GDP Quarterly
Update Report

December 01, 2016
Sutapa Biswas
Research Analyst (Economy)
Email: sutapa.biswas@smifs.com

Quarterly GDP (Q2 of FY16-17)

India’s Q2 GDP growth accelerated
slightly to 7.3% YoY against 7.1%
YoY in the previous quarter. However, GVA growth slowed to 7.1%
YoY against 7.3% YoY in Q1 of FY16
-17.

India’s Q2 (July-September) FY16-17 GDP (Gross Domestic Product) growth accelerated slightly to 7.3% YoY against 7.1% YoY in the previous quarter. However, GVA growth slowed to 7.1% YoY against 7.3% YoY in Q1 of FY16-17. This
shows that GDP growth in Q2 was also contributed by a sharp contraction in
subsidies provided by the Government, compared to those given in the first quarter. Both GDP and GVA growth were slower in Q2 of this financial year compared with the same period in the previous year, having registered a growth of
7.6% YoY and 7.3% YoY respectively. During Q2, though Agricultural sector
recorded a marked improvement on account of a good monsoon, Manufacturing
growth slowed. Other than Agriculture, growth essentially came from Government Spending. Public administration, defence and other services, largely Government Spending rose 12.5% YoY in the quarter, a pace that will have to be sustained over the rest of the financial year to ensure steady economic growth.
In absolute terms, at constant (2011-2012) prices, GDP for Q2 of FY16-17 increased to INR29.63 lakh crore is-à-vis INR27.62 lakh crore during the same
quarter of FY15-16. GVA stood at INR27.33 lakh crore against INR25.52 lakh
crore in Q2 FY15-16. In current prices, GDP was calculated at INR36.43 lakh
crore compared with INR32.49 lakh crore in Q2 of FY15-16, showing a growth of
12.1%. On the other hand, GVA was estimated at INR33.42 lakh crore against
INR30.02 lakh crore last year, registering 11.3% growth.
Exhibit 1: GDP Growth Trend

Source: Bloomberg

Outlook
Going forward, rest of the year will see subdued growth due to demonetization
impact. Current quarter (Oct-Dec) GDP is expected to be the weakest in years.
GDP is expected to decline by 1.5-2 percentage points in Q3. According to Former chief statistician of India Pronab Sen, this is likely to reduce GDP growth by
one percentage point in FY2016-17”. Fitch Ratings has already lowered India’s
GDP growth forecast for this fiscal to 6.9% YoY from 7.4% YoY, saying there
will be “temporary disruptions” to economic activity post demonetization.
However, we think the demonetization move will act as a temporary setback to
growth. According to Chandrajit Banerjee, director general, Confederation of
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going forward as the
Government is takIndian Industry, a rebound in investment will be seen going forward as the Government is taking decisive measures to bring transparency in the system and is
committed to improve the investment cycle, which would ultimately take the
economy to (annual) double-digit growth trajectory in the long run. Moreover,
we think in the medium term, inflation will curb on account of lower money
supply as unaccounted money will be taken out of the system. This would make
the RBI more comfortable on managing inflation and increase the possibility of
rate cuts.

