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Rebounding growth

June 2023

Uptick in last quarter lifts GDP growth in fiscal 2023

e India’s real gross domestic product (GDP) growth rose sharply to 6.1% on-year in the fourth quarter of fiscal
2023 compared with 4.5% in the third

e The growth surpassed the number factored in the National Statistics Office’s (NSO) second advance estimate
of February. Annual growth for fiscal 2023 was revised up to 7.2% (provisional estimate) from 7.0% in the
second advance estimate

e Fourth-quarter growth was primarily driven by investment and net exports, with the latter less of a drag given
rising exports and slowing imports. Fixed investment turned in the strongest growth on the demand side while
private consumption growth was more subdued on-quarter . Manufacturing and agriculture growth improved
on-quarter on the supply side even as services growth remained strong, albeit slowing a tad relative to the
previous quarter

e The provisional estimate of 7.2% comes on top of 9.1% expansion in fiscal 2022. This suggests strong growth
momentum, which was propelled by domestic demand through the year, both from investment and private
consumption. Investment’s share rose to an 11-year high of 34% of GDP, while that of private consumption
rose to an 18-year high of 58.5% in fiscal 2023

e However, nominal GDP growth tapered to 10.4% on-year in the fourth quarter compared with 11.4% in the
third. This was primarily due to the price-effect, since the GDP deflator slowed to 4.1% from 6.6%. The deflator
is significantly influenced by inflation based on wholesale price index (WPI), which halved to 3.3% from 6.6%.
The gap between nominal and real growth is likely to reduce further, with inflation expected falling this fiscal

While the growth momentum was strong in fiscal 2023, the current fiscal will feel the lagged impact of rate hikes
of central banks over the past 15 months.

External demand is likely to be a bigger hindrance to growth with western advanced economies staring at a
sharp slowdown in the coming quarters, whipping up a headwind for exports. While domestic demand will also
weaken, hit by rising lending rates, softening inflation and government capex will offer support. Monsoon and El
Nino risks remain a swing factor.

Overall, we expect India’s real GDP growth to slow to 6.0% in this fiscal 2024 from 7.2% in the previous fiscal.

Agriculture and manufacturing rev up GDP growth

e On the supply side, gross value added (GVA) grew 6.5% in the fourth quarter compared with 4.7% in the
previous quarter

e Agriculture and allied activities surged to 5.5% from 4.7%, the result of a robust rabi output despite unseasonal
rains towards the year-end

e Manufacturing growth rose sharply after two quarters of decline (4.5% in the fourth versus -1.4% in the third).
Resilient domestic demand, easing commodity prices and supply constraints supported production

Research 2



Market Intelligence CRISIL
& Analytics

An S&P Global Company

e Among industrial components, growth improved for construction (10.4% vs 8.3%), reflecting a pickup in capital
expenditure, particularly by states. There was a modest improvement in mining (4.3% vs 4.1%), while growth
slowed for utilities? (6.9% vs 8.2%). Overall, industrial GVA grew 6.3% versus 2.3% int third quarter

e Services maintained the momentum, growing 6.9% versus 6.1%. Growth remained strong for trade, hotels,
transport and communication services (THTC), but slowed a tad to 9.1% in the fourth quarter from 9.6% in the
third. It rose sharply for financial, real estate and professional services (7.1% vs 5.7%), and moved up for
public administration and other services (3.1% vs 2.0%)

e For fiscal 2023, growth was strongest for THTC services (14% in fiscal 2023 vs 13.8% previous year), followed
by construction (10% vs 14.8%), utilities (9% vs 9.9%), public administration and other services (7.2% vs
9.7%), financial, real estate and professional services (7.1% vs 4.7%), agriculture (4% vs 3.5%), and
manufacturing (1.3% vs 11.1%)

e The solid THTC growth reflected the pending catchup to pre-pandemic levels, while manufacturing was hit by
surging commodity prices and supply constrains post the Russia-Ukraine conflict. Manufacturing remained
much above its pre-pandemic level relative to THTC (see chart 1)

Investment and net exports support growth

¢ Among demand-side segments, the strongest growth was in exports of goods and services (11.9% in fourth
quarter versus 11.1% previous quarter). While slowing global trade impacted goods exports, services exports
remained strong

e Meanwhile, imports slowed sharply to 4.9% from 10.7%. This meant net exports contributed positively to GDP
growth in the fourth quarter (see chart 2)

e Among domestic demand drivers, the strongest growth was in investment (8.9% vs 8.0%). Government capital
expenditure remained strong, with states raising capex towards fiscal-end. The increasing investment growth
also indicates a gradual pickup in private capex

e While private consumption expenditure improved, it was more subdued than investment (2.8% vs 2.2%). High
inflation may have weighed on household consumption, with consumer price index-linked inflation remaining
elevated at 6.4% in the fourth quarter; staying put as against the previous quarter

e However, for fiscal 2023, private consumption growth was strong at 7.5%, on top of 11.2% in fiscal 2022.
Investment was vigorous at 11.4% compared with 14.6%. Imports increased more sharply than exports in the
full year, at 17.1% and 13.6%, respectively, illustrating that net exports were a drag on GDP growth.
Government consumption spending had slowed sharply to 0.1% from 6.6%, as pandemic spends ebbed

Outlook

While growth was robust in fiscal 2023, a slowdown is inevitable this fiscal, driven by rising borrowing costs. While
central banks aggressively raised policy rates over the past 15 months, their transmission to broader lending rates
is taking place with a lag. Rates are expected to peak in the fiscal, hitting both global and domestic demand.

