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▪ India’s economic recovery gathered pace in Q4 FY21, registering real 

Gross Domestic Product (GDP) growth of 1.6% YoY, better than our 

estimate of 0.9% YoY for the quarter and compared to 0.5% YoY in Q3. 

 

▪ Economic recovery was broad-based in Q4; however, the reliance on 

government spending increased. Real GDP excluding government 

spending contracted by 1.1% YoY compared to an expansion by 0.6% YoY 

in the previous quarter. 

 

▪ Real Gross Value Add (GVA) grew by a solid 3.7% YoY in Q4 FY21 

compared to 1% YoY expansion in Q3. A rise in subsidy outlays led to a 

widening gap between GVA and GDP numbers in Q4 and FY21. 

 

▪ Economic recovery was broad-based from the supply side as well, driven 

by the manufacturing and construction sectors while the agriculture sector 

maintained a good pace of growth. Contact intensive services remain the 

worst affected. 

 

▪ For FY21, the real GDP print for FY21 came at -7.3% YoY, close to our 

projection of -7.5% YoY. This is the second yearly economic contraction 

since FY1980 and the severest at least since FY1952.  

 

▪ However, implicit in the annual contraction numbers is the underlying 

economic recovery that came to light H2 FY21 onwards. Compared to a 

contraction of 15.9% in H1 FY21, the real GDP grew by 1.1% YoY in H2 

FY21, buoyed by normalization of economic activity, pent-up demand, and 

policy support.  

 

▪ The second COVID wave is expected to weigh on economic recovery in 

Q1 FY22. However, the prospects of a quick rebound are strengthening 

with a continued downward trend in daily COVID cases and expected pick-

up in vaccination pace. 

 

▪ We expect economic growth to be around 9.9% YoY in FY22, after 

incorporating the likely impact of the second COVID wave on sequential 

recovery in Q1, followed by a resumption of recovery in the subsequent 

quarters.  
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Indian economy grows for the second consecutive 

quarter  

The Indian economy expanded by 1.6% in Q4 FY21, (better 

than our projection of +0.9% YoY) and offered a positive 

surprise to the Central Statistics Office’s (CSO) second 

advance estimate (-1.1% YoY in Q4 FY21) – driven primarily 

by government spending and investment demand. This 

marked the second consecutive quarter of growth, outlining 

the steady recovery that began from H2 FY21.  

 

Economic recovery was broad-based in Q4, however, the 

reliance on government spending increased. Private 

consumption - the primary driver of the Indian economy 

(with ~59% share in nominal GDP), returned to the growth 

path with a 2.7% YoY rise in Q4 FY21 after three 

consecutive quarters of contraction.  However, the pace of 

expansion was slower than expected. This probably reflects 

the early impact of the second COVID wave as was evident 

in the deteriorating labour market conditions in March 2021. 

Meanwhile, investment demand - gross fixed capital 

formation (GFCF) noted a double-digit growth of 10.9% YoY 

in Q4 FY21. Although better momentum was captured in the 

IIP investment index (weighted average of IIP construction 

and capital goods), which increased by 7.7% YoY in Q4 

FY21, the actual release positively surpassed our 

expectations. This resonates well with the infrastructure and 

manufacturing push undertaken by the government and 

also aligns with the positive surprise on construction activity 

as noted in GVA. 

 

India GDP estimates at constant prices 

 
Source: MOSPI 

 

Government consumption expenditure also noted a robust 

increase of 28.3% YoY in the fourth quarter, driving overall 

economic growth. Real GDP excluding government 

spending contracted by 1.1% YoY compared to an 

expansion by 0.6% YoY in the previous quarter. This did not 

come as a surprise as the ramp-up in government 

expenditure was broadly on expected lines from the revised 

budget estimates. Central government expenditure 

increased by 113% YoY in Q4 FY21 (revenue and capital 

expenditure increased by 125% YoY and 42.6% YoY 

respectively), which is likely to have been partly offset by 

relatively slower expenditure growth of state governments. 

