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Executive Summary
Reflatio n trade over macro uncertainty

Global markets continued their rise upwards in June, as hopes of a strong economic recovery —supported by continued
fiscal and monetary stimuli —outweighed fears of rising inflatio nary pressures with many economies melding vaccination
programs with easing restrictions. A hawkish FOMC commentary did incite fears of summer 2013’s taper tantrum but
turned out to be a hiccough after reassuring comments from the Fed chair. Questions on sustainability of growth in
developed market s prevail for now over worries of asset inflation, and the reflation trade continues. Developed markets
outperformed, with the MSCI World Index ending June 1.4% higher (13.5% YTD on July 9"). Indian markets | ost steam
on benchmark indexes after a sterling May, but positive sentiments continue among the small and midcap segments
and in daily market turnover, despite rising macro uncertainty.

Meanwhile, mutations of the Coronavirus—a grim reminder of high-school Latin alphabet—continue to pose
complications, with even countries with a decent vaccination spread like Israel and the UK seeing a renewed jump in

new cases, albeit with lower mortality. Our COVID analysis across the co untry finds a significant rise in jabs since the
third week of June wi th central procurement, amidst a steady rise in the asking rate towards meeting year -end goals.
Despite over 304m shots since January, ~5% of us are vaccinated; the global figure is 12%. Barring the North -East and
Kerala, most parts of the country have had a protracted drop in active cases, but renewed gatherings have led to a rise
in the RO number of infections. A measure of where we are can be had from the fact that while th e Second Wave peaked
in early May, average deaths continue to hover at the peak of the First Wave in September 2020 —over a thousand a day.

As the country continues to inch its way out of the Second Wave, several macro indicators now provide some clarity on
the path ahead, although the overall economic picture remains clo udy. Growth indicators show some signs of recovery,
inflation threatens to rise further —partly led by domestic auto fuels —and could pose problems for the MPC even as it
tries to continue supporting growth in wake of hard ening inflationary expectatio ns. Led by a graduated approach,
manufacturing activity stayed put through the lockdowns, and farm sector performance is likely to be satisfactory for
yet another year, with plentiful rains. Even as these give cause for comfort , aggregate demand is weighed down by weak
incomes and rising expenses that force households to dig into their savings, sell gold, and defer discretionary
consumption. The RBI’s FSR points to rising risk to MSMEswith easing regulation. We expect FY22GDPgrowth at 9.2%
on a low base, but an aggressive, accelerated vaccination program remains the key to alleviating economic uncertainty.
Consider the positive aspects here. India’s corporate, and bank balance-sheets are getting better, leverage is contained ,
and policy support is the highest in a long while. There are long-term benefits here that presuppose swift control on the
pandemic in the short-term, and a hitherto unmatched focus on public health infrastructure.

Even as the economy remains on a precarious perch in near- to medium -term, markets are close to life -time highs. Such
divergence is generally temporary but has grown more p ersistent globally since the global financial crisis (GFC) in 2008.
We examine the phenomenon in greater detail, and point out several explanatory factors, like unusual monetary and
lately fiscal support, the asymmetry in how the pandemic has affected large and small firms, and natural differences in
sector-wise representation of the economy and the markets. All of these affect global equities, while increased retail
equity participation is local. What is important to point out here is that the markets are forward -looking, and discount
future earnings, rewarding positive surprises. Corporate performance in Q4FY21 has been strong (see our detailed
review), with FY21 earnings growth at 25% beating consensus expectations of 18% in April’20 and slated to rise at a
CAGR of 28% over FY2123. At current levels, Indian markets are at ~21x forward consensus earnings.

Our July edition of th e Market Pulse has several sections that ta ke a deeper look at each segment of the economy and
the markets. Apart from a comprehensive coverage of the macro, our deep dive into markets goes beyond the major
asset classes to study investor behaviour with pa rticipation by each of the ma jor categories. As always, we welcome
comments and suggestions.

Dr. Tirthankar Patnaik
Chief Economist
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Stories of the month
Q4FY21 Earnings Review: A nother upbeat quarter; Commodities drive profit upgrades

Corporate performance in Q4FY21 pointed to a strong rebound in sales as well as profitability. Aggregate net sales grew

by 15.7%/18% YaY in the March quarter for the Nifty 50/Nifty 500 universe —the highestin eight quarters, wi th recovery
being broad-based across consumption and investment -oriented sectors, even as annual figures pointed to a modest

contraction in FY21. Steady consumption demand, easing supply -side bottlenecks, higher commodity prices and a
favourable base benefited the top -line growth during the quarter. Profit at the operating level, however, grew by an
optically higher 66.1%/60.6% YoY for the Nifty 50/Nifty 500 companies (ex -Financials), albeit off a low base. Savings
on administration/marketing and rental exp enses as compared to the year-ago period, thanks to adoption of the work -
from-home working model by several companies during the pandemic, have partly offset the sharp surge in input costs.

Robust operating profits, along with lower interest costs —a result of corporate deleveraging and decline in market
interest rates, translated into a 145%/227% YoY jump in adjusted PAT for Nifty 50/Nifty 500 universe in Q4FY21.
Earnings in Q4FY21 were led by Financials (strong show by PSJ Banks), commodity -oriented secto rs viz. Energy (higher
margins, inventory gains) and Materials (higher metal prices) and Industrials (recovery in capex cycle).

Following a strong beat in FY21, the Consensus earnings estimates (from Refinitiv) for FY 22 and FY23 for the top 200
covered companies by market cap has been revised upwards by 4-6% since April-beginning. Aggregate profit for these
companies came in at 24.9% in FY21 vs. 17.8% estimated in April-beginning and is now projected to grow at a stron g
28% CAGR over the next two years(FY21-23). The upgrades over the last three months, however, were primarily led
by Materials and to some extent Financials, excluding which profit estimates were marginally curtailed for the current
fiscal year. This is also reflected in the Earnings Revision Indicator 2 (ERI) trend for the Nifty 50 universe, which has been
on a steady downward trajectory since the onset of the deadlier second wave in Feb ’21 and is now hovering at near-
zero levels, implying equivalent numb er of upgrades and downgrades. Barring Materials, all other sectors have seen a
sharp rise in downgrades over the last few months. Prolonged weakness in consumption demand in the wake of an
impending third wave and strengthening inflationary pressures, sur ge in NPA recognition by banks leading to higher
provisioning requirements and a deterioration in global growth outlook are key downside risks to earnings estimates

1 Favourable base and higher commodity prices drove top -line growth in Q4 :
Aggregate net sales for Nifty 50/Nifty 500 compani es grew by a strong 15.7%/18% A_ggregate_ net sales for
YoY in Q4FY21-the highest in eight quarters, albeit off a low base ( -6.2%/6% in Nifty 50/Nifty 500

companies grew at an
eight-quarter high of
15.7%/18% in Q4FY21.

Q4FY?20), even as it dropped by 3.7%/4.2% in FY21. Persistent weakness in
consumption demand before the onset of COVID-19 pandemic was further
impacted by a strict nation -wide lockdown in the same quarter last year. On a QoQ
basis, net sales grew by a strong 9.3%/8.0% for Nifty 50/Nifty 500 companies,
aided by higher realisations on surging commodity prices, a steady improvementin
consumption demand post the festive season and vaccination roll -out and easing
supply-side bottlenecks amid limited lockdown restrictions during the quarter.

Sectors that led an otherwise broad -based recovery in sales included Consumer
Discretionary (improved demand for autos/consumer durables), Materials (higher
realisations), Consumer Staples (steady demand for essentials), Communication
Services (better realisations and customer additions) and Financials (higher net
interest income). Aft er witnessing contraction for six quarters, Energy sector
posted 7% YoY growth in Q4 amid improving demand from manufacturing /

1489 companies in the Nifty 500 Index reported earnings data for Q 4FY21 as on June 30", 2021.
2 Earnings Revision Indicator over a period is calculated as (no of upgrades — no of downgrades)/(total number of upgrades and downgrades). A v alue less than zero
indicates downgrades outnumbering upgrades and vice versa

L
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industrial units and inventory gains resulting from higher crude oil prices. Export -
led sectors viz. IT and Healthcare also reported decent revenue growth.

Operating profits improved further on a lower base and higher revenues
EBITDA for the Nifty 50/Nifty 500 companies (ex -Financials) grew by a healthy
66.1%/60.6% YoY in Q4FY21 vs. 17.4%/19.8% YoY growth in the previous
quarter. While this was off a very low base (-20.8%/ -20.2% YoY in Q4FY20),lower
administration/marketing and rental expenses as compared to the year -ago period
partly compensated for the sharp surge in raw material expenses during the
guarter —the first YoY increase in the last four quarters. As such, EBITDA margin
expanded by 654bps/590bps on an YoY basis to 21.4%/20.6% for the Nifty
50/Nifty 500 universe (ex -Financials) but contracted by 45bps/35bps on a
sequential basis (QoQ), thanks to rising commodity inflation. Barring Ultilities, all
other sectors have reported a YoY expansion in operating profits, led by Energy,
Consumer Discretionary, Materials and Communication Services.

Strong revenue growth and lower interest costs aided profitability: Aggregate
adjusted PAT for the Nifty 50/Nifty 500 un iverse grew by a much higher 145%/
226% YoY in Q4FY21. Favourable base effect, lower interest costs, deleveraging
exercise by Indian corporates, higher realisations by commodity companies and

lower provisioning by banks have contributed to a strong rebound in profitability.

PAT margins also expanded by 592bps/665bps YoY (56bps/14bps QoQ) to touch

11.2%/10.4%. The earnings expansion was largely broad-based with most sectors
registering strong growth in prof itability , led by Financials (lower credit cost and
provisioning), Energy (higher inventory gains due to surge in crude oil prices) and
Materials (higher realisations due to increase in metal prices). Excluding these

sectors, adjusted PAT grew by 61.6% YoYfor the Nifty 500 univ erse.

Earnings estimates upg raded further: Better-than-expected corporate earnings
in FY21 and a sharp surge in commaodity prices has translated into upward revisions
in corporate earnings for FY22 and FY23 by 6.6% and 4.3% respectively for top
200 covered companies by market capitali sation. This was despite the deadlier
second wave of COVID-19 and attendant ramifications on the economic recovery
that was underway during the second half of FY21. With this, the aggregate
earnings of top 200 companies in duri ng FY21-23 is expected to grow at a CAGR of
27.6%. That said, the upward revisions were primarily led by Materials and
Financials—accounting for ~43% of the aggregate profit —excluding which profit
estimate for FY22 saw a cut of 1.8% in FY22 since March-end and were broadly
retained for FY23. Prolonged weakness in consumption demand in the wake of an
impending third wave and rising inflationary pressures, surge in NPA recognition by
banks leading to higher provisioning requirements and a deterioration in glo bal
growth outlook are key do wnside risks to earnings estimates .

ERI dropped post the onset of second wave: Following a meaningful
improvement between September 2020 and January 2021, the ERI has been on a
downward trajectory since the onset of the second wave of COVID-19 in February
2021. Except for Materials which has continued to see far upgrades far
outnumbering downgrades, reflecting a sharp surge in metal prices and

improvement in industrial demand, all other sectors have seen a sharp drop in the

ERI levels. In fact, the ERI has dropped to sub-zero levels for Consumer Staples,
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EBITDA margin expanded
on a YoY basis in Q4FY21,
thanks to savings in
administration and
marketing costs, office
rentals and other expenses,
even as raw material costs
and wage bill increased.

Aggregate adjusted PAT for
the Nifty 50/Nifty 500
universe grew by a much
higher 145%/ 22 6% YoY in
Q4FY21, aided by strong
top-line performance and
lower interest costs.

Consensus earnings
estimates for FY22 and
FY23 for thetop 200
covered companies by
market cap has been
revised upwards by 4-6%
since April-beginning,
translating into a ear nings
CAGR of 27.6% during
FY21-23.
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Consumer Discretionary, Communication Services and Information Technology,
implying higher number of downgrades than upgrades.

Nifty 50 Q 4FY21 results

Corporates witnessed robu st reve nue growth in the four th quarter : The recovery in
revenue growth that started in the September quarter of FY21 after a sharp pandemic -
induced contraction in the first quarter, continued through the third and was stronger in
the fourth quarter. Aggregate net sales growth for the Nifty 50 universe stood at a robust
15.7% YoY (9.3% QoQ) in Q4FY21, but off a low base (-6.2% in Q4FY20)—marking the
third sequential expansion in a row and the highest YoY growth in eight quarters. This
strong top-line performance can be attributed to a) improved realisations because of
higher commodity prices, b) ramping up of business activities on considerable easing of
lockdown restrictions following a further drop in COVID infections in the early part of the
quarter, and c) steady recovery in discretionary spending, aided by vaccination roll -outs.
Within the Nifty 50 universe, 45 of the 50 companies posted a YoY growth in net sales.

While the recovery in net sales was broad-based, sectors that led the growth in net sales
in Q4FY21 included: a) Consumer Discretionary: an improved demand environment for
auto and consumer durables; b) Materials: Persistent rise in metal prices and higher
demand from businesses as manufacturing and construction activities gained tractioni n
the fourth quarter; c) Consumer Staples: Increased demand for essential items,
especially for household and personal care products, due to limited restrictions on
mobility; and d) Financials: Improved net interest income due to lower credit costs in
case of banks and higher premium colle ction for insurance companies.

Other sectors that also contributed to the recovery in revenue growth, albeit marginally,
include: a) Industrials: Increased cargo handling on higher exports and pick up in
construction and infrastructure activities; b) Info rmation Technology: Increased demand
for digital transformation services (cloud services, automation, data migration and
security etc., by companies to strengthen their IT infrastructure as they continued to
adopt remote -working in a post-COVID environment; and c) Energy: Improved demand
and inventory gains as crude oil prices have nearly tripled from Mar’20 levels.

Corporates have delivered a robust performance in the fourth quarter because of
improvement in the demand environ ment and rally in commodity p rices. Significant
easing of lockdown restrictions, lower infection rate and increased mobility has helped
corporates bounce-back from last year’s lows. While the fourth quarter results have
ended the year on a good note, the impact of the second wave and imposition of
lockdowns by major states in the months of April and May is expected to weigh on
corporate performan ce in the June 2021 quarter. Rural demand which provided succour
last year when urban demand was weak is likely to be impacted despite normal
monsoons as the second wave of infections has hit the hinterland much harder than that
seen during the first wave . Continued surge in commaodity prices, while positive for the
top-line, may hurt margins if demand fails to regain strength post the deadlier s econd
wave.

4/191
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Figure 1: Net sales growth of Nifty 50 companies in Q 4FY21/FY21

QoQ growth (%) YoY growth (%) FY21
SECor Q4FY20 Q3FY21 Q4FY21 Q4FY20 Q3FY21 Q4FY21 (Rsbn) Growth (%)
Communication Services 7.8 5.8 (2.9) 11.7 24.2 11.9 10,126 17.4
Consumer Discretionary (13.6) 30.6 7.9 (25.8) 10.7 38.2 48,786 4.7)
Consumer Staples (6.4) 4.3 4.7 3.2) 10.4 23.5 13,467 9.8
Energy (6.2) 18.1 18.8 (5.4) (15.5) 7.0 151,163 (19.9)
Financials (10.3) 75 (7.5) (5.2) 14.3 17.9 99,602 15.3
Health Care 0.4 2.0 4.7 9.1 12.7 7.0 7,867 7.9
Industrials 20.5 15.9 314 1.7 0.5 9.6 14,853 (5.3)
Information Technology 0.7 4.4 2.7 7.4 6.0 8.1 43,983 5.6
Material s 2.6 13.4 18.8 (11.8) 171 35.6 56,067 7.7
Utilities 13.1 1.2 7.8 21.6 51 0.2 15,117 2.7
Nifty 50 (4.5) 135 9.3 (6.2) 1.1 15.7 461,033 (3.7)
Nifty 50 ex -Energy (3.4) 11.3 4.6 (6.6) 11.9 21.2 309,869 6.9
Nifty 50 e x-Financials 3.2) 15.2 13.8 (6.4) (2.9) 15.3 361,431 (7.8)
Nifty 50 ex -energy ex -fin (0.3) 13.2 10.2 (7.2) 10.8 22.6 210,267 3.3

Source: CMIE Prowess, Refinitiv Datastream, NSE

Figure 2: Sector -wise net sales gr owth of Nifty 50 companies in Q 4FY21
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Source: CMIE Prowess,Refinitiv Datastream, NSE.
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Figure 3: Sector -wise contribution of Nifty 50 companies to net sales growth in Q4FY21

Sectors Net sales Contribution to net sales gr owth
(Rsbn) % QoQ

Communication Services 257 (0.1) 0.2
Consumer Discretionary 1,618 1.0 3.8
Consumer Staples 366 0.1 0.6
Energy 4,869 6.2 2.7
Financials 2,454 (1.6) 3.2
Health Care 197 (0.1) 0.1
Industrials 517 1.0 0.4
Information Technology 1,156 0.2 0.7
Materials 1,799 2.3 4.0
Utilities 406 0.2 0.0
Nifty 50 13,6 39 9.3 15.7
Nifty 50 ex -Energy 8,770 5.3 13.0
Nifty 50 ex -Financials 11,185 18.4 12.6
Nifty 50 ex -energy ex-fin 6,316 8.0 9.9

Source: CMIE Prowess, Refinitiv Datastream, NSE
Figure 4: Net sales YoY growth trend of Nifty 50 companies in last five years
Sales growth trend for Nifty 50 companies
50% —— Nifty 50 ——— Nifty 50 ex-Energy Nifty 50 ex-Fin Nifty 50 ex-energy ex-Fin
40%

30%
20% /
10% L

0% /_/_/ ~~——_

(10%)
(20%)
(30%)

(40%)
Mar-15 Sep-15 Mar-16 Sep-16 Mar-17 Sep-17 Mar-18 Sep-18 Mar-19 Sep-19 Mar-20 Sep-20 Mar-21

Source: CMIE Prowess, Refinitiv Datastream, NSE

Higher revenues and a favourable base improved operating profit in Q4: EBITDA for
the Nifty 50 universe excluding Financials grew by 66.1% YoY in Q4FY21vs. 17.4% YoY
growth in the previous quarter and -20.8% YoY in the March quarter last year. While
savings in operating costs due to persistent cost -cutting measures have helped Nifty 50
companies improve operating profits in the September and December quarter of current

fiscal, higher than expected revenue growth in the March quarter and a favourable base

have helped register highest growth in operating profits in the last six years.

Notably, raw material (RM) costs and salaries & wages have increased on an YoY and QoQ
basis marginally offsetting the cost -rationalisation efforts of the previous quarter. The
input costs for the Nifty 50 companies (excl. financials) increased by 12.1% YoY and

I eee——
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19.1% QoQ, thanks to ramping up of manufacturing and c onstruction activities in the
fourth quarter and surge in commaodity prices. While RM to sales ratio of Nifty 50 non -
financial companies declined by 126bps YoY from 52% to 49.7%, the ratio has increased
201bps on an QoQ basis. Total operating expenses (excluding interest and depreciati on)
rose by 6.7% YoY (15.3% QoQ). As a result, while EBITDA margins have increased
603bps YoY in the March quarter, the rise in operating costs have compresse d operating
margins by 96bps on an QoQ basis.

Except Utilities , all other sectors reported a growt h in operating profits, primarily led by
Energy, Consumer Discretionary and Materials sectors. Within the Nifty 50 universe, 32
of the 39 non-financial companies posted a YoY growth in EBITDA.

Figure 5: Change in expenses for Nifty 50 companies (ex -Financials) in Q 4FY21

mQoQ mYoY
25%
0,
20% 19.1%
15.3%
15% 13.6%
6.7%

- “

0%
-5%

-10% -7.7%
Raw materials Salaries & wages Other operating Total expenses**
expenses*

Source: CMIE Prowess, NSE * Other operating expenses include selling, general & administrative expenses, rental expenses and other operating costs. ** Total expenses

exclude interest e xpenses and depreciation.

Figure 6: EBITDA growth of Nifty 50 companies in Q 4FY21/FY21

QoQ growth (%) YoY growth (%) FY21
Secior Q4FY20 Q3FY21 Q4FY21 Q4FY20 Q3FY21 Q4FY21 (Rsbn)  Growth (%)
Communication Services 16.9 9.2 8.9 50.4 34.7 255 4,676 255
Consumer Discretionary (51.9) 40.1 11 (51.5) 27.7 168.5 7,329 18.8
Consumer Staples (7.5) 0.8 2.0 (3.6) 3.0 13.7 3,954 17
Energy (54.5) (0.1) 26.8 (61.8) (1.2) 175.7 24,825 17.2
Financials (13.6) 0.8 (0.6) 2.0 (5.0) 9.2 53,726 0.8
Health Care (19.0) 4.3 (27.6) (3.6) 34.8 20.4 2,059 15.7
Industrials (2.6) 20.4 18.0 (11.0) 11.3 34.8 3,729 7.3
Information Technology (1.6) 7.7 (2.2) 6.4 16.7 15.9 12,552 12.4
Materials 19.9 241 25.1 (11.7) 74.1 81.6 12,172 341
Utilities 11.3 7.8 (8.9) 497.1 6.1 (13.2) 7,733 25
Nifty 50 (17.9) 6.7 6.8 (11.6) 7.5 39.7 132,755 9.4
Nifty 50 ex -Energy 9.2) 8.3 25 4.5 9.5 23.7 107,930 7.8
Nifty 5 0 ex-Financials (21.3) 10.8 11.4 (20.8) 17.4 66.1 79,029 16.2
Nifty 50 ex-energy ex-fin (4.0) 16.0 5.3 7.4 26.9 39.2 54,204 15.8

Source: CMIE Prowess, Refinitiv Datastream, NSE
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Figure 7: EBITDA margin of Nift y 50 companies in Q 4FY21

Sector EBITDA Margin (%) QoQ change (bps) YoY change (bps)
Communication Services 50.3 546 547
Consumer Discretionary 15.8 (107) 764
Consumer Staples 28.5 (73) (246)
Energy 16.1 101 982
Financials 55.4 383 (438)
Health Care 219 (696) 245
Industrials 235 (268) 440
Information Technology 28.4 (143) 193
Materials 24.6 123 622
Utilities 455 (837) (700)
Nifty 50 27.5 (65) 472
Nifty 50 ex -Energy 33.8 (70) 68
Nifty 50 ex -Financials 214 (45) 654
Nifty 50 ex -energy ex-fin 255 (120) 305

Source: CMIE Prowess, RefinitivDatastream, NSE

Figure 8: Sector -wise EBITDA growth of Nifty 50

companies in Q 4FY21
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Figure 9: Sector -wise EBITDA margin of Nif ty 50
companies in Q 4FY21
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Figure 10: Sector -wise contribution of Nifty 50 companies to EBITDA growth in Q4FY21
Contribution to EBITDA growth

EBITDA (Rsbn)
% QoQ
Communication Services 129 15 1.0
Consumer Discretionary 255 0.4 6.1
Consumer Staples 104 0.3 0.5
Energy 579 (5.3) 14.2
Financials 1,359 (1.0) 45
Health Care 43 (2.4) 0.3
Industria Is 122 2.7 1.2
Information Technology 329 (1.1) 1.7
Materials 442 12.8 7.6
Utilities 185 (2.6) (1.1)
Nifty 50 3,548 53 36.2
Nifty 50 ex -Energy 2,968 10.6 21.9
Nifty 50 ex -Financials 2,189 6.3 31.6
Nifty 50 ex -energy ex -fin 1,609 11.6 17.4

Source: CMIE Prowess, Refinitiv Datastream, NSE
Figure 11: EBITDA growth trend of Nifty 50 co mpanies
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Figure 12: EBITDA margin trend of Nifty 50 companies
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Adjusted profits surged aided by higher revenues and savings in bo  rrowing costs:

Aggregate adjusted PAT for the Nifty 50 companies grew by a much higher 145% YoY vs.
20.3% YoY growth in the previous quarter and a 42% YoY contraction in the same period

last year. Robust growth in top -line and operating profits apart, lowe r interest expenses
owing to a sharp drop in market interest rat es following the RBI’s monetary easing
measures as well as deleveraging exercise by corporates contributed to the robust

growth in corporate profitability. Interest cost for non -financial comp anies in the Nifty 50
universe fell by 16.7% YoY and 1.8% QoQ. Gnsequently, PAT margin improved by
592 bps YoY (56bps QoQ) to 11.2% in Q4FY21—the highest in 27 quarters .

