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The Economy Observer

EAl — Monthly Dashboard: Economic activity weak in Jul’22
Expect 2QFY23 real GDP growth to be at 5-5.5% YoY

m Preliminary estimates indicate India’s EAl for GVA grew at a four-month low rate of 7.3% YoY in Jul’22 v/s 13.2%/10.2% YoY
in Jun’22/Jul’21, respectively. This was due to a four-month low growth in non-farm sector led by both industrial and
services activities. The farm sector, on the other hand, performed well in Jul’22 vis-a-vis Jun’22.

®  On the contrary, EAI-GDP contracted 2.8% YoY in Jul’22 — its first contraction in 17 months. This was owing to a negative
9.5pp contribution by net exports, as real imports grew ~“35% YoY during the month while real exports declined ~4% YoY.

m Total consumption posted a 13-month low growth of 3.7% YoY (v/s 8.3% YoY in Jun’22), because of a sharp decline in fiscal
spending and weak petrol sales. Excluding fiscal spending, private consumption rose 4.5% YoY in Jul’22. Investments grew
lower at 12.1% YoY in Jul’22 v/s 23% YoY in 1QFY23, led by weak power generation, construction activity and diesel sales.

® A monthly analysis of indicators for Aug’22 denotes a mixed bag. Some indicators such as currency in circulation, Vahaan
registrations and Google mobility have done well, while others like PMI manufacturing, toll collections, FX reserves and
power generation have decelerated in Aug’22.

m  Overall, our in-house estimates suggest that, the economic activity growth ebbed in Jul’22. Further, progress of economic
activity in Aug’22 also looks bleak. These estimates suggest that real GDP growth could be 5-5.5% in 2QFY23, lower than
market consensus of 6.3% but higher than RBI’s forecast of 4.1% YoY.

Preliminary estimates m  EAI-GVA grew at four-month low rate of 7.3% YoY in Jul’22...: Preliminary
indicate India’s EAl for GVA estimates indicate India’s EAI for GVA posted a four-month low growth rate of
posted a four-month low 7.3% YoY in Jul'22 as against 13.2%/10.2% YoY in Jun’22/Jul’21, respectively. The
growth rate of 7.3% YO_Y in weakness was because of a deceleration in industrial and services activities,
Jul’22 as against . . .
13.29%/10.2% YoY in which led to 7.9% YoY growth in non-farm EAI-GVA v/s 14.5%/10.7% YoY in
Jun’22/1ul’21, respectively Jun’22/Jul’21, respectively (Exhibits 1, 2).

m ..while EAI-GDP, contracted due to worsening external trade: EAI-GDP
declined for the first time in 17 months by 2.8% YoY in Jul’22 as against
+5.5%/7.8% YoY in Jun’22/Jul’21, respectively. This was owing to a negative
9.5pp contribution by net exports, as real imports grew ~35% YoY during the
month while real exports declined ~4% YoY. Additionally, both consumption and
investments also decelerated during the month (Exhibits 3, 4).

Exhibit 1: India’s EAI-GVA grew only 7.3% YoY in Jul’22... Exhibit 2: ...due to deceleration in all components
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Exhibit 3: EAI-GDP contracted for the first time in 17

months... Exhibit 4: ...led by adverse external trade in Jul’22
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Total consumption posted a
13-month low growth of
3.7% YoY, on account of a
sharp decline in fiscal
spending and weak petrol
sales

EAI-GVA details suggest
that while the farm sector
grew 2.2% YoY in Jul'22, the
non-farm sector weakened
to a four-month low of 7.9%
YoY in Jul’22

Contribution of various components to EAI-GDP
Source: Various national sources, CEIC, MOFSL

Consumption grew at a 13-month low rate in Jul’22...: Total consumption
posted a 13-month low growth of 3.7% YoY (v/s 8.3% YoY in Jun’22), because of
a sharp decline in fiscal spending and weak petrol sales. Excluding fiscal
spending, private consumption rose 4.5% YoY in Jul’22 (Exhibit 5). The weakness
in private consumption was due to a slowdown in auto and petrol sales as well
as weak expected IIP for non-consumer durable goods. Personal credit, on the
brighter side, spiked ~19% YoY in Jul’22 — at a 28-month high. Fiscal spending, in
contrast, contracted 13.8% YoY in Jul’22 — its first decline in seven months
(Exhibit 11 for the heat maps).

...but investment growth at a three-month low: According to our estimates,
investments grew only 12.1% YoY in Jul’22 as against 23.8%/20.8% YoY in
Jun’22/Jul’21, respectively (Exhibit 6). This was led by weakness in almost all
components — cargo traffic, electricity generation, auto sales, diesel sales and
weak expected IIP in capital goods. Government capex nearly doubled in Jul’'22
than a year ago (Exhibit 12 for the heat maps).

The farm sector grew faster but non-farm was a laggard: EAI-GVA details
suggest that while the farm sector grew 2.2% YoY in Jul’22 (v/s 0.9%/4.3% YoY in
Jun’22/Jul’21), the non-farm sector weakened to a four-month low growth of
7.9% YoY in Jul’22 v/s 14.5%/10.7% YoY in Jun’22/Jul’21, respectively (Exhibits 7,
8). The six-month weak growth in power generation and seven-month slow
growth in construction activity drove industrial activity, along with a slowdown
in manufacturing IIP during the month. Within services, real fiscal spending was
a serious laggard and real deposits, telecom services and AUM of MFs too
continued their downward trends. Auto sales, real services credit, freight traffic
and PMI services all ebbed in Jul’22 (Exhibits 13, 14 for the heat maps).
Economic activity bleak in Aug’22: A monthly analysis of indicators for Aug’22
denotes a mixed bag. Some indicators such as currency in circulation, Vahaan
registrations and Google mobility have done well, while some others like PMI
manufacturing, toll collections, FX reserves and power generation have
decelerated in Aug’22 (Exhibit 15 for the heat map).
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We believe that real GDP
growth could be ~4% in
2QFY23, lower than market
consensus of 6.3% but
similar to the RBI’s forecast
of 4.1% YoY.

m  We expect 2QFY23 real GDP growth at 5-5.5% YoY: Overall, our in-house
estimates suggest that, as expected, the economic activity growth slowed down
in Jul’22. Progress of economic activity in Aug’22 also looks bleak. Although
there is no one-to-one correlation between our EAls and the official GVA/GDP
growth due to underlying differences, our composite indices move in sync with

the official real GDP (ex-discrepancies) and real GVA estimates (Exhibits 9, 10).
These estimates suggest that real GDP growth could be 5-5.5% in 2QFY23, lower

than market consensus of 6.3% but higher than RBI’s forecast of 4.1% YoY.

Exhibit 5: Consumption was at 13-month low in Jul’22...

Exhibit 6: ...and investments at a three-month low level
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Exhibit 7: Industry activity at a four-month low in Jul’22...

Exhibit 8: ...and Services sector at a three-month low level
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Exhibit 9: EAI-GVA moves in line with the official real GVA...

Exhibit 10: ...and so does official real GDP* with EAI-GDP
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*Excluding discrepancies
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Exhibit 11: Key leading indicators for consumption
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Exhibit 12: Key leading indicators for investments
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Exhibit 13: Key indicators used in the creation of EAI-GVA on a monthly basis
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Exhibit 14: Monthly analysis of indicators in Jul’22 show slowdown in economic activity
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