What do the latest GDP estimates

for 2022-23 tell us about the health

of the Indian economy?

Services sector shows buoyant recovery but
manufacturing estimated to decelerate due to weak
external demand. Moderation in commodity prices could
provide some support to the sector.
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India’s Gross Domestic Product (GDP) is estimated to grow at 7

per cent for financial year 2022-23, as compared to 8.7 per cent in
the previous year, according to the first advance estimates (FAE) of
GDP released by the National Statistical Office (NSO). The first
advance estimates are significant as they serve as essential inputs



for the budget for the next financial year. Along with the estimates
for the first half of the year, the FAE help in assessing the growth
performance in the second half of the year.

Sector-wise analysis shows a buoyant recovery by the services
sector. The manufacturing sector output is estimated to decelerate
due to high input prices and weak external demand. In the coming
months, moderation in commodity prices will likely provide support
to the manufacturing sector but weak external demand will
continue to pose a drag.

The NSO has already estimated India’s GDP to have grown by 9.7
per cent in the first half of 2022-23. These numbers seen in
conjunction with the advance estimates for the full financial year
imply that the GDP growth in the second half of the year would
moderate to 4.5 per cent. This is expected as the favourable base
effect seen in the first half of the year will fade in the second half.

Domestic consumption demand recovering
but uneven

Private final consumption expenditure (PFCE) is estimated to grow
by 7.7 per cent in 2022-23. Its share in GDP is estimated to rise to
57.2 per cent as compared to 56.9 per cent in the previous year.
However, high-frequency indicators are showing mixed signals.

While the Index of Industrial Production (IIP) for consumer goods
remains muted, passenger car sales, personal loans, GST

collections indicate strong consumption demand. Indicators of rural
demand have been witnessing tepid growth due to high inflation
and uneven monsoon.



The first half showed a robust growth of 17.2 per cent in PFCE. The
second half of the year is likely to see a contraction in consumption.
This is again due to the high base of the second half of the previous
year which saw a spurt in consumption due to pent-up demand.

GDP — FIRST ADVANCE ESTIMATES AND GROWTH
IN FIRST & SECOND HALF OF 2022-23

E dit 2022-23 2022-23 2022-23
ERSHELS (FAE:YoY) | H1i(YoY) | H2(YoY)
Private Final Consumption Expenditure (PFCE) 1.7 17.2 -0.2

Government Final Consumption Expenditure (GFCE) | 3.1 -1.3 7.2
Gross Fixed Capital Formation (GFCF) 115 150 8.4

Change in Stocks (CIS) ' 2.2 -18.5 21.8
Valuables 0.4 -13.3 17.8
Exports | 125  13.0 11.9
Imports | 209 30.9 12:2
Discrepancies 87.7 187.1 63.1
GDP 7.0 9.7 45

Source: MoSPI
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Investment showing encouraging signals

Investment measured by Gross Fixed Capital Formation (GFCF)
recorded a growth of 11.5 per cent in 2022-23. While government
capex has been the prime driver of investment, private sector
investment is also showing initial signs of a pick-up. According to
a survey by Federation of Indian Chambers of Commerce and
Industry (FICCI), the average capacity utilisation in the
manufacturing sector is above 70 per cent, which signals sustained
economic activity in the sector.

According to the Centre for Monitoring Indian Economy (CMIE),
new projects worth Rs 6 trillion were announced in the December



quarter. This is a 44 per cent increase compared to the previous
year.

New projects announced in the manufacturing sector touched an
all-time high in the December quarter. This shows that the intent to
invest has improved. The actual implementation of projects has also
seen improved traction in the three quarters of the current financial
year. However, the trajectory of private investment in subsequent
months will depend on the global environment, inflation and
monetary policy response.

NEW PROJECTS ANNOUNCED IN MANUFACTURING SECTORY
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Manufacturing sector shows subdued growth

Manufacturing sector is estimated to register a weak growth of 1.6
per cent in 2022-23 as against a growth of 9.9 per cent in the
previous year. The sector suffered on account of high raw material
prices and weak external demand. In fact, in the first half of the



current year, the manufacturing sector grew by a meagre 0.1 per
cent.

One of the key proxies for the manufacturing sector performance is
the IIP. The IIP has shown a reasonable growth of 5 per cent during
April-November of the current year. The dip in the performance has
been due to squeezing of margins of manufacturing sector firms due
to high inflation and high interest costs. Thus, while output growth
is still reasonable, the value addition in the manufacturing sector
has been hit due to low profits and high costs.

The moderation in commodity prices seen in the recent months is
expected to provide some support to the sector, which is likely to see
a growth of 3 per cent in the second half of 2022-23.

FIRST ADVANCE ESTIMATES AND GROWTH IN FIRST
& SECOND HALF OF 2022-23 (BY ECONOMIC ACTIVITY)

. . 202223 | 202223 | 2022-23
Economic activity (FAE:YoY) | H1(YoY) | H2(YoY)

Agriculture, Forestry & Fishing | 3.5| 2.7|
Mining & Quarrying 24 2.2| 2.6
Manufacturing _ [ : |
Electricity, Gas, Water Supply & Other Utility Services

Construction

Trade, Hotels, Transport, Communication
& Services related to Broadcasting
Financial, Real Estate & Professional
Services

Services"
GVA

Source: MoSPI
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7% growth may be revised

While the 7 per cent growth for 2022-23 looks encouraging, in all
probabilities it will be revised. The NSO provides six estimates of
GDP for any given year over a period of three years. The initial
estimates are called the Advance Estimates (AE — First and Second)
and Provisional Estimates (PE). Over time, the initial estimates are
revised and are sequentially termed the First (1+ RE), Second

(2 RE) and Third (3« RE) Revised Estimates.

While the initial GDP estimates may be more useful as they are
available within a shorter time span, a clearer picture of the
economy may emerge with the release of the REs.

With each release, the GDP estimates see a revision. For instance,
for the last year, 2021-22, the first advance estimates pegged GDP
growth at 9.2 per cent; with the release of the second advance
estimates, this was revised to 8.9 per cent. The provisional
estimates scaled down the growth to 8.7 per cent. The first revised
estimate scheduled to be released next month could see further
revision in the GDP for 2021-22.

In some years, we see sharp variations between the initial and the
final release. For example, for 2018-19, the first advance estimates
pegged growth at 7.2 per cent. By the third revised estimates, the
growth came down to 6.5 per cent.



REVISIONS IN GDP ESTIMATES

2021-22 | 9.2 : 8.7 | NA

2020-21 | -7.7 . -7.3

2019-20 | 5.0 ; 42 | 40
2018-19 | 7.2 . 6.8 | 6.1
2017-18 | 6.5 : 6.7 || 7.2
2016-17 | 7.1 . L T3

Source: Compiled from MoSPI press releases from various years
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Revisions at the sectoral level are even more striking. For 2019-20,
the first advance estimates pegged manufacturing sector GDP
growth at 2 per cent. The Second RE estimated a contraction of
almost 3 per cent in manufacturing GDP. Such wide variations
make the assessment of the growth performance of the economy
challenging.
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REVISIONS IN MANUFACTURING SECTOR ESTIMATES
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Source; Complled fram MoSPl press releases from varlous years
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Inferences and policy responses based on the 7 per cent growth
estimate should therefore be substantially qualified with the
possibility that this number could undergo significant revisions in
the subsequent releases.