Meanwhile, net exports shaved off ~1% from the Q4 FY21 

growth number as imports noted a much robust increase 

(12.3% YoY) in Q4 FY21 compared to exports (8.8% YoY). 

 

On an annual basis, the provisional estimates for real GDP 

noted a contraction of 7.3% YoY in FY21, closer to our 

estimate of -7.5% YoY. This is better than the contraction of 

8% YoY according to the CSO’s second advance estimate 

released in February’21. Economic contraction in FY21 is 

the second yearly economic contraction since FY1980 and 

the severest, at least since FY1952. Embedded in the 

annual numbers were the effects of the nationwide 

lockdown and the complete standstill in economic activity 

during Q1 FY21 that extended to subsequent quarters and 

impaired domestic activity. As a result, private consumption 

demand contracted by 9.1% YoY - its first-ever contraction 

in over four decades. The disruption to consumption 

demand was more pronounced in urban demand compared 

to rural demand that remained resilient due to a less severe 

impact from the virus and strong government support. This 

was evident in the disparity between consumer durables 

(proxy for urban demand) and consumer non-durables 

(proxy for rural demand) that contracted by 15.2% YoY and 

2.3% YoY respectively in FY21. Investment demand also 

contracted by 10.8% YoY as business confidence waned 

and the uncertainty around the pandemic put a halt to 

investment activity. Meanwhile, government consumption 

expenditure offered support as it noted a growth of 2.9% 

YoY. Net exports also offered a cushion with imports 

declining more sharply than exports and contributed 

positively to annual GDP by 2.2 percentage points. 

 

Government spending and external demand offer 

support to the economy in FY21 

 

Source: MOSPI 

Implicit in the annual contraction numbers is the underlying 

economic recovery that came to light H2 FY21 onwards. 

%YoY  (constant prices) FY 2019 FY 2020 FY 2021 Q1-FY21 Q2-FY21 Q3-FY21 Q4-FY21

Private Consumption 7.6            5.5            -9.1          -26.2 -11.2 -2.8 2.7

Government Consumption 6.3            7.9            2.9            12.7 -23.5 -1.0 28.3

Gross Capital Formation 9.7            2.3            -10.1        -47.7 -8.0 3.0 13.8

Gross Fixed Capital Formation 9.9            5.4            -10.8        -46.6 -8.6 2.6 10.9

Exports 12.3          -3.3          -4.7          -21.8 -2.0 -3.5 8.8

Less Imports 8.6            -0.8          -13.6        -40.9 -17.9 -5.0 12.3

Real GDP 6.5            4.0            -7.3          -24.4 -7.4 0.5 1.6

Real GDP excluding govt exp 6.6            3.6            -8.5          -29.0 -5.2 0.6 -1.1
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Compared to a contraction of 15.9% in H1 FY21, the real 

GDP grew by 1.1% YoY, confirming a sustained economic 

recovery buoyed by normalization of economic activity, 

pent-up demand, and government and RBI support.  

 

Manufacturing and construction sectors led to real GVA 

growth acceleration in Q4 

Real Gross Value Add (GVA) grew by a solid 3.7% YoY in 

Q4 FY21 compared to 1% YoY expansion in Q3. Economic 

recovery was broad-based, led by the industry while the 

agriculture sector maintained a good pace of growth and the 

services sector posted a relatively smaller contraction 

compared to the previous quarter. The agriculture sector 

grew by 3.1% YoY despite an unfavourable base (given 

6.8% YoY growth in Q4 FY20). For FY21, the sector 

emerged as the bright star, being the only major sector 

posting expansion in all four quarters of FY21 and managing 

a robust 3.6% YoY growth in FY21. Favourable monsoon 

conditions, for a third consecutive year in FY21, government 

policy measures and relatively lower impact of lockdowns 

on agriculture and allied activities supported this remarkable 

performance. Given the projected normal monsoon in the 

current year, the sector is expected to continue to grow at a 

healthy pace, though it could be partly disrupted by the 

spread of the second COVID wave to rural areas. 