Except Communication Services, all sectors posted a growth in net profits on a YoY basis.
Sectors that led the pro fit growth included a) Materials: Higher realisations from rising
commodity prices b) Financials: Lower credit costs and provisioning in the fourth quarter,
and c) Energy: Improved demand from ramping up of industrial activitie s and inventory
gains from higher crude prices. Excluding Financials and Energy companies, PAT growth
of Nifty 50 companies was 80% YoY. Within the Nifty 50 universe, 40 of the 50 companies
posted a YoY growth in PAT. All sectors except Consumer Discretion ary and Industrials
have reported reduction in interest outgo fo r the March quarter vis-a-vis the same period
last year.
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Figure 13: PAT growth of Nifty 50 companies in Q 4FY21/FY21

Q0Q growth (%) | YoY growth (%) Fy21
Q4FY20 Q3FY21 Q4FY21 \ Q4FY20 Q3FY21 Q4FY21 (Rsbn)  Growth (%)
Communication Services NA NA NA NA NA (36.1) 356 NA
Consumer Discretionary (144.8) 89.8 20.7 (155.3) 32.6 NA 1,838 92.6
Consumer Staples (6.6) .7) 5.4 2.2 2.0 15.0 2,657 3.3
Energy (100.2) (4.3) 46.6 (100.1) 10.3 NA 11,526 54.6
Financials (41.2) 10.0 3.2 0.7 (0.0) 75.5 12,651 22.0
Health Care (21.1) (2.8) (39.3) 9.2 50.5 15.8 1,232 19.3
Industrials (5.5) 41.3 21.7 (25.5) 7.9 38.9 1,343 0.9
Information Technology (1.4) 9.4 (12.3) 25 16.2 3.3 7,953 7.9
Materials 102.0 44.0 429 (14.3) 285.4 172.7 4,471 61.2
Utilities (15.9) 0.4 (13.2) (38.4) 20.3 24.2 2,765 19.8
Nifty 50 (43.5) 12.6 15.0 (42.0) 20.3 145.1 46,791 29.4
Nifty 50 ex -Energy (26.4) 18.3 6.5 (15.6) 23.3 78.5 35,265 22.8
Nifty 50 ex-Financials (44.6) 13.6 19.3 (52.1) 29.8 179.7 34,140 32.3
Nifty 50 ex-energy ex -fin (15.9) 22.9 8.2 (21.9) 39.9 80.0 22,615 23.3

Source: CMIE Prowess, Refinitiv Datastream, NSE. NA: Not Applicable

Figure 14: PAT margin of Nifty 50 companies in Q 4FY21

Sector PAT Margin QoQ change (bps) YoY change (bps)
Communication Services 3.6 374 (271)
Consumer Discretionary 7.6 80 1049
Consumer Staples 194 13 (143)
Energy 8.5 162 852
Financials 14.8 153 487
Health Care 11.6 (662) 88
Industrials 9.9 (79) 210
Information Technology 16.8 (289) (77)
Materials 12.0 203 604
Utilities 155 (375) 300
Nifty 50 11.2 56 592
Nifty 50 ex -Energy 12.7 22 408
Nifty 50 ex -Financials 10.4 48 612
Nifty 50 ex -energy ex-fin 11.9 (23) 379

Source: CMIE Prowess, Refinitiv Datastream, NSE
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Figure 15: Sector -wise PAT growth of Nifty 50
companies i n Q4FY21
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Figure 16: Sector -wise PAT margin of Nifty 50
companies in Q 4FY21
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Figure 17: Sector -wise contribution of Nifty 50 companies to PAT growth in Q 4FY21

Sector

Contribution to PAT growth

PAT (Rsbn)

% QoQ % YoY
Communication Services 9 0.7 (0.8)
Consumer Discretionary 122 1.6 25.1
Consumer Staples 71 0.3 15
Energy 415 9.9 66.5
Financials 364 0.8 25.1
Health Care 23 (1.1) 0.5
Industrials 51 0.7 2.3
Information Technology 195 (2.1) 1.0
Materials 216 4.9 21.9
Utilities 63 0.7) 2.0
Nifty 50 1,528 15.0 145.1
Nifty 50 ex -Energy 1,114 5.1 78.6
Nifty 50 ex -Financials 1,165 14.2 120.0
Nifty 50 ex -energy ex -fin 750 4.3 53.5

Source: CMIE Prowess, Refinitiv Datastream, NSE
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Figure 18: PAT growth trend of Nifty 50 companies
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Figure 19: PAT margin trend of Nifty 50 companies
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Nifty 500 Q4FY21 results

Aggregate net sales for Nifty 500 companies registered highest growth in eight
quarters: Aggregate top-line for the Nifty 500 companies also grew at an eight -quarter
high of 18.1% YoY. An uptick in consumption demand and business activities, thanks to
realisation of pent-up demand, significant easing of lockdown restrictions, and
vaccination roll -out, has facilitated a significant recovery in top -line performance from
the sharp contraction witnessed in the March and June quarters of last year. Within the
Nifty 500 universe, 3 83 out of the 489 companies that have reported Q3 results (as of
June 30™) have recorded a YoY expansion in sales in the March quarter. This was higher
than the number of companies that repo rted growth in net sales in the December quarter
(310 companies), highlighting that the recovery has broadened sequentially.

While most companies reported robust top -line growth largely because of favourable
base, some sectors that have benefited from stre ngthened commercial activities in the

March quarter included: a) Consumer Discretionary: Pent up demand nudged higher sales
of automobiles and consumer durables, b) Materials: Global rally in commodity prices
especially steel, aluminium and copper and higher demand because of boost in
manufacturing and construction activities that has in turn resulted in to higher

realisations, ¢) Consumer Staples: Increased mobility has elevated demand for essential

items, which was hit by supp ly bottlenecks last year, d) Financials: An improvement in
net interest inc ome as a result of lower borrowing costs and an increase in retail credit
as consumption demand improved, and e) Industrials: Increased government spending
in infrastructure projec ts.

Figure 20: Net sales growth of Nifty 500 companies in Q 4FY21/FY21

QoQ growth YoY growth FY21
Sector Q4FY20 Q3FY21 Q4FY21 Q4FY20 Q3FY21 Q4FY21 (Rsbn)  Growth (%)
Communication Services 3.6 11.9 2.0 3.1 14.6 19.3 19,475 1.0
Consumer Discretionary (7.5) 26.2 6.8 (14.8) (6.3) 35.7 82,648 (23.5)
Consumer Staples (7.6) 6.1 2.7 (1.1) 6.7 18.6 28,273 3.7
Energy (5.9) 21.1 17.7 (5.0) (14.1) 7.4 182,690 (19.4)
Financials (10.3) 6.5 (6.5) (5.2) 17.5 225 205,849 16.2
Health Care 0.8) 0.5 (2.0) 6.2 7.6 7.1 27,691 5.9
Industrials 9.2 20.3 27.6 (8.8) 0.7 13.2 60,981 (10.1)
Information Technology (1.0) 6.9 1.8 6.4 6.8 9.8 57,998 6.2
Materials (2.8) 10.9 15.2 (12.0) 13.8 34.6 122,217 6.2
Real Estate (10.5) 38.1 11.8 (31.7) (16.1) 4.8 2,288 (26.7)
Utilities 6.3 2.0 8.9 10.1 0.2 2.6 33,671 (4.5)
Nifty 500 (4.4) 13.0 8.0 (6.0) 2.2 18.0 823,782 (4.2)
Nifty 500 ex -Energy (3.8) 10.9 5.2 (6.3) 8.1 22.0 641,091 1.2
Nifty 500 ex -Financials (2.8) 15.3 12.7 (6.2) (1.9) 16.9 617,932 (9.6)
Nifty 500 ex -energy ex-fin (1.2) 13.0 10.5 (6.7) 4.3 21.8 435,242 4.7)

Source: CMIE Prowess, Refinitiv Datastream, NSE
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Figure 21: Sector -wise net sales growth of Nifty 500 companies in Q 4FY21
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Figure 22: Net sales YoY growth trend of Nifty 500 companies
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Figure 23: Sector -wise contribution of Nifty 500 companies to net sales grow  th in Q4FY21

Net sales Contribution to net sales growth

Sector (Rsbn) % QoQ

Communication Services 445 (0.6) 0.4
Consumer Discretionary 2,686 0.9 35
Consumer Staples 768 0.1 0.6
Energy 5,912 4.9 2.0
Financials 5,022 (2.5) 4.5
Health Care 708 (0.0) 0.2
Industrials 2,048 1.8 1.2
Information Technology 1,545 0.2 0.7
Materials 3,811 2.8 4.8
Real Estate 79 0.0 0.0
Utilities 930 0.4 0.1
Nifty 500 23,955 8.0 18.0
Nifty 500 ex -Energy 18,043 7.1 16.0
Nifty 500 ex -Financials 18,933 23.6 135
Nifty 500 ex -energy ex -fin 13,021 12.7 115

Source: CMIE Prowess, Refinitiv Datastream, NSE

Operating profits surged on robust revenue growth and favourable base effect:
Aggregate EBITDA for the Nifty 500 universe excluding Financials grew by an optically
higher rate of 60.6 %YoY as compared to 19.8% YoY growth in December quarter and
20.2% YoY drop in the March quarter last year. The sequential (QoQ) growth in operating
profits was also quite decent at 10.6% despite the surge in input costs. This was primarily
on the back of double -digit growth in reve nues, further supported by a favourable base.

Aggressive efforts in cutting operating costs which were stepped up by corporates in the
first three quarters of this fiscal were partly offset by the sharp surge in raw material
expenses during the March quarter. Total RM costs for the Nifty 500 universe excluding
Financials rose by 14.5% YoY and 15.6% QoQ, leading to RM to sales ratio expanding by
89bps YoY and 172bps QoQ. Salaries and wage bill also rose by a modest 7.7% YoY. This
was partly offset by contin ued savings on selling, general & administrative expenses,
rental expenses and other operating costs . Consequently, EBITDA margins compressed
by 38bps QoQ to touch 20.6% in the March quarter.

Within the Nifty 500 universe, 317/408 non -financial companies reported a YoY growth
in EBITDA in the March quarter. Except Utilities, all other sectors reported a YoY
expansion in operating profit and operating margins, with Energy, Consumer
Discretionary and Materials leading the pack.
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Figure 24: Change in expenses fo r Nifty 50 0 companies (ex -Financials) in Q 4FY21
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Figure 25: EBITDA growth of Nifty 500 companies in Q 4FY21/FY21

QoQ growth ‘ YoY growth FY21
Sector Q4FY20 Q3FY21 Q4FY21 ‘ Q4FY20 Q3FY21 Q4FY21 (Rsbn)  Growth (%)
Communication Services 45 26.6 12.4 38.6 40.1 51.0 8,254 14.9
Consumer Discretionary (40.8) 39.2 11 (39.7) 22.8 113.9 11,525 3.1
Consumer Staples (12.2) 2.9 (0.4) (8.7) 6.5 20.8 6,512 3.2
Energy (61.0) (1.6) 28.3 (68.4) 0.7 231.4 28,113 23.9
Financials (9.8) (1.6) (3.8) 2.4 16.3 23.7 115,191 13.9
Health Care (21.2) 34 (15.8) (12.2) 18.4 27.0 7,108 14.6
Industrials (7.0) 18.4 14.0 (26.8) 2.9 22.8 9,644 (9.0
Information Technology (1.5) 8.8 (1.3) 6.4 17.0 17.4 14,486 12.9
Materials 134 25.8 18.7 (7.8) 63.0 70.4 28,556 315
Real Estate (17.7) 37.2 3.9 (32.6) (9.0) 14.9 839 (26.6)
Utilities 11.2 3.6 (1.9) 112.2 5.8 (6.6) 13,745 0.8
Nifty 500 (14.0) 6.3 4.1 (10.8) 18.2 42.8 243,972 13.7
Nifty 500 ex -Energy (7.3) 7.3 1.2 0.2 20.7 31.4 215,860 125
Nifty 500 ex -Financials (17.5) 13.6 10.6 (20.2) 19.8 60.6 128,781 135
Nifty 500 ex -energy ex -fin (4.5) 18.0 6.3 (2.1) 255 39.5 100,669 10.9

Source: CMIE Prowess, Refinitiv Datastream, NSE
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Figure 26: EBITDA margin of Nifty 500 companies in Q 4FY21
Sector ‘ EBITDA Margin QoQ change (bps) YoY change (bps)

Communication Services 44.4 411 933
Consumer Discretionary 15.3 (86) 559
Consumer Staples 22.3 (69) 41
Energy 15.0 124 1014
Financials 55.6 151 55
Health Care 234 (383) 367
Industrials 15.8 (188) 124
Information Technology 24.9 (78) 161
Materials 26.0 76 546
Real Estate 34.2 (260) 301
Utilities 375 (410) (370)
Nifty 500 28.0 (106) 486
Nifty 500 ex -Energy 32.2 (128) 232
Nifty 500 ex -Financials 20.6 (38) 562
Nifty 500 ex -energy ex-fin 23.2 (92) 295

Source: CMIE Prowess, Rdinitiv Datastream, NSE.

Figure 27: Sector -wise EBITDA growth of Nifty 500 Figure 28: Sector -wise EBITDA margin of Nifty 500
companies in Q 4FY21 companies in Q 4FY21
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Source: CMIE Prowess, Refinitiv Datastream, NSE.
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Figure 29: Sector -wise contribution of Nifty 500 companies to EBITDA growth in Q4FY21

EBITDA Contribution to EBITDA growth
Sector
(Rsbn) % QoQ

Communication Services 197 (1.0) 1.4
Consumer Discretionary 411 0.1 4.7
Consumer Staples 171 (0.0) 0.6
Energy 887 4.1 13.2
Financials 2,793 (2.5) 114
Health Care 166 (0.6) 0.8
Industrials 324 0.8 13
Information Technology 385 (0.0) 1.2
Materials 990 33 8.7
Real Estate 27 0.0 0.1
Utilities 349 (0.1) (0.5)
Nifty 500 6,701 4.1 42.8
Nifty 500 ex-Energy 5,814 0.0 29.6
Nifty 500 ex -Financials 3,908 6.6 314
Nifty 500 ex -energy ex-fin 3,021 25 18.2

Source: CMIE Prowess, Refinitiv Datastream, NSE

Figure 30: EBITDA growth trend o f Nifty 500 companies
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Figure 31: EBITDA margin trend of Nifty 500 companies
EBITDA margin trend for Nifty 500 companies
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Adjusted PAT recorded more than 3x jump in the Mar ch quarter: Aggregate adjusted
PAT for Nifty 500 companies grew by a robust 227% YoY in the March quarter —the
highest growth in last six years, albeit off a low base (-50% YoY in the same quarter last
year). The sharp YoY rise in PAT from the lows of lastyear was a result of a recovery in
aggregate demand translating into higher revenue, coupled with savings from lower
interest rates. Interest costs of the Nifty 500 universe (excluding Financials) declined
17.1% YoY and 2.1% QoQ due to multi-year low interest rates thanks to ultra-loose
monetary policy by the RBI and deleveraging exercise by corporates. Consequently, PAT
margin improved by 596bps YoY to 10.4% in Q4 —the highest in six years.

The expansion in net profit was largely broad -based with all sect ors registering a growth
in net profits. Sector -wise, profit growth was primarily led by Financials (lower credit

costs) and Materials (higher metal prices), as these sectors contributed nearly 62% and

51% respectively to the overall surge in profits in Q4 .
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Figure 32: PAT growth of Nifty 500 companies in  Q4FY21/FY21

QoQ growth (%) YoY growth (%) FY21

Sector Q4FY20 Q3FY21 Q4FY21 Q4FY20 Q3FY21 Q4FY21 (Rsbn) Growth (%)

Communication Services NA NA 72.5 NA NA 166.2 (475) NA
Consumer Discretionary (111.2) 104.8 12.7 (112.6) 29.3 NA 2,579 (1.4)
Consumer Staples (13.9) 3.0 11 (14.9) 7.6 26.3 4,151 5.1
Energy (112.1) (6.5) 46.1 (108.7) 13.8 NA 13,167 71.8
Financials (74.5) 3.3 (13.5) 23.7 224.9 1392.8 20,874 124.3
Health Care (24.7) 36 (21.5) (19.8) 49.4 555 3,785 31.4
Industrials (29.2) 497 29.5 (57.7) 0.8 63.8 2,702 (21.8)
Information Technology 1.7) 10.9 (9.5) 1.9 16.7 8.1 9,109 9.5
Materials 14.0 54.9 38.0 (22.7) 166.3 221.7 12,759 78.3
Real Estate (32.3) 173.3 (25.6) (54.5) 11.9 23.0 199 (42.4)
Utilities 10.8 4.3 0.9 7.5 16.7 6.3 5,316 5.9
Nifty 500 (46.5) 18.3 10.9 (49.9) 65.6 226.8 74,166 51.0
Nifty 500 ex -Energy (28.8) 24.0 5.1 (27.3) 79.7 153.9 60,999 47.1
Nifty 500 ex-Financials (42.0) 25.1 19.6 (51.9) 40.1 172.4 53,292 33.8
Nifty 500 e x-energy ex -fin (19.0) 36.7 13.2 (29.3) 48.7 98.6 40,125 24.8

Source: CMIE Prowess, Refinitiv Datastream, NSE. NA: Not applicable

Figure 33: PAT margin of Nifty 500 companies in Q 4FY21

PAT Margin QoQ change (bps) YoY change (bps)
Communication Services 9.0 366 494
Consumer Discretionary 7.0 37 761
Consumer Staples 14.4 (23) 88
Energy 7.9 154 853
Financials 10.1 (87) 923
Health Care 12.2 (303) 380
Industrials 6.7 10 206
Information Techn ology 14.9 (187) (24)
Materials 14.8 245 861
Real Estate 9.8 (492) 145
Utilities 15.3 (122) 53
Nifty 500 10.4 26 662
Nifty 500 ex -Energy 11.2 3) 579
Nifty 500 ex -Financials 10.4 61 596
Nifty 500 ex -energy ex -fin 11.6 28 448

Source: CMIE Prowess, Refinitiv Datastream, NSE.
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Figure 34: Sector -wise PAT growth of Nifty 500
companies in Q 4FY21
PAT growth (%YoY)
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Figure 36: Sector -wise contribution of Nifty 500 companies to PAT growth in Q4FY21

Figure 35: Sector -wise PAT margin of Nifty 500
companies in Q 4FY21
PAT margin (%)
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Healthcare
Cons. Stap.
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Contribution to PA

Sector PAT (Rsbn)
% QoQ

Communication Services 40 2.2 3.3
Consumer Discretionary 189 1.1 26.4
Consumer Staples 111 0.0 3.0
Energy 468 55 66.1
Financials 508 (3.3) 62.1
Health Care 87 (0.9) 4.1
Industrials 137 1.3 7.0
Informat ion Technology 231 (0.8) 2.3
Materials 564 5.8 51.2
Real Estate 8 (0.2) 0.2
Utilities 142 0.0 11
Nifty 500 2,483 10.9 226.8
Nifty 500 ex -Energy 2,015 5.4 160.7
Nifty 500 ex -Finan cials 1,976 14.2 164.7
Nifty 500 ex -energy ex -fin 1,508 8.7 98.6

Source: CMIE Prowess, Refinitiv Datastream, NSE.
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Figure 37: PAT growth trend of Nifty 500 companies
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Source: CMIE Prowess, Refinitiv Datastream, NSE.
Figure 38: PAT margin trend of Nifty 500 companies
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Earnings revision analysis

FY21 PAT beat estimates and fell only marginally shor t of pre -COVID estimate:
Corporate earnings in Q4FY21 have beaten expectations yet again, thanks to ramping up
of business activities, steady consumption demand and higher commodity prices. Our
analysis of earnings performance of top 200 covered companies by market capitalisation 3
show a beat of 6.9% in FY21 aggregate profits vs. estimates at the end of March 2021. In
fact, the FY21 profit growth of 24.9% for this universe is only a tad lower than ~30%
estimated in early 2020 before the COVID -19 pandemic hit the country. Corporate s have
managed to report healthy profits in FY21 despite the demand - and supply-side
bottlenecks brought in by the pandemic by significantly curtailing variable costs and
benefiting from lower commodity prices during the first half of the year—a situation not
so favourable for the economy at large. Additionally, low base ( -7% in FY20 for the same
universe) also supported profit growth in FY21.

Profit beat in FY21 primarily led by commodities: Inventory gains for oil marketing
companies following a sharp surge in crude oil prices in the second half of the year and
higher realisations earned by metal companies on account of rising global metal prices
led to a significant beat in earnings for Energy and Materials sectors. A recovery in private
capex cycle as well as Government investment —also reflected in the National Accounts
data—significantly curtailed the profit contraction for the Industrials sector. Earnings for
defensive sectors including IT, Healthcare and Consumer Staples in FY21 were broadly
in-line with estimates.

Figure 39: Sector -wise profit beat/miss in FY21
beat/miss* in FY21
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Figure 40: Sector -wise share in aggregate profit

Real Estate

Sector -wise share in aggregate FY21 profit

Comm. Svcs. ¢

Note: Based on IBES earnings estimates of top 200 companies by one -year average market cap ending June 30", 2020, covered by at least five analysts at any given point

of time over the previous one year. * Profit beat/miss has been calculated as the percentage c hange in actual profit vs. profit estimate as on March 31, 2021.

3 The sample set consists of top 200 companies by one -year average market cap ending June 30", 2020 covered by at least five or more analysts during the previous 12

months using IBES estimates from Refinitiv Data stream.
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Figure 41: Monthly trend of sector -wise FY21 consensus earnings growth estimate (% YoY)
Mar-  Apr- May- Jun- Jul - Aug-  Sep- Oct- Nov- Dec- Jan- Feb-

Sectors

20 20 20 20 20 20 20 20 20 20 21 21
Comm. Svcs. NA NA NA NA NA NA NA NA NA NA NA NA NA NA NA NA

Cons. Disc. 25.6 18.4 -0.9 2.6 -148 -265 -340 -329 -23.7 -228 -214 -0.1 2.0 3.3 19.3 19.2
Cons. Staples  15.4 135 8.4 6.9 2.4 1.8 2.4 1.7 0.0 0.1 0.1 -0.1 0.0 0.0 0.2 (0.6)
Energy 17.6 11.9 7.6 0.9 -10.4 -143 -149 -150 -10.7 -10.2 -9.8 -2.2 0.0 15 9.0 15.0
Financials 49.1 45.1 50.2 49.0 40.2 30.0 28.6 28.4 46.4 48.1 50.8 64.3 65.0 65.9 66.4 66.8
Health Care 18.2 16.1 17.9 11.4 8.7 13.3 13.5 14.1 18.2 18.8 19.3 23.3 235 24.0 22.8 25.1
Industrials 16.8 10.5 11.0 -149 -226 -330 -346 -340 -300 -294 -285 -280 -282 -28.6 8.3 (2.1)

IT 9.5 4.0 -2.7 -3.6 -2.5 -0.5 0.2 3.6 4.9 5.2 7.8 10.0 10.3 9.6 6.7 6.7
Materials 28.2 9.2 -13.4  -40.3 - -428 -406 -388 -17.0 -11.2 -44 17.9 20.0 23.0 35.2 35.6
Real Estate 32.6 254 19.7 159.8 1535 1142 1129 109.6 104.6 106.7 1065 1126 1149 1141 79.6 48.5
Utilities 10.0 9.3 9.3 4.6 0.5 -1.3 -1.3 -1.6 0.0 0.2 0.8 4.6 5.1 5.0 5.2 15.6
Total 29.7 23.6 18.2 8.3 0.7 -3.2 =319 -3.7 4.4 5.9 7.9 16.9 17.8 18.6 23.2 24.9

Source: Refinitiv Datastream, NSE.
Note: Based on IBES earnings estimates of top 200 companies by one-year average market cap ending June 30", 2020, covered by at least five analysts at any given point
of time over the last one year. * figures for June 2021 are actual earnings growth figures.

