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¢ At 8.4% y-o0-y, the December quarter GDP growth print came in much higher
than expected; GVA, on the other hand, grew 6.5%, in line with expectations

¢ We believe a fall in the subsidy bill explains the large difference between GDP
and GVA growth; the latter is likely a better indicator of growth momentum

¢ India’s growth prospects remain strong, and PMis in the first two months of
2024 have come in stronger than in the December quarter

Facts

— The October to December quarter GDP growth came in at 8.4% y-o-y, much higher than market
expectations of 6.6%. GVA came in at 6.5% y-0-y.

— The CSO'’s revised second advanced estimate for FY24 of 7.6% implies a softer GDP growth of 5.9% in
the quarter ending March.

— Nominal GDP grew 10.1% y-0-y (versus 9.6% in the previous quarter) led by a small deflator growth rate
of 1.6% y-o0-y.

Look carefully

Some big growth numbers have been announced. Real GDP grew 8.4% y-0-y in the quarter ending
December, much higher than market expectation of 6.6%. Not just that, growth in the previous two
quarters (1HFY24) have been revised up to 8.1% (from 7.7% previously). All of this indicates that India is
growing at an incredible pace.

We think these numbers need to be looked at carefully. A closer examination reveals the following:

One, GVA, which adds up production (across agriculture, industry, and services) did not show the same
exuberance as GDP. GVA growth for the quarter came in line with our expectation of 6.5%; and in fact,
was slightly lower than the growth in the previous quarter (7.7% y-0-y). In the past, we have found GVA to
be a better indicator of growth than GDP, correlating better with high frequency activity data.

Two, the upward revisions in the previous two quarters (of 42bp in 1HFY24) could simply be a result of
downward revision for the same quarters a year ago (51bp 1HFY23), i.e. led purely by base effects. Worth
noting that all quarters from FY22 onwards were revised in today’s release.

Three, GDP growth outpaced GVA growth by a substantial margin which could be led by policy changes.
We know that:

GDP — GVA = Net indirect taxes (NIT)
NIT = Indirect taxes — subsidies

We find that NIT grew 32% y-o-y in the December quarter explaining the divergence between GDP and
GVA. But what led the strong growth? Two possible explanations:
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One, base effects. NIT fell by 2.6% in the same quarter last year. Two, subsidies fell sharply in the quarter. Indeed, we find a 25% y-
o-y fall in the central government’s food subsidy bill, a 69% fall in the fertiliser subsidy bill, and a 5% fall in the petroleum subsidy bill
in the December quarter.

In details

On the GVA side: In terms of percentage point contribution to growth, agriculture was much weaker than in the previous quarter
(see chart 2). Understandable, given El Nifio led weak rains. Manufacturing and construction were softer, though still remain the
strongest driver of growth. Trade services was stronger than before, finally catching up with other services components. Overall, core
GVA (GVA excluding agriculture, community, social, and personal services) was softer than in the previous quarter.

On the GDP side: Domestic demand was weaker than in the previous quarter. Even though private consumption was better,
government spending slowed in the quarter (as also reflected in the just-released fiscal data). Investment contributed most to growth,
led to a large extent by public capex, even though it softened a shade compared to the previous quarter (see chart 3). Net exports
were stronger than before, led primarily by a fall in import growth.

In conclusion

We prefer to look at GVA growth over GDP growth as a measure of actual growth dynamics on the ground. There was some
softening in momentum in the December quarter. But data over January and February suggest that the growth momentum has
bounced back up. As such, India remains an oasis of strong growth and macro stability in a volatile global backdrop.

Table 1: Real GDP growth by supply and demand components
% y-0-y Mar-23 Jun-23 Sep-23 Dec-23
GDP by Expenditure and Income
Government Consumption
Private Consumption
Gross Fixed Capital Formation
Exports
Imports
Net Indirect Taxes
Gross Value Added
Agriculture, Forestry and Fishing
Industry
Manufacturing
Construction

Services
Trade, transport & communication
Financial, real estate and professional services

Public administration and other services

Note: Green denotes increase, grey denotes decrease and white denotes no change relative to the previous reading
respectvely

Source: CEIC, HSBC
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Chart 1: GVA and core GVA growth came in softer
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Source: CEIC, PIB, HSBC. Note: Core GVA= GVA excluding agriculture, community, social and personal services

Chart 2: Manufacturing remained the strongest driver of GVA growth
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Chart 3: Investment contributed most to GDP growth
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