WHICH IS HINDERING GROWTH

Johanna Melka

Between 2013 and 2018, India experienced robust productivity growth (increasing by a factor of 1.3, comparable to Vietnam, slightly lower than China,
and higher than Indonesia, Malaysia, the Philippines and Thailand). However, from 2019 onwards, productivity in India has stagnated, while it has conti-
nued to rise in other countries (with the exception of the Philippines). This trend is particularly concerning given that GDP per capita remains low (in PPP,
it was 2.4 times lower than that of China in 2024) and unemployment is high, especially among young people (15.6% in 2024 according to official data).
Without a rapid increase in productivity, India could remain a ‘middle-income’ country.

PRODUCTIVITY GROWTH PER WORKER INDIA: DECOMPOSITION OF LABOUR PRODUCTIVITY GROWTH
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According to the Penn World Table, productivity per worker in India experienced a sharp growth during the period from 2013 to 2018 (averaging +5.5%
annually). However, this growth slowed significantly to just 0.4% per year from 2019 to 2023 (after accounting for the impact of the pandemic). Robust
job creation in recent years (+5.6% per year on average compared to 0.4% from 2013 to 2018) has not led to a significant increase in productivity.

During the fiscal years 2013 to 2018, 74% of labour productivity growth was due to an increase in intra-sectoral productivity, which was driven by
improvements in labour quality, technology and/or better production organisation. Conversely, from FY2019-2023, this increase came to a halt and
shifts in labour between sectors led to a decline (in level) in intra-sectoral productivity. Not only did labour move to less productive sectors, but
this move also led to a (slight) decrease in productivity in those sectors.

In fact, between 2019 and 2023, employment experienced a more substantial increase in agriculture (+32.9%) and construction compared to manu-
facturing (+20.7%) and services (+14.6%), primarily due to the displacement of labour during the health crisis. However, almost 99% of these jobs are
precarious, low-paid and have extremely low productivity levels. Furthermore, while productivity in the manufacturing and services sectors remains
significantly higher than that in the agricultural and construction sectors, it stagnated during the period from 2018 to 2023.

According to KLEMS data from the RBI, the reduction in cross-sector productivity can be attributed to both a slower improvement in the quality of
work and a deceleration in the growth of ‘productive’ capital stock (investment in machinery and equipment). The latest national labour force survey
indicates that, on average, 56% of workers are not employed in jobs that match their skill levels, which adversely affects their productivity.

To significantly increase its development level, India must not only reform its agricultural sector to encourage the reallocation of labour to higher
value-added sectors, but also improve the skill levels of its workforce. The implementation of new labour market laws since 21 November (enacted
between 2019 and 2020) should foster job creation in productive sectors and reduce the share of informal employment.
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The information and opinions contained in this document have been obtained from, or are based
on, public sources believed to be reliable, but there is no guarantee of the accuracy, comple-
teness or fitness for any particular purpose of such information and such information may not
have been independently verified by BNPP or by any person. None of BNPP any of its subsidiary
undertakings or affiliates or its members, directors, officers, agents or employees accepts any
responsibility or Liability whatsoever or makes any representation or warranty, express or im-
plied, as to the accuracy and completeness of the information or any opinions based thereon
and contained in this document and it should not be relied upon as such. This document does
not constitute research, as defined under MIFID Il, or form any part of any offer to sell or issue
and is not a solicitation of any offer to purchase any financial instrument, nor shall it or any
part of it nor the fact of its distribution form the basis of, or be relied on, in connection with
any contract or investment decision. Information and opinions contained in this document are
published for the information of recipients, but are not to be relied upon as authoritative or
taken in substitution for the exercise of judgment by any recipient, are subject to change without
notice. In providing this document, BNPP does not offer investment, financial, legal, tax or any
other type of advice to, nor has any fiduciary duties towards, recipients. Any reference to past
performance is not indicative of future performance, which may be better or worse than prior
results. Any hypothetical, past performance simulations are the result of estimates made by
BNPP, as of a given moment, on the basis of parameters, market conditions, and historical data
selected by BNPP, and should not be used as guidance, in any way, of future performance. To
the fullest extent permitted by law, no BNPP group company accepts any liability whatsoever
(including in negligence) for any direct or consequential loss arising from any use of or reliance
on material contained in this document even when advised of the possibility of such losses. All
estimates and opinions included in this document are made as of the date of this document. Un-
less otherwise indicated in this document there is no intention to update this document. BNPP
may make a market in, or may, as principal or agent, buy or sell securities of any issuer or person
mentioned in this document or derivatives thereon. Prices, yields and other similar information
included in this document are included for information purposes however numerous factors will
affect market pricing at any particular time, such information may be subject to rapid change
and there is no certainty that transactions could be executed at any specified price. BNPP may
have a financial interest in any issuer or person mentioned in this document, including a long
or short position in their securities and/or options, futures or other derivative instruments based
thereon, or vice versa. BNPP, including its officers and employees may serve or have served as
an officer, director or in an advisory capacity for any person mentioned in this document. BNPP
may, from time to time, solicit, perform or have performed investment banking, underwriting
or other services (including acting as adviser, manager, underwriter or lender) within the last
12 months for any person referred to in this document. BNPP may be a party to an agreement
with any person relating to the production of this document. BNPP may to the extent permitted
by law, have acted upon or used the information contained herein or in the document, or the
analysis on which it was based, before the document was published. BNPP may receive or
intend to seek compensation for investment banking services in the next three months from or
in relation to any person mentioned in this document. Any person mentioned in this document
may have been provided with relevant sections of this document prior to its publication in order
to verify its factual accuracy.
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