Consensus FY22/FY23 PAT estimates upgraded des pite renewed COVID -induced
uncertainties...: Better-than-expected corporate earnings in FY21 and expectations of
pick-up in consumption demand in the second half has translated into upward revisions
in corporate earnings for FY22 and FY23 by 6.6% and 4.3% respectively for top 200
covered companies by market capitalisation. This was despite the d eadlier second wave
of COVID-19 and attendant ramifications on the economic recovery that was underway
during the second half of FY21. With this, the aggregate earnings of top 200 companies
in FY22 and FY23 are now expected to grow at 37.9% and 18.1% respe ctively. That said,
the upward revisions were primarily led by Materials and Financials —accounting for
~43% of the aggregate profit —excluding which profit estimate for FY22 saw a cut of 1.8%
in FY22 since March-end and were broadly retained for FY23.

A sharp surge in COVID-19 infections in the quarter gone by, that turned out to be much

more virulent than the first wave in terms of infection as well as mortality rates , has
significantly dampened consumer as well as business sentiments. This is reflected i n a
several high-frequency indicators including RBI’s consumer and business sentiment
surveys and manufacturing/services PMI, among others. Even as the restrictions we re
localised and targeted during the second wave unlike the first wave, the loss of livel ihoods
seen during the second wave may have a lingering impact on consumers’ propensity to
spend. Rural demand, which remained fairly resilient last year, may get hit this time given
the severity of COVID crisis in hinterlands. Considering this, the profit growth estimates

for FY22—that factor in a swift recovery in consumption/investment demand —may face
downside risks, particularly in the wake of an impending third wav e. On the positive side,
improving global growth outlook and a potential weakening of the INR bode well for
export-oriented sectors.
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Figure 42: Aggregate consensus profit growth estimate
for top 200 covered companies (% YoY)

Aggregate consensus profit growth estimate for top
200 covered companies
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Source: CMIE Prowess, Refinitiv Datastream, NSE

Figure 43: Aggregate consensus earnings revisions in
2021 till da te for top 200 covered compan ies

Aggregate consensus earnings revisions for top 200
covered companies since the beginning of 2021
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Note: Based on IBES earnings estimates of top 200 companies by one-year average market cap ending June 30", 2020, covered by at least five analysts at any given point
of time over the last one year. Data is as of June 25", 2020.

Figure 44: Monthly trend of sector -wise FY22 consensus earnings growth estimate (% YoY)

Sectors May- Jun- Jul - Aug- Sep- Oct- Nov- Dec- Jan- Feb- Mar-

20 20 20 20 20 20 20 20 21 21 21
Comm. Svcs. NA NA  NA NA NA NA NA NA NA NA NA NA NA NA
Consumer Disc. 486 870 1132 1501 177.4 1737 1576 157.3 1530 1175 1169 1157 836 794
Consumer Staples = 158 170 196 212 209 216 229 230 231 233 230 230 205 196
Energy 225 288 3901 445 469 466 398 383 384 270 270 265 154 102 |
Financials 326 394 479 534 546 526 425 428 415 412 416 416 433 447
Health Care 170 201 221 216 218 216 191 187 186 145 144 139 147 135
Indust rials 209 660 767 999 1046 1054 968 963 953 987 100.2 1016 325  29.2
T 159 193 193
Materials 581 864 919 810 768 737 415 385 360 257 259 297 432 606
Real Estate 174 280 273 295 296 202 290 357 363 341 604 951
Utilities 180 202 201 211 188 187 184 180 183 185 186 93
Total 27.9 369 440 494 506 508 432 426 420 379 384 391 374 379

Source: Refinitiv Datastream, NSE.
Note: Based on IBES earnings estimates of top 200 companies by one -year average market cap ending June 30", 2020, covered by at least five analysts at any given point
of time over the last one year. * Data is as of June 25", 2021.
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Figure 45: Sector -wise re vision in FY22 earnings estimates since March -end

% Sector -wise revision in FY22 earnings estimates since Mar -end

130.0 W Share in aggregate profit revision m Profit change since Mar-end
110.0 102.0 108.8
90.0
70.0
52.8
50.0
30.0 139
10.0 33 15 0.7 0.4 06 14 15
[ - o e
10.0 -0.6-0.2 32.33 . -0.1-1.1 -3.0-34 -4.5
o 78114 ' '
30.0
Financials Materials Energy IT Cons. Disc. Health Care Industrials Utilities  Real Estate  Cons. Comm.
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Source: Refinitiv Datastream, NSE. Note: Based on IBES earnings estimates of top 200 companies by one -year average market cap ending June 30", 2020,
covered by at least five analysts at any given point of time over the last one year. Data is as of June 25", 2021.

Figure 46: Sector -wise revision FY23 earnings estimates since March -end

% Sector -wise revision in FY23 earnings estimates since Mar -end
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Source: Refinitiv Datastream, NSE. Note: Based on IBES earnings edimates of top 200 companies by one-year average market cap ending June 30™, 2020,
covered by at least five analysts at any given point of time over the last one year. Data is as of June 25", 2021.

Figure 47: Sector -wise share in earnings (As of June 25 ™, 2021)
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Source: CMIE Prowess, Refinitiv Datastream, NSE. Note: Based on IBES earnings estimates of top 200 companies by one-year average market cap ending June
30™, 2020, covered by at least five analysts at any given point of time over the last one year. Data is as of June 25", 2021.
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The chart below shows how Consensus estimates usually begin the year (calendar) with
a bullish view on earnings, but are then brought back to terra firma with downgrades, year
after year, as the macro environment overhang pr evails over optimism.

A different st ory played out this year with earnings for the Nifty 50 universe, following a
steep cut initially after the onset of COVID -19 pandemic, witnessing meaningful
upgrades over the last few quart ers. Aggressive cost cutting initiatives by companies,
ramping up of business activities, rising commodity prices and improvement in
consumption demand improved earnings outlook, leading to ~9% and 6.5% increase in
Nifty 50 EPS estimates for 2021 and 2022 respectively since the beginning of 2021.

Figure 48: Yearly trend of NIFTY 50 Consensus EPS estimates

Weighted mean Nifty EPS estimates for calendar years
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Source: Refinitiv Datastream, NSE.
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Nifty 50 Earnings Revision Indicator dropped to near -zero levels: The Earnings
Revision Indicator (ERI)* for the Nifty 50 universe had remained in the negative zone
between 2015 and mid -2020, implying downgrades outnumbering upgrades, albeit for a
brief period in late 2019 when profit estimates got upgraded post the cut in corporate tax
rate. In fact, the ERI fell even d eeper into the negative zone during May-June 2020 to the
lowest level since the data is available (2007) as corporate earnings outlook got severely
impacted due to massive supply and demand disruptions caused by mass -scale COVID-
19-induced lockdowns worldw ide.

The ERI, however, improved meaningfully beginning September 2020, as better -than-
expected corporate earnings over the last few quarters and a stronger -than-anticipated
post-lockdown recovery in business and consumption ac tivities led to upgrades across
the board. That said, the ERI has been on a downward trajectory since the onset of the
second wave of COVID 19 in February 2021. Except for Materials which has continued to
see upgrades far outnumbering downgrades, thanks to a sharp surge in metal price s and
improvement in industrial demand, all other sectors have seen a meaningful drop in the
ERI levels. In fact, ERI has dropped to sub-zero levels for Consumer Staples, Consumer
Discretionary, Communication Services and Infor mation Technology, implying higher
number of downgrades than upgrades.

Figure 49: Nifty 50 Earnings Revision Indicator (since January 2019)
NIFTY 50 Earnings Revisions

50 o Nifty50 upgrades (1MMA) :~Nifty50:downgrades (1MMA) — 50
40 —

30 i i i i h

20 — i { : ' :

10 10
0 T T T T T T T T T T T T T T T 0
Feb-19 Apr-19 Jun-19 Aug-19 Oct-19 Dec-19 Feb-20 Apr-20 Jun-20 Aug-20 Oct-20 Dec-20 Feb-21 Apr-21 Jun-21

109 —_— Nifty50 Earnvings Revision Indicator (1MMA)

0.5 i i i i :

00 N

05 ~-0.5
1.0 o ~-1.0

T T T T T T T T T T T T T T T
Feb-19 Apr-19 Jun-19 Aug-19 Oct-19 Dec-19 Feb-20 Apr-20 Jun-20 Aug-20 Oct-20 Dec-20 Feb-21 Apr-21 Jun-21

Source: Refinitiv Datastream, NSE

4 The ERI is calculated as “(number of upgrades — number of downgrades)/total number of upgrades and downgrades”. It can range between -1 to 1.
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Figure 50: Nifty 50 Earning s Revision Indicator (10 -year trend)
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Source: Refinitiv Datastream, NSE.
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Figure 51: Short-term trend of Earnings Revision Indicator across MSCI sectors
India Earnings Revision Indicator across sectors: Short-term (2MMA)
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Figure 52: Long-term trend of Earnings Revis ion Indicator across MSCI sectors
India Earnings Revision Indicator (ERI) across sectors: Long-term (12MMA)
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COVID-19 Update : India past the second wave; pace of vaccine drive picks up °

Daily infections have been on a steady downward trajectory since reaching the p eak of the second wave in mid-May and
are now hovering below the peak levels seen in the first wave. This has been accompanied by a drop in casualties, albeit
with a substantial lag, as recounting of deaths by certain states led to casualties increasing we Il after the peak of the
second wave. As of July 11", 2021, daily cases recorded were ~37k, active cases were at ~427k and casualties at
~410k . The current weekly CAGR is-15.8% as opposed to 5.9% seen in June. India is now adding 8.5% to global cases
on a daily basis, and 14.4% to daily global casualties, while its share in confirmed cases stands at 16.7%.

The spread has been successfully contained after the second wave and states have increased the pace of vaccinations
which will be key in keeping case numbers down as restrictions ease further. States that are recording the highest
number of cases include Maharashtra, Kerala, Karnataka, Tamil Nadu and Andhra Pradesh, accounting for ~70%+ to
daily caseload. In fact, Maharashtra and Kerala alone have been contributing more than 50% to daily infections. In
terms of casualties, Maharashtra, Karnataka, Delhi, and Tamil Nadu lead with an overall share of 52%. Barring
Maharashtra and Kerala where daily infections stil | remain high, all states have successfully flattened controlled the
second wave and restrictions are being eased in a phased manner. A rapid vaccination drive in dense areas of the
country will be imperative in keeping case numbers low , particularly in the wake of an impending third wave hits.

Daily cases globally are on the rise again, standing at ~430k on July 10 ", after falling to ~360k around June 20 ™. This
has been led by rising cases in the UK, even ascases in Brazil and India have fallen for now. Cases in other European
countries and the Unites States have stabilized due to rapidly progressing vaccination drives.

The Centre announced a revised vaccine policy on June 7", 2021 wherein the Central Government decided to take over
the procurement of vaccines again and make it free for all above 18 years of age. This policy came into effect on June
21st, 2021 following which the pace of vaccination picked up considerably. As of July 10", 2021, India had vaccinated
over 304.5m people making it the country with the second highest doses of vaccine s administered, after China.
However, when looked at the share of population being vaccinated, India still lags, having fully vaccinated 5.4% of the
population vs. 12.1% for the world.

COVID-19 vaccine roll -out and policy update

The Centre announced a revised vaccine policy on June 7", 2021 wherein the Central
Government decided to take over procurement of vaccines again and make it free for all
above 18 years of age. This policy came into effect on June 21 *t, 2021 following which
the pace of vaccination picked up considerably. However, vaccination numbers have
fallen since June 27™, 2021.

As of July 10", 2021, India had vaccinated over 304.5 m people making it the country
with the second highest doses of vaccines administered, after China. However, when
looked at the share of popul ation being vaccinated, India falls behind, having fully
vaccinated 5.4% of the population vs. 12.1% for the world. 22.8% of the Indian
population is partially vaccinated so the share of fully vaccinated people will pick up onc e
the required gap between do ses is completed. The pace of inoculation and coverage of
population diffe rs meaningfully across countries and factors viz. access to vaccines,
population levels, income levels and health infrastructure.

Uttar Pradesh, Maharashtra, Rajasthan, Gujarat, Karnataka and Madhya Pradesh have
vaccinated aggressively since the drive opened up to citizens above 18 years of age. West

° The minor variation s in data across tables and charts are due to different data sources.
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Bengal and Bihar follow closely behind. Fast pace of vaccination drives in such dense
areas of the country would be key in reigning in cases if a third wave hits us.

Figure 53: COVID-19 vaccine doses administered in India

COVID-19 vaccines doses administered on a daily basis in m. (as of July 10th, 2021)
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Figure 54: State -wise cumulative COVID -19 vaccine does, as o f July 10 ", 2021
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Figure 55: State -wise percentage of population vaccinated, as of July 10 ™, 2021
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Figure 56: Covid-19 vaccine doses administered across countries, as of July 10 *, 2021
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Figure 57: Total vaccines administered in advanced

economies, as of July 11", 2021
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Figure 59: COVID-19 status —Worldwide (As on July 11", 2021)
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Figure 60: COVID-19 active cases across countries (As on July 11™, 2021)
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Figure 61: Daily Coronavirus cases across countries (As on July 11™, 2021)
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Daily cases (7D-MA)
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Figure 62: COVID-19 cases in India (as of July 11 ™", 2021)
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Figure 63: COVID-19 daily cases in India ( July 11, 2021)
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Figure 64: COVID-19 active cases in India (July 11, 2021)
Active cases in India peaked on May 8", 2021 and have been on a steady downward trajectory since then Daily cases
are now well below the peak of the first wave.
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Figure 65: Month -wise COVID-19 progression

Daily confirmed (average) Daily recovered (average) Daily deceased (average) Cumulative confirmed (eo p)
Jan’20 0 0 0 1
Feb’20 0 0 0 3
Mar’'20 53 5 2 1,635
Apr'20 1,100 297 37 34,866
May’'20 5,000 2,671 137 190,649
Jun’20 13,000 8,533 400 585,795
Jul’20 36,000 24,119 618 1,697,068
Aug'20 64,000 56,188 932 3,687,953
Sep'20 87,000 81,087 1,089 6,310,276
Oct’20 60,000 71,595 756 8,183,317
Nov’20 43,000 46,633 517 9,463,178
Dec’20 27,000 32,037 366 10,286,234
Jan’21 14,313 16,736 164 10,758,551
Feb’21 12,622 12,520 98 11,111,978
Mar’'21 35,763 22,191 186 12,220,634
Apr'21 231,211 140,023 1,629 19,156,979
May’21 290,860 331,177 3,873 28,173,666
June’21 74,563 118,072 2253 30,410,549
July’21* 42,104 47,761 846 30,873,697

Source: covidl9india.org . * Asof July 11, 2021

Daily cases in India have continued on a downward trajectory after peaking on May 8",
2021 and have now fallen below the peak of the first wave in September 2020. Most
states curbed the spread of the second wave by imposing state -specific restrictions. As
of June 10", 2021, daily cases recorded were 37,154 (Source: covidl9india.org).
Karnataka, Tamil Nadu, Maharashtra, and Kerala currently have the highest number of
active cases but cases have plateaued in all these states.

The country’s total and daily share of incremental cases, as of September 30" , 2020,
was 19% and 27% respectively which fell to 10% and 3% respectively by January 31%,
2021. However, India’s second wave in cases resulted in a sharp jump in India’s daily
share to more than 50% and share of total confirmed cases has to 50% and 15.1% on

May 15™, 2021 respctively. On July 10™, 2021, these figures were at 8.5% and 16.7%.
While India’s mortality rate initially dropped from 1.4% to 1.1% during the second wave,
it has risen to 1.3%. Our daily share of global deaths was 14.4% on July 10", 2021, a
drop from the 38% share on May 30", 2021. Total deceased cases could be higher than
reported due to limited capacity of testing and the poor condit ion of health infrastructure

in rural areas.
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Figure 66: India’s share of the global cases and deaths
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Source: worldometers.info, covid19india.org.

Figure 67: India’s share of the global coronavirus cases (daily and total)

World Daily India Daily India Total World Total India Daily Share India Total Share
29-Feb 1,446 0 3 6,612 0.0% 0.0%
31-Mar 75,337 146 1,397 779,093 0.2% 0.2%
30-Apr 81,818 1,801 34,863 3,130,737 2.2% 1.1%
31-May 105,773 8,782 190,609 5,998,835 8.3% 3.2%
30-Jun 173,337 18,641 585,481 10,239,259 10.8% 5.7%
31-Jul 289,732 61,242 1,695,988 17,356,471 21.1% 9.8%
31-Aug 261,172 69,921 3,691,166 25,233,053 26.8% 14.6%
30-Sep 324,096 86,821 6,312,584 33,685,132 26.8% 18.7%
31-Oct 473,618 46,963 8,184,082 45,711,629 9.9% 17.9%
30-Nov 496,892 31,118 9,462,809 62,778,734 6.3% 15.1%
30-Dec 747,664 21,822 10,266,674 81,926,995 2.9% 12.5%
30-Jan 513,060 13,044 10,747,091 103,130,698 3.0% 10.0%
28-Feb 322,449 15,614 11,111,978 114,644,539 4.8% 9.7%
30-Mar 564,208 53,480 12,149,335 126,974,931 9.5% 9.6%
30-Apr 886,822 386,555 18,762,976 149,019,351 43.6% 12.6%
30-May 388,837 152,734 28,047,534 168,669,044 39.3% 16.6%
30-Jun 382,203 45,951 30,362,848 180,078,454 12.0% 16.9%
09-July 500,825 42,766 30,795,716 184,318,442 8.5% 16.7%

Source: worldometers.info, covid19india.org.
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Figure 68: India’s share of the global coronavirus deaths (daily and total)

Date World Daily India Daily India Total World Total india g:;?’e fndi aSLo;ra;
29-Feb 22 0 0 105 0.0% 0.0%
31-Mar 4,722 3 35 40,947 0.1% 0.1%
30-Apr 5,830 75 1,154 228,555 1.3% 0.5%
31-May 2,768 223 5,408 362,422 8.1% 1.5%
30-Jun 4,907 507 17,400 494,899 10.3% 3.5%
31-Jul 6,194 793 36,511 661,570 12.8% 5.5%
31-Aug 4,198 819 65,288 836,248 19.5% 7.8%
30-Sep 6,399 1,181 98,678 999,643 18.5% 9.9%
31-Oct 6,526 470 122,111 1,179,890 7.2% 10.3%
30-Nov 8,564 482 137,621 1,450,169 5.6% 9.5%
30-Dec 14,976 299 148,738 1,783,126 2.0% 8.3%
30-Jan 14,092 127 154,312 2,230,317 1.0% 7.0%
28-Feb 9,918 108 156,603 2,544,070 1.1% 6.2%
31-Mar 12,174 459 162,927 2,786,089 3.8% 5.8%
30-Apr 14,922 3,498 208,330 3,134,652 23.4% 6.6%
30-May 8,092 3,128 329,100 3,623,115 38.7% 9.1%
30-Jun 8,068 817 398,454 3,904,157 10.1% 10.2%
09-July 8,390 1,206 407,145 3,985,169 14.4% 10.2%

Source: worldometers.info, covid19india.org.

Total confirmed cases in a state can be misleading since area, population and population

density need to be taken into account as well. States that saw th e virus spreading early
on during the first wave include Maharashtra, Kerala and Delhi but were able to bring their

case load under control. These states also saw surges after festivals in August and
November but were on a steady downward trajectory from D ecember to February, before
the second wave began. Maharashtra, Karnataka, Kerala, Tamil Nadu and Andhra
Pradesh currently have the highest number of active cases all states have successfully
flattened the second wave.

Mortalit y rates have increased to 1.3% after they fell to 1.2% during the second wave.
Recovery rates are now at 97.2% after slipping to ~84% in May. The second wave of
COVID-19 led to a great burden on the country’s healthcare system and state
governments soon began preparations for a third wave, including increasing the pace of
vaccination in the country.
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Figure 69: COVID-19 Cases in India across States (Confirmed, Recovered, Active) as of
States by Status

July 11 ™, 2021
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Figure 70: COVID-19 Confirmed cases across major states, as of July 111, 2021
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Figure 71: COVID-19 Active cases across major states, as of July 11 ", 2021
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Figure 72: COVID-19 Recovered cases across major states, as of July 11, 2021
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Figure 73: COVID-19 recovery rate across major states, as of July 11 ™, 2021
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There remains a divergence between mortality rates of different states. Punjab,
Uttarakhand and Maharashtra have recorded noticeably higher fatality rates than the
national average with rates of 2.7%, 2.2% and 2%. It is important to note that Pun jab has
had a worryingly high case fatality rate since the pandemic began. States like Kerala,
Odisha and Telangana have managed a low CFR of 0.5%, 0.5% and 0.6% respectively.

Figure 74: COVID-19 Deceased cases across major states , as of July 11, 2021
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Figure 75: COVID-19 Case Fatality Rate (CFR) across major states, as of July 11, 2021
CFR
State CFR (%)
Punjab 2.71
54 Uttarakhand 215
Maharashtra 2.04
MNagaland 1.85 State
Goa 1.84
a4 Dedhi 1.74 = Andhra Pradesh

1.72 —— Chhattisgarh
— Delhi

Andaman and Nicobar Islands

= Karnataka
= Kerala

—— Maharashtra
—— Rajasthan

== Tamil Nadu

= Uttar Pradesh

~— \West Bengal

—~——

Jul 2020 Cict 2020 Jan 2024 Apr 2021 Jul 2021
Date

Source: covid19india.or g

I eee——
47/191



O NSE Market Pulse

July 2021 | Vol. 3, Issue 7

The differentiating factor in containing the spread of the virus across countries conti nues
to be the extent of testing. Uttar Pradesh, Maharashtra, Karnataka and Tamil Nadu have
conducted the most number of tests so far but their tesing intensity is low as co mpared
to states like Delhi, Kerala and Goa who have covered 110%, 69% and 62% of t heir
population respectively. Rajasthan, Madhya Pradesh and West Bengal and continue to do
poorly with respect to testing with 15.8%, 15.4% and 15% testing intensities
respectively.

Figure 76: Daily COVID-19 tests in India, as on July 11", 2021 (the trend line denotes 7DMA)
COVID-19 Daily Tests in India
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Figure 77: Testing intensity across states as of July 10", 2021
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Figure 78: COVID-19 Test Positivity Rate (TPR) across major states, as of July 11 ™", 2021
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Infection spread across states

We have highlighted the divergence in the rate of infection across states since the
pandemic hit India. In order to understand the growth trends, we consider growth in
terms of the number of days it would take to double the cases. The so -called doubling -
rate (2x) rate is a widely used metric for measuring rapid growth.

