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India GDP: Marathon effort ahead

India’s Q4FY21 GDP at 1.6% YoY was positive for the 2nd consecutive quarter, GVA grew
by 3.7% YoY. While manufacturing and construction activities led the spurt on the
production side, government’s consumption expenditure and net investments supported
growth from the expenditure side. Incorporating today’s print, FY21 real GDP and GVA
growth are respectively at -7.3% and -6.2%. While all indications pointed to a stable
recovery process before the 2nd wave struck, this is now likely to be pushed back to an
extent. For FY22 we expect real GDP growth at 8.5%, weaker than our previous estimate of
10.5%.

Q4FY21 GVA improvement primarily led by Industry segment: Q4 FY21 GVA
expanded by 3.7% YoY vs. 1.0% in Q3 FY21. Improvement was broad-based with positive
growth recorded in industry, agriculture and services sector. Industry GVA grew by 7.9%
YoY in Q4 from 2.9% in Q3, led by growth in value added components of construction (14.5%
YoY) followed by electricity (9.1% YoY) and manufacturing (6.9% YoY). However, mining
continued to contract (-5.7% YoY) for the eighth consecutive quarter. Agriculture expanded
at a slower pace of 3.1% in Q4FY21 vs. 4.5% in Q3FY21. Nevertheless, overall growth in
agriculture sector for FY21 is in line with a strong increase in food grain production (as per
the 2nd advance estimate) by 2.0% (303.3 mn tonnes in FY21 vs. 297.5 mn in FY20) over the
previous year.

After a hiatus of three quarters, services GVA grew by 1.5% YoY in Q4FY21 vs. -1.2% in
Q3FY21. Expectedly, services related to trade, hotels, transport and communication continued
to contract, albeit at a slower rate (-2.3% YoY). On the other hand, public admin and defence
spending (2.3% YoY) along with finance, real estate and professional services (5.4% YoY)
expanded. The expansion in public services was expected as Central Government revenue
expenditure ex. interest payments increased by a massive 193.1% in Q4FY21 from an
expansion of ~23.0% in Q3FY21.

Increase in government expenditure and net investment aid Q4 FY21 GDP
recovery: On the demand side, the improvement in Q4FY21 GDP growth to 1.6% YoY vs.
+0.5% growth in Q3FY21 was supported by government consumption and net investments.
Robust improvement in government expenditure (28.3% YoY) can be attributed to sharp
increase in capex spending by both central and state government during the quarter. Gross
fixed capital formation (GFCF) grew by a sharp 10.9% YoY in Q4 FY21 from 2.6% in Q3, with
its share in overall GDP increasing to 34.3%. Notably, build-up in inventories also continued
to increase for the third consecutive quarter with demand gradually inching towards pre-
COVID levels in the last quarter of FY21.

On the other hand, domestic private consumption expanded for the first time in FY21 by 2.7%
YoY in Q4FY21 from -2.8% in Q3FY21. However, its share in GDP dropped to 55.4% from
58.3%. Meanwhile, net trade remained a drag on overall growth recovery, declining by 3.5%
YoY in Q4FY21 vs. +1.5% in Q3FY21.

Growth recovery to be pushed back due to COVID 2rd wave: The implementation of
lockdown like restrictions due to the 2nd wave will likely create a break in the normalisation
process in the growth that had started as the economy was unlocked after the tapering off of
the 1st round of infections. The mobility and consumption indicators have already started
recording a sequential drop with state level lockdown restrictions through April and May.
Other high frequency indicators such as automobile sales and production, PMI
manufacturing and PMI services, E-way bills, power consumption etc. have also moderated
sequentially. While the recent decline in the number of daily COVID cases has been
encouraging, states are expected to remain cautious and likely to extend lockdown restrictions
until at least mid/end June, thereby further deferring consumption recovery.

Speedy vaccination of the population is probably the only way that might enable a bounce
back in consumer sentiments. We remain hopeful that starting June supplies will turn out to
be better with domestic production as well as imports of vaccines being ramped up. Overall,
we expect GDP growth in FY22 to be at 8.5% with risks balanced on either sides.
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Table 1: Quarterly details of GVA growth