 

India GVA estimates at constant prices 

 
Source: MOSPI; Note – Core GVA is GVA excluding agriculture, 

forestry & fishing and public administration, defence, and other 

services 

 

Industry led the real GVA momentum in the final quarter of 

the last year, with 7.9% YoY expansion accelerating from 

2.9% YoY in the previous quarter. This acceleration was 

driven by the manufacturing and construction sectors.  

Manufacturing sector growth jumped from 1.7% YoY in Q3 

to a strong 6.9% YoY in Q4.  This is broadly in line with a 

sharp pick-up in IIP-Manufacturing output to 5.8% YoY in 

Q4, up from 1.7% in Q3, and strong quarterly financials 

reported by listed manufacturing companies. The sector, 

however, contracted for the second consecutive year in 

FY21, by 7.2% YoY (v/s -2.4% in FY20), due to a steep fall 

in the first half of the fiscal year. With state governments 

providing lockdown exemptions to manufacturing activities 

during the second wave, the impact on the sector's activity 

is likely to be relatively less in FY22 than last year. 

 

Within industrial activities, the construction sector also 

showed a jump in growth from 6.5% YoY in Q3 to a double-

digit rise to 14.5% YoY in Q4. It was boosted by spending 

on physical infrastructure expansion as reflected in new 

records being created (13,000 kilometers in 2020-21) in the 

construction of national highways. In FY21, the sector still 

saw a steep 8.6% YoY contraction, reflecting a slump in 

activity in the first half of the year. Meanwhile, electricity and 

other utility services maintained an upward trend, with a 

9.1% YoY rise in Q4 after registering a 7.3% YoY growth in 

Q3. This helped the sector post growth in FY21 at a level 

closer to FY20.  In comparison, the mining sector remained 

the sore thumb within the industrial sector, with a wider 

contraction in the final quarter compared to the previous 

one, leading to a steep 8.5% YoY fall in the full year. The 

sector has been facing supply bottlenecks and logistical 

issues, which are unlikely to be resolved in the near term.  

 

Meanwhile, the services sector managed to come out of 

three consecutive quarters of contraction and posted an 

expansion by 1.5% YoY in Q4. The sector remains 

hamstrung by laggard recovery of contact intensive 

industries such as trade, hotel, transport, and 

communication, etc., which remained in the contraction 

zone, even though it narrowed compared to the previous 

quarter. Among all major sub-heads, this segment 

registered the worst contraction last year. With the second 

wave striking in Q1 FY22, these contact intensive services 

are likely to remain a drag on overall economic growth, and 

their recovery is expected to be delayed to the second half 

of FY22 when the vaccination pace is likely to pick up. 

Among other major services sub-heads, public 

administration and other services came out of three 

consecutive quarters of contraction to post a 2.3% YoY 

growth in Q4. A sharp rise in central government spending 

in the final quarter has possibly offset the likely weak 

performance of other services activities within this segment. 

Financial services, on the other hand, maintained above 5% 

growth pace, though it slowed slightly from the previous 

quarter.  Overall real GVA contracted by 6.2% YoY last year 

compared to an already low growth pace of 4.1% in FY20. 

In nominal terms, the contraction was less steep, with a 

relatively moderate fall of 3% in real GVA versus the 

expansion of 7.6% in FY20.  

 

%YoY   (constant prices) FY 2019 FY 2020 FY 2021 Q1-FY21 Q2-FY21 Q3-FY21 Q4-FY21

Agriculture, forestry & fishing 2.6            4.3            3.6            3.5            3.0            4.5            3.1            

Industry 5.3            -1.2           -8.2           -35.8        -3.0           2.9            7.9            

     Mining & quarrying 0.3            -2.5           -8.5           -17.2        -6.5           -4.4           -5.7           

     Manufacturing 5.3            -2.4           -7.2           -36.0        -1.5           1.7            6.9            

     Electricity and other utility services 8.0            2.1            1.9            -9.9           2.3            7.3            9.1            