Most states have seen huge rise in the number of days to double their current confi rmed
cases, after a sharp fall due to the second wave. India’s 2x rate has risen to 579 days on
as of July 10™, 2021, making steady progress from 188 days as of June 9" as compared
to 41 days on May 12" . Kerala’s doubling rate, at 175 days, is worryingly lower than the
national rate. Andhra Pradesh and Maharashtra are also on the lower end with doubling
rates of 521 and 562 days respectively. The doubling r ate of deceased cases is the worst
in Kerala and Mahrashtra a90 and 355 days respectively. Most st ates have maintained
higher testing numbers but Sikkim, Manipur and Mizoram are recording higher test
postivity rates of 20.6%, 15.3% and 11.8% respectively.
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Figure 79: COVID-19 Doubling Rate: Confirmed ¢ ases across major stat es, as of July 11 ", 2021
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Figure 80: COVID-19 Doubling Rate: Deceased cases across major states, as of
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District_-level trends

Active cases have now plateaued in all parts of the country, led by the districts that were
first hit by the second wave. The number of districts with 1000+ active cases has fallen
to 75 os of July 10™, 2021 from 177 on June 9, 2021 while only 9 districts have more
than 10,000 cases. Rural areas were hit harder during the second wave as compared to
the first but insufficient testing and vaccine hesitancy might not reveal the true extent  of

the spread.
Figure 81: COVID-19 confirmed cases acro ss districts, Figure 82: COVID-19 active cases across districts,
ranked b y confirmed cases as of July 11 ", 2021 ranked by confirmed cases as of July 111", 2021
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Figure 83: Disper sion of COVID-19 active cases and deaths across districts
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Figure 84: COVID-19 cases across districts, ranked by Active Cases as of  July 11 ™, 2021
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Figure 85: COVID-19 Case Fatality Rate (CFR) across districts, ranked by Active Cases as of

July 11 ™, 2021
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Figure 86: COVID-19 Active cases trend across districts ranked by Act  ive Cases as of July 11", 2021
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Chart of the month
The real -financial disconnect

An apparent disconnect between financial markets and the real economy —an otherwise recurrent perennial feature
particularly since t he Global Financial Crisis (GFC) of 2008—has become starker over the last year or so, becoming a
topic of much interest and d ebate.

The Coronavirus pandemic led global markets to their sharpest fall from life -time highs to a bear-market, in February -
March 2020, before reboundi ng sharply before the global economy could find its feet on an unprecedented fiscal and
monetary support. Such divergence between markets and the economy was also quite prominent in the aftermath of
the GFC. Apart from the liquidity-led returns, there are other factors at play that prolong such periods of limited
correlation between asset (equity) markets and economy, like an inherent forward -looking behaviour, and, for many
markets, a diversity in sector composition between the two.

Even as the massive liquidity injection by global central banks post the COVID -19 outbreak has partly found its way into
riskier asset classes—including emerging market (EM) equities —historically low interest rates have reduced risk premia,
supporting asset prices, and driving valuations higher. Additionally, the size -based impact of the pandemic has been
disproportionate on the corporate sector of developing countries, e.g., while corporate earnings have zoomed, this is
hardly the case for the MSME sector in India that accounts for ~30% of its GVA. Low cash buffers, limited access to
cheap credit, and vulnerable positions in supply chains might have posed significant hurdles on performance, but
negligible representation in the listed space precludes any refl ection in broad market indices. This phenomenon is
readily apparent across multiple sectors in the ec onomy.

It is also pertinent to note that markets discount future earnings, and in this context, the absence of a meaningful
recovery in earnings and economic growth trajectory, and/or a premature withdrawal of monetary policy actions, driven
by inflationa ry concerns may in fact trigger valuation de -rating and result in a spike in risk premia .

1 Unprecedented monetary and fiscal policy actions at play:  The unconventional

. i Massive liquidity injection
monetary policy measures that were undertaken in the aftermath of the GFC of

by global central banks post

2007 -08, followed by the debt crisis in the European Union in 2012, came to fore the COVID19 outbreak has
again with the COVID-19 pandemic last year, but with a much higher magnitude been the single ggest

and coverage. Central banks globally responded promptly and massively using a reason behind rising

wide range of unprecedented and unconventional measures to mitigate the disconnect between the real
adverse economic impact caused by the COVID-19 pandemic and to shore up the economy and the equity

financial markets. These include a sharp cut in policy rate s, easier compliance and market performance.
reserve requirement norms, lending and repo operations, special credit facilities

asset purchase programmes, foreign exchange operations, and a clear forward

guidance, among others. The idea was to inject adequately surplus liquidi ty into

the system and ease credit flow to deal with the sudden supply and demand shock

brought in by the pandemic.

The already low policy rates that have been prevalent for more than a decade now
were reduced further. While the US Federal Reserve (Fed) and the UK’s Bank of
England reduced the policy rates by 150bps and 65bps respectively, the near -zero
or negative policy rates were retained by the European Central Bank (ECB) and
Bank of Japan (BoJ). The World Bank, in its latest Global Economic Prospects, has
projected policy rates to remain at current low levels at least until the third quarter

of 2022. Additionally, the central banks pumped in huge liquidity into the system

through enhanced asset purchase programmes and repo/le nding operations,
resulting in a sharp surge in their balance sheet sizes—the last seen during the GFC.
While the Fed pledged to buy as much government debt as needed to support
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markets and extend the asset purchase programme to corporate bonds for the fi rst
time ever, the ECB annaunced the Pandemic Emergency Purchase Programme
(PEPP), totalling EUR1.35trn for private and public sector securities. The monetary
measures were complimented by coordinated fiscal policy measures in the form of
credit guarantees to provide the much -needed credit support for micro, small and
medium enterprises (MSMES) and other vulnerable segments of the economy.

These unprecedented monetary and fiscal policy actions and consequent liquidity
glut—aimed at mitigating the economic and financial instability c aused by the
COVID-19 pandemic —have found its way into financial markets, thereby driving
risk premia lower and asset prices and valuations higher .

Figure 87: Movement in policy rates of key central bank s Figure 88: Movement in policy rates and World Bank est.
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Note: 1. EMDEs = Emerging Market and Developing Economies. AEs = Advanced Economies2. Blue and orange lines in Figure 88 show average policy rates for 27 AEs
and 23 EMDEs. Dotted line shows projections as based on Oxford Economics May21_1 Oxford database.

Figure 89: Quantitative easing in AEs and EMDEs since
March 2020

%
25 ~

QE in AEs and EMDEs since Mar'20
20 A

15 ~

10 A

EMDEs

AEs

Source: IMF, World Bank.

Note: EMDEs = Emerging Market and Developing Economies. AEs = Advanced
Economies. Announced or completed purchases (where no announcement exists)
and of sovereign and private sector bonds in percent of nominal as of May 2021.
Sample for EMDEs consists of 17 countries. Sample for AEs consists of US, Euro
area, Japan, and United Kingdom. Bars shows averages. Orange whiskers show
regional range.

Figure 90: Fiscal support measures in response to
COVID-19 since January 2020 as % of GDP
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Note: EMDEs = Emerging Market and Developing Economies. AEs = Adve
Economies. Bars show unweightedenage of total fiscal support measures in respons
to COVIB19 pandemic. Sample includes 48 advanced econoraies 143 EMDESs.
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Figure 91: Size of key global central banks’ balance sheets
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Back home, the RBI followed global central banks and announced a slew of
measures, including rate cuts (115bps/135bps in repo/reverse repo rate since
Jan’20), surplus liquidity injection through regular and special open market
operations (OMOs), long-term repo operations, special credit facilities for

vulnerable segments of the economy, and more recently guaranteed purchase of
Government securiti es. Systemic liquidity since April 2020 has remained ~Rs5trn

in surplus. The RBI’'s balance sheet expanded by ~30% in FY20 (fiscal year ending
June 2020) —the steepest expansion since the GFC.
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RBI followed global central
banks and announced a
slew of unconventional
measures to inject liquidity
into the system.

Figure 92: Monetary and liquidity meas ures announced by the RBI between Feb 6 ™, 2020 and March 31%, 2021

WEESIES Amount (Rsbn)
Long-term Repo Operations (LTROS) 2,000
Variable rate repo 2,250
Special Liquidity Facility for Primary Dealers 72
Cut in CashReserve Rato 1,370
Marginal Standing Facility (dip by 1% in Statutory Liqu idity Ratio) 1,370
Targeted Long-term Repo Operations (TLTRO) 1,000
TLTRO2 500
Net OMO purchases 1,500
Special Liquidity Facility for Mutual Funds 500
Refinance to NABARD, SIDBI, NHB, ard Exim Bank 750
Special Liquidity Scheme for NBFCs 300
56-day Term Repo 1,000
On-tap TLTRO 1,000
Total 13,612
As proportion of 2020 -21 GDP 6.9

Source: CESP Working Paper8

Link to the paper: https://csep.org/wp -content/uploads/2021/06/WP_The -response-of-the-Reserve-Bank-of-India -

to-Covid-19 17062021.pdf
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Figure 93: Net lending under RBI's Liquidity
Adjustment Facility

Figure 94: Annual trend of RBI’s balance sheet
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Source: Refinitiv Datastream, Oxford Economic, World Bank.
Flls (foreign institutional investors) emerged as strong buyers of Indian equities in
FY21, with net inflows at record -high levels of US$37bn vs. meagre inflows of
US$2.1bn in the previous fiscal year. In fact, India received the highest foreign
capital inflows last year in the broa der EM pack excluding China. Massive monetary
easing by global central banks in the form of huge liquidity injection led to a risk -on
environment, translating into flow of capital into riskier asset classes such as
emerging market equities including India. The last time India saw such high inflows
into equity markets was post GFC when all major gobal central banks undertook
unconventional monetary easing measures including introduction of negative
interest rates and large -scale bond purchase programmes to bring about financial
stability .
Figure 95: Monthly trend of net FI | inflow s into Figure 96: Annual trend of net FIlI inflows into Indian
emerging market equities equities
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Source: Refinitiv Datastream, IIF.
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1 Large listed companies relatively less impacted from the COVID  -19 pandemic :
Large listed companies, that have strong balance sheets and enjoy economies of Listed companies have
scale, have benefited at the expense of smaller listed/unlisted companies by been relatively less
capturing market share. They have managed to report strong growth in profitability impacted frgm the COVID

. . - . . . . 19 pandemic as compared
despite a contraction in In dia’s GDP by changing their business models to suit the t0 the MSME and
new COVID-appropriate environment and capturing market share from .
) ) . . unorganised sectors—the
unorganized players. They have also meaningfully curtailed costs by cutting latter having no
salaries/wages, renegotiating with ve ndors, saving on rental expenses, and representation in the listed
minimizing administration/marketing expenses —all of which do not bode well for space.

the smaller listed/unorganized players and the economy at large.

The MSME secta, comprising of nearly 63m companies and contributing 30% t o
the country’s GVA, has been the worst impacted by the black -swan COVID-19
pandemic, with several small businesses facing financial distress due to sudden

halt of business activities caused by the lockdown and other containment
measures taken by the Government. This sector, which is the growth engine of the
economy and plays a pivotal role in providing employment opportunities, has been
particularly affected by COVID-induced supply chain disruptio ns, plunging demand
and liquidity challenges. A survey by Dun & Bradstreet shows that more than three -
fourths of the smaller companies have got adversely impacted by the COVID-19
pandemic. Indian equity markets have close to negligible representation of these

MSME companies and therefore the adverse impact faced by such companies
during a crisis will not be proportionally captured by the market .

Figure 97: Profit growth trend of Nifty 50 companies (As of June 30 ™, 2021)
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Figure 98: Profit growth trend of Nifty 5 00 companies (As of June 30 ™, 2021)
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Markets are forward looking: The economic data/news are backward looking and
report on what has already happened. Equity markets, on the other hand, are
forward -looking, and they start pricing in the recovery, or the down fall much sooner
than actually seen in real economic indicators. In fact, even in an episode of an
expected recession or economic slowdown, markets move up in anticipation of
strengthened policy action —as seen during the GFC and the most recent COVID
19 pandemic. Additionally, investors try and identify inflection points or emerging
signs of green shoots in the economy that suggest a recovery in the making to ramp
up buying into equity markets rather than wait for that to reflect in the real
indicators. For instance, during the GFC, makets in the US started rising from
March 2009 —sooner than the unemployment figures hit the peak . The fair value of
a company’s stock market capitalization represents the present value of all its
future earnings and cash flows. These future earnings estimates depend much
more on the future growth outlook of the company/sector/economy and not the
current macro situation.

The World Bank, in its latest Global Economic Prospects publication, expects the
global economy to expand by 5.6% in 2021 —the strongest post-recession pace of
recovery in 80 years, largely led by developed and major developing economies
where vaccination drives are progressing well. The chart below shows that
compared to previous global recoveries post episodes o f global recession, the
current recovery cycle is expected to be stronger, even as the extent may vary
across economies.
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Figure 99: Global output recoveries over history post episodes of global recession
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Source: World Bank. Note: Data for 2021 -23 used in the “2020” episode are forecasts. Lines show global recession episodes. Multiple years are used when the global
recession lasted for more than one year

Corporate earnings in FY21 have fared better than market expectation s, and with
increasing pace of inoculations, fast normalizing business activities to pre -COVID
levels, lower interest rates and an expected pick -up in consumption demand,
earnings are expected to see a meaningful rebound over the next couple of years.
Our analysis of earnings performance of top 200 covered companies by market
capitalisation ® show a beat of 6.9% in FY21 aggregate profits vs. estimates at the
end of March 2021. This has been consistently translating into upward revisions in
corporate earnings forecasts since September 2020. The aggregate corporate
earnings for this universe have been revised upwards by for FY22 and FY23 by
~14% and 11% since the beginning of this year, translating into an expected profit
CAGR of 28% during FY2123. This was despite the deadlier second wave of
COVID-19 and attendant ramifications on the economic recovery that was
underway during the second half of FY21.

Figure 100: Aggregate consensus profit growth Figure 101: Aggregate consensus earnings revisions in
estimate for top 200 covered companies (% YoY) 2021 till date for top 200 covered compan ies
Fy21 FY22 FY23 ——FY21 ——FY22 ——FY23
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Source: CMIE Prowess, Refinitiv Datastream, NSE Note: Based on IBES earnings estimates of top 200 companies by one-year average market cap ending June
30™, 2020, covered by at least five analysts at any given point of time over the last one year. Data is as of June 25", 2020

5 The sample set consists of top 200 companies by one -year average market cap ending June 30", 2020 covered by at least five or more analysts during the previous 12
months using IBES estimates from Refinitiv Datastream.
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Expectations of sustained policy support, strong recovery in economic activity and
robust corporate ear nings trajectory have meaningfully driven asset prices and
valuations higher, not just in Indi a but for the overall emergin g market pack
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Figure 103: MSCI EM 12-month forward P/E
MSCI EM 12-month forward P/E
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Source: Refinitiv Datastream.

1 The economy is bigger than the markets: Market indices are developed with a

clear focus on portfolio diversification, performance, and liquidity and reflect the
performance of listed stocks on exchanges. While equity market is considered a
barometer of the economy as a well-developed market offers investment
opportunities and boosts savings, thereby distributing capital resources to
productive investments that eventually bodes well for economic growth , it may not
always move in tandem with th e economy. This is primarily because of sector
disparity that exists bet ween flagship indices and the respective country’s GDP.

The Figure below shows distribution of Nifty 500 companies as per the GVA sector
classification as presented by the Central Statistics Office (CSO). The analysis
shows a significant disparity in sect or weights in the Nifty 500 Index and the GVA
composition. For instance, Financials and Manufacturing sectors comprise a big
chunk of these flagship indices, while the share of these sectors in the GVA basket
is much lower. Similarly, Agriculture sector —contributing ~18% to India’s GVA—
has barely any representation in the market, with a much lower market cap share
in the Nifty 500 Index.

In this vein, the Nifty 50’s Manufacturing sector is concentrated to Consumer
Staples, Consumer Discretionary (Autos), Pharmaceuticals and Commodity-
oriented companies. While commodity companies have benefited from a sharp
surge in global commodity prices, the so-called essential segments of the
economy, viz., Consumer Staples and Pharmaceuticals have emerged relatively
unscarred from the pandemic. The Index has no representation of companies from
the Capital Goods sector which has been far severely hit by the pandemic amid
reduced investment and industr ial demand.

Additionally, in India, many unlisted entities that are e ither largely from
SMEs/unorganized sectors or are start-ups contribute reasonably to the country’s
GDP but do not form part of the capital markets .

62/191



O NSE Market Pulse

July 2021 | Vol. 3, Issue 7

Figure 104: Sector composition of Nifty 500/Nifty 50 Indices and India’s GVA

Nifty 500 Nifty 50 GVA share

Sector No. of Weight inthe  No. of Weight in the (Avg. over FY12-
companies index (%) companies index (%) 20) *

Agricu lture 44 5.5 4 4.8 18.2
Crops including irrigation 40 5.4 4 4.8 11.0
Livestock 3 0.1 0 0.0 4.6
Forestry and logging 1 0.0 0 0.0 15
Fishing and aquaculture 0 0.0 0 0.0 11
Industry 261 41.0 27 37.2 29.9
Mining and Quarrying 4 0.6 1 0.6 25
Manufacturing 223 35.5 23 32.2 16.5
Electricity, gas, water supply and other utility services 9 2.0 2 17 25
Construction 25 2.9 1 2.7 8.3
Services 195 53.5 19 58.0 51.9
Trade, hotels, transport, storage and communication 86 19.5 7 19.5 20.3
Financial services, real estate and business services 101 335 12 38.5 18.3
Community, social and personal services 8 0.6 0 0.0 13.4

Source: NSE, CSO. 'GVA at current prices

Note: Assumptions used in reclassifying Nifty500/50 companies as per the GVA sector classificati on

1. Sectors which form key inputs to agriculture sector have been reclassified as “Agriculture”.

2. Sectors forming key output from agriculture sector and used as direct inputs in manufacturing sectors have been reclassified as “Agriculture”.

India is not uni que to witness such divergence between representation of sectors
in listed equity space and country’s GDP. Similar trends are observed in economies
like the US, UK and Germany.For instance, in the US, the Industrial sector accounts
for ~43 % of the flagship index—S&P 500 Index (based on derived weights for SPDR
S&P 500 ETF sourced from Refinitiv Datastream) but is a mere ~19% of the
country’s GDP.

Figure 105: Sector composition of SPDR S&P 500 ETF and US GDP

No. of companies in

Average sector weight in

Seclors SPDR S&p 500 ETF ~ Derived weight (%) US GDP over 2011-18*
Agriculture 22 2.2 1.1
Crop including irrigation 20 2.1
Livestock 2 0.1
Industry 224 42.6 18.8
Mining & quarrying 20 1.2
Manufacturing 170 38.2
Electricity, gas, water supply and other u tility services 28 2.8
Construction 6 0.4
Services 259 56.2 76.5
Trade, hotels, transport, comm. & broadcasting services 108 32.7
Financial services, real estate & professional services 142 22.7
Public administration, defe nce & other services 9 0.9

Source: Refinitiv Datastream. Statista .

* Distribution of US GDP across economic sectors has been taken from Statista. Link here.

Note: Assumptions used in reclassifying companies of SPDR S&P 500 ETF are listed below:

1. Sectors which form key inputs to agriculture sector have been reclassified as “Agriculture”.

2. Sectors forming key output from agriculture sector and used as direct inputs in manufacturing sectors have been reclassified as “Agriculture”.
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1 Historically high ret ail participation does not hurt:  Retail investors emerged as
strong buyers of Indian equities last year, addi ng fuel to the ongoing rally. A sharp
market crash in the quarter ending March 2020, thanks to the onset of COVID-19
outbreak and lockdown -induced economic uncertainty, lured retail investors into
trading in equity markets, with an ensuing liquidity -led market rally furt her
strengthening their sentime nts. This is reflected in an increase in retail ownership
in the NSE-listed universe during the last few quarters. This increased buying is
also reflected in a sharp rise in new investor accounts added last yea r and increase
in retail share in the cash market turnover. New investor account additions through
CDSL as well as NSDL ithe last financial year (Apr-March 2021) stood at a record -
high 14.3m —representing nearly 26% of the outstanding active investor acco unts
at the end of the period. Moreover, the share of individual retail investors (Others)
shot up from 39% in FY20 to 45% in FY21.

Figure 106: Quarterly trend of number of active Figure 107: Annual trend of new investor account
investor accounts with depositories additions with depositories
mn . mn . .
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Figure 108: Retail ownership trend in Nifty 50 Index Figure 109: Retail ownership trend in Nifty 500 Index
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Source: CMIE Prowess, NSE.
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1 Conclusion: While the sharp surge in equity markets, not just in India but across
the globe, may seem at odds with each other, they are not. The sector diversity
between the flagship market indices and the country’s economic output as well as
the forward -looking nature of equity markets both point to limited correlation
between equity markets and the real econo my. What has accentuated the
disconnect between the two over the last one year or so, and in historical perio ds
of crises, has been the massive liquidity injection by the global central banks and
the unprecedented fiscal stimulus packages announced by the governments. This,
in turn, have lowered risk premia and supported asset prices and expensive
valuations.
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Macro economy
Retalil inflation sees a broad-based spike in May

Headline CPI inflation unexpectedly surged to a six -month high of 6.3% in May’21 from 4.2% in the previous month,
negatively surprising market expectations (Consensus: 5.3%; Source: Reuters) an d breaching the RBI’s target band.
This was primarily on the back of a broad-based surge witnessed across all major segments of the CPI basket, not ably
in food, fuel, and healthcare. Core inflation (headline inflation ex food and fuel) jumped to an 82 -month high of 6.3% in
May—primarily attributed to transportation, health, and personal care & effect segments. The spike in rural inflation was
steeper owing to a sharp jump in core inflation, indicating the severe impact of COVID -induced supply disruptions on
the rural sector. On a sequential basis (MoM), inflation hardened for the fourth month in a row, and by a much higher
guantum in the month gone by, reflecting the impact of global reflationary pressures, increasing fuel prices and
pandemic-induced supply -chain bottlene cks.

Notwithstanding a favourable base, renewed COVID-led supply-side bottlenecks, coupled with cost -push pressures
emanating from higher commodity prices and logistics costs, are likely to keep inflation trajectory elevated in the near
future. A sharp spike in recent WPI inflation readings is a testament of rising cost pressures that may eventually feed
into retail inflation. Even asthe RBI has a tough task at hand managing the growth-inflation dynamics, it is likely to
overlook recent spike in inflation as a large part of this is supply-driven and therefore transitory in nature. Given the
economic disruptions caused by the second wav e of COVID-19 and risks of an impending third wave, policy support
from all sides is required to foster recov ery and expedite return to normalcy. Though, mobility indices have inched up
and economic activity is showing nascent signs of revival with recedin g daily cases and easing restrictions, business and
consumer sentiments remain weak and fragile. Therefore, u ntil the growt h impulses are not revived on a durable basis,
we continue to expect RBI to take precedence of growth over inflation . As such, we expect the RBI to stay put on policy
rates at least through the current financial year and continue to provide a dequate and targeted liquidity support to
stressed segments of the economy.

1 Retall inflation surges to a six -month high in May...: Headline retail inflation for
the month of May was largely expected to move upwards from the previous month _ L
. ) May surprised significantly
levels on account of cost push pressures that were triggered by state wide . .
on the upside and came in
restrictions. Howeve r, the surge surpassed the market expectations and witnessed at 6.3% vs. 4.29%Y0Y in
a six-month high print of 6.3% in May from 4.2% in the previous month. This was April 2021 .
primarily led by the broad based spik e in all the categories. Despite unfavorable
base (8.4%YoY in May’20), food and beverage inflation rose to a six month high of
5.4% on an annual basis. However, inflation in fuel and lightening component
surged to 11.6% level, highest since March 2012, par tly owing to favorable base
(1.6%YoY in May’20). Alongside, the core inflation hardened further and surged to
6.4%YoY in May’21- level last witnessed in the July 2014. The overall prices
witnessed a strong sequential rebound of 1.7%MoM, thereby mirroring t he 1.9%
sequential uptick witnessed during Lockdown 1.0 (April’20). The monthly elevation
of headline retail prices marked the third highest strong surge witnessed in a month
after 2.1%MoM rise in July 2014 and 1.9%MoM rise in April 2020.

