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New GDP calculations chart a “V shaped”
recovery for India but raise pertinent questions

A “V” for India rather than a “U”. India’s newly revised GDP calculations stun widely-held perception that
the economy is long struggling to return to a high growth path, having grown at a low 5% annual rate over
the past three years. Instead, revised GDP data suggests that India saw a dramatic “V shaped” recovery
during the fiscal year ending March 2014 (FY14) and that its real GDP growth has possibly surpassed
China’s over the past year (See Figure — 1). The revisions carried by India’s Central Statistics office entail, 1)
Shifting GDP base year to the one ending March 2012 (FY12) from 2004-05, 2) Switching to GDP at market
prices from factor cost, 3) incorporating more-detailed data on corporate sector, local bodies, national
surveys and the financial sector and 4) conceptual changes in the calculation method.

Under the new methodology, India’s real GDP growth in FY15 is estimated at 7.4% yly, compared to 6.9%
yly in FY14, driven by private and government consumption expenditure, which together offset subdued
investment activity and slowing external demand. From a three-year horizon, the revisions paint an even
rosier picture with real GDP growth having rebounded more than 200 bps from just 5.1% y/y in FY13. In stark
contrast, the older calculations, which were based on the 2004-05 base year, pegged India’s economic
growth at near 5.5% y/y in FY15 compared to 4.7% and 4.5% in the previous two years. On a quarterly
basis, India’s GDP growth slowed to 7.5% yl/y last quarter (4Q14) from 8.2% y/y in Q3 as per the new
methodology. The slowdown was led by weakening domestic demand, sluggish gross capital formation and
continued contraction in exports, which together offset a sharp pick up in government consumption.

Playing Catch-Up with China — Questions Galore. Prima facie, the new GDP methodology might have
helped India catch up with China on paper. It however raises several pertinent issues that undermine the
methodology’s robustness and warrants further clarifications and incremental data to estimate India’s GDP
growth trajectory going forward. In particular, the new growth outturns’ do not corroborate with higher
frequency indicators and ground level evidences that reflect broad economic underperformance over the
past three years. This is characterized by falling capacity utilization, slack in motor vehicle sales, slowing
credit growth, rising non-performing loans of the Indian banking sector and an overhang of stalled
infrastructure projects (See Figure — 2).

Expect RBI to look beyond the GDP uptick, to maintain its accommodative monetary policy stance.
The sharp revision in India’s GDP growth has important implications for RBI’s reaction function, particularly
driven by its assessment of India’s new output gap. The difficulties in calculating India’s new growth potential
stem from an absence of historical time series based on the new revisions. However, given ongoing
disinflationary trends and on-ground evidence of a much more gradual recovery, we expect RBI to stick to its
ongoing policy easing cycle conditional on prudent fiscal management by the government. Against this
backdrop, we continue to expect additional 50 bps easing in policy rates by the RBI in 2015 with a likely 25-
50 bps rate cut at its next policy meeting on 7th April.
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Figure 1
New GDP calculations indicate that India saw a ‘V’
shaped recovery in 2013-14 from 5.1% to 6.9%...
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Figure 2
...However new GDP outturns do not square with
high frequency data like falling capacity utilization

(oyh) India's Real GDP Growth at Market Prices
11
10

A 7\

7 \ 4

w s~ 01O N 0O
'

o N B~ O

® & 1O O N~ 0 oo O «H N ™ < x
©S © O O O O O d «d «d9 «9 -« 2
> > > > > > > > > > > > o
T T TR T n

e New methodology GDP Series with Base year 2011-12
== O|d Methodology GDP Series with Base year 2004-05

(% yly) (%)

12 80
10 - 78
L 76
- 74
L 72
- 70
- 68
- 66
: : - 64

FY10
FY11
FY12
FY13
FY14
FY15*

mmm Annual Average Capacity Utilization (RHS)
= Old Methodology GDP Series with Base Year 2011-12
- New Methodology GDP Series with Base Year 2004-05

*FY15: Fiscal Year ending March 2015; Source: BBVA Research,
CEIC
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DISCLAIMER

This document has been prepared by BBVA Research Department, it is provided for information purposes only and
expresses data, opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained from or
based on sources we consider to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers
no warranty, either express or implicit, regarding its accuracy, integrity or correctness.

Estimations this document may contain have been undertaken according to generally accepted methodologies and
should be considered as forecasts or projections. Results obtained in the past, either positive or negative, are no
guarantee of future performance.

This document and its contents are subject to changes without prior notice depending on variables such as the economic
context or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.
BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.
This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any
interest in financial assets or instruments. Neither shall this document nor its contents form the basis of any contract,
commitment or decision of any kind.

In regard to investment in financial assets related to economic variables this document may cover, readers should be
aware that under no circumstances should they base their investment decisions in the information contained in this
document. Those persons or entities offering investment products to these potential investors are legally required to
provide the information needed for them to take an appropriate investment decision.

The content of this document is protected by intellectual property laws. It is forbidden its reproduction, transformation,
distribution, public communication, making available, extraction, reuse, forwarding or use of any nature by any means or
process, except in cases where it is legally permitted or expressly authorized by BBVA.