     Construction 6.3            1.0            -8.6           -49.5        -7.2           6.5            14.5          

Services 7.2            7.2            -8.1           -21.5        -11.4        -1.2           1.5            

     Trade, hotels, transport, communication etc 7.1            6.4            -18.2        -48.1        -16.1        -7.9           -2.3           

     Financial, real estate & professional services 7.2            7.3            -1.5           -5.0           -9.1           6.7            5.4            

     Public administration, defence and other services 7.4            8.3            -4.6           -10.2        -9.2           -2.2           2.3            

Gross Value Added (at basic price) 5.9            4.1            -6.2           -22.4        -7.3           1.0            3.7            

Core GVA 6.3            3.4            -8.8           -29.1        -8.6           0.7            2.9            
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In terms of the outlook for FY22, we expect the second 

COVID wave to weigh on the recovery of contact intensive 

services and delay their recovery to the second half of FY22. 

However, construction, manufacturing, electricity, and 

public administration activities should show resilience and 

are expected to resume recovery relatively quickly, 

assuming the ongoing downward trend in COVID cases 

continues and the pace of vaccination picks up in the 

coming weeks, allowing states to gradually lift relaxations. 

According to the Ministry of Health, ~12 crore vaccine doses 

will be made available in June 2021, which is over 50% 

higher than the capacity available in May 2021 and could 

support around 4 million vaccine doses per day. This should 

help with lockdown relaxations and economic activity 

normalization. We expect economic growth to be around 

9.9% YoY in FY22, after incorporating the likely impact of 

the second COVID wave on sequential recovery in Q1, 

followed by a resumption of recovery in the subsequent 

quarters.  
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DISCLAIMER 

This research report/material (the “Report”) is for the personal information of the authorised recipient(s) and is not 

for public distribution and should not be reproduced or redistributed to any other person or in any form without 

DMI’s prior permission. 

In the preparation of this Report, DMI has used information that is publicly available as well as data gathered from 

third party sources. Information gathered and material used in this Report is believed to have been obtained from 

reliable sources. DMI, however makes no warranty, representation or undertaking, whether expressed or implied, 

that such information is accurate, complete or up to date or current as of the date of reading of the Report, nor 

does it assume any legal liability, whether direct or indirect or responsibility for the accuracy, completeness, 

currency or usefulness of any information in this Report. Additionally, no third party will assume any direct or 

indirect liability. It is the responsibility of the user or recipient of this Report to make its/his/her own decisions or 

enquiries about the accuracy, currency, reliability and correctness of information found in this Report. 

 

Any statement expressed as recommendation in this Report is general in nature and should be construed strictly 

as current opinion of DMI as of the date of the Report and may be subject to change from time to time without prior 

intimation or notice. The readers of this Report should carefully read, understand and investigate or enquire (either 

with or without professional advisors) into the risks arising out of or attached to taking any decisions based on the 

information or opinions contained in this Report. DMI or its officers, directors, personnel and employees, including 

persons involved in the preparation or issuance of this Report may have potential conflict of interest with respect 

to any recommendation and related information and opinions. 

 

Neither DMI nor any of its officers, directors, personnel and employees shall be liable for any loss, claim, damage 

of whatsoever any nature, including but not limited to, direct, indirect, punitive, special, exemplary, consequential, 

as also any loss of profit in any way arising from the use of this Report or the information therein or reliance of 

opinions contained in this Report, in any manner. 

 

No part of this Report may be duplicated or copied in whole or in part in any form and or redistributed without the 

prior written consent of DMI. Any reproduction, adaptation, distribution or dissemination of the information available 

in this Report for commercial purpose or use is strictly prohibited unless prior written authorization is obtained from 

DMI. The Report has been prepared in India and the Report shall be subject only to Indian laws. Any foreign 

reader(s) or foreign recipient(s) of this Report are requested to kindly take note of this fact. Any disputes relating 

to the Report shall be subject to jurisdiction of Republic of India only.  


