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Economic Analysis 

India’s Q2 GDP moderates but details encourage  
Sumedh Deorukhkar / Le Xia 

India’s Q2 2015 real GDP growth fell short of expectations, easing to 7.0% y/y (Consensus: 7.4%; BBVA: 

7.5%) compared to 7.5% in the previous quarter. Headline growth was dragged mainly by weaker than 

expected net indirect taxes and exports contraction. However, excluding net indirect taxes, GDP growth 

(Gross Value Added) saw a robust pick up of 7.1% y/y from 6.1% in Q1, driven by an increase in agriculture 

and construction activity. From the expenditure side, government consumption and fixed investments grew at 

a faster clip while private consumption slowed to a still respectable pace of 7.4% y/y. Going forward, we 

expect India’s GDP growth to improve over 2H15 as higher productive public spending offsets weak external 

demand and slower private consumption; and maintain our full year 2015 GDP growth estimate at 7.6% y/y.   

Limited room for interest rate cuts in 2015: Comments by Governor Rajan in the wake of recent spike in 

global financial volatility, triggered by China’s unexpected Yuan devaluation, were relatively hawkish as he 

emphasized that household inflation expectations were still high and it was important to focus on bringing 

inflation credibly lower. Given RBI’s focus on anchoring inflation at lower levels to facilitate sustainable and 

high growth in the long term, we maintain our out-of-consensus view of no further interest rate cuts by the 

RBI in 2015. Despite a benign CPI inflation outturn in July, we expect that the imminent Fed rate hike, long 

lags in monetary policy transmission and uncertainty surrounding the impact of monsoon rains (still 11% 

below normal) would likely keep RBI on hold in 2015.  

India outshines most other economies but stalled progress on key reforms can unnerve investors: 

Amid the ongoing global financial turmoil, India’s macro fundamentals are amongst the strongest in the 

region. Recent activity indicators including PMI, motor vehicle sales and indirect tax collections, have 

improved while new stress loan formation of Indian banking sector edged lower. India’s FX reserves stand at 

an all-time high of USD 380 billion while foreign direct investment (FDI) inflows have surged into more 

productive and labor intensive manufacturing sectors – expected to surpass USD 50 bn in 2015 from USD 

41 bn in 2014. On the flipside, however, progress on structural reforms has largely disappointed. While 

recent banking sector reforms including steps to reduce bank NPLs are positive, the government’s inability to 

implement important legislative reforms such as Goods and Services Tax Bill and Land acquisition bill is a 

key risk for India’s otherwise promising growth story.     

Figure 1 

India’s Q2 GDP growth amongst highest in region  
Figure 2 

India’s external fundamentals remain favorable  
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Real GDP Growth in Q2 2015 Real GDP Growth in Q1 2015
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May/2013 Current May/2013 Current May/2013 Current

India 46.8 43.7 -4.3 -1.0 33.6 23.8

Indonesia 22.8 27.1 -4.2 -1.8 49.0 41.0

Philippines 47.8 47.6 4.3 5.4 23.2 23.1

Thailand 28.7 30.9 -3.2 6.0 38.6 38.1

Malaysia 54.7 52.1 1.7 2.6 71.5 86.4
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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. 

 

 

 


