3 February 2021

MoTILAL OSWAL EC@SC@PE

The Economy Observer

Economic recovery loses sheen in Dec’20...
...expect real GDP change between -1% and +1% YoY seen in 3QFY21

m  Our in-house Economic Activity Index (EAI) for India’s real gross value added (GVA; called EAI-GVA) posted
slower growth of 3.9% YoY in Dec’20, v/s 5.1%/6.3% YoY growth in Nov’20/0ct’20. Consequently, EAI-GVA
grew 5.1% YoY in 3QFY21 after two consecutive declines of 17.6% and 2.1% YoY in 1QFY21 and 2QFY21,
respectively. Slower growth in Dec’20 was due to moderation in the Services and Farm sectors, while
industrial activity appears to have performed relatively better.

m The EAI-GDP index (our in-house measure for official GDP) declined at the slowest pace in 10 months — by
3.8% YoY in Dec’20 v/s a 5.8% YoY contraction in Nov — implying EAI-GDP decline of 6% YoY in 3QFY21 (v/s
decline of 11.5% YoY in 2QFY21). Excluding fiscal spending, which grew 29.2% YoY in Dec’20, EAI-GDP
declined 5% YoY during the month, marking its slowest fall in 10 months. Following a 10-month long streak
of contractions, investments grew a marginal 0.5% YoY in Dec’20, led by strong government capex and cargo
traffic. lIP for capital goods is also expected to have grown 13.1% YoY in Dec’20.

m  Overall, economic recovery was much better during Oct-Nov’20 v/s Dec’20. This may be due to the tapering
of pent-up festive demand from previous months. Accordingly, we believe real GDP growth could be
between -1% and +1% YoY in 3QFY21, before higher growth is seen in 4QFY21. Additionally, early indicators
such as power generation growth and PMI indices show marginally better growth for Jan’21. In any case,
now that the mass rollout of COVID-19 vaccines is imminent, it is only a matter of time before we witness
the complete normalization of economic activity.

Preliminary estimates m  EAI-GVA grew 3.9% YoY in Dec’20: Preliminary estimates reveal India’s EAI
reveal India’s EAI for GVA posted slower growth of 3.9% YoY in Dec’20 v/s 5.1% YoY and 6.3% YoY growth
posted slower growth of in Nov'20 and Oct’20, respectively (Exhibit 1). Consequently, EAI-GVA is
3.9% YoV in Dec’20 v/s 5'1% expected to rebound further — with growth of 5.1% YoY in 3QFY21 after two
YoY and 6.3% YoY growth in . . .
Nov'20 and Oct’20, consecutive declines of 17.6% and 2.1% YoY in 1QFY21 and 2QFY21,
respectively. respectively. Slower growth in Dec’20 was due to moderation in the Services
and Farm sectors, while industrial activity appears to have performed relatively
better (Exhibit 2).
m EAI-GDP, however, continued to decline: The EAI-GDP declined at the slowest
pace in 10 months by 3.8% YoY in Dec’20 v/s a contraction of 5.8% YoY in Nov'20
(Exhibits 3, 4). This implies EAI-GDP declined much slower at 6% YoY in 3QFY21
v/s decline of 11.5% YoY in 2QFY21. Excluding fiscal spending, however, EAI-GDP
declined 5% YoY in Dec’20 (the slowest decline in 10 months) v/s 7.5% YoY in
Nov’20.
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Exhibit 1: India’s EAI-GVA grew only 3.9% YoY in Dec’20...

Exhibit 2: ...on slower growth in Services and Farm sectors
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Exhibit 3: EAI-GDP declined at slowest pace in 10 months...

Exhibit 4: ...due to first growth in investment in 11 months
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Following a 10-month long
streak of contractions,
investments grew by a

marginal 0.5% YoY in Dec’20
v/s decline of 5.6% YoY in
Nov’20.

Source: Various national sources, CEIC, MOFSL

Fiscal spending held up overall growth in Dec’20...: According to our estimates,
total consumption spending (personal and government) declined 3.7% YoY in
Dec’20 v/s decline of 6.6% YoY in Nov’'20 (Exhibit 5). Notably, since growth in
fiscal spending was slower at 29.2% YoY in Dec’20 (v/s 47% YoY in Nov’20),
personal consumption expenditure declined 5.5% during the month. While auto
sales growth moderated, that of petrol sales increased sharply in Dec’20 (Exhibit
13).

...and investments grew for the first time in 11 months: Following a 10-month
long streak of contractions, investments grew by a marginal 0.5% YoY in Dec’20
vis-a-vis decline of 5.6% YoY in Nov’20 (Exhibit 6). Investment growth in Dec’20
was largely led by strong fiscal capex and improved cargo traffic growth. We
have also estimated high growth of 13.1% YoY in IIP for capital goods in Dec’20.
However, decline in cement production and industrial credit growth is
concerning (Exhibit 14). As for the external sector, real imports grew faster at
9.8% YoY v/s 2.3% YoY growth in exports in Dec’20.

Weak Services sector drove EAI-GVA in Dec’20: Details of EAI-GVA suggest that
while growth in the Farm sector eased to 6.2% YoY in Dec’20 (from 7.3% YoY in
Nov’20), industrial activity grew faster at 2% YoY (against 0.5% YoY growth in
Nov’20) (Exhibit 7). The major drag came from the Services sector, which
expanded just 4.9% YoY in Dec’20 — after reporting strong growth of 7.5% YoY in
Nov’20 (Exhibit 8). While Financial Services did fairly, slower growth in total auto
sales and core fiscal spending largely led to deceleration in overall services
(Exhibits 15, 16).
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m  Expect real GDP change between -1% and +1% YoY in 3QFY21: Overall, as we
had pointed out earlier, economic recovery was much better than expected
+1% YoY in 3QFY21, before over Aug—Sep’20 and peaked in Oct’20. Conversely, economic activity growth
higher growth is seen in weakened over Nov—Dec’20. This may be due to the tapering of pent-up festive
4Qry21 demand from the previous months. Although there is no one-on-one correlation
between our EAls and the official GDP/GVA due to underlying differences, our
composite indices move in sync with the official real GDP (ex-discrepancies) and
real GVA estimates (Exhibits 9, 10). Accordingly, we believe real GDP growth
could be between -1% and +1% YoY in 3QFY21, before higher growth is seen in
4QFY21. Additionally, early indicators such as power generation growth and PMI
indices show marginally better growth for Jan’21 (Exhibits 9, 10). In any case,
now that the mass rollout of COVID-19 vaccines is imminent, it is only a matter
of time before we witness the complete normalization of economic activity.

We believe real GDP growth
could be between -1% and

Exhibit 5: Consumption declined at slowest pace in 10 Exhibit 6: ...while investments posted marginal growth of

months... 0.5% YoY in Dec’20 after 10 months of decline
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Exhibit 7: Industrial activity grew 2% YoY in Dec’20... Exhibit 8: ...and Services sector moderated during the month
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Exhibit 9: Power generation grew marginally (% YoY)... Exhibit 10: ...and PMI* indices appear stronger for Jan’21
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*Purchasing Managers’ Index
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Exhibit 11: EAI-GVA moves in line with official real GVA... Exhibit 12: ...and is linked to official real GDP* growth
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Exhibit 13: Key leading indicators for consumption
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Exhibit 14: Key leading indicators for investment on monthly/quarterly basis
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Exhibit 15: Key indicators used in the creation of EAI-GVA on a monthly basis
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Exhibit 16: Key indicators used in the creation of EAI-GVA on a quarterly basis
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