Headline CPI inflation in

1 ...primarily led by higher food a nd fuel inflation...: The surge in retail inflation on
a YoY bask was primarily led by higher food inflation, thanks to sharp surge i n eggs
(15.2%YaY), oils and fat (30.84%Y0Y), fruits (12%YoY), pulses (9.4%YaY), spices
(7%YoY) and prepared meals (5.12%Yo0Y). However, on sequential basis, all the
food items witnessed a strong uptick. While vegetable prices continued to witness
deflation but the magnitude of contraction in prices reduced sharply from
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Figure 110: Consumer price in flation in May 2021 (%YoY)
%YoY :

14.2%YoY in April’21 to mere 1.92%YoY in May’21. Fuel & light inflation jumped
to a 9 year high of 11.6%, owing to continuo us surge in global energy prices.

...accompanied with sticky core inflation: Core inflation (headline inflation ex
food and fuel) also rose from a 10-month low of 5.1% in Apr’21 to nearly seven-
year high of 6.3%. This was primarily attributed to transportation, health, and
personal care & effect segments. Within the core bas ket, clothing and footwear
inflation surged to a 35-month high of 5.3%, pan, tobacco and intoxicant prices
rose at athree-month high of 10% YoY, housing infaltion surged to a 22-month
high of 3.9% and healthcare infaltion shot up to a 26-month high of 8.49%.
Transport & communication inflation remained elevated at 12.4%, reflecting the
impact of higher fuel price s and consequent pass-through to transport fares. Core
inflation excluding vehicle fuels remained rather subdued at 1.6%YoY.

Expect RBI to remain focused on growth despite rising inflationary pressures
Notwithstanding a favourable base, renewed COVID-led supply-side bottlenecks,
coupled with cost -push pressures emanating from higher commodity prices and
logistics costs, are likely to keep inflation trajectory elevated in the near future. A
sharp spike in recent WPI inflation readings is a testament of ris ing cost pressures
that may eventually feed into retail inf lation. That said, the RBI is likely to overlook
this as much of the spike in inflation has been supply-driven and therefore
transitory in nature. Given the economic disruptions caused by the secon d wave of
COVID-19 and risks of an impending third wave, po licy support from all sides is
required to foster recovery and expedite return to normal cy. Though, mobility
indices have inched up and economic activity is showing nascent signs of revival
with receding daily cases and easing restrictions, business and consumer
sentiments remain weak and fragile. Therefore, until the growth impulses are not
revived on a durable basis, we continue to expect RBI to continue to take
precedence of growth over inflation . As such, we expect the RBI to stay put on
policy rates at least through the current financial year and continue to provide
adequate and targeted liquidity support to stressed segments of the economy .

Weight (%) May-21 April -21

Expect RBI to maintain an
accommodative stance all
through FY22 and support
growth by ensuring
adequate liquidity in the
system, particularly
targeted at stressed
segments of the economy.

6.3 4.2 6.3

FY22TD FY21TD

CPI 5.3 6.8
Food & Beverages 45.9 5.2 2.6 8.4 3.9 9.4
Pan, Tobacco & Intoxicants? 24 10.0 9.0 6.3 9.5 6.1
Clothing & Footwear? 6.5 5.3 35 3.4 4.4 3.4
Housing 10.1 3.9 3.7 3.7 3.8 3.8
Fuel & Light 6.8 11.6 8.0 1.6 9.8 2.3
Miscellaneous? 28.3 7.5 6.1 5.8 6.8 5.6
Core CPI inflation *? 44.9 6.3 5.1 4.9 5.7 4.9

Source: CSO, NSE. NA = Not Available.
Note: * Headline inflation excluding food & beverages, pan, tobacco & intoxicants and fuel & light.
2 Inflati on data for the se components for April and May 2020 are based on the imputed index calculated by MOSPI.
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Figure 111: Headli ne CPI inflation trend
% Headline inflation surges to a six -month high in May'21
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Figure 112: Real intere st rates have r emained negative for more than a year now
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Figure 113: Category -wise c ontribution to India consumer price inflation (CPI)
India Consumer Inflation and Components (May 21)
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Figure 114: Category -wise contribution to India Food and Beverages inflation (CPI)
15 India Food Inflation and Components 15
=== Food & Beverages = Cereal and Products
m  Milks and Products m Vegetables
Prepared Meals, Snacks, Sweets m Meat and Fish
m Egg m Oils and Fats
= Fruits m Spices
m Pulses and Products m Sugar and Confectionary
Non-alcoholic Beverages
10 10
5 -5
EE .
"EEg0N
0 1A s = : Lo
\ l I '
-5 -5

2018 ' 2019 2020 ' 2021

Source: Refinitiv Datastream, NSE.

69/191



O NSE Market Pulse

July 2021 | Vol. 3, Issue 7

Wholesa le inflation ri ses to fresh record -highs in May

Wholesale inflation rose for the fifth month in a row to fresh record highs of 12.9% YoYin May 2021, marking the 12
consecutive month of a sequential increase. The spike was primarily led by a huge YoY jump in crude oil, mineral oils,
and electricity prices as well as continued increase in manufactured products inflation, albei t off a low base, partly offset
by lower food inflation. Notably, the wholesale inflation trajectory has been orthogonal to the retail inflation tr end over
the last few months, with the gap between the two widening to record -high levels. While a part of this is attribute d to
an unfavourable base and difference in wholesale and retail consumption baskets ( The former has a lower share of food
and much higher share of manufactured items), the spike also reflects significant supply-side bottlenecks that have got
accentuated by fresh restrictions during the second wave. A low base, higher commodity prices and supply-chain
disruptions are likely to keep the wholesale inflation trajectory significantly elevated in the near future. This, in turn,
may eventually feed into retail prices, thereby further hurting the inflation trajectory, even as a high base may provid e
some upside support.

1 Wholesale inflation rises to fresh series-high (eight -year) levels in May:
Wholesale price inflation (WPI) surprised on the upside for yet another month and
rose by a huge 245bps MoM to an eight-year high of 12.9% in May 2021, albeit off
a low base (-3.4% YoY in May'20). This is the highest inflation print in the new
series (base year: 2011-12), marking the 12" consecutive month to re port a
sequential jump in wholesale prices. The spike was primarily led by a huge YoY
jump in crude oil, mineral oils, and electricity prices as we Il as continued increase
in manufactured products inflation, albeit off a low base, partly offset by lower fo od
inflation .

1 Non-food inflation withness a broad -based spike : Primary articles inflation
moderated to 9.6% in May’21 from a 16-month high of 10.2% in the previous
month. This was primairly on the back of a lower inflaiton in food articles, even as
pace of price surge in non-food primary articles and commodities rose further.
Within Primary articles, while food prices a t the wholesale level rose by a relatively
modest 4.3% YoY,down 1.5% on a MoM basis, non-food articles inflation rose to
the fresh series-high level of 18.4% YoY. Crude, petroleum & natural gas prices
also rose by by a steep56.1% YoY at the wholesale level, thanks to an extremely
low base (-37.5% in May’20) and continued surge in global crude oil prices . Fuel &
power inflation moved up further deep into the positive territory to 37.6% —the
highest in the series, albeit off an unfavorable base (-23.1% in May’20), with
mineral oils and electricity prices rising by 81.2% and 5.8% YoY respectively, even
as coal inflation remained st eady at 0.7%.

Manufactured products inflation rose for the 12™ consecutive month to touch fresh
record-high levels of 10.8% in May’20, led by a spike in food as well as non-food
manufactured categories. While manufactured food products recorded an inflation
of 15.2%, inflation in no n-food manufactured products also rose to 10.0%, both of
which were the highest in their respective series. This is partly attribute d to
continued supply-side pressures that got aggravated by the targeted lockdown
restrictions imposed by states to arrest the second wave, as well as rising
commodity prices.

1 Gap between CPI and WPl inflation falls deeply into the negative territory  : The
gap between retail and wholesale price inflation fell for the seventh month in a row
by another 38bps MoM to -6.6pp in May 2021 —the lowest ever seen in last eight
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years. This marks the third consecutive month of negative differential between CPI
and WPI. A relatively much steeper spike in WPI inflation trajectory over the last
few months has been primarily on ac count of a) a much higher weight of food in the
retail basket (45.9%) as compared to the wholesale basket (15.3%), where price
rise has been relatively benign over the last few of months, and b) a higher
weightage of manufactured goods in the wholesale bas ket (64.2%) as compared
to the retail basket, where prices have witnessed a sharp increase, thanks to an
unfavorable base, renewed supply -side pressures and higher commaodity prices.

Whol esale inflation trajectory to remain elevated over the next  few months : A
low base, higher commodity prices and renewed supply -side bottlenecks are likely

to keep the wholesale inflation trajectory significantly elevated in the near future.

This, in turn, may eventually feed into retail prices, thereby further hurting the

inflation traject ory, even as a high base may provide some upside support.

Figure 115: Wholesale price inflation for May 2021 (%YoY)

Weight (%) FY22TD FY21TD
WPI 12.9 10.5 (3.4) 11.7 (2.5)
Primary articles 22.6 9.6 10.2 (2.1) 9.9 (1.6)
Food articles 15.3 4.3 4.9 17 4.6 2.7
Non-food articles 4.1 18.4 15.6 3.9) 17.0 (3.4)
Minerals 0.8 221 19.6 (1.6) 20.9 (2.2)
Crude petroleum & natural gas 2.4 56.1 79.6 (37.4) 66.9 (41.8)
Fuel & power 13.2 37.6 20.9 (23.1) 28.8 17.9)
Coal 2.1 0.7 0.6 2.3 0.7 2.3
Mineral oils 8.0 81.2 45.3 (39.7) 61.6 (32.9)
Electricity 3.1 5.8 (2.5) (5.1) 15 0.4
Manufactured pr oducts 64.2 10.8 9.0 (0.3) 9.9 (0.2)
Food group 24.4 8.1 7.6 2.7 7.8 3.6
Source: CSQ CMIE Economic Outlook.
Figure 116: WPI inflation trend Figure 117: Gap between wholesale and retail inflation
% WPl inflation rises sharply to fresh record  -high levels  percentage points Gap between CPI and WP inflation
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Source: CMIE Econorric Outlook.
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Figure 118: India wholesale price inflation (WPI)
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Industry output surges on a low base in April

Industrial production (IIP) rose by a strong 134.4% YoY in April but off a very lo w base (-57.3% in Apr'20), surprising
market expectations on the upside (Consensus: 120%). On a sequential basis, IIP declin ed by 13% MoM, a tad higher
than the average MoM drop of 11.5% seen in April during 2013 -2019. Decentralised measures and targeted r estrictions
this time, where manufacturing units were largely allowed to function, limited the downside risks emanating from the
second wave on the industrial sector. Consumption demand, however, seem to have got hit harder, as reflected from a

much steeper-than-usual drop of 12.9% in Consumer Durables production vs. an average drop of 7.6% during 2013 -
2019. Additionally, the f lat two -year CAGR in April suggests that the industrial sector has just managed to revert to pre -
COVID levels, with the deadlier second wave delaying the recovery process further.

Even as the economic ramifications of the second wave on the industrial reco very that was underway until March has
been relatively benign, business sentiments remain muted, reflected in a meaningful drop in M anufacturing PMI last
month. The impact on contact -intensive services has seemed to be far severe as evidentfrom the Services PMI readings.
That said, the impact is likely to be largely concentrated in the first quarter of FY22, with easing restrictions b y several
states paving way for a recovery ahead. We maintain our FY22 GDP growth estimate at 9.2%. Prolonged weakness in
consumption demand particularly in the wake of an impending third wave and rising inflationary pressures, slowdown
in pace of vaccinations and deterioration in global growth outlook remain key downside risk s to our estimates.

1 1IP growth sho t up in April on a favorable base: Industrial production rose by a , -

. . ) . Industrial produc tion growth
higher-than-expected 134.4% YoY in April 2021, a tad higher than the market rose by a higherthan-
expectations. While a part of this is attributed to a supportive base ( -57.3% YoY in expected 22.4% in Mar'21
Apr’20), a steady production levels compared to two -year prior levels and only @  amid a favourable base.
modestly steeper sequential contraction as compared to historical trend point to a
relatively b enign impact of the deadlier second wave on industrial activity. This is
primarily because of the decentralis ed nature of lockdown restrictions which
allowed most manufacturing units to remain function during this period.

1 Manufacturing and Mining remaine d broadly steady on atwo -year CAGR basis,
but Electricity register s a modest rebound : Manufacturing sector grew by a
strong 197.1 % YoY but off a very low base (-66.6% YoY inApr'20) as most of the
manufacturing units were shut during the first lockdown, making comparisons
difficult. On a two -year CAGR basis, segments that witnessed a decert growth in
production include base metals (+7.3%), tobacco products (+7.7%) and food
products (+2.8%). Segments that registered a sharp drop in production levels as
compared to April 2019 levels include recorded media ( -18.8%), beverages (-
13.7%), leather products (-9.5%), computer & electr onics (-9.3%), wearing
apparel (-9.2%), furniture (-9.0%), electrical equipment ( -8.0%) and transport
equipment (-7.9%). Mining production also witnessed a strong 37.1% YoY growth
in April 2021 but was up by a modest 0. 9% on a two-year CAGRbasis. Electricity
sectors has performed rather well since the pandemic and grew by a strong 38.5%
YoY in April and 3.4% on a two-year CAGR basis.

1 Use-based classification show ed a dip in consumption demand : Even as the
overall industrial activity has hel d up despite renewed COVID-led restrictions, the
use-based classification showed a sharper dip in consumption demand. This is
reflected from a much steeper-than-usual drop of 12.9% MoM in Consumer
Durables production vs. an average drop of 7.6% during 2013 -2019. On a two-year
CAGR basis, Consumer Durables production declined by 6%—the lowest in last
eight months, pointing to a significant deteriorati on in consumption demand.
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Capital Goods production also fell by a four -month high of 7.5% on a two-year
CAGRbasis and has remained in the negative territory for the 22 " consecutive
month, indicating persistence of a weak investment demand in the economy.
Essential segments of the economy, however, are back to pre-COVID levels, as
signalled from a modest two -year CAGR in prodiction of Primary and Intermediate
goods as well as Consumer Non-durable Goods.

1 Disruptions to industrial recovery contained by dece  ntralised lockdowns : Even
as the economic ramifications of the second wave on the industrial recovery that
was underway until March has been relatively benign, business sentiments remain
muted, reflected in a meaningful drop in Manufacturing PMI last month . The impact
on contact-intensive services has seemed to be far severe as evident from the
Services PMI readings. That said, the impact is likely to be largely concentrated in
the first quarter of FY22, with easing restrictions by several states paving way for
a recovery ahead. We maintain our FY22 GDP growth estimate at 9.2%. Prolonged
weakness in consumption de mand particular ly in the wake of an impending third
wave and rising inflationary pressures, slowdown in pace of vaccinations and
deterioration in g lobal growth outlook remain key d ownside risks to our estimates .

Figure 119: India i ndustrial produ ction for April 2021 (%Yo0Y)

%YoY Weight (%) Apr-21 Mar-21 Apr-20 FY21 FY20
P 134.4 24.1 (57.3) 8.7) (0.8)

Sector- Mining 14.4 37.1 5.9 (26.9) (7.8) 1.6

based Manufacturing 77.6 197.1 28.3 (66.6) (9.8) (1.4)

indices Electricity 8.0 38.5 22.5 (22.9) (0.5) 0.9
Primary Goods 34.0 37.1 7.8 (26.6) (7.0) 0.7
Capital Goods 8.2 1,077.1 48.3 (92.7) (19.2) (14.0)
Intermediate Goods 17.2 209.2 23.2 (63.9) (9.7) 9.1

Use-based .

Goods Infra/Construction Goods 12.3 564.0 34.9 (85.0) (9.0) (3.6)
Consumer Goods 28.2 205.6 39.8 (68.6) (7.6) (3.8)
Consumer Durables 12.8 1,943.6 55.0 (95.7) (15.2) (8.8)
Consumer Non-durables 15.3 95.7 31.2 (48.1) (2.3) (0.2)

Source: CSO, NSE
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Figure 120: India industrial production (SMMA)
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Figure 121: Long-term industrial production trend (12MMA)
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Figure 122: India industrial production use

20
15
10

—— Primary goods (3MMA, %YoY)

N YA/ A

-based goods (3MMA)

15
10

\V4

2016 2017 2018 | 2019 | 2020
Intermediate goods (3MMA, %YoY)

'2021

2016 2017 | 2018 | 2019 | 2020

'2021

Consumer durable (3MMA, %YoY)

2016 2017 2018 | 2019 | 2020

Source: Refinitiv Datastream, NSE

'2021

Capital goods (3MMA, %YoY)

2016 2017 2018 | 2019 2020 2021

Infrastructure/Construction goods (3MMA, %YoY)

G ESS

2016 2017 = 2018 | 2019 | 2020 2021
Consumer non-durable (3MMA, %YoY)

\/\/\fv/\m

2016 2017 2018 | 2019 | 2020 2021

76/191



O NSE Market Pulse

July 2021 | Vol. 3, Issue 7

Figure 123: India eight -core sector growth (3MMA)

—— Eight-core sectors —— Coal
100 40
] 20
50 A
] X 0 W
0 —_— -
\7” -20
-50 T T T T T -40 T T T T T
2016 2017 2018 2019 2020 2021 2016 2017 2018 2019 2020 2021
— Steel —— Cement
600 - 600 -
400 4 400 4
200 200
] J 9
0 E ~— B ~
-200 - T T T T T -200 T T T T T
2016 2017 2018 2019 2020 2021 2016 2017 2018 2019 2020 2021
— Fertilizer — Petroleum Refinery products & Crude oil
20 - 40 -
] 20 4 II;‘I
0 _w
20
-20 T T T T T -40 T T T T T
2016 2017 2018 2019 2020 2021 2016 2017 2018 2019 2020 2021
—— Natural Gas —— Electricity
30 40 4
2 0
2 0 I .y
0 0 VA\/ &l
-10 20 -
-20 — T T[T T T -40 T T T T T
2016 2017 2018 2019 2020 2021 2016 2017 2018 2019 2020 2021

Source: Refinitiv Datastream, NSE

Figure 124: Manufactur ing as well as Services PMI drop after fresh COVID restrictions
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Trade deficit widens in June as imports surg e with easing restrictions

According to the preliminary estimates released by Ministry of Commerce and Indust ry, India’s merchandise trade
deficit widened to US$9.4bn in June from an eight-month low of US$6.3bn in the previous month , thanks to a stronger
sequential surge in imports than in exports. Imports withessed a strong rebound of 9% MoM in June 2021 (vs. 16 %MoM
in May 2021), attributed to a significant easing of lockdown norms across the nation in the wake of receding daily new
covid cases. Exports, on the other hand, grew by a modest 0.6% MoM, indicating persistent buoyancy in global demand
that in turn is bolstered by a continuous robust economic recovery across the major advanced economies and a few
emerging economies. On a YoY basis, both exports and imports registered a strong growth, up 47.3% and 96.3%
respectively, thanks to a very low base given stric ter lockdown re strictions in the same period last year. The sequential
surge in imports was primarily led by oil (13% MoM) and gold (43% MoM). Excl uding oil and gold, India’s import bill also
withessed a strong sequential surge of 6.3%, thereby indicating nascent signs of a rebound in domestic industrial and
consumption demand that was derailed by the ferocious second wave and attendant lockdown restrictions. The two -
year CAGR of exports at a 3:-month high of 14% far exceeds a mere 1 % CAGR in imports, reflecting a subdued domestic
demand environment even before the pre -COVID period.

Going ahead,imports are expected to gain traction on easing lockdo wn restrictions, receding infections, increasing pace

of vaccinations, rising commodity prices and a favourab le base. In fact, even as export growth momentum is expected

to continue, thanks to strong global recovery and continue policy support, import grow th is expected to outpace export
growth in the current fiscal year. Consequently, we expect current account balance to slip into deficit again from a
surplus of 0.9% of GDP, with our estimate pegged 1% of GDP assuming average crude oil prices at $65/bbl. While
foreign capital flows are expected to taper amid expectations of gradual policy normalisation, the Balance of Payments
(BoP) is expected to remain in a comfortably surplus position.

1 Robust global demand continued to aid export growth momentum . Exports
grew by a strong 47.3 YoY in Jun'21, thanks to a favourable base (-12% in Jun’20). Exports continue to remain
While this may provide a distorted pi cture, the 31 -month high two -year CAGR in robust with a 31 -month
exports of 14% in June’21 clearly elucidate persistent robustness in exports over high two-year CAGR print
the past few months, reflecting the impact of a s trong global demand recovery and of 14% because of strong
relatively less restrictions on ind ustrial activit y during the second lockdown. On a globgl demand anql .

8 ) ) ] . relatively less restrictions
sequential basis (MoM), exports withessed a modest uptick of 0.6%, weighed on industrial activity d uring
down by a sharp sequential moderation of 26% (vs. +47%MoM in May 2021) in the second lockdown.
export of petroleum products . On a two-year CAGR basis, &ports have registered
an expansion of 13.9%, primarily led by strong petroleum exports (+22.4%), even
as non-oil exports also reported a strong tw o-year CAGR of 12.8%. While industrial
exports like engineering goods, plastic, electronics and drugs and ph arma showed
stellar growth over June 2019 levels, consumption exports like leather, textiles
and gems remained lacklustre. In Q1FY22, India’s merchandise exports were
record-high at US$95bn, up 85% YoY and 18% as compared to exports in Q1FY20.

1 Imports displayed a strong rebound in June : India’s import bill grew by a strong Inbound shipments grew

96.3%YoY in Jun’21 on a very low base (-48% YoY in June’20) and witnessed a by 167%Y0Y but fell by
strong sequential rebound of 9% MoM (vs. 16% MoM in May 2021), attributed to 5.5% on a MoM basis—a
significant easing of lockdown norms across the nation in the wake of receding tad higher than the

daily new covid cases. The sequential surge in imports was primarily led by oil average MoM drop of 47%
(13% MoM) and gold (43% MoM), excluding which imports grew by 6.3% MoM, during 2015 -2017.

indicating nascent signs of a rebound in domestic industri al and consumption
demand that was derailed by t he ferocious second wave and attendant lockdown
restrictions . On a two-year CAGRbasis, imports rem ained subdued and grew by a
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mere 1%, largely attributed to a drop in oil imports (-2.4%) and a sharp contraction
in gold imports (-40%). However, the core im ports rebounded sharply from a six -
month low two -year CAGR of-1.5% in May 2021 to 5.5% in June 202 1, signalling
resumption in economic recovery following a gradual lifting of lockdown
restrictions.

1 Trade deficit widen ed in June but remained benign: Merchandise trade deficit
widened from an eight-month low of US$6.3bn in May to US$9.4bn in June, thank s
to a much steeper sequential surge in imports as compared to e xports. This was
against a modest surplus of US$710m reporte d for the same period last year.
Trade deficit during the first quarter of FY22 jumped by more than three times as
compared to the year-ago period, as imports were hit much more severely than
exports last year owing to the strict nation -wide lockdown.

1 Expect current account deficit at 1% of GDP in FY22 : Going ahead, imports are
expected to gain traction on easing lockdown restriction s, receding infections,
increasing pace of vaccinations, rising commodity prices and a favourable base. In
fact, even as export growth momentum is expected to continue, thanks to strong
global recovery and contin ue policy support, import growth is expected to outpace
export growth in the current fiscal year. Consequently, we expect current account
balance to slip into deficit a gain from a surplus of 0.9% of GDP, with our estimate
pegged 1% of GDP assuming averagecrude oil prices at $65/bbl. While foreign
capital flows are expected to taper amid expectations of gradual policy
normalisation, the Balance of Payments (BoP) is expected to remain in a
comfortably surplus position .

