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FRIEND OF THE ECONOMY

Are household finances in India a sign of distress or optimism?
Recent trends are certainly not favorable

B A few months ago, we published a detailed note discussing the financial position of India’s household (HH) sector. Our
analysis threw up four key conclusions:

> Personal disposable income (PDI) has grown at a slower pace than the nation’s gross domestic product (GDP) in the last
few years.

> For the first time in the post-independence period, private final consumption expenditure (PFCE) grew at a faster pace
than PDI in the 2010s decade, which has continued in the 2020s" as well.

> Household total savings stood at a six-year low in FY23, with net financial savings (NFS) at a four-decade low. It is
expected to have picked up in FY24E but still remains at a low level.

> Household debt has increased sharply in the past many quarters, majorly led by non-housing (or consumption-led)
personal loans.

B With these facts, there has been an unsettled debate on whether a combination of weak income growth, lower
household savings, faltering consumption growth and rising borrowings represents a distress situation or optimism (high
confidence) among consumers. In the light of limited official data available on household finances and even slimmer
details, it is not surprising that there are a variety of views and arguments regarding the same. In this note, we share our
views and contribute to this debate. We also thought it best to address likely counter-arguments to our views. Overall,
we believe that the recent trends in household finances are certainly not favorable and the longer they persist, the more
worrisome they will be.

B A look at data reveals that the share of PFCE increased almost every year from its all-time low of 68.5% of PDI’ in FY12 to
a 27-year high of 77.0% of PDI in FY23 (Exhibit 1), which has likely fallen marginally in FY24E. This is so because for the
first time in any decade since independence, PFCE growth outpaced that of the PDI growth in the 2010s decade, which
continued in the first four years of 2020s decade as well (Exhibit 2).

B Further, household total savings stood at 23.3% of PDI (18.4% of GDP) in FY23, very close to the two-decade lowest level
of 23% of PDI (18.0% of GDP) in FY16 (Exhibit 3). Within savings, net financial savings (NFS) were at a four-decade low of
6.6% of PDI (5.3% of GDP) in FY23 (compared to ~10% of PDI in the pre-Covid years) and physical savings stood at a
decade high of 16.6% of PDI (Exhibit 4).

B At the same time, HH debt rose from 38% of PDI a decade ago to 48% of GDP in FY23 (Exhibit 5). Within HH debt, non-
housing borrowings grew faster than housing loans (Exhibit 6) in the past few years. The sharp surge in HH debt is
reflected in a rise in annual borrowings (i.e., financial liabilities), which were 7.3% of PDI in FY23, the second highest
since the 1970s (the peak was 8.5% of PDI in FY07).

B Although the official data on PDI, household savings and debt is not yet available for FY24, it is likely that PDI growth
lagged GDP growth once again in FY24, as corporate profits and government receipts grew strongly. If so, since (nominal)
PFCE growth was modest at 8.5% YoY in FY24, it suggests pick-up in household total savings to 24% of PDI, led by NFS
(estimated at 7.2% of PDI). Household debt is estimated to have risen to 52% of PDI (40% of GDP) in FY24E.

B With these facts/estimates, we propose a theory to answer the question. The basic tenet of our views is based on a
recent development. In the post-pandemic period, the income distribution in India (like many other economies) has very
likely become more unequal, with the rich (including the high- and upper-middle income) population witnessing higher
income growth since they majorly constitute the regular wage/salaried workers and also own a substantial portion of
asset classes such as equity3 and real estate. This recent development/trend plays an extremely important role in
highlighting the potential worrying signs in household finances.
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Let us say there is a consumer pyramid arranged by income, so that the richest people are at the top and the lowest-income
earners make the bottom of the pyramid. One could argue about the steepness and slope of the pyramid and the share of the
high-income or poverty-stricken segments, but they are distractions for our discussion here. Now, let’s consider the four facts
and combine them with our view of rising income inequality (Exhibit 7).

Fact#1: Nominal PDI in India has grown at an average of 9.4% in the past five years (FY20-FY24E), compared to an average
growth of 10.7% during FY15-FY19 period (and 12% during the 2010s decade).

