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🎤
INTERVIEW ANGLE

"Public capital expenditure is currently doing much of the work in India's growth numbers. What
would you look for in the data to tell whether that spending is successfully crowding in private
investment and consumption, as intended, or merely substituting for their absence?"

Every fact web-verified against primary sources

THE LIFT LINE

An economy building a great deal and buying rather little is not necessarily an economy in trouble. But it is

an economy whose growth number is being carried by one leg, and the question is whether the other leg is

about to start walking or has quietly stopped.

WHY THIS EDITORIAL MATTERS FOR YOUR EXAM

Reading an economic indicator’s composition rather than its headline is one of the most transferable

analytical skills in GS3, and the IIP’s use-based classification is the textbook case. A candidate who can explain

why capital goods and consumer non-durables tell different stories has a durable tool, not just one fact.

GS Paper 3: Indian economy, growth, development and employment; issues relating to planning,

mobilisation of resources; industrial policy; government budgeting.

For Prelims, fix the IIP’s use-based categories, its newly revised 2022-23 base year, and the compiling

agency. The base-year revision, notified in 2026, is exactly the kind of update that makes older study material

wrong.
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CONCEPT MEANING WHY UPSC TESTS IT

Index of

Industrial

Production (IIP)

A composite index measuring the volume

of industrial output, compiled by the

National Statistical Office

India’s principal short-term industrial activity

indicator; base year revised to 2022-23 in 2026

(from 2011-12), expanding the basket to 1,042

items under NIC 2025

Use-based

classification

Grouping of IIP output into primary,

capital, intermediate,

infrastructure/construction, consumer

durable and consumer non-durable goods

The analytical cut that reveals what is driving

growth

Consumer non-

durables

Everyday consumable goods, the closest

industrial proxy for broad household

consumption

The specific category whose weakness this

editorial identifies

Crowding in

versus crowding

out

Whether public investment stimulates

additional private investment, or displaces

it

The central mechanism question behind

investment-led growth strategies

BACKGROUND AND CONTEXT

India’s post-pandemic growth strategy has leaned heavily on public capital expenditure, with successive Union

Budgets sharply raising capital-outlay allocations on the theory that public infrastructure investment would

generate demand, build productive capacity, and ultimately crowd in private investment. The June 2026 IIP

print is a natural checkpoint on whether that theory is playing out as intended.

USE-BASED CATEGORY JUNE 2026 GROWTH

Overall IIP 7.3 per cent (23-month high)

Capital goods 14.23 per cent

Intermediate goods 9.33 per cent

Consumer non-durables 4.91 per cent

Consumer durables 7.7 per cent

THE CORE ARGUMENT / ISSUE

The headline IIP number aggregates categories that respond to entirely different economic forces. A single

index rising 7.3 per cent could describe an economy where households are consuming more, or one where the

government is building more, or one where firms are expanding capacity, and these are very different

Why the use-based cut is the one that matters

UPSC & STATE PCS CURRENT AFFAIRS ujiyari.com ↗

A 23-Month High That Hides a Problem: Reading June's IIP Properly 3 / 11

https://ujiyari.com/vocab/proxy/
https://ujiyari.com/


situations calling for very different policy responses. The use-based classification exists to distinguish them,

and ignoring it in favour of the headline is the most common error in reading Indian industrial data.

Consumer durables grew 7.7 per cent, well above consumer non-durables. This complicates a clean

“consumption is weak” reading, since durables are discretionary purchases that a genuinely stressed

household defers first. The more careful formulation is that broad-based everyday consumption, which non-

durables track, is lagging, while the discretionary segment served by durables is holding up, a pattern

consistent with demand strength concentrated among higher-income households rather than with uniform

weakness.

Capital goods growing at nearly three times the rate of consumer non-durables describes an economy where

the investment cycle is considerably stronger than the consumption cycle. Given the scale of public

infrastructure spending in the current fiscal framework, the most plausible reading is that public capex is the

proximate driver, with intermediate-goods growth reflecting upstream demand from that same activity.