Q1 FY20 | Q2 FY20 | Q3 FY20 | Q4 FY20 | Q1 FY21 | Q2 FY21 | Q3 FY21 | Q4 FY21
Agriculture 33 35 34 6.8 35 3.0 4.5 31
Industry 1.7 -1.8 -2.6 22 -35.8 -3.0 29 79
Mining -1.3 -5.2 -3.6 -0.9 -17.2 -6.5 -4.4 5.7
Manufacturing 0.6 -3.0 -2.9 -4.2 -36.0 -1.5 1.7 6.9
Electricity 6.9 1.7 -3.1 2.6 -9.9 23 7.3 9.1
Construction 3.7 1.0 -1.3 0.7 -49.5 -7.2 6.5 14.5
Services 72 8.2 7.0 6.4 -21.5 -11.4 -1.2 1.5
Trade, etc. 6.2 6.8 7.0 5.7 -48.1 -16.1 -7.9 2.3
Finance, etc. 8.8 8.9 55 4.9 5.0 91 6.7 54
Public Administration 5.6 8.8 8.9 9.6 -10.2 9.2 2.2 2.3
GVA 5.0 4.6 3.4 3.7 224 -7.3 1.0 3.7

Table 2: Quarterly details of GDP growth

D 0 % Yo
Q1 FY20 | Q2 FY20 | Q3 FY20 | Q4 FY20 ( Q1 FY21 | Q2 FY21 | Q3 FY21 | Q4 FY21
Private Consumption 7.6 6.5 6.4 2.0 -26.2 -11.2 -2.8 2.7
Government Consumption 1.8 9.6 8.9 12.1 12.7 -23.5 -1.0 28.3
Gross Fixed Capital Formation 13.3 3.9 24 25 -46.6 -8.6 2.6 10.9
Exports 3.0 -1.3 -5.4 -8.8 -21.8 -2.0 -3.5 8.8
(less) Imports 94 -1.7 -7.5 2.7 -40.9 -17.9 5.0 123
GDP 54 4.6 3.3 3.0 244 -74 0.5 1.6

Growth challenges for FY22

The economy was gradually on the mend after the lockdown related sharp de-growth of 24.4% in
Q1 FY21. Even as we expect the economy to grow at a 8.6% pace in FY22, it is likely to face some
critical challenges. Though the lockdown has been less restrictive in this round compared to the
last, the inadequate medical care facility and large medical care expenses are likely to have left
consumer scarred. Unemployment has again started climbing, more critically in the rural sector.
We think that immediate policy focus has to rivet around pushing consumption up through fiscal
measures to avoid sub-optimal growth for the future.

GDP growth had turned positive in Q3FY21 and has improved further to 1.6% in Q4FY21. However,
the economy has again witnessed a sudden and sharp rise in the COVID infections, that has led to
lock-down measures at various state levels. In the first round of infections, the central government
had implemented the lockdown and only activities that could be classified as essential were allowed
- even on the production side. Further, contact-intensive services were severely impacted with
recreation, restaurants, tourism and travel-related services having been totally suspended. In this 2nd
round of surge in infections, the Central Government has not imposed any blanket restriction but has
left various state governments and local authorities to decide. However, as it panned out, most of the
states across India imposed restrictions on the free movements of goods and services.

While the recent decline in the number of daily COVID cases has been encouraging (exhibit 1), states
have been cautious and some have now extended the lockdown-like restrictions until mid June. On
an annualized basis, most of the high frequency indicators are likely to look healthy on a low base
distortion from last year. However, the mobility and consumption indicators have already started
recording a sequential drop with state level lockdown restrictions getting entrenched and pervasive
during April-May. Google mobility indicators in April and May have contracted in the range of 30-
45% (exhibit 2). But, compared to the first COVID wave (where the contraction was around 50.0%)
mobility indicators are relatively better. In addition, other high frequency indicators such as
automobile sales and production, PMI manufacturing and services, E-way bills, power consumption
etc. have also moderated sequentially.
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Exhibit 1. India’s daily cases have moderated Exhibit 2: Lockdown stringency lower;
from the peak mobility contracts
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Worry is with consumption demand:

After the flattening of the first COVID curve and the relaxation of the lockdown, consumption
demand appeared to have come back quite strongly. After a contraction of 26.2% and 11.2%
respectively in Q1 and Q2 of FY21, the contraction in Q3FY21 was at only 2.8% and this turned
positive in Q4FY22 at 2.7%. We had argued that this was enabled by the coming forth of the pent-up
demand as also the traditional festive demand. This was also backed by a reduction in the repo rate
from the RBI and the surplus liquidity conditions. The question we ask - will this be a possibility
after the ebbing of the 2nd wave and opening up of most of the restrictions? We highlight here some
critical risks for a repeat of the pent-up demand in FY22.

v" The spread of the virus into the rural areas has been much more pervasive during the 2nd
wave compared to the first wave (exhibit 3). This has led to an increase in an increase in
unemployment in the rural areas. More worrying is the fact that job losses in the rural
salaried segment has been more compared to the urban salaried job loss (exhibit 4). While
some of this labour may be absorbed under the MNREGA programme, the amount
earned by such entities are likely to be however lower, implying a hit to consumption.

