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India Growth: Speed Bumps Ahead

India's Underlying* GDP: Admittedly, @3 GDP constitues underlying re-
acceleration despite headline moderation (from 13.5% in Q2, which was

12 4 exaggerated by "delta wave" base effects). But gathering global headwinds, - 12
waning pent-up demand & lingering inflation Challenge the Outlook
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(4) {*Using 3Y Annualized growth rates to look through multiple COVID - (4)
waves in 2020 and 2021 (mostly in Q2) reveals underlying Q3 GDP

(6) { re-accelerated from Q2 (13.5%) , which was exaggerated by "delta - (B)
wave" base effects. Nonetheless, lingering inflation risks, fading

(8) { pent-up demand boost and gathering global headwinds warn of L (8)
compromised recovery momentum rather than unfettered resilience.
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India's GDP Growth; % YoY % of GDP
GDP Pte Consumption | Govt Spending Investments Net Exports

Q1 2020 28 1.7 7.5 -04 -26

Q2 2020 -23.8 237 13.6 45 3 02

Q3 2020 6.6 8.3 229 45 09

Q4 2020 0.7 0.6 0.3 0.6 S

Q1 2021 2.5 6.5 290 101 -4.3

Q2 2021 201 144 48 62.5 30

Q3 2021 84 10.5 89 146 48

Q4 2021 54 74 30 21 6.0

Q12022 4.1 1.8 48 5.1 5.0

Q2 2022 135 259 1.3 201 8.1

Q3 2022 6.3 9.7 -4.4 104 86

Sources: Bloomberg, Mizuho Bank

Q3 GDP Consistent with Underlying Acceleration

To be sure, headline moderation in Q3 growth to 6.3% YoY was not in fact a slowdown (from 13.5%
YoY in Q2, which was exaggerated by “delta wave” soft base from Q2 2021). On the contrary, underlying
growth suggests an acceleration in sequential momentum once COVID base effects are filtered out.
Moreover, the details reveal that the underlying pick-up in investments is even more pronounced.

But Encouraging Data is No Reason for Euphoria
This is however a consolation about how far the recovery has come rather than unbridled cheer about
linear acceleration and robust rebound trajectory in growth. For one, underlying investment growth
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pace continues to lag the pre-COVID (3Y) average of 7.4%. And so, as encouraging as the details of data
are, with further evidence of recovery required, it is premature for euphoria.

Especially as Warning of Speed Bumps Ahead Emerge ...

In fact, a confluence of external headwinds and domestic drag factors in the offing warn of speed bumps
in coming quarters, inevitably dimming India’s growth outlook into 2023. For the record, we expect that
after hitting just shy of 7% for 2022, India 2023 (FY23-24) growth will slow to 5.3% (5.6%). And there
is a non-negligible risk of slipping to sub-5% if worse case geo-political and macro-stability outcomes
compound economic challenges, and consequent pain.

On Gathering Global Headwinds ...

The elephant in the room is the lagged drag on global aggregate demand from the Fed’s most aggressive
rate hike cycle in decades. Moreover, the Euro-zone and UK tipping into a recession, while Japan’s
economy remaining subdued only reinforce the threat of global demand pullback. Despite India’s relative
domestic demand buffer, it is not fully insulated. Crucially, the danger is that higher rates and capital market
volatility may dampen investments; key to growth multipliers.

Lingering Inflation Drag ...

What’s more, even the relative domestic demand buffer in theory is compromised by the onslaught of
price shocks across food and energy; pervading supply channels. Point being, lingering inflation shocks
could setback consumption more than anticipated.

Waning Pent-Up Demand ...

And this may become more evident as the pent-up demand post-COVID begins to fade/normalize at the
margin. The wane in pent up demand may be hastened by price shocks that the economy has had to
endure; especially as fiscal buffer is whittled down by twin deficit concerns.