Figure 125: India monthly trade balance for  June 2021

Exports : Imports

July 2021 | Vol. 3, Issue 7

Trade deficit widened from
an eight-month low of
US$6.3bn in May to
US$9.4bn in June.

We edimate a current
account deficit of 1% of
GDP in FY22 against a
surplus of 0.9% of GDP in
FY21.

Total Oil Non-oil Gold
(US$ bn) %YoY imports %YoY imports %YoY Import %YoY
(US$ bn) (US$ bn) (US$ bn)
June-21 325 47.4 41.9 96.3 10.7 1151 31.2 90.7 1.0 59.2 -9.4
May-21 323 67.7 38.5 68.6 9.5 164.5 29.1 50.9 0.7 790.0 -6.3
June-20 22.0 -12.0 21.3 -48.0 5.0 -55.7 16.4 -45.2 0.6 -77.4 0.7
FY21 291.2 -7.1 393.6 -17.1 82.7 -36.7 310.9 -9.7 34.6 22.6 -102.4

Source: Ministry of Commerce, CMIE Economic Outlook.
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Figure 126: India monthly trade balance trend
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Figure 127: Non-oil, non -gold imports t rend Figure 128: Oil imports trend
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Figure 129: Oil imports vs. Brent crude oil prices trend
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Figure 130: Current account balance expected at 1% of GDP in FY22
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FY21 Current Account: First surplus in 17 years; unlikely to continue

India’s current account deficit (CAD) widened to a seven-quarter high of US$8.2bn or 1% of GDP in Q4FY21, marking
the second consecutive quarter to report a deficit following a su rplus in the previous three quarters. This was primarily

led by a 21% Qo0Q/19% YoY jump in merchandise trade deficit, thanks to record -high non-oil imports during the quarter
and higher crude oil prices, even as exports also registered a strong rebound amid improving global demand. Tepid
foreign capital inflows and net outf lows by NRIs—the first in 17 quarters —led to a sharp drop in capital ac count balance,
partly offset by higher external commercial borrowings (ECB). Consequently, the Balance of Payments (B oP) surplus
moderated sharply (-82% YoY) to a nine-quarter low of US$3.4bn.

Looking at the annual figures, India’s current account recorded the first ever surplus since FY04 of US$23.9bn (0.9% of
GDP) in FY21 against a deficit of US$24.7bn (0.9% of GDP) in FY20. This was due to a sharp contraction in trade deficit,
thanks to the COVID-induced nation -wide lockdown implemented earlier in t he year that weighed heavily on domestic
demand and therefore imports, and higher software receipts. Record -high FDI inflows and FllI inflows into equities in
FY21 more than compensated for ECB and banking capital outflows, translating into a BoP surplus of US$87.3bn—the
highest since the Global Financial Crisis.

Strengthening external demand, aided by enhanced fiscal support and significant progress in vaccination drives,
continues to provide a conducive environment for a sustained export growth momentum. Import growth, however, is
expected to outpace exports in the wake of a) easing lockdown restrictions, b) increasing pace of vaccinations, c) rising
crude oil and other commodity price s, and d) a favourable base. Consequently, we expect current account balance to
slip into deficit again in FY22, with our estimate pegged at 1% of GDP assuming average crude oil prices at $65/bbl.
This, along with moderation in foreign capital inflows amid emerging odds of a sooner-than-expected reversal in easy
monetary policy conditions in the US, is expected to translate into a significantly lower BoP surplus this year.
Deterioration in domestic growth prospects, coupled with lower BoP surplus, narrowing yield differentials amid
potential global policy normalisation and a s trong dollar, are likely to pose depreciating pressures on the INR. That said,
adequate forex reserves (US$604bn as on June 18™, implying ~16 months of import cover), prompt policy int ervention
and moderate current account deficit should limit the downsid e.

1 Higher imports widened trade deficit to a seven -quarter high in Q4FY21...:
India’s trade deficit widened to a seven-quarter high of US$41.7bn in Q4FY21 from deficit widened further to
US$34.6bn in Q3FY21. This was primarily led by a 19% QoQ expansion in the register a seven-quarter
import bill that outwe ighed export growth of 18% QoQ. Within imports, oil import high print of US$8.2bn or
growth (+31% QoQ) exceeded non-oil import growth (+16% QoQ ), thanks to 1% of GDPin Q4FY2L
persistent traction in global commodity prices that su rged substantially on
weakening dollar index. On a YoY basis, imports surged by 19% owing to a sharp
34%YoY rise in non-oil imports, but off a low base, r eflecting strong domestic
demand and effective normalisation of economic activit ies. Exports also rose by an
equivalent 19% YoY, thanks to strengthened external demand, parti cularly in
advanced economies, aided by continued policy support and robust vaccination
drive. Trade deficit in FY21, however, contracted by a sharp 35% YoY toa 13-year
low of US$102bn led by a steep drop in import s—weighed down by a stringent
COVID-induced nation-wide lockdown implemented earlier in the year.

India’s current account

FY21 reports the first ever
surplus in 17 years of
US$23.9bn or 0.9% of GDP

1 ...Butstrong invisible receipts limited the downside in current account deficit:
Net invisible receipts grew by 4% QoQ to US$33.6bn in Q4FY21 but fell by 6% on
a YoY basis, thanks to strong steady sdtware receipts and remittances as well as
lower overseas investment income payments. This partly offset the signific ant
widening of trade deficit in Q4FY?21. Consequently, current account deficit widened
to a seven-quarter high of US$8.2bn or 1% of GDP in Q4FY21, marking the second
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consecutive quarter to report a deficit following a surplus in the previous three
quarters. Looking at the annual figures, India’s current account recorded the first
ever surplus since FY04 of US$23.9bn (0.9% of GDP) in FY21 aganst a deficit of
US$24.7bn (0.9% of GDP) in FY20, led by sharp contraction in trade deficit and
higher software recei pts.

BoP surplus in Q4 shrinks to nine -quarter lows bu t stood at a 13 -year high in

FY21: The capital account balance moderated significan tly to a three -quarter low
of US$12bn (-64%Q0Q/-29%Y0Y) led by tepid foreign investment inflows during

the quarter, w eighed down by global risk off sentiment prompted by sur ging global
bond yields and COVID resurgence in several countries including India. Both net
FPI inflows and net FDI inflows moderated significantly by 66%QoQ and 85%Qo0Q

to US$7.3bn and US$2.7bn respectively. Among debt flows, banking capital

outflows reduc ed to US$4.4bn in Q4 against net outflows of US$7.6bn in Q3. Net
ECB flows turned positive after t hree quarters and stood at US$6.1bn in Q4FY21
against an outflow of US$1.1bn in the previous quarter. This led to the Balance of
Payments (BoP) surplus moderating by 90%Q0Q/82%Y0Y to a nine-quarter low of
US$3.4bn in Q4FY21. In FY21, record-high FDI inflow s and Fll inflows into equities

more than compensated for ECB and banking capital outflows, translatin g into a
BoP surplus of US$87.3bn—the highest since the Global Financial Crisis (GFC).

Expect FY22 CAD at 1% of GDP: Strengthening external demand, aided by
enhanced fiscal support and significant progress in vaccination drives, continues to

provide a conducive environment for a sustained export growth momentum.

Import growth, however, is expected to outpace exports in the wake of a) easing
lockdown restri ctions, b) increasing pace of vaccinations, c) rising crude oil and
other commodity prices, and d) a favourable base. Consequently, we expect
current account balance to slip into deficit again in FY22, with our estimate pegged

at 1% of GDP asuming average crude oil prices at $65/bbl. This, along with

moderation in foreign capital inflows amid emerging odd s of a sooner-than-
expected reversal in easy monetary policy conditions in the US, is expected to
translate into a significantly low er BoP surplus this year.

INR likely to face depreciating pressures: Emerging market currencies have
come under pressure once again in the wake of hardening oil prices and dollar rally,
thanks to a stronger US macroeconomic landscape and hawkish Fed commentary.
The INR has been no different. Going ahead, deterioration in domestic growth

prospects, coupled with lower BoP surplus , narrowing yield differentials amid

potential global policy normalisation and a strong dollar, are likely to pose

depreciating pres sures on the INR. That said, adequate forex reserves (US$604bn
as on June 18", implying ~16 months of import cover), prompt policy intervention
and moderate current account deficit should limit the downside.
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Widening current account
deficit coupled with tepid
capital flows resulted in
the BoPsurplus falling by
90%Q0Q/82%YoY to a
nine-quarter low of
US$3.4bn in Q4FY21.

BoP surplusin FY21 stood
at a strong US$87.3bn—the
highest since the GFC.

Expect current account
balance to slip into deficit
again in FY22, with our
estimate pegged at 1% of
GDP, assuning average
crude oil prices at
US$65/bbl through the
year.
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Figure 131: Balance of Payments - Quarterly account
US$ bn Q4FY19 QLFY20  Q2FY20  Q3FY20 QIFY21  Q2FY21  Q3FY2l Q4FY21

Current accoun t -4.6 -15.0 -7.6 -2.6 0.6 19.0 151 -1.7 -8.2
CAD/GDP (%) -0.7 -2.1 -11 -0.4 0.1 3.8 24 -0.2 -1.0
Trade balance -35.2 -46.8 -39.7 -36.0 -35.0 -10.8 -14.8 -34.5 -41.7
Trade balance/GDP (%) -5.0 -6.6 -5.7 -5.0 -4.8 -2.2 -2.3 -4.7 -5.4
Merchandise exports 87.4 82.7 80.0 81.2 76.5 52.4 75.6 77.2 91.3
Merchandise imports 122.6 129.5 119.6 117.3 111.6 63.2 90.4 111.8 133.0
Oil imports 324 35.4 29.9 315 33.8 13.2 18.8 21.9 28.7
Non-oil imports 90.2 94.1 89.7 85.8 77.8 50.0 71.6 89.9 104.3
Invisibles 30.6 31.8 321 334 35.6 29.8 29.9 32.8 33.6
Net services 21.3 20.1 20.9 21.9 22.0 20.5 20.9 23.6 235
Software earnings 19.9 21.0 21.1 215 21.1 20.8 22.0 23.4 23.5
Transfers 16.2 18.0 20.0 18.9 184 17.0 184 19.3 18.8
Investment income -7.5 -7.0 -9.6 -8.1 -5.6 -8.3 -10.1 -10.9 -9.7
Other invisibles 0.6 0.7 0.7 0.7 0.7 0.7 0.7 0.8 0.9
Capital account 19.2 28.6 13.6 23.6 17.4 1.2 16.1 335 12.3
Capital acc./GDP (%) 2.7 4.0 1.9 3.3 24 0.2 25 45 1.6
Foreign investments 15.9 18.8 9.8 17.6 -1.8 -0.2 31.6 38.2 10.0
FDI 6.4 14.0 7.3 9.7 12.0 -0.8 24.6 17.0 2.7
Fll 9.4 4.8 2.5 7.8 -13.7 0.6 7.0 21.2 7.3
Loans 10.3 9.6 31 31 9.9 2.7 -3.8 0.2 7.7
ECBs 7.5 6.1 3.3 3.2 10.3 -1.2 -3.9 -1.2 6.1
Banking capital -8.1 3.4 -1.8 -2.3 -4.6 2.2 -11.3 -7.6 -4.4
NRI deposits 34 2.8 2.3 0.8 2.8 3.0 1.9 3.0 -0.5
Others 1.2 -3.2 25 5.2 13.8 -3.6 -0.4 2.8 -1.0
Errors & Omissions -0.4 0.4 -0.9 0.6 0.9 -0.4 0.4 0.7 -0.7
Overall balance (BoP) 14.2 14.0 5.1 21.6 18.8 19.8 31.6 325 3.4

Source: RBI, CMIE Economic Outlook, NSE

L
84/191



O NSE Market Pulse

July 2021 | Vol. 3, Issue 7

Figure 132: Balance of Payments - Annual account

US$ bn FY16 FY17 FY18 FY19 FY20 Fy21 FY22E
Current account -22.2 -14.4 -48.7 -57.3 -24.7 23.9 -29.8
CAD/GDP (%) -1.1 -0.6 -1.8 -2.1 -0.9 0.9 -1.0
Trade balance -130.1 -112.4 -160.0 -180.3 -157.5 -102.2 -158.9
Trade balance/GDP (%) -6.2 -4.9 -6.0 -6.6 -5.5 -3.8 -5.2
Merchandise exports 266.4 280.1 309.0 337.2 320.4 296.3 373.1
% YoY -15.9 52 10.3 9.1 -5.0 -7.5 25.9
Merchandise imports 396.4 392.6 469.0 517.5 477.9 398.5 532.0
% YoY -14.1 -1.0 19.5 10.3 -7.6 -16.6 335
Oil imports 82.6 86.9 108.7 1411 130.5 82.7 135.2
Non-oil imports 313.9 305.6 360.3 376.4 3474 315.8 396.8
Invisibles 107.9 98.0 111.3 123.0 132.8 126.1 129.1
Net services 69.7 68.3 77.6 81.9 84.9 88.6 91.2
Transfers 62.6 56.0 62.4 69.9 75.2 73.5 75.7
Other invisibles -24.4 -26.3 -28.7 -28.9 -27.3 -36.0 -37.8
Capital account 41.1 36.4 91.4 54.4 83.2 63.7 69.0
Capital account/GDP (%) 2.0 1.6 34 2.0 2.9 2.4 2.3
Foreign investments 31.9 43.2 52.4 30.1 44.4 80.1 52.0
FDI 36.0 35.6 30.3 30.7 43.0 44.0 40.0
Fll -4.1 7.6 221 -0.6 14 36.1 12.0
Loans -4.6 24 16.7 15.9 25.7 6.9 10.0
Banking capital 10.6 -16.6 16.2 7.4 -5.3 -21.1 5.0
NRI deposits 16.1 -12.4 9.7 10.4 8.6 7.4 10.0
Others 3.2 7.5 6.1 1.0 18.4 -2.2 2.0
Errors & Omissions -1.1 -0.5 0.9 -0.5 1.0 -0.3 0.0
Overall balance (BoP) 17.9 21.6 43.6 -3.3 59.5 87.3 39.2

Source: RBI, CMIE Economic Outlook, NSE

Figure 133: Trade deficit widened further in Q4FY2 1...
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Source: RBI, CMIE Economic Outlook, NSE.
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Figure 134: ...pushing current account deficit to a seven -quarter hig h
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Figure 135: After surging to record -high levels in Q2 FY21, FDI inflows have been moderating since then
Net FDI and ECB inflows into India
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Figure 136: While FPI flows moderate d in Q4FY21, cumulative flows into Indian equities where the highest ever
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Figure 137: BoP surplus moderated sharply in 4QFY21 on widen ed trade deficit and tepid ¢ apital flo ws
India Balance of Payments by Channel (Quarterly, US$bn)
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Figure 138: Current account surplus came in at 0.9 % of GDP in FY21; expect deficit of 1.0% of GDP in FY22
India’s current account recorded the first ever surplus since FY04 of US$23.9bn (0.9% of GDP) in FY21 against a deficit
of US$24.7bn (0.9% of GDP) in FY20, primarily attributed to lower trade deficit and higher software receipts. In FY22,

we expect current account to slip into deficit again, with our estimate pegged at 1.0% of GDP, reflecting higher non-oil
imports and rising crude oil prices.
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Figure 139: Forex reserves remain at more -than -adequate levels despite the recent drop
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Figure 140: INR vs. other key Asian market currencies

Emerging market currencies have come under pressure once again in the wake of hardening oil prices and a stronger
US macroeconomic landscape accompanied with hawkish Fed commentary, that has translated into dollar rally again.
The INR has been no different. We expect INR to trade with a depreciating bia s in the near future.

INR & key Asian currencies vs. the USD (1M, 3M and 12M)
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RBI MPC Minutes: Accommodative stance and liquidity support to continue

In the last policy re view meeting, the RBI’s Monetary Policy Committee (MPC) unanimously voted to keep the policy
repo rate unchanged at 4% and maintain an accommodative stance for as long as necessary (Refer to our note titled
“RBI Monetary Policy: Dovish pause; liqui dity support strengthened and widened ” for details). While expressing
concerns about growth-related uncertainties and worrying results fro m recent surveys, the MPC members noted that
the economic ramifications of the second wave have been relatively conta ined. Decentralized lockdowns prevented a
major fall in economic activity as mobility indicators, e-way bills and digital payments have rem ained at higher levels as
compared to last year. They expect economic activity to gather pace from Q2FY22 onwards, th anks to increasing
vaccinations, strong performance of the agri sector, an expected recovery in exports and sustained policy support.

On inflation, the m embers expect the trajectory to remain within the MPC’s tolerance band at 5.1% in FY22. That said,
they reiterated the need for close monitoring of inflation levels to ensure implementation of timely policy measures to
ease price pressures. The MPC members also addressed the growth -inflation tradeoff, noting that flexible inflation
targeting allows for inf lation to lie within a band while the committee support growth. The trade -off between growth
and inflation might become significant when th e CPI inflation starts setting in and elevated inflation expectations begin
reflecting in inflation levels . We expect the RBI to overlook the recent spike in inflation trajectory and remain focused
on reviving growth particularly in the wake of an impendin g third wave.

1 Growth -related uncertainties loom large.... The RBI's survey of Consumer
Confidence conducted in the last week of April and up to May 10th, 2021 indicated
that a larger proportion of respondents considered economic conditions to be
worse than a year ago, ascompared to the same survey two months ago. Al most
half of the respondents also believed that conditio ns would be a worse a year from
now. Additionally, early results of the RBI’s Industrial Outlook Survey for June
2021 indicate that the sum mary index of current business conditions for Q1FY22
while th e index of expectations has also declined for Q2FY22. Estimated growth
for FY22 has fallen to 9.8% from 11%, as forecasted in March 2021 by the RBI. On
the positive side, Agriculture sector is expected to conti nue to do well like FY21,
while export growth momentum is likely to remain strong thanks to strong
economic recovery seen in India’s major trading partners. This, along with
increasing pace of vaccinations and sustained policy support, should lead to an
improvement in economic activity from Q2FY22 onw ards.

1 ...even as impact is expected to remain contained:  The MPC nmembers believe
that the economic impact of the second wave will be limited. Decentralized
lockdowns, increased vaccination in denser parts of the countries, normalized
agricultural activity w ith a good monsoon and available migrant labour will mak e
this possible. Loss of momentum in activity will be restricted to the first two
quarters of FY22 as mobility indicators, e -way bills and digital payment s have
remained at higher levels as compared t o last year

1 Spike in inflation largely supply driven : Inflation rates have been above the 4%
target for some time, but a large parto of this has been led by supply-side
bottlenecks and rising fue | and global commodity prices. Easing of movement
restrictions and efficient trade and logistics infrastructure will lead to reduced
price pressures. Projected headline infla tion rate for FY22 is 5.1% which falls
within the tolerance band of the MPC. The RBI Governor felt that the inflation rate
must be closely monitored given the uncertainties to the baseline path. Time ly
policy measures to address the second-order effect of higher fuel prices as well as
edible oil and pulses will play an important role in bringing down inflation. MPC

L
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members also felt robust surveys taken in normal times will give a clearer
indication of whether increased household inflation expectation s will create
persistence in inflation .

1 Growth inflation trade -off: The MPC can continueto support gro wth since flexible

inflation targeting allows inflation levels to be within a tolerance band. Even tho ugh
there are risks due to price pressures at the WPI lev el, pass-through of cost push
inflation has remained muted and credit growth remai ns low. The growth-inflation
trade-off might become significant when the CPI inflation starts setting in and
elevated inflation expectations begin reflecting in inflation levels.

1 Implications for monetary policy: = The MPC must continue to wait data on actual

outcomes to respond wisely to shocks in the future. The adjustment must be
gradual while also keeping in mind that monetary policy acts with long lags. The
members also acknowledged two important implication for monetary policy going
forward. Since the fall in demand is greater than the fall in supply, demand side
pressures on inflation will ease due to a widening ou tput gap. Also, weak demand
coupled with a somewhat normal supply side can reduce firms’ pricing power.
Global price pressures might be tem porary but global recovery is uneven and
riddled with uncertainties. Policy support will be required to support growt h and
encourage a quicker return to normalcy. The members also noted the need for
forward guidance to help with reviving growth .

Figure 141: Current policy rates

Key rates Current value
Repo Rate 4.0%
Reverse Repo Rate 3.35%
Marginal Standing Facility (MSF) Rate 4.25%
Bank Rate 4.25%
Cash Reserve Ratio (CRR) 3.0%
Statutory Liquidity Ratio (SLR) 18.0%
Source: RBI

Figure 142: Policy rates kept unchanged in the June review meeting
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Figure 143: Real interest rates have remained negative for more than a year now
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Figure 144: Views of erstwhile MPC members from December 2019 to August 2020 revie w meetings

Members

Dr. Chetan Ghate

December 2019 MPC

February 2020 MPC

March 2020 MPC

May 2020 MPC

August 2020 MPC

. . L Since the last review, Since the last review,
Weakness in growth Broader economic Acute downside risks to . . -
. L - several high frequency economic activity has
remains broad-based. activity is beginning to growth have mounted -
. o ; indicators have seen a gradual. In
Industrial Outlook show preliminary signs due to COVID-19 and . .
declined sharply. This terms of output loss,
Growth Survey shows of a turn-around. lockdown measures. A ; )
. . S has not only led to a the worst is behind us
persistence of Tighter monetary large decline in global . .
o L . large negative output even as the underlying
pessimistic demand conditions important to growth to also affect . L
. . gap but also a drop in damage is difficult to
conditions in Q3FY20. meet the 4% tar get. exports adversely. ; .
potential output. diagnose.
Inflatlongry New disinflationar y Supply-side pressurg in | Inflation has r?mamed
Inflationar expectations have ressures have the food sector remains | above the RBI’s upper
ry . moderated. The current | P . a concern. COVID-19 band of 6% for the last
expectations have risen L . o emerged due todropin | . . j .
spike in CPlinflation is L imparting a deflationary | six months. There are
. sharply on account of crude oil prices and . . . .
Inflation o ; temporary , but future shock is unclear. Both different inflationary
spike in food prices. . demand slowdown. .
S S prints should be ) ; . 3-month and 1-year and deflationary
Low service inflation is Supply-side disruptions . .
B : carefully watched . ahead inflationary pressures that need to
unlikely to sustain. in the food sector .
o expectations have be watched carefully
poses an upside risk . .
spiked sharply. going forward.
Policy Pause; stance: Pause; stance: 50bps cut; stance: 25bps cut; stance: Pause; stance:
action accommodative accommodative accommodative accommodative accommodative
Dr. Pami Dua
Consumption and There are some signs of | Lockdown has brought COVID-19 induced Some signs of recovery
investment activity a modest revival, even economic activity to a lockdown has led to a were visible in June but
remain weak. Steeper as overall economic standstill. There are collapse in economic localised lockdowns
decline in imports vs. activity continues to ramifications stemming | activity, which has have been restraining
exports indicates a remain weak. Credit from supply side come to a near growth. The restoration
Growth . . . . . -
more acute slowdown flow to the commercial disruptions, demand standstill. Except for of economic activity
in domestic vs. global sector has picked up in contraction, slowdown agri, economic activity depends on how soon
demand. last two months. in global growth and a may continue to remain | supply disruptions are
loss in consumer/ sluggish even after the repaired and demand
investor confidence. lifting of the lockdown . revives.
L L L CPI inflation trajector Headline inflation is L
Headline inflation is Inflation is expected to . ) J Y . Inflation is expected to
. . ) is heading downwards expected to ease in H2 T
projected to rise in the moderate but remain at ) ) remain high in Q2 and
. on easing food prices, FY21 and fall to sub- )
Inflation near-term, but elevated levels. Supply - . . then moderate in H2.
. . ; ] collapse in crude oil 4% led by low crude oil -
moderate to below disruptions in China ; . : Prints over the next few
o prices and weakening prices, and weak .
target by Q2FY21. poses upside risk. months are crucial to
aggregate demand. demand.
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gauge supply/demand
disruptions on prices.