Our belief of higher income inequality in the recent past comes from our analysis that suggests that income growth for the top
of the consumer pyramid has been much higher. Since average growth in PDI has moderated over a period of time, it suggests
that the rest of the consumer pyramid (including middle- and low-middle income and low-income sections) must have
witnessed a slower-than-national growth in their income in the post-pandemic years.

Fact#2: Nominal/real PFCE in India has grown at an average of 9.9%/4.5% in the past five years (FY20-FY24E), compared to an
average growth of 11.6%/7.2% during FY15-FY19 period (and 13.7%/7.4% during the 2010s decade).

It is safe to assume that the consumption growth or pattern of the rich consumers would not have undergone a substantial
change in the past few years. If anything, their consumption would have grown at a slightly faster pace than earlier. If so, then
the slowdown in consumption growth in the post-pandemic period (which has been more prominent in the past 6-7 quarters) in
nominal/real PFCE must have come from the lower middle-to-lowest income consumer class, whose income growth, as we
discussed above, has also likely slowed down.

Fact#3: Household total savings stood at a six-year low of 23.3% of PDI (18.4% of GDP) in FY23, which was close to the 20-year
low of 23.0% of PDI (18.0% in FY16). It is expected to have picked up to 24% of PDI (19.0%) in FY24E.

It is well established that the saving propensity of the rich people is more than that of the middle- or low-income consumers.
With higher income growth, it is then conceivable that total savings of the rich consumers — be it in financial and/or physical
assets — would have increased in the post-pandemic years. However, since aggregate savings of the household sector were close
to a 25-yeal low, it means that savings of the middle- to low-income consumers have fallen to such low levels that it entirely
offset rising savings of the rich consumers (top of the pyramid).

Fact#4: Household debt stood at 48% of PDI (38% of GDP) in FY23, up from 38% (30%) a decade ago. It is likely to have risen
further to 52% of PDI (41%) in FY24E. Details suggest that consumption-led (non-housing) consumer borrowings have risen at
the fastest pace.

Household debt has risen in the past few years, with much sharper growth in the last 8-10 quarters. Our estimates suggest that
it has risen to ~52% of PDI (415 of GDP) in FY24E, compared to 38% (30%) a decade ago. Details suggest that non-housing
personal loans, i.e., consumption-led borrowings, have grown at a faster pace (~20%) than housing loans (~15%). Consequently,
the share of non-housing personal loans has increased the most in the past few years. Once again, it is widely acknowledged
that the bulk of consumption-led loans are owed to the lower middle- to low-income consumer classes, since the high-income
individuals (including upper middle-income) do not borrow for consumption purposes.

Now, let’s combine these arguments. Income growth of the middle- to low-income consumer class has been lower than
national growth; their consumption weakness is likely to have been the primary cause of faltering national PFCE growth in
the past few quarters; the fall in their savings have presumably offset higher savings of the rich-to-upper middle income class
pulling down household total savings for the country; and their consumption-led borrowings have surged massively in recent
years. Lower income growth, slower consumption growth, falling savings and rising consumption-led debt — these facts do
not auger well for any section of society, let alone a very large and widespread middle- to low-income consumer section. This
is where the feeling of uneasiness starts creeping into India’s growth story and this is where the potential for destabilization
lies.

Why is it important?

In his recent monetary policy statement, RBI Governor Mr. Shaktikanta Das answered this question for us. He said, “..Even in
such stable financial sector conditions, the emphasis cannot shift away from proactive identification of potential risks and
challenges, if any...” We have always been very careful to highlight that the recent trends in household finances in India may not
imply immediate concerns. However, they certainly hold the potential for destabilizing the nation’s financial stability, if they
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continue for long. The combination of weak income growth and lower household savings has continued for about a decade now,
while weak consumption growth and a sharp surge in household debt have occurred in the past 8-10 quarters. It is very likely
that these trends will continue in the current year as well. Despite such facts, some participants argue that with non-performing
loans (NPAs) at such low levels, there is nothing to worry about. Nevertheless, we are of the firm view that the longer these
unfavorable trends in household finances continue, the closer we will be to the potential instability and more worrisome we will
become. Unfortunately, it is very difficult to ascertain the timing of such events.

What could be the possible counter arguments to our cautious view?