Exhibit 3: Production activity picks-up as Exhibit 4: Job losses by rural salaried has
restrictions been high
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Source: covidl9india.org, YES BANK Limited Source: CEIC, YES BANK Limited
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v Urban unemployment has also increased in the 2nd phase of the lockdown (exhibit 5).
More importantly, on the ground reality possibly indicates that certain familes might have
had to endure a sharp increase in healthcare expenses during the 2nd round of COVID
infections. This is likely to reduce the capacity of discretionary spend by urban
consumers. During Q2FY21, net household financial savings had come down after a sharp
increase in the net savings during the stringent lockdown phase of Q1FY21 (exhibit 8).
We see a possibility of precautionary savings increasing again as urban families might
tend to keep aside larger amounts for healthcare expenses. Importantly, in Q4FY21,
private financial consumption expenditure has registered a growth of 2.3% QoQ while its
share in GDP in real terms has dropped off to 55.4% from 58.3% in Q3 FY21.
Exhibit 5: Urban unemployment has also Exhibit 6: Dips seen in Household income
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Exhibit 7: Consumer sentiments take a Exhibit 8: Precautionary savings may
beating again actually increase
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v We note that pent-up demand and later festive demand had led to a revival in consumption
spending after the phased unlocking of the economy in the second half of FY21. The
consumers at this point also had the benefit of lower interest cost for leveraged purchases
as the RBI slashed repo rate. As most categories of loans to consumers are now repo-linked,
the repo rate reduction of the RBI immediately benefitted the borrowers. This is unlikely
now as we do not expect any further monetary policy easing by the RBI immediately due to
inflationary concerns.

Factors that could significantly support recovery:

We believe that, at this particular juncture, consumption demand has to improve ahead of investment
demand for a sustained upswing to take hold. Importantly, we think that speeding up of the
vaccination drive could be the answer as it will move the economy towards herd immunity and
reduce the uncertainties with respect to being infected by the virus and consequent medical expenses
for the same. At this current juncture, vaccination doses appear to be in short supply (exhibit 9) but
news flow indicates the chance of a improvement in the supplies starting for June 2021 and speeding
up rapidly especially from August, 2021. While supplies from domestic manufacturers, especially
from Serum Institute of India is expected to improve starting June, the emergency authorisation of
other vaccines such as Russia’s Sputnik V will also help. The Central Government is confident of
completing vaccinating a significant portion of the population by December. We would
incrementally watch this space for a better understanding of the recovery in consumption demand
taking shape.

Importantly, a significant drive with respect to vaccinations can help revive contact based services
such as restaurant, travel and tourism and all related services. (exhibit 10)

Exhibit 9: Vaccinations have slowed, revival likely Exhibit 10: Services sector credit demand
from June could improve
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Overall, our assessment of both the headwinds and the tailwinds for growth lead us to remain
slightly cautious on the expected recovery trajectory for India. For now, we expect the GVA growth
inreal terms in FY22 to be at 7.4 % while real GDP is likely to be at 8.5%. In the event that consumption
demand revival remains weak, capital spending by the government could come to the rescue. While
the Central Government has till now desited from providing any enablers to the demand side due to
lack of much fiscal space, any efforts directed towards the same could also help revive sentiment.
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B A [ 0 Dj€ 0 % Yo
FY21 Q1 FY22 | Q2 FY22 | Q3 FY22 | Q4 FY22| FY22
Agriculture 3.6 3.0 3.5 3.0 3.0 3.1
Industry -7.0 344 0.5 -1.9 -0.3 8.2
Mining -85 10.0 0.5 1.5 1.5 3.4
Manufacturing -7.2 35.0 2.5 -2.0 1.0 7.9
Electricity 1.9 8.0 1.5 2.5 2.5 3.6
Construction -8.6 60.0 7.5 4.0 4.0 14.9
Services -84 12.9 8.5 7.2 7.3 9.0
Trade, etc. -18.2 30.0 6.0 6.5 6.5 12.3
Finance, etc. -1.5 55 8.5 4.0 4.0 55
Public Administration -4.6 12.0 12.0 13.0 13.0 12.5
GVA -6.2 164 54 3.7 4.2 74
GDP -7.3 19.0 5.6 3.9 5.3 8.5
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About YES BANK