Policy
action

Pause; stance:
accommodative

Pause; stance:
accommodative

50bps cut; stance:
accommodative

40bps cut; stance:
accommodative

Pause; stance:
accommodative

Dr. Ravindra H. Dholakia

Green shoots visible.
RBI’s forecast points at
growth slowdown

Growth slowdown may
be prolonged, and the
real growth may remain

Prolonged lock-down
has adverse economic
and social implications.

FY21 growth to fall into
the negative zone for
the first time in 40

The economy is caught
in a deep stagflation

Growth bottoming in Q2FY20 sub-7.5% for the next FY21 GDP growth may | years. Nominal GDP where the supply shock
and recovering couple of years leading range between 4 to may also fall -reflected is much more adverse
gradually in Q3/Q4 and | the negative output gap | 4.5%, leading to further | in fall in demand, and than demand shock.
FY21. to expand. widening of output gap. | high unemployment .

Easing policies during
stagnation first leads to
2;;;;22 Itr;flra(etlr?wgin g::f;gg:gﬁs of Headline CPI inflation Inflation to fall to 2.8% rr:grr]\ec:ul?;hattlggpzrr]gion
above the 4% target households and by Q4FY21is expected | in Ql.lFYZl.' Real pOIIFy Imputed i nflation for
. - to be only around rate in India is very high .
Inflation and closer to the upper | businesses show a . Mar-May ignores the
. A s 2.5%, making the at ~1.2-1.6% vs. other )
bound of the target diverging trend. RBI's : ; . huge change in
. . current real policy rate countries where it is .
range over next 2-3 inflation est. four unduly hiah 2610 or negative consumption patterns
months. quarters down is 3.2%. y high. 9 ' during lockdown,
thereby providing
misleading signals.
Policy Pause; stance: Pause; stance: 75bps cut; stance: 40bps cut; stance: Pause; stance:
action accommodative accommodative accommodative accommodative accommodative

Dr. Mridul Sag gar

Growth

Downside risks to
growth forecasts are
high. “The recovery
path is linked to the
course the pandemic
might take and a full
normalisation will be
difficult till pandemic is
overcome.”

I nflation

Recent inflation prints
have elements of
fuzziness. “Risks to
inflation arise from
price stickiness and
supply disruptions.” “It
remains to be seen how
much inflation falls
later in the year due to
demand destruction,
base effects and
improved supplies.”

Policy
action

Pause; stance:
accommodative

Dr. Michael Debabrata Patra

Growth

Weakness in overall
activity may likely
prolong into Q3.
However, the upturn in
retail inflation calls for
a pause, leaving scope
for calibrated policy
actions in future.

Activity remains weak,
with some signs of
growth stabilising, but
they are far from
gaining economy-wide
traction. Coronavirus
outbreak poses new
risks.

Economic dislocations
due to COVID-19 are
severe. Prospects for
the economy now hinge
around how pervasive
and severe COVID 19
turns out to be, and
how long it lasts.

“The damage due to
COVID-10 is so deep
and extensive that
India’s potential output
has been pushed down,
and it will take years to
repair.”

Outlook remains grim,
with recovery expected
to be slow and hesitant.
The situation is likely to
worsen before it gets
better, with sustained
policy support crucial
for a durable recovery.

Inflation

Inflation is expected to
rise further over next 2 -
3 months. Persistence
of high food inflation

“The breach in the
upper tolerance band
of the MPC’s inflation
target band in the Dec

“..Inflation has peaked
and will likely ease well
below the target in the
second half of 2020 -
21.”

Persisting drop in GDP
growth to keep core
inflation benign. Spike
in food prices can be

“..inflation su rprises of
recent months are
undermining the MPC’s
actions..” “Imputation
of headline infl ation,
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and its spill -over into
non-food is a key risk.

print may well recur in
the months ahead.”

looked through for
policy purposes

supply disruptions and
continual cost push
interventions in price
formation has
complicated the MPC’s
conduct”

Policy
action

Pause; stance:
accommodative

Pause; stance:
accommodative

75bps cut; stance:
accommodative

40bps cut; stance:
accommodative

Pause; stance:
accommodative

Shri Shaktikanta Das

Activity has weakened
further with GDP

growth in Q2 declining
for the 6" quarter in a

Demand conditions
remain weak, even as
some green shoots are
visible. Global activity

Growth impulse s face
strong headwinds from
sluggish demand and
disruptions in supply of

Growth in FY21 to fall
into negative zone.
While supply side is
expected to ease

Economic outlook
remains uncertain even
as the recent data has
shown some recovery.

Growth row. Beyond Q2, has slowed down, with labour and key inputs. gradually as lockdown Recovery going forward
however, some positive | weakened prospects Erosion of consumer/ is lifted , demand side would depend on
signs have emerged. due to Corona virus. investor confidence will continue to weigh containment o f COVID-

may worsen the growth | on economic activity for | 19 and unlocking of
outlook even further. some time to come. economic activities.
. . . . Near-term price
Inflation has surged in Headline inflation rose Weak demand outlook . price
. th . ) Price pressures to pressures are likely to
last 3 months reflecting | for the 5" consecutive and lower crude oil . .
S . . moderate amid weak continue due to cost -
a spike in vegetable month led by a surge in | prices should keep .
. . . ; ; o . . demand conditions, push factors and
. prices, leading to rise in | vegetable prices but is upside risks to inflation . ) ) )

Inflation : ) . ; easing of supply issues | supply disruptions.

inflationary expected to moderate. firmly contained, even . .
) . - ) . in the food sector and a | Generalised
expectations . Benign Nevertheless, inflation in the face of . . . .
. . . . . sharp drop in crude oil inflationary pressures
core inflation suggests uncertainty remains temporary supply chain ) - L
. : . prices. in times of recession is
weak demand. high. disruptions .
a matter of concern.

Policy Pause; stance: Pause; stance: 75bps cut; stance: 40bps cut; stance: Pause; stance:
action accommodative accommodative accommodative accommodative accommodative

Dr. Janak Raj

Domestic activity has
remained weak due to
reduced investment
and consumption

“..Though difficult to

quantify, it is clear that
aggregate demand will
weaken significantly in

“..Economic activity is

expected to contract in
2020-21. While supply
lines are likely to be

Growth demand. Some high- the near future, which restored as lockdown is
frequency indicators, will impact the growth relaxed, demand would
however, show a prospects for the year take far longer to revive
modest turnaround. as a whole.” to pre-COVID levels.”
Headline inflation Barring near-term Infla tion over the
surged due to spike in pressure, inflation medium-term is

. vegetable prices. outlook has turned expected to be benign

Inflation ) . ) . ’
Inflation ex pectations benign due to demand due to fall in crude oil
have moderated but slowdown and a sharp prices and collapse in
still remain elevated. drop in crude oil prices. | domestic demand.

Policy Pause; stance: 75bps cut; stance: 40bps cut; stance:

action accommodative accommodative accommodative

Shri Bibhu Prasad Kanungo

Q2 GDP growth was
weaker than projected
earlier. High frequency

Growth indicators point to

continued weakness in
Q3. Some green shoots
are emerging.
Temporary demand-
supply imbalance led to

Inflation a spike in food inflation.

CPI inflation to rise in
H2 but fall below the
target in Q2FY21.

Policy Pause; stance:

action accommodative

Source: RBI.
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June 2021 MPC

_ October 2020 MPC

Dr. Shashanka Bhide

December 2020 MPC

February 2021 MPC

| April 2021 MPC

Growth Macro indicators point Recovery in Q2 over Q1 Sustained growth is Substantial pace of Disruption in
towards a recovery in was broad-based. dependent on agri output recovery needed | economic activities
Q2. RBl surveys indicate | Sustenance of this growth and output levels to offsset econo mic due to the second
an expected requires support from of industry and services impact of the wave have required
improvement in capacity domestic demand amidst | reaching levels of pandemic. Agriculture revaluation of
utilization and demand uncertain external H2FY20. Recovery is still | and allied activities growth prospects
conditions. GDP is demand conditionsm, nascent and requires have been an important | in the medium
expected to see a which in turn requires internal and external source of growth during | term. RBI surveys
sustained revival, with both fiscal support and support while the pattern | FY21. Broad based indicate a dip in
growth turning positive decline in COVID threat. of recovery across sub- recovery needed to consumer and
by Q4. sectors indicates that it sustain revival seen in business

will be sustainable. Q3FY21. sentiments.

Inflat ion Food and fuel main Supply chain disruptions Core inflation has Headline inflation Rising fuel and
cause of elevated are largely responsible remained between 5.4 - dropped below 6% for global commodity
inflation trajector y. for high inflation, which 5.9% between Jul - three months in a row prices increase
Measures to fix supply- is primarily led by food Dec’20. Good rahi crop since December 2020. production and
side bottlenecks needed | inflation. Indirect taxes likely to put downward RBI's Inflation distribution c osts.
to reduce cost pressures | on petroleum fuels have pressure on food prices. Expectations Survey Easing inflation will
on prices. kept transport costs Easing non-food inflation | indicate higher inflation require reduced

high. will require supply chain expectations for the movement
improveme nt and next three months and restrictions and
increase in consumer one year ahead as better trade and
demand. compared to the logistics
previous survey. infrastructure.

Policy Pause; stance: Pause; stance: Pause; stance: Pause; stance: Pause; stance:

action accommodative accommodative accommodative accommodative accommodative

Dr. Ashima Goyal

Growth Sharp fall in growth due Measures to ensure Growth has exceeded Growth uncertainty has Economic impact of
to COVID but this is a availabilty of liquidity market expectations increased with the second wave is
chance to loosen current | helped firms survive and | since Dec’20 but output second wave of COVID- | limited due to
financial conditions. revive demand so growth | remains below 2019 19. Growth in FY22 decentralized
Greater demand needed in Q2 is above levels. There continues must make for nature of
to bridge output gap. The | expectations. Firms have | to be excess capacity widespread lockdowns.

Govt. has some room to begun to invest but will and supply chains have employment and drop Normalized

increase spending and take a year to reach pre- room to normalize in income levels seen in | agriculture with a

encourage private COVID GDP level. further. FY21. good monsoon and

investment. available migrant
labour will help
boost economic
activity.

Inflation Above target but Headline inflation came Headline inflation come Headline infl ation Surveys conducted
recovery of supply-side in above expectations in below expectations on | expected to stay within under more normal
issues, good rainfall and due to supply shocks but | lower food prices. Core the RBI MPC's circumstances will
appropriate reforms forecasted to soften in inflation remains near tolerance band but core | give a better
should ease inflation . H2FY21. the upper band due to inflation has seen an understanding of

global supply chain upward trend. Oil prices | consumer
disruptions and cost- seem to have stabilized. | sentiments and t he
push factors Higher WPI inflationis a | effect of a
concern. prolonged increase
in inflation
expectations on
inflation levels.

Policy Pause; stance: Pause; stance: Pause; stance: Pause; stance: Pause; stance:

action accommodative . accommodative . accommodative accommodative accommodative

Prof. Jayant h R Varma

Growth

Investments were weak
pre-COVID requiring a
long term response in

interest rates. Concern

Sectors with more
competition have been
badly affected while
larger, more prominent

Growth has fallen within
the range of expectations
of the MPC.

Economic recovery is
uneven and incomplete,
and the second wave is

We are past the
peak of the second
wave and economic
recovery should
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about high long-term firms have stayed afloat. a risk to the growing resume soon.
rates harming the Short term rates below momentum of reco very. | Increased
economy. 3% come at a risk of precautionary
speculatory inventory savings due to the
build -up. health shock could
reduce demand for
several quarters
going forward.
Inflation “One of the hallmarks of Reduction in short term Inflation outcomes have Inflation rates have Inflation rates have
a credible inflatio n rates and failure to fallen within the range of been above the RBI’s been above the 4%
targeting regime is a comply with the policy expectation s of the MPC. | 4% target and target for a while
substantial compression corridor comes at a risk projected to stay and are forecasted
of the inflation risk of higher inflation. elevated for some time. | to stay elevated.
premium.” Supply side
pressures seem to
be the driving
force.
Policy Pause; stance: Pause; stance: Pause: stance: Pause: stance: Pause; stance:
action accommodative . accommodative . accommodative accommodative accommodative
Dr. Mridul K Saggar
Growth Improvement in Growth might turn Growth has been faster Projected growth of Mobility indicato rs,
macroeconomic positive by Q4 but will than expected. Majority 10.5% in FY22is e-way bills and
indicators is encouraging | remain below trend. of manufacturing / rural primarily o ff a low base. | digital payments
but well below pre - Impr ovement in high- indicators have Consumption and have remained
COVID levels. Expect frequency indicators normalised past pre- investment must be higher on a year-
output gap to close only could be aresult of pent- | pandemic levels but encouraged as well as on-year basis than
in H2FY22. up demand. Higher fiscal | services dependent on capacity utilization, last year. Impact
spending by end of FY21 | tourism and transport which remains below on informal
could provide additional are well below those the long-term average. eocnomy might be
support to growth. levels. Output gap is The economic recovery | greater than
likely to close only by seenin Q3FY21is indicated by the
FY22-end efforts beginning to lose GDP estimates.
directed towards output steam.
expansion should
continue.
Inflation Currently above the Inflationary pressures Most of the food -price Inflation has been on
upper limit of the have persisted primarily correction in CPI has an upward trend led by
tolerance band and led by food inflation due already happened. Cost- | core and fuel inflation.
caused by supply-side to unseasonal rains and push increases from The FAO price index for
disruption s, rising gold remain supply driven. higher crude oil prices food is higher by 275%
prices and fuel taxes. might feed into costs. and for edible oils by
Upside risk to inflation 89.4%.
from core inflation
remaining sticky at an
elevated level.
Policy Pause; stance: Pause; stance: Pause: stance: Pause: stance: Pause; stance:
action accommodative . accommodative . accommodative accommodative accommodative
Dr. Michael D Patra
Growth Indian economy has “Economic activity is Est. GDP growth may Risks to economic Supply conditions
entered a technical recovering but hesitantly have turned positive in recovery have have remained
recession for the fir st and unevenly. This Q3 following a jump in increased after the robust through the
time ever and growth warrant continuing policy | Govt. expenditure and second wave. Monetary | second wave but
post the pandemic could support till it is set on a recovering exports. policy must remain aggregate demand
follow a different firm trajectory of self- Capacity utilization is supportive of the has been affected.
pattern. Monetary and sustaining expansion.* rising but growth will economy until the
fiscal policy face require continued policy recovery is even.
tighteni ng constraints . support until investment
and consumption
stabilize.
Infl ation Headline inflation, above | Inflation will remain on Headline inflatio n can Inflation was aligned Input pressures
upper limit since June an elevated trajectory fall further if vegetable with the 4% target will keep core
2020, led by supply while firms keep margins | prices continue to ease, during Dec-Jan’21 but inflation elevated
high in order to earn while core inflation rose in Feb’21, but pass through to
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pressures and cost income lost during the remains elevated and reflecting input cost retail inflation will
pushes. pandemic. will require close pressures; FY22 figure probably be
monitoring. to stay within the target | incomplete and
band. delayed with weak
demand conditions.
Policy Pause; stance: Pause; stance: Pause: stance: Pause: stance: Pause; stance:
action accommodative . accommodative. accommodative accommodative accommodative
Shri Shaktikanta Das
Growth High-frequency High-frequency Growth is uneven but Global growth is Decentralized
indicators indicate an indicators signal gathering momentum. recovering, reflecting retsrictions allowed
improvement, most recovery led by higher High frequency divergence in COVID manufacturing and
likely to be led by rural rural demand but remain | indicators signal a fast scenarios, vaccination industrial activity to
demand. Improvement below FY20-levels. recovery in urban and drives and fiscal continue. The
in capacity utilization is Hopes of an early rural areas. Agricultural packages announced. pause in economic
encouraging but risk of a | vaccine have been sector has stayed Indian economic activity will be
second COVID wave encouraging. Capacity resilient whil e recovery continues— temporary and
could slow recovery. utliization has improved manufacturing activity is agriculture remains restricted to
Expect growth to turn in manufacturing but picking up. Policy strong while Q1FY22.
positive by Q4. investment demand support needed to manufacturing and Agriculture is
needs to gain ensure recovery is services continue to expected to
momentum. broad-based. normalize. perform well in
FY22 as well.
Inflation Above 6% threshold led Inflation has been Softening of inflation has | Correction in food Inflation must be
by food inflation, unrelenting and been led by food inflation | inflation helped monitored closely
additional costs borne by | highlights crucial role levels while non-food headline inflation with timely p olicy
firms and shortage of played by monetary and fuel inflation has normalize, before measures to bring
labour. Expect food policy in these times. remains elevated . Near increasing in February about a softening
inflation to moderate in Need measures to curb term headline inflation again. Core inflation of price pressures
the coming months. supply side pressures outlook has improved. remains on an elevated | when needed.
and dampen food trajectory.
inflation.
Policy Pause; stance: Pause; stance: Pause: stance: Pause: stance: Pause; stance:
action accommodativ e. accommodative . accommodative accommodative accommodative
Source: RBL.
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RBI Financial Stabi lity Report: Significant risk to  asset quality in the next year

The RBI’s half-yearly Financial Stability Report (FSRY highlights the macro -financial risks faced by the domestic and
global economy. Government debt, as a response to the pande mic-induced economic damage, touched record highs in
2021. MSME sectors in many countries are at potential risk due to a rise in non-performing loans (NPAs) as regulatory
support eases. In India, credit growth has remained weak due to continued risk aversi on and weak demand conditions
and continues to be driven by growth in personal loans. Probability of default for cor porate and retail obligors rose in
FY21, with the latter showing the highest rise. The FSR notes that asset quality has largely remained the same in FY21
and there was no major restructuring by banks under the COVID -19 resolution framework. Stress tests co nducted by
the RBI, however, indicate that the GNPA is expected to rise to 9.8% even under the baseline scenario. Asset quality of
the NBFC sector showed an improvement even as downside risks remain significant. The System Risk Survey (SRS)
revealed that m ost respondents e xpected the condition of the banking sector to deteriorate in the next year. Potential
risks to financial stability include continued accommodative monetary policy and higher inflation expectations , as well
as restrictions imposed in state s that are significant contributors to GDP and GST collections.

1 Credit growth remained weak due to continued risk aversion and subdued
demand: The general environment for bank credit continued to be weak through Bank credit growth fell
the pandemic, thanks to risk aversion amongst borrowers and muted demand for EZ;?Z'T:S’;Z; ?r']g;:fc’l'r';l
loans. Over the last few years, the share of the industrial sector in total bank credit i .
has seen a fall,from 42.7% in 2014 to 28.9% in 2021, while cr edit growth has been
driven by a rise in personal loans, from 16.2% in 2014 to 26.3% in 2021. Bank
credit to the private corporate sector has fallen for the second consecutive year
while credit growth in the MSME sector was boosted by the ECLGS scheme with
private sectors banks (PVBs) and public sector banks (PSBs) recording a credit
growth of 0.9% and 9.2% respectively.

1 India’s relative position worsened in FY21 : A comparison between France,
Germany, Italy, UK, Canada, US,and India indicates that t he adjusted probability
of default (weighted average) for overall corporate obligors increased for all listed
countries except Italy. Probability of default for SME obligors remained largely the
same, barring France, Italy and Ind ia. The same indicator shows a significant
increase in probability of default for retail obligors for India while other countries
have performed well , partly reflecting the support extended during the pandemic.

1 Asset quality remained stable in FY21 but expected to worsen in FY22: The

overall Gross NPA ratio remained at 7.5% as on March-end, same as reported in Asset quality at the system
Sep’20, but fell noticeably from 8.4% in Mar’20. The Net NPA ratio, however, has level remained stable in
marginally increased from 2.1% in Sep’20 to 2.4% in Mar’'21, thanks to lower FY21 and a fall in PSBs

bad loans is noted. RBI’s
macro stress tests point to
GNPA ratio rising from

provisioning. There was no major restructuring by banks under the COVID-19
resolution framewo rk. In absolute terms, gross NPAs fell by 5.9%, primarily led by
an 8.4% fall in PSBs’ bad loans. Sector-wise, agriculture and industry wit nessed a 7 5% in Mar'21 to 9.8% in
fall in their GNPA ratio while that for personal loans inched up. Stress tests Mar'22 under the baseline
conducted by the RBI indicat e that the GNPA ratio is expected to jump to 9.8% scenario.

under the baseline scenario and 11.2 % under a scenario of severe stress.

The FSR also noes that the share of Special Mention Accounts (SMA) in the MSME
sector have increased for PSBs since Dec’20. The share of SMA-0 and SMA-1
increased from 7.8% and 5.6% in Dec’20 to 10.6% and 9.2% in Mar’'21

" Please refer to the detailed report here.

L
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respectively, indicating worsening asset quality. Thus, there remains a high degree
of stress in the MSME portfolio of public sector banks.

Capital position improved i n FY21 and expected to remain strong even under
severe stress : There has been an observed improvement in the capital to risk
weighted assets ratio (CRAR)in FY21 due to a recorded increase from 14.7% in
Mar’20, 15.8% in Sep’21 and 16% in Mar’21. CRAR in Mar’22 is expected to fall
marginally to 15.5% under the RBI’s baseline scenario and remain at comfortable
levels even under medium stress and severe stress scenarios. The RBI reports that
all banks would be able to maintain a CRAR above the minimum requirem ent even
under the severe stress situation. Banks’ provision coverage ratio (PCR)has held
up well, falling only slightly from 72.4% in Sep’20 to 68.9% in Mar’'21 led by a
decline in provision coverage ratios at private sector and foreign banks.

Systemic Risk Survey (SRS) reveal ed worries about banking sector and impact
of second wave : The RBI conducted the System Risk Survey (SRS) in ApridMay
2021 and broad categories of risks to the financial system were perceived as
‘medium’ by the panellists. However, risks for sub-categories such as commaodity
price risk, domestic growth and inflation, fiscal deficit, corporate vulnerabilities,
equity pri ce volatility credit growth, banks’ asset quality, capital requirements and
cyber were perceived to be ‘high’. The survey revealed that a majority of the
respondents expected a deterioration in growth of the Indian banking sector over
the next year along with a fall in credit demand over the next three months due to
restrictions and delayed discretionary spending by con sumers. Respondents of the
survey also had very clear sentiments about the second wave having an adverse
effect on employment, productivity , and wages inthe short-term.

Asset quality of NBFC sector improve d but risks remain significant: The GNPA
and NNPA ratios for NBFCs fell from 6.8% and 3.4% in Mar’20 to 6.4% and 2.7%
in Mar’21 respectively. The capital adequacy ratio for NBFCs also improved in
FY21, from 23.7% in Mar'20 to 25% in Mar'21. There was also an 8.8% growth on
a YoY basis incredit extended by NBFCs during FY21. This followed a year of weak
demand due to major events in the sector. The GNPA and capital adequacy ratio in
Mar’22 is expected to improve further to 5.2% and 25.1% respectively, under a
baseline scenario. The RBI conducted a system level stress test of the NBFC sector
which indicated a rise in the GNPA ratio to 6.3% and a largely stable capital
adequacy ratio under a high-risk situation.

