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weak motor vehicle sales due to regulatory factors
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In India, the pace of economic expansion started to slow down in the first half of this year and
real GDP growth rate stood at +5.0% YoY in Apr-Jun, the lowest growth rate since Jan-Mar
2013. Private consumption recorded the lowest growth rate in around four and a half years,
government consumption decelerated and gross fixed capital formation (GFCF) remained low.

It looks as if such economic slowdown is synchronized with global economic slowdown,
however it is to be noted that exports, which should be linked to overseas economic trend,
have been increasing and therefore some factors inherent to India should actually be
contributing the slowdown. It is highly likely that a slowdown in private consumption is mainly
due to a substantial decline in motor vehicle sales which has been affected by sluggish
automobile sales finance and the new emission standard that is to be introduced in April 2020.
In fact, motor vehicle sales have been weak since the second half of last year (see chart 1).
Some point out that there are a few factors behind this; 1) a funding problem prevailed among
sales finance companies after individual non-banks went bankrupt, 2) there has been
restrained buying on the basis of speculation that old-model vehicles that are not compliant
with the new regulation will be banned from running in the future after the introduction of the
new emission standard had been decided (in October 2018), and 3) policy uncertainties ahead
of the elections (in April-May). A decline in motor vehicle sales accelerated recently when the
new models that are compliant with the new regulation were released (in June) which
prompted price increase.

Nevertheless, private consumption outlook is not necessarily gloomy. Firstly, on the monetary
side, the government announced a fresh capital infusion of INR700 billion into public sector
banks to encourage lending, and the central bank has been implementing monetary easing
measures (1.1ppt rate cut in total since February). Secondly, the government announced that it
would allow the old-model vehicles to run even after the new emission standard is introduced,
reiterating that the current car purchase will not suffer losses. Adding the potential of market
growth (low penetration rate) to these, it is unlikely that a concern over prolonged decline in
motor vehicle sales will become a reality, depending on the future environmental regulations.
Turning eyes to factors other than automobile, Industrial Production Index (IPI), for example,
shows that non-durable consumer goods such as clothing and food remained firm (see chart 2),
and it can be said that the trend of private consumption is reasonably solid.
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Chart 1: Motor Vehicle Sales in India
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Chart 2: Consumer Goods Production in India
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(Translated by Makiko Stokes)
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