FMCG earnings for the same quarter offer a partial corroboration, but a more qualified one than is often

claimed. Several large firms reported double-digit revenue growth against mid-single-digit volume growth,

indicating price-led rather than volume-led expansion. Importantly, rural demand outpaced urban in several

of these results, so this is not evidence of uniform rural-and-urban weakness; it is evidence that value growth

is running ahead of volume growth, which is a narrower and more defensible claim.

Investment-led growth preceding consumption-led growth is what a successful public-capex strategy is

supposed to look like in its early phase. Roads, ports and power capacity built now generate employment

during construction and productive capacity afterward, and the theory is that private investment follows as

capacity constraints ease and demand visibility improves. The honest position is that the June data is

consistent both with a crowding-in process working as designed and with public spending substituting for

absent private activity, and only the subsequent quarters distinguish them.

HOW TO THINK ABOUT THIS (ANALYTICAL FRAME)

When a headline indicator is strong, identify which component is carrying it and ask whether

that component is self-sustaining. Growth driven by a component that itself depends on a discretionary

policy choice, in this case public capital expenditure, is only as durable as that policy choice. Growth driven by

The complication worth acknowledging

What this particular composition describes

The cross-check, stated carefully

Why this is a question, not a verdict
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household consumption or private investment is self-reinforcing in a way that fiscally-driven growth is not.

This decomposition discipline applies to GDP, to credit growth, to export data, and to almost any aggregate

economic statistic a candidate is asked to interpret.

THE DIAGRAM IN WORDS

Picture the economy as a cart pulled by two horses: investment and consumption. In June the cart moved 7.3

per cent faster than a year earlier, which sounds like both horses pulling. Look closer and one horse,

investment, is straining forward at more than 14 per cent, while the other, consumption, is barely quickening

its pace at under 5 per cent. The cart is moving, and it is moving well. But it is being pulled substantially by

one animal, and that animal is being driven by a rider, public capital expenditure, who can only maintain that

pace as long as the fiscal room lasts.

WAY FORWARD

PYQ LINKAGE AND PRACTICE

UPSC has tested IIP, industrial growth, capital formation and the crowding-in/crowding-out debate across

multiple GS3 cycles, and the June 2026 data provides a current, specific case for applying that framework

rather than discussing it abstractly.

Practice question: “A headline growth figure tells you the economy moved; only its composition tells you

whether the movement is self-sustaining.” Examine this claim with reference to the use-based composition of

India’s June 2026 Index of Industrial Production. (250 words, 15 marks)

Interview angle: Public capital expenditure is currently doing much of the work in India’s growth numbers.

What would you look for in the data to tell whether that spending is successfully crowding in private

investment and consumption, as intended, or merely substituting for their absence?

Track private capital expenditure announcements across subsequent quarters as the direct

test of whether public capex is crowding in private investment.

1

Monitor consumer non-durables growth specifically, since a sustained pickup there is the

clearest signal that household demand is reviving.

2

Read IIP alongside FMCG volume data and GST domestic collections, using multiple

independent sources to confirm or challenge the consumption picture.

3

Assess rural wage and employment data, since rural consumption weakness has a distinct set

of drivers from urban weakness and needs separate diagnosis.

4

Evaluate the fiscal sustainability of the capex path, since a growth composition dependent

on public investment requires knowing how long that investment can be maintained.

5

UPSC & STATE PCS CURRENT AFFAIRS ujiyari.com ↗

A 23-Month High That Hides a Problem: Reading June's IIP Properly 5 / 11

https://ujiyari.com/


Sources: The Indian Express, National Statistical Office, Reserve Bank of India
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K E Y  A R G U M E N T S  A T  A  G L A N C E

✓ SUPPORTING

⚠ COUNTER

Investment-led growth is not a defect; public capital expenditure has historically been the
appropriate counter-cyclical instrument when private investment is weak, and capital
formation today generates productive capacity and employment that supports consumption
later, meaning the sequencing may be sound even if the current composition looks
unbalanced.