Agricultural Sector
Agricultural sector registered a healthy 3.3% YoY growth in the quarter ended
September 2016 on account of a good monsoon vis-à-vis a growth of 1.8% YoY
registered in Q1 of FY16-17. According to Department of Agriculture and Cooperation (DAC), production of food grains during the Kharif season of agriculture
year 16-17 was 8.9% YoY compared with a decline of 3.2% YoY during the same
period in 15-16. Around 51.0% of GVA of this sector is based on the livestock
products, forestry and fisheries, which registered a combined growth of around
3.6% YoY in Q2 of FY16-1
Exhibit 2: Agricultural Growth Trend
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Industry
Production of Manufacturing sector registered a growth of 7.1% YoY. In Q1 of
FY16-17, production increased by 9.1% YoY. Private corporate sector growth
(which has a share of over 70% in the Manufacturing sector) came in at 11.9%
YoY at current prices during Q2 of FY16-17. The growth in quasi - corporate and
unorganized segment (which includes individual proprietorships and partnerships and khadi & village Industries has a share of around 22% in the Manufac-
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turing sector) registered degrowth of 0.9% YoY against a growth of 4.7% YoY in
Q2 of FY15-16.
Other than that, production of Mining sectors registered degrowth of 1.5% YoY
against a decline of 0.4% YoY registered in Q1. Key indicators of Mining sector,
namely, production of coal, crude oil , natural gas and IIP mining registered
growth rates of -3.5% YoY, -3.35% YoY, -2.8% YoY and -2.7% YoY respectively
during Q2 of FY16-17. Growth in Construction sector came in at 3.5% YoY. Key
indicators of Construction sector, namely, production of cement and consumption of finished steel registered growth rates of 3.3% YoY and 4.8% YoY respectively during Q2 of FY16-17. Electricity sector grew 3.5% YoY.
Exhibit 3: Industry Growth Trends
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Services
In Services sector, growth rate of Trade, Hotels, Transport and Communication
came in at 7.1% YoY compared with 8.1% YoY in Q1 of FY16-17. Key indicator,
sales tax collection grew by 13.1% YoY during Q2. Among the other services
sectors, the key indicators of railways, namely, the net tonne kilometres and passenger kilometres have shown degrowth rate of 8.1% YoY and 0.4% YoY respectively during Q2 of 2016-17. In case of other Transport sectors, passengers handled by the civil aviation, cargo handled by the civil aviation and cargo handled
at major ports registered growth rates of 21.1% YoY, 8.1% YoY and 4.1% YoY,
respectively, during Q2 of FY16-17.
Financing, Insurance, Real Estate and Business Services has shown a steady
growth in Q2. The sector grew by 8.2% YoY against 9.4% YoY in the previous
quarter. Key indicators of real estate and professional services are the quarterly
growth of corporate sector for real estate sector and computer related activities at
current prices are -2.0% YoY and 7.8% YoY, respectively, during Q2 of FY16-17.
The other indicators of this sector, viz., aggregate bank deposits and bank credits

have shown growth rates of 11.3% YoY and 10.4% YoY, respectively as on September 2016 against growth of 10.6% YoY and 9.1% YoY respectively as on September 2015.
Public administration, Defence and Other services grew by 12.5% YoY vis-à-vis a
growth of 12.3% YoY in Q1 of FY16-17. The key indicator of this sector namely,
Union Government expenditure, net of interest payments and subsidies, grew by
20.8%YoY during Q2 compared with 1.1% YoY last year.
Exhibit 4: Industry Growth Trends

Source: Bloomberg

E xhibit 6 : P ercenta ge Trend in GVA Gro wth
P artic ula r

FY1 6 -1 7

FY1 6 -1 7

FY1 5 -1 6

Q2

Q1

Q4

GVA

7 .1

7 .3

7 .4

Agriculture

3.3

1.8

2.3

M ining

-1.5

-0.4

8.6

M anufacturing

7.1

9.1

9.3

Electricity

3.5

9.4

9.3

Construction

3.5

1.5

4.5

Trade,Hotels,Transport and Communication

7.1

8.1

9.9

Financing,Ins,Real Est and Bus Services

8.2

9.4

9.1

12.5

12.3

6.4

Public Admin./Defence
Source: Bloomberg

GDP Growth by Expenditure
On the expenditure side, Government Final Consumption Expenditure (GFCE)
grew rapidly at 15.2% YoY against 18.8% YoY registered in Q1 of FY16-17. Private Final Consumption Expenditure (PFCE) growth came in at 7.6% YoY on
account of higher salaries due to the Pay Commission implementation from Sep-

tember and an early festival season. However, Investment demand contracted for
a third quarter in a row. Gross Fixed Capital Formation (GFCF) (Fixed Investment) registered degrowth of 5.6% YoY in Q2 against negative gowth of 3.1%
YoY in previous quarter.
Exhibit 6: PFCE, GFCE & Investment Growth Trend

Source: Bloomberg

Exhibit 7: Percentage Trend in GDP Growth by Expenditure
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