YES BANK is a ‘Full Service Commercial Bank” providing a complete range of products, services and technology driven digital offerings, catering
to Retail, MSME as well as corporate clients. YES BANK operates its Investment banking, Merchant banking & Brokerage businesses through YES
SECURITIES and its Mutual Fund business through YES Asset Management (India) Limited, both wholly owned subsidiaries of the Bank.
Headquartered in Mumbai, it has a pan-India presence across all 28 states and 8 Union Territories in India including an IBU at GIFT City, and a
Representative Office in Abu Dhabi. For more information, please visit the Bank’s website at http:/ /www.yesbank.in/.

CORPORATE HEADQUARTERS: ONE International Center, Tower II, 15th Floor, Senapati Bapat Marg, Elphinstone (W), Mumbai 400 013, India.

DISCLAIMER

In the preparation of the material or information contained in this document, YES Bank Limited (“YES Bank”) has used information that is publicly available,
including information developed in-house. Information gathered and material used in this document is believed to have been obtained from reliable sources.
However, YES Bank makes no warranty, representation or undertaking whether expressed or implied, with respect that such information is being accurate,
complete or up to date, nor does it assume any legal liability, whether direct or indirect or responsibility for the accuracy, completeness or usefulness of
anyinformation in this document.

The material or information in this document includes external data sources or references to third party, which are outside the realm or control of YES Bank.
YES Bank takes no responsibility for the contents of those external data sources or such third party references. No third party will assume and direct or indirect
liability, whose references have been provided in this document. It is the responsibility of the user or recipient of this document to make its/his/her own decisions
or discretion about the accuracy, currency, reliability and correctness of information found in this document.

The opinion or expression made by YES Bank in this document, should not in any manner, be construed as a solicitation or endorsement of any offer for purchase
or sale of any financial transaction, commodities, products of any financial instrument referred therein. All recipients of this document should carefully read,
understand and investigate (either with or without professional advisors) into the risks arising out of or attached to such financial instrument or transaction or
commodities or products before dealing or transacting in such financial instrument or transaction or commodities or products. All dealing or transaction entered
upon by such recipients shall be entirely at their own risk and YES Bank shall not be responsible or liable for the same in any manner whatsoever.

We have included statements, opinions, recommendations in this document which contain words or phrases such as "will", "expect" "should" and similar
expressions or variations of such expressions, that is or may be construed as “forward looking statements”. Actual results may differ materially and substantially
from those suggested by such forward looking statements. Such difference may arise due to various risks or uncertainties associated with our expectations with
respect to, but not limited to, exposure to market risks, general economic and political conditions in India and other countries globally, which have an impact on
our services and / or investments, the monetary and interest policies of India, inflation, deflation, unanticipated turbulence in interest rates, foreign exchange
rates, equity prices or other rates or prices, the performance of the financial markets in India and globally, changes in domestic and foreign laws, regulations and
taxes and changes in competition in the industry. By their nature, certain market risk disclosures are only estimates and could be materially different from what
actually occurs in the future. As a result, actual future gains or losses could materially differ from those that have been estimated herein.

Neither YES Bank 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 material or the
information therein, in any manner.

The investments discussed in this material may not be suitable for all investors. Any person subscribing to any product or financial instruments should do so
on the basis of and after verifying the terms and conditions attached to such products or financial instruments, entirely at their own risk, costs and volition.
Financial products and instruments are subject to market risks and yields may fluctuate depending on various factors affecting the capital or debt markets.
Please note that past performance of financial products and instruments does not necessarily indicate the future prospects and performance thereof.

YES Bank or its officers, directors, personnel and employees, including persons involved in the preparation or issuance of this material may; (a) from time to
time, have long or short positions in, and buy or sell the securities mentioned herein and/or (b) be engaged in any other transaction involving such securities
and earn brokerage or other compensation in the financial instruments, products, commodities discussed herein or act as advisor or lender / borrower in respect
of such securities, financial instruments, products, commodities or have other potential conflict of interest with respect to any recommendation and related
information and opinions.

No part of this material may be duplicated or copied in whole or in part in any form and or redistributed without the prior written consent of YES Bank. Any
reproduction, adaptation, distribution or dissemination of the information available in this document for commercial purpose or use is strictly prohibited unless
prior written authorization is obtained from YES Bank.
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