External demand will weaken more with major advanced economies facing the highest interest rates in over a
decade. S&P Global expects United States GDP growth to slow to 0.7% in 2023 from 2.1% in 2022; Eurozone will
brake to 0.3% from 3.5%. These economies account for 33% of India’s goods exports.

Hence, exports will rein in India’s growth this fiscal.
While the rise in domestic interest rates is relatively lower than in advanced economies, bank lending rates have

reached the pre-pandemic five-year average. This is expected to moderate domestic demand, especially in
interest-sensitive segments such as automobiles and housing.

! Electricity, gas, water supply and other utility services
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However, falling commaodity prices and slowing inflation augurs well for domestic demand this fiscal. We expect
further support from the government’s continuing infrastructure spend.

The key swing factor is monsoon, which has a significant bearing on rural demand. While the India Metrological
Department has forecast a normal monsoon, regional and temporal distribution will have a bearing on agricultural
output. Downside risks from an expected El Nifio remain.

Overall, we expect India’s real GDP to grow 6% this fiscal, compared with 7.2% in fiscal 2023. Nominal growth will
see a sharper slowdown to 10.6% from 16.1%, with falling inflation (particularly for WPI) narrowing the gap
between real and nominal GDP.

Chart 1: Tracking catchup to pre-pandemic level Chart 2: All demand segments supported growth
in fiscal 2023 in fourth quarter
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Note: *refers to trade, hotels, transport and communication services; +Financial, real estate and professional services; *Public
administration, defence and other services
Source: NSO, CEIC, CRISIL MI&A Research

Research 4



Analytical contacts

Dharmakirti Joshi Pankhuri Tandon Meera Mohan
Chief Economist, CRISIL Limited Senior Economist Economic Analyst
dharmakirti.joshi@crisil.com pankhuri.tandon@crisil.com meera.mohan@crisil.com

Media contacts

Aveek Datta Riddhi Savla

Media Relations Media Relations

CRISIL Limited CRISIL Limited

M: +91 99204 93912 M: +91 98199 57423

B: +91 22 3342 3000 B: +91 22 3342 3000
aveek.datta@crisil.com riddhi.savlal@crisil.com

About CRISIL Market Intelligence & Analytics

CRISIL Market Intelligence & Analytics, a division of CRISIL, provides independent research, consulting, risk solutions, and data &
analytics. Our informed insights and opinions on the economy, industry, capital markets and companies drive impactful decisions for
clients across diverse sectors and geographies.

Our strong benchmarking capabilities, granular grasp of sectors, proprietary analytical frameworks and risk management solutions backed
by deep understanding of technology integration, make us the partner of choice for public & private organisations, multi-lateral agencies,
investors and governments for over three decades.

About CRISIL Limited
CRISIL is a leading, agile and innovative global analytics company driven by its mission of making markets function better.

Itis India's foremost provider of ratings, data, research, analytics and solutions with a strong track record of growth, culture of innovation,
and global footprint.

It has delivered independent opinions, actionable insights, and efficient solutions to over 100,000 customers through businesses that
operate from India, the US, the UK, Argentina, Poland, China, Hong Kong, UAE and Singapore.

It is majority owned by S&P Global Inc, a leading provider of transparent and independent ratings, benchmarks, analytics and data to the
capital and commodity markets worldwide.

For more information, visit www.crisil.com

CRISIL Privacy Notice

CRISIL respects your privacy. We may use your personal information, such as your name, location, contact number and email id to fulfil
your request, service your account and to provide you with additional information from CRISIL. For further information on CRISIL’s
privacy policy please visit www.crisil.com/privacy.

Disclaimer

CRISIL Research, a division of CRISIL Limited (CRISIL) has taken due care and caution in preparing this Report based on the
information obtained by CRISIL from sources which it considers reliable (Data). However, CRISIL does not guarantee the accuracy,
adequacy or completeness of the Data / Report and is not responsible for any errors or omissions or for the results obtained from the
use of Data / Report. This Report is not a recommendation to invest / disinvest in any company covered in the Report. CRISIL
especially states that it has no financial liability whatsoever to the subscribers/ users/ transmitters/ distributors of this Report. CRISIL
Research operates independently of, and does not have access to information obtained by CRISIL’s Ratings Division / CRISIL Risk and
Infrastructure Solutions Limited (CRIS), which may, in their regular operations, obtain information of a confidential nature. The views
expressed in this Report are that of CRISIL Research and not of CRISIL’s Ratings Division / CRIS. No part of this Report may be
published / reproduced in any form without CRISIL’s prior written approval

Argentina | Australia | China | Hong Kong | India | Japan | Poland | Singapore | Switzerland | UAE | UK | USA
CRISIL Limited: CRISIL House, Central Avenue, Hiranandani Business Park, Powai, Mumbai — 400076. India C R I S I L
Phone: + 91 22 3342 3000 | Fax: + 91 22 3342 3001 | www.crisil.com —

. . . . You p An S&P Global Company
1IN /company/crisil E @CRISILLimited f/CRISILle\ted @ /user/CRISILLimited (@ /lifeatcrisil


http://www.crisil.com/
http://www.crisil.com/
mailto:dharmakirti.joshi@crisil.com
mailto:pankhuri.tandon@crisil.com
mailto:aveek.datta@crisil.com
mailto:riddhi.savla1@crisil.com

