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India 

April PMI signals improving demand as economy recovers from twin shocks 

 India continues to recover from recent twin shocks 

(demonetisation and the Goods and Services Tax) 

 Manufacturing continues to outperform the service 

sector  

 Recent easing of inflationary pressures at risk as 

crude oil prices rise 

India’s economic performance accelerated to the 

strongest in three months at the start of the second 

quarter, suggesting the economy is recovering from 

the recent twin structural shocks of demonetisation and 

the Goods and Services Tax (GST).   

Recent growth rates have been modest because 

private consumption remained weaker than seen pre-

demonetisation. The recent data suggest that private 

consumption will continue to recover, and the rate of 

that recovery will play an instrumental role in 

determining the pace of economic growth. 

The transition from recent disruptions is evident in the 

Nikkei PMI data, compiled by IHS Markit, which 

provides a gauge of economic conditions. The Nikkei 

Composite Output PMI Index hit 51.9 in April, its 

highest since January, suggesting growth has 

reaccelerated after a soft patch. Companies have 

reported improvements in underlying domestic demand 

as the country adjusts to recent structural shocks. 

The upturn in growth momentum helps corroborate 

recent upbeat views on the economy. The IMF 

estimates that India is projected to be the fastest 

growing major economy this year. IHS Markit forecasts 

real GDP growth of 7.3% in 2018, supported by a 

recovery in investment and consumer spending.  

This more positive narrative follows encouraging news 

of GDP growth perking up to 7.2% for the October-

December quarter, and the RBI reporting in April that 

bank credit growth reached its highest since July 2014. 

India PMI and real GDP compared 

 

PMI remains below historical average 

Investment has also started to recover, partially driven 

by the improvement in bank credit, which rose at an 

annual rate of 12.6% in the fortnight ended April 27
th
. 

In contrast, consumer spending looks subdued by 

comparison, acting as a significant drag on the 

economy. December 2017 saw 5.6% annual consumer 

spending growth as customers experienced the 

lingering effects of the cash ban. This picture is likely 

to have persisted into the first quarter, during which the 

Nikkei Composite Output PMI Index remained weaker 

than the pre-demonetisation average.  
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PMI commentary 
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Looking ahead, the pace at which private consumption 

recovers will play a key role in determining the strength 

of output growth.  

Further insight can be obtained by examining the 

sector fundamentals. 

Sector breakdown – imbalanced recovery 

The manufacturing PMI data highlighted a healthy 

recovery from the implementation of the Goods and 

Services Tax as it experienced solid and uninterrupted 

growth in the nine months up to April.  

By comparison, the service sector remained a laggard, 

reporting only a modest expansion in activity. PMI data, 

therefore, hint that growth in the service economy, 

which is the largest contributor to real GDP, will require 

an accelerated rebound to be equivalent to pre-

demonetisation levels.  

The survey data also show that manufacturing 

companies are relatively more confident than the 

service sector counterparts towards future business 

prospects in the year ahead.  

PMI Output Index for manufacturing and services 

 

Formal employment measured by PMI 

It is promising to see that government efforts to 

formalise the economy translated into the best round of 

job creation since March 2011 across the service 

sector, as recorded by the PMI data. Moreover, as the 

economy continues to overcome the short-term 

slowdown as a result of recent policy and structural 

changes, it will be encouraging for investors to see the 

benefits of this reform materialising and driving growth 

in the long-run. 

 

Key threats to India’s positive outlook 

PMI data meanwhile also signalled inflationary 

pressures moderating further in April, with input cost 

and output charge inflation running at the lowest since 

September 2017 and June 2017 respectively. A 

reversal of this trend is to be expected as oil prices 

continue on an upward trajectory. Downward pressure 

on the Indian rupee will also potentially lead to higher 

imported inflation costs.   

Government finances and real GDP are also some of 

the key economic components that are threatened by 

higher crude oil prices.  

Other risks to India include the US fed tightening 

programme, and the banking crisis, particularly the 

uncertainty surrounding the extent to which banking 

fraud is prevalent.  

It will be interesting to see how India’s recent strong 

performance and resilience is tested as it faces these 

headwinds going forward. Therefore, we will need to 

closely monitor key PMI indicators, which will provide a 

clear signal of the underlying economic trends over the 

coming months.  
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