→ WAY FORWARD

Track whether public capital expenditure is crowding in private investment, visible in a
subsequent pickup in private capex announcements and in consumer-goods output, rather

India’s June 2026 IIP growth of 7.3 per cent, a 23-month high, was
driven overwhelmingly by capital goods (14.23 per cent) and

intermediate goods (9.33 per cent) on the back of public
infrastructure spending, while consumer non-durables grew only

4.91 per cent, indicating an investment-led rather than a
consumption-led recovery and a private demand picture

considerably weaker than the headline suggests.

The use-based classification is the analytically important cut of IIP data precisely because
capital goods, intermediate goods and consumer goods respond to different economic
drivers; strong capital-goods growth alongside weak consumer non-durables is a specific
and diagnosable pattern, not statistical noise.

Consumer non-durables, which include everyday fast-moving consumer goods, are the
closest industrial proxy for broad-based household consumption, and 4.91 per cent growth
in this category is weak in a month when the headline index grew 7.3 per cent.

FMCG earnings for the same quarter show revenue growth running well ahead of volume
growth, with several large firms reporting double-digit revenue expansion against mid-
single-digit volumes, which points to price-led rather than volume-led revenue and is
consistent with, though not proof of, subdued underlying consumption.
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than merely substituting for it; if consumer non-durables remain weak while capital goods
stay strong across successive quarters, the crowding-in hypothesis is not being borne out.
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✍️ MAINS ANSWER FRAMEWORK

QUESTION

India's June 2026 Index of Industrial Production grew 7.3 per cent, a 23-month high, but with sharply

divergent sectoral performance. Examine what the use-based composition of this growth reveals about
the character of India's current economic recovery. (250 words)

INTRODUCTION

India’s Index of Industrial Production grew 7.3 per cent in June 2026, a 23-month high, but the use-based
composition of that growth, capital goods at 14.23 per cent and intermediate goods at 9.33 per cent

against consumer non-durables at 4.91 per cent, indicates a recovery driven by investment rather than by
household consumption.

BODY

The use-based classification exists precisely because different categories of industrial output respond to

different drivers, and reading only the headline index obscures this. Capital goods output responds to
investment decisions, whether public infrastructure spending or private capacity expansion.

Intermediate goods track upstream demand from those investment activities. Consumer non-durables, by
contrast, comprise everyday fast-moving goods whose output tracks broad-based household consumption

more directly than any other industrial category.
A 14.23 per cent expansion in capital goods against a 4.91 per cent expansion in consumer non-durables

therefore describes an economy in which investment activity, substantially public-infrastructure-driven, is
running well ahead of household demand. FMCG earnings for the corresponding quarter add a partial,
qualified cross-check: several large firms reported double-digit revenue growth against mid-single-digit

volume growth, a gap indicating that revenue expansion was substantially price-led rather than volume-
led.

Notably, rural demand outpaced urban in several of these results, so the weakness is a volume-versus-
value question rather than a uniform rural-and-urban shortfall. The important qualification is that

investment-led growth is not inherently problematic.
Public capital expenditure is the standard counter-cyclical response to weak private investment, and

infrastructure built today generates productive capacity, employment and eventually consumption. The
question is therefore not whether the composition is currently unbalanced, which it plainly is, but whether

it is unbalanced in the transitional way that successful crowding-in produces, or in the persistent way that
indicates public spending is substituting for private activity rather than catalysing it.

CONCLUSION

The diagnostic test is sequential: if capital-goods strength is followed within subsequent quarters by a

pickup in private capital expenditure announcements and in consumer-goods output, the crowding-in
mechanism is working; if capital goods remain strong while consumer non-durables stay weak across
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successive quarters, public spending is holding up the headline number rather than reviving the underlying
economy.
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