& Further RBI Tightening

Finally, despite emerging headwinds to growth, the more pressing price (and rupee) stability mandate
of the RBI, sets the stage for more rate hikes to come through. More so, in the context of an
uncompromisingly hawkish Fed. And if we are right about another cumulative 60bp if hikes by early-
2023, the conspiracy of external and domestic economic drag forces are set to impose binding speed
bumps before scope for less impeded economic recovery further out

Vishnu Varathan | Head, Economics & Strategy 2/3



Mizuho Bank, Ltd. | Flash — Economics & Strategy, Asia Ex-Japan

Important Information

This publication has been prepared by Mizuho Bank, Ltd. (“Mizuho”) and represents the views of the author. It has not been prepared by an
independent research department and it has not been prepared in accordance with legal requirements in any country or jurisdiction designed
to promote the independence of investment research and is not subject to any prohibition on dealing ahead of the dissemination of
investment research.

Disclaimer

Unless otherwise stated, all views or opinions herein are solely those of the author(s) as of the date of this publication and are not to be
relied upon as authoritative or taken in substitution for the exercise of judgement by any recipient, and are subject to change without notice.
This publication has been prepared by Mizuho solely from publicly available information. Information contained herein and the data
underlying it have been obtained from, or based upon, sources believed by us to be reliable, but no assurance can be given that the
information, data or any computations based thereon are accurate or complete. This publication provides general background information
only. It is information in summary form and does not purport to be complete. This publication has been prepared for information purposes
only and is not intended by Mizuho or its affiliates to constitute investment, legal, accounting, tax or other advice of any kind and all recipients
of this publication are advised to contact independent advisors in order to evaluate the publication, including, without limitation, the suitability
of any security, commodity, futures contract or instrument or related derivative (hereinafter, a “financial instrument”), product or strategy
herein described. This publication is not intended to be relied upon as advice to investors or potential investors and does not take into
account investment objectives, financial situation or needs of any particular investor. It is not intended for persons who are Retail Clients
within the meaning of the United Kingdom’s Financial Conduct Authority rules nor for persons who are restricted in accordance with US,
Japanese, Singapore or any other applicable securities laws.

This publication has been prepared for information purposes only and is not intended by Mizuho to market any financial instrument, product
or service or serve as a recommendation to take or refrain from taking any particular course of action or participate in any trading or other
strategy. This publication is not an offer to buy or sell or a solicitation of any offer to buy or sell any security or any of the assets, businesses
or undertakings described herein, or any other financial instrument, nor is it an offer to participate in any trading or other strategy, nor a
disclosure document under applicable laws, rules, regulations or guidelines. Nothing contained herein is in any way intended by Mizuho or its
affiliates to offer, solicit and/or market any financial instrument, product or service, or to act as any inducement to enter into any contract or
commitment whatsoever. Neither the author, Mizuho nor any affiliate accepts any liability whatsoever with respect to the use of this
publication or its contents or for any errors or omissions herein.

Mizuho and its affiliates, connected companies, employees or clients may take the other side of any order by you, enter into transactions
contrary to any recommendations contained herein or have positions or make markets or act as principal or agent in transactions in any
securities mentioned herein or derivative transactions relating thereto or perform or seek financial or advisory services for the issuers of
those securities or financial instruments.

All of the information contained in this publication is subject to further modification without prior notice and any and all opinions, forecasts,
projections or forward-looking statements contained herein shall not be relied upon as facts nor relied upon as any indication of future
results. Opinions stated in this publication are subject to change without notice. Future results may materially vary from such opinions,
forecasts, projections or forward-looking statements. The information contained in this publication may not be current due to, among other
things, changes in the financial markets or economic environment. Mizuho has no obligation to update any information contained in this
publication. Past performance is not indicative of future performance.

This is a strictly privileged and confidential publication. This publication contains information addressed only to a specific individual and is not
intended for distribution to, or use by, any person other than the named addressee or any person or entity in any jurisdiction or country where
such distribution or use would be contrary to law or regulation. Save with Mizuho'’s prior written consent, you may not disclose, divulge,
reproduce or furnish any information contained herein to any other party. Please notify the sender immediately if you have mistakenly
received this publication.

Singapore: Mizuho is licensed as a bank under the Banking Act (Chapter 19) of Singapore, and is regulated by the Monetary Authority of
Singapore.

Japan: Mizuho is authorised and regulated by the Financial Services Agency of Japan.
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by the Financial Conduct Authority and limited regulation by the Prudential Regulation Authority. Details about the extent of MHBK's regulation
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