B What if new-to-credit (NTC) borrowers lead higher loan growth? If so, this could lead to a higher debt service ratio but
need not be concerning. In fact, RBI data confirms that strong growth in recent years is largely driven by the number of loan
accounts rather than the amount of loans per account (Exhibit 8). However, one must not confuse the number of accounts
with the number of borrowers, as many borrowers would have multiple loans (and thus, loan accounts).

B Instead, we would like to highlight some insights about consumer credit from the RBI data that it shared in its bi-annual
Financial Stability Report (FSR). In its Jun’24 FSR (Page 50, para 1.101), the RBI stated “..little more than a half of the
borrowers in this segment have three live loans at the time of origination and more than one-third of the borrowers have
availed more than three loans in the last six months...”. These ratios have increased in the past six months, as the
corresponding numbers were 42.7% and 30.4% as per the Dec’23 FSR (page 59, para 1.137).

B What if higher loan growth is led by middle of the pyramid, who would be more credit worthy than the population at the
bottom? While this counter-argument would give some comfort, it would also suggest that the income growth at this
section is not enough to meet their consumption growth, leading to higher growth in consumption-led borrowings. If so, it
would not be very strange to assume that income growth at the bottom of the pyramid would be even weaker, supporting
their prominent role in driving weak consumption growth and lower savings.

B What if income inequality has not risen and our assumption, to start with, is wrong? This, to our mind, is the least likely
counter-argument. It seems really far-fetched, especially considering the consumption patterns of high-ticket items such as
cars or housing, wherein the premium segment has witnessed higher sales than the affordable segment. But since there is
no official data on the same, one cannot be sure about any one scenario. Further, one could argue that aggressive
redistribution policies of the government could have led to better income growth at the bottom of the pyramid and not-so-
good income growth at the top. If so, then since rich people do not adjust their consumption habits easily, slower income
growth would have led to lower savings by this class, driving lower household savings in the economy. Even then, this
scenario fails to explain the rising growth in consumption-led loans and the weakening in overall consumption growth in
recent quarters. These two trends must be driven by activities of the consumers closer to the broad base of the pyramid.
Even if one assumes that higher borrowings are concentrated in the middle of the consumer pyramid (as explained in the
counter-argument #2 above), it would suggest that the weakness in consumption growth at the bottom of the pyramid is
very severe.

Overall, recent trends in household finances are certainly unfavorable and the longer they continue, the more dangerous they
would be for the financial stability of the country. To our mind, they hold the potential to break the current calmness, and
thus, extreme caution must be exercised on this front by the policy makers.

12020s in this note refers to the first four years of the decade — FY21-FY24E. Official data on PDI, household savings and household debt is
not yet available for FY24, and thus, we have used our estimates of all these variables.

2 Normally, all ratios are derived using GDP as the denominator. However, when we speak of household finances, it is always better to analyze
the ratios with PDI as the denominator, wherever possible.

® In the US, official data confirm that 87% of corporate equities and mutual fund shares are held by top 10% of wealthiest people in the
country or the 20% highest income-earners. In a recent post-Budget interview, India’s Finance Secretary, Dr. T V Somanathan, stated that
“..88% of the value of capital gains earned in India, according to our study, comes from people whose returned income is more than 15 lakh

rupees and 62% comes from those who are above 1 crore of returned income...”.
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Exhibit 1: The share of PFCE in PDI has increased rapidly in
the past many years...

Exhibit 2: ...as the average PFCE growth outpaced that of PDI
for the first time in the 2010s/2020s* decade
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Exhibit 3: Household savings have declined sharply in recent
years, with some recovery in FY24E...

*FY21-FY24E (Official data on PDI is not available for FY24)
Source: Central Statistics Office (CSO), RBI, MOFSL

Exhibit 4: ...primarily led by four-decade low NFS amid
decade high physical savings
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Exhibit 5: Household debt rose to 48% of PDI in FY23, from
38% a decade ago...

* FY24E is our estimate Source: CSO, RBI, MOFSL

Exhibit 6: ...majorly driven by non-housing (consumption-
led) personal loans
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Exhibit 7: Are the recent trends in household finances a sign of distress or optimism? Answered through a theory using the
consumer pyramid by income
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Exhibit 8: Break-up of the growth in household debt by number of loan accounts and loan per account
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