Pandemic related r isks to financial stability: ~ The report raises a few concerns
about potenti al risks to financial stability going forward. Accommodative monetary
policy and fiscal stimuli provided by many governments to address the pandemic-
induced damage have raised concerns around higher inflation expectations,
thereby shaking up global bond markets. With varied paces of vaccination drives
and meaningful differences between the number of active COVID -19 cases, there
has a been a divergence in economic recovery across the world. This could result
in a jump in inequality in emerging economi es. Domestic risks include deterioration
in credit demand, worsening of asset quality of financial institutions and
restrictions in Indian states t hat make sizeable contributions to the country’s GDP
and GST collection.
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CRAR is expected to
decline from 16% in
Mar’20 to 15.5% by
Mar’22 under the baseline
scenario.

Asset quality of the NBFC
sector improved but stress
tests indicate a rise in the
GNPA ratio to 6.3% in
FY22.

Domestic risks to financial
stability include an adverse
effect on GDP and GST
numbers due to restrictions
imposed in states making a
significant contribution.
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Figure 146: YoY credit growth trend —distribution by
bank groups
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Figure 147: YoY deposit growth trend —distribution by
bank groups
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Source: RBI Financial Stability Report, NSE. PSBs = Public Sector Banks, PVBs = Private Sector Bank$;Bs = Foreign Banks

Figure 148: Adjusted probability of default by country
of counterparty for corporate obligors
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Figure 150: Adjusted probability of default by

country of counterparty for r  etail obligors
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Figure 149: Adjusted probability of default by country
of counterparty for SME corporate obligors
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Figure 151: Adjusted probability of default by ~ country

of counterparty for r etail obligors ex. real estate
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Figure 152: Adjusted probability of def ault by countr y Figure 153: Adjusted probability of def ault by country
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Figure 154: Sectoral share in credit by SCBs in economics sector
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Source: RBI Financial Stability Report.

Figure 155: Sectoral share in credit by SCBs in organizational sector

2014 2021
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Source: RBI Financial Stability Report. * Others include Micro finance Institutions (MFIs), Non-profit institution serving household (NPISH) and Non-resident Ind ians
(NRIs)
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Figure 156: SMA Distribution of MSME portfolio - Bank Group Wise (%)
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Source: RBI Financial Stability Report, NSE. PSBs = Public Setor Banks, PVBs = Private Sector Banks

Figure 157: Asset quality of SCBs improved in H2 FY2 1  Figure 158: Tier-I Leverage Ratio
but expected to deter iorate in FY2 2
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Source: RBI Financial Stability Report, NSE. PSBs = Public Sector Banks, PVBs = Private Sector Banks, FBs = Foreign Banks. * RBI's macro stress tests predictions
under the baseline scenario.

Figure 159: Provisions fell marginally in FY21 Figure 160: Capital position improved in FY21 but
expected to fall marginally in FY22
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Source: RBI Financial Stability Report, NSE. PSBs= Public Sector Banks, PVBs = Private Sector Banks, FBs = Foreign Banks. * RBI’s macro stress tests prediction
under the baseline scenario.
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Figure 161: Asset quality trend of NBFCs Figure 162: CRAR for NBFCs
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Source: RBI Financial Stability Report, NSE, * RBI's macro stress tests prediction under the baselin e scenario

Figure 163: Total bilateral exposures between entities Figure 164 : Fund and non -fund based inter -bank market
in the financial system
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Centre’s cumulative fiscal deficit in 2MFY?22 stood lowest ever at 8% of BE

The Centre’s gross fiscal deficit for April-May 2021 came in at mere Rs1.2trn or 8% of the budget estimate (BE) vs.
Rs4.6trn in the same period last year. This is the lowest cumulative fiscal deficit ever reported during the first two
months of the fiscal. This primarily indicates significant traction in receipts coupled wi th the retrenc hment in spending
from Apr-May FY21 levels as the severity of lockdowns imposed during the first and s econd wave varied substantially.
We had a strict nation-wide lockdown in the same period last year, which in turn brought the economic activity to a
near-complete halt, consequently hurting the Centre’s tax kitty. Severe attendant economic ramifications, on the other
hand, prompted the Government to front load expenditure and announce stimulus measures too. However, despite the
more virulent s econd wave that was accompanied with attendant lockdown measures imposed by states, the Centre’s
tax revenues did not witness any debilitating impact this time because of the implementation of localised and targeted
restrictions, better preparedness , and the strong inte nt of state governments to keep manufacturing units operational.

Within receipts, the Government acco unts for the month of April -May 2021 point to a strong 148% jump in gross tax
revenues, owing to an extremely depressed base and buoyancy in broader economic activity. Though, GST collections
collected in the month of May’21 for activities occurring in Apr'21 moderated from an all-time high of Rs1.4trn in the
previous month, it remained north of Rsltrn mark for the eighth consecutive month, th anks to better compliance and
relatively less stringent restrictions in place. Alongside, a sharp surge of 976%Y0Y i n non-tax revenues was on account
of RBI’s surplus transfer of Rs991bn to the Centre, that further bolstered the Government’s kitty. On the expenditure
side, while capital expenditure grew by a robust 14%YoY, revenue expenditure contracted by 9%YoY on accaunt of
lower fertilizer and petroleum subsidy transfer. As a result, fiscal deficit remained restrained at Rs1.2trn. Robust capital
spending clearly exhibits the Government’s strong intent to support and revive growth on a durable basis.

On expected lines, GST collections in June, recorded for May’s economic activity, exhibited further sequential
moderation, and slipped below Rsltrn mark for t he first time since September 2020 to Rs929bn, reflecting re-
imposition of more restrictions across the nation in Ma y. Going forward, GST collectionsin July are expected to show a
sequential rebound on account of easing restrictions across the board, as i ndicated by 18 %MoM uptick in E-way bills
for June 2021 from 32%MoM moderation observed in the previous month.

1 Centre’s cumulative fiscal deficit (Apr-May) dropped by 74%YoY in FY22: The
Centre’s gross fiscal deficit for April-May FY22 plunged by 74% YoY to a mere Cumulative Gross fiscal
Rsl1.2trn or 8% of the budget estimate , marking the lowest print ever for this deficit for Apr-May FY22 at

. N o . . . Rs.1.2trn is equivalent to
period. The sharp YoY dropin fiscal deficit indicates significant tr action in receipts 8% of the budget estimate.
coupled with the retrenchment in spending from Apr -May FY21 levels. Despite the
lockdown meas ures re-imposed by states in the wake of second wave, the Centre’s
tax revenues for Apr-May'21 did not witness any debilitating impact and rathe r
remained resilient (better than even pre -covid levels)—a consequence of targeted
and localised lockdown measures, better preparedness, and the strong intent of
state governments to keep manufacturing units operat ional.

1 Sharp surge in revenue receipts.... Within receipts, gross tax revenues during

Apr-May’21 grew by a strong 148%YaY, thanks to an extremely depressed base, Revenue receiptsincreased
buoyancy in broader economic activity and better compliance as depicted in robust by 684% in Apr-May FY22
GST collections of April and May. On an annual basis, within direct taxes (126%), on an annual basis and

recorded 56% growth on a

corporate and income tax revenues grew by 156% and 111% respectively. Growth
two-year CAGR

in indir ect tax coll ections was much higher at 164% YoY, with customs, excise, and

GST collections rising by 216%, 237% and 138% YoY respectively. Alongside, a
sharp surge of 976%YoY in non-tax revenues was on account of RBI’s surplus
transfer of Rs991bn to the Centre, that further bolstered the Government’s kitty.
Lower tax devolution to states this year led to a much higher 590% YoY growth in
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net tax revenues. Revenue generation through the disinvestment route stood at
Rs40bn against nil divestment of Apr-May FY2L. Consequently, total revenue
receipts during Apr-May 2021 registered a strong 684% YoY expansion.

Even while looking at a two -year CAGR, gross tax revenues exhibiteda strong
growth of 21%, with direct and indirect taxes expanding by 39% and 13%
respectively, with the former largely led by strong growth in corporate tax

revenues. Strong surplus transfer by the RBI to the Government over the last two
years led to a strong 102% CAGR in non-tax revenues during this period. Overall
revenue receipts have grown at a two-year CAGR of 56%.

7 ...And lower expenditure contained fiscal deficit for Apr -May FY22: Overall
expenditure fell by 6.6% YoY during Apr -May 2021 largely led by a fall in revenue
expenditure even as capital spending registered a strong expansion. Revenue
expenditure —accounting for 88% of total expenditure —fell by 9% YoYin Apr-May

On the expenditure side,
while capital expenditure
exhibited a robust
expansion of 14%YoY,

2021, primarily led by lower subsidy outgo. While interest payments witnessed revenue expenditure
13%YoY expansion, subsidies fell by 7% YoY due to 99% and 71% drop in recorded moderation by
petroleum and fertilizer subsidy bill, respectively , partly offset by a 55% YoY jump 9%YoY on account of lower
in food subsidy bill . Capital expenditure , on the other hand, exhibited a robust fertilizer and petroleum
expansion of 14%YoY, signalling the Government’s strong intent to keep pushing subsidy transfer.

capex to revive growth on durable basis. This was largely attributed to strong
spending towards commerce, electronics, defence, home affa irs, road transport,
housing, and railways (26%).

1 GST collections in June fell to sub -1trn mark for the first time in nine months:
On expected lines, June GST collections at Rs929 bn, recorded for May’s economic
activity exhibited further sequential moderat ion and thus, slipped below Rsltrn
mark for the first time since September 2020, on account of the re -imposition of
more restrictions across the nation in May. Going forward, July GST collections
recorded for June’s economic activity is likely to show a sequential rebound on
account of easing restrictions across the board, as indicated by 18%MoM uptick in
E-way bills for June 2021 from 32%MoM moderation obs erved in May 2021.

1 Concluding Remarks : Lower-than-expected contraction in FY21 nominal GDP,
coupled with higher-than-expected revenue receipts, has resulted in pulling down
the expectations of growth required to attain FY22 budget targets . Similarly,
required tax revenue growth for FY22 is now pegged at 8.5% against 14.9%
pencilled earlier. Alongside, the overshooting of food subsidy bill by Rsltrn in FY21
provisional figures, incurred because of earlier than predicted disbursement of
loans to NSSF, coupled with higher than anticipated surplus transfer of Rs991bn
by RBI to government (against Rs535bn budgeted) provides some fiscal headroom
amidst uncertainties. However, with higher expenditure on account of recent relief
measures announced by government coupled with uncertainty around meeting
divestment target might push the fiscal deficit on the upside .
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Figure 165: Yearly trend of India’s fiscal balances
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Source: Refinitiv Datastream.

Figure 166: Gross fiscal deficit as % of budget targets during April  -May over the last 20 years
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Figure 167: Centre’s gross fiscal trend (% GDP) Figure 168: A quick glanc e at FY21 fisc al balances
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Source: CMIE Economic Outlook, CGA, NSE. BE = Budget Estimates, RE = Revised Estimates, A = Actual. * FY21 actual figures arprovisional number released by CGA.
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Figure 169: Direct tax collections trend during Apr  -May Figure 170: Indirect tax receipts trend during Apr  -Mar

Rsbn Direct tax collections trend %  Rsbn Indirect tax collections trend %
mmmm Direct tax collections % YoY (R) mmm Indirect tax collections % YoY (R)
14 200 55 500
12 150
o 20 400
' 100 300
0.8 1.5
0.6 50 200
) 0 1.0
0.4 100
= a1 °
0.0 . -100 0.0 -100
— N ™ < n © N~ [oe] [o)] o — N — N ™ < o © N~ [ee] [o)] o — N
— — — — — — - - - N N N — — — — — — — - — N N N
A A A A (A N A A Y A A R A A (A A A A (A N
Source: CMIE Economic Outlook, CGA, NSE.
Figure 171: Gross tax collections trend during Apr -May Figure 172: GST collections trend
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Figure 173: Revenue and capital exp during Apr -May Figure 174: Expenditure mix during Apr -May
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Figure 175: A snapshot of government finances for April  -May FY22 p \
Items (Rs bn) FY20A FY21A April -May FY22 Implied Jun -Mar’22
Rs bn % YoY Rs bn % YoY Rs bn % YoY Rs bn % YoY
Net tax revenues 13,569 2.9 14,240 4.9 2,326 590.0 13,118 (5.6)
Gross tax revenues 20,101 (3.4) 20,249 0.7 3,127 147.9 19,044 0.3
Of which:

Direct Tax 10,372 (7.8) 9,264 (10.7) 1,188 125.5 9,892 13.2
Corporation tax 5,569 (16.1) 4,572 17.9) 435 155.9 5,035 14.4
Income tax 4,803 4.0 4,692 (2.3) 754 111.0 4,856 12.0

Indirect Tax 9,728 1.8 10,984 12.9 1,938 164.1 9,152 (10.7)
Goods and service tax 6,018 2.9 5,512 (8.4) 1,223 137.7 5,077 16
Custom Duties 1,093 (7.3) 1,348 233 302 2156 1,058 (15.5)
Excise Duties 2,395 3.7 3,897 62.7 370 237.4 2,980 (21.3)

States Share (6,507) (15) (5,950) (8.6) (783) (14.9) (5.872) 16.8

Transferred to NCCD (25) 84.4 (58) 134.7 (C)] 315.8 (53) (5.3)

Non-Tax Revenue 3,271 38.3 2,081 (36.4) 1,164 976.2 1,266 (35.8)
Dividends and profits 1,861 64.1 970 (47.9) 996.3 4,524.7 39 (95.9)
Other non-tax revenues 1,401 14.5 1111 (21.2) 168 93.7 1,227 19.8

Central govt. revenue receipts 16,841 8.3 16,321 (7.7) 3,500 683.5 14,385 (9.4
Non-Debt Capital Receipts 686 (39.1) 576 (16.0) 48 478.8 1,832 222.5
Recovery of Loans 183 2.0 197 7.7 8 (1.9) 122 (35.5)
Misc. Receipts (inc. divestment) 503 (46.9) 379 (24.7) 40 (14.9) 1,710 351.2
Total Receipts 17,527 5.1 16,897 (3.6) 3,548 679.8 16,217 (1.4)
Revenue Expenditure 23,513 17.0 30,864 313 4,150 -9.1 25,140 (4.4)
Interest Payments 6,121 4.9 6,821 11.4 886 13.2 7,211 19.4
Major subsidies 2,232 13.3 6,895 208.9 627 (7.1) 2,738 (56)
Food 1,087 6.7 5,254 383.4 558 55.2 1,870 (61.8)
Fertilizer 811 14.9 1,279 57.7 68 (70.6) 727 (30.6)
Petroleum 334 36.0 362 8.3 1 (99.2) 140 (49.7)
Other revenue expenditure 15,160 23.4 17,147 13.1 2638 (15.2) 14,856 5.8
Capital Expenditure 3,356 9.7 4,248 26.6 630 14.0 4,913 32.9
Total Expenditure 26,869 16.0 35,112 30.7 4,780 -6.6 30,053 0.2
Fiscal Deficit 9,342 44.1 18,215 95.0 1,232 -73.6 13,836 21
Fiscal Deficit/GDP 4.6 9.2

Source: CMIE Economic Outlook, CGA, Budget Documents, NSE.
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Figure 176: Fiscal math: FY22 fiscal deficit budgeted at 6.8% of GDP

Items (Rs bn) . FY20A FY21

A(g:i':) % YoY % ofRE
Net tax revenues 13,569 13,445 (0.9) 14,240 4.9 105.9 | 15454 14.9 8.5
Gross tax revenues 20,101 19,003 (5.5) 20,249 0.7 1066 | 22171 16.7 9.5
Of which:

Direct T ax 10,372 9,050 (12.7) 9,264 (10.7) 1024 | 11,080 22.4 19.6
Corporation tax 5,569 4,460 (19.9) 4,572 (17.9) 102.5 5,470 22,6 19.6
Income tax 4,803 4,590 (4.4 4,692 (2.3) 102.2 5,610 22.2 19.6

Indirect Tax 9,728 9,953 2.3 10,984 12.9 1104 | 11,001 11.4 1.0
Goods and service tax 6,018 5,151 (14.4) 5,512 (8.4) 107.0 6,300 22.3 14.3
Custom Duties 1,093 1,120 25 1,348 233 120.3 1,360 21.4 0.9
Excise Duties 2,395 3,610 50.8 3,897 62.7 107.9 3,350 (7.2) (14.0)

States Share (6,507) (5,500) (15.5) (5,950) (8.6) 108.2 | (6,656) 21.0 11.9

Transferred to NCCD (25) (58) 134.7 (58) 134.7 100.0 (61) 4.8 4.8

Non-Tax Revenue 3,271 2,107 (35.6) 2,081 (36.4) 98.8 2,430 15.4 16.8
Dividends and profits 1,861 965 (48.1) 970 (47.9) 100.4 1,035 7.2 6.8

Central govt. revenue receipts 16,841 15,552 (7.7) 16,321 (3.1) 104.9 | 17,884 15.0 25.6
Non-Debt Capital Receipts 686 265 (32.2) 576 (16.0) 123.9 1,880 304.3 9.6

Misc. Receipts (inc. divestment) 503 320 (36.4) 379 (24.7) 118.4 1,750 446.9 361.8
Total Receipts 17,527 16,017 (8.6) 16,897 (3.6) 1055 | 19,764 23.4 17.0
Revenue Expenditure 23,513 30,111 28.1 30,864 31.3 102.5 | 29,290 (2.7) (5.1)

Interest Payments 6,121 6,929 13.2 6,821 114 98.4 8,097 16.9 18.7

Major subsidies 2,232 5.954 166.7 6,895 208.9 115.8 3,699 (43.0) (51.2)
Capital E xpenditure 3,356 4,392 30.9 4,248 26.6 96.7 5,542 26.2 30.5
Total Expenditure 26,869 34,503 28.4 35,112 30.7 101.8 | 34,832 1.0 (0.8)
Fiscal Deficit 9,342 18,487 97.9 18,215 95.0 985 | 15068 (18.5) (17.3)
Fiscal Deficit/GDP 4.6 9.5 9.2 L 6.8

Source: Budget Documents, CGA.BE: Budget Estimates; RE: Revised Estimates; A = Actual
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Government’s response to second COVID wave: Expansion in the scope of ECLGS

After taking cognizance of the ferocious second wave and attendant lockdowns imposed by several states, Finance
Minister on June 28™, 2021, announced a slew of relief measures worth Rs6.3trn with the clear objective of providing
much-needed support to the virus-ravaged economy. The measures were broadly on similar lines of the Rs17trn fiscal
stimulus package announced last year, with some of them being mere extensions of previously announced measures.
These measures were classified under three bro ad categories: (i) economic relief from pandemic (ii) strengthening
public health , and (iii) impetus for growth and employment.

Credit guarantees took th e centerstage of the reform package yet another time. The Government announced Rs1.1trn
loan guarantee scheme for COVID-affected sectors including healthcare infrastructure in non -metro cities and tourism
among others. Alongside, the Emergency Line Credit Guarantee Scheme (ELCGS) was expandediy Rs1.5trn to Rs4.5trn
and Rs75bn was allocated to facilitate | oans to 2.5m people through Micro Finance Institutions (MFIs). To ameliorate
hardships faced by the poor in the rural areas that were far se verely hit thi s time, measures such as extension of free
distribution of food (Rs940bn) and enhancement of fertilise r subsidy (Rs140bn) were announced. Besides supporting
the health sector through credit guarantee scheme, a new scheme for strengthening pub lic health inf rastructure and
human resources with outlay of Rs150bn was also announced. Medium-term growth supporti ve measures included a)
export-promoting measures viz. extension of the electronics PLI scheme by a year, enhanced allocation for boosting
project exports and export insurance, b) allocation of Rs976bn for reform -based result-linked power sector distributi on
scheme, and c) allocation of Rs19bn for broadband to each village through Bharat Net PPP Model.

Given the limited fiscal headroom, the G overnment has once again resorted to supply -side measures rather than direct
cash transfers for alleviating the stres s re-ignited by the second wave of pandemic. As a result, they are unlikely to have
ameaningful fiscal bearing as some of these measures under “impetus to growth and employment” category are spread
across years (including FY22) and other measures are credit guarantees. Thus, on balance, measures such as fertilizer
subsidy allocation, free food grains extension and new public health scheme, ar e likely to re sult in an immediate fiscal
outgo of Rs1.24trn (~0.6%GDP).

1 Centre announce d a slew of measures worth Rs6.3trn: After taking cognizance
of the ferocious second wave, the Finance Minister announced a slew of relief Measures worth Rs6.3tn
measures worth Rs6.3trn with the clear objective of providing much -needed were announced of which
support to the virus -ravaged economy. The announced set of relief measures are 43% were in the form of
broadly on similar lines of the Rs17trn fiscal stimulus package announced last loan guarantees for

. . L. . MSMEs, healthcare,
year. The measures include extension of already existing credit guarantees tourism, and MFIs.
coupled with the announcement of new ones for affected sectors like health,
tourism, and MFIs. Alongside, fiscal allocations in the fo rm of fertiliser and food
subsidies and some medium-term measures were also announced. As per the
press release by Ministry of Finance, these measures are classified under three
broad categories: (i) economic relief from pandemic (ii) strengthening public
health and (iii) impetus for growth and employment.

1 Credit guarantees took the centre stage yetag ain: The govemment announced
Rs1.1trn loan guarantee scheme for COVID-affected sectors of which Rs500bn
has been allotted for the healthcare infrastructure creation in non-metro cities
and Rs600bn has been allocated for other affected sectors including to urism. The
health sector component is aimed at up scaling medical infrastructure targeting
underserved areas. Guarantee cover will be available both for expa nsion and new
projects related to health/medical infrastructure in cities other than  eight
metropol itan cities. While the guarantee cover will be 50% for expansion and
75% for new projects , in case of aspirational districts, the guarantee cover of
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75% will be available for both new projects and expansion. Maximum loan
admissible under the scheme is Rslbn and guarantee duration is up to three
years. Banks can charge a maximum interest of 7.95% on these loans. Loans for
other sectors will be available with an interest cap of 8.25% p.a. Thus, the loans
available under the scheme will be much cheaper compare d to the normal
interest rates without guarantee of 10 -11%. Alongside, government has also
expanded ECLGShy Rs1.5trn to Rs4.5trn. Under the expanded scheme, limit of
admissible guarantee and loan amount is proposed to be increased above the
existing level of 20% of loan outstanding. The Government has also allocated
Rs75bn to facilitate loans to 2 .5m people through MFIs, whereby guarantee will
be provided to banks for loans to new or existing NBFC-MFIs or MFIs for on
lending of up to Rsl1.25lakh to such small borrowers . Interest on such loans to
MFIs from banks—80% of which must be utilised for on lending —will be capped
at MCLR plus 2% with maximum loan tenor at three years .

1 Measures that are likely to have an immediate fiscal bearing: Along with the
announcement of credit guarantee schemes for COVID-distressed sectors, other
measures such as extension of free distribution of food (Rs940bn) and
enhancement of fertiliser subsidy (Rs140bn) were also announced in order to
ameliorate the hardships faced by the p oor in rural areas that were adversely
affected by the second wave as the spread and intensity of cases in rural areas
this time around was immense. Besides supporting the health sector through
credit guarantee scheme, a new scheme for strengthening public health
infrastructure and human resources with outlay of Rs150bn was also announced.

1 Medium term measures to bols ter growth and employment:  With regards to
the medium-term growth -supportive measures, the Government announced

In terms of announced
size, medium term growth

extension of the electronics PLI scheme by a year, allocated Rs976bn for reform - measures under the ambit
based result-linked power sector distribution scheme, Rs19bn for broadband to of “impetus to growth and
each village through Bharat Net PPP Model and have also laid emphasis on employment’, accounts for
promoting exports by announcing Rs33bn allocation for boosting project exports Rs 2.37trn or 38% of the
along with an export insurance cover worth Rs88bn. Additionally, a revival package.

package of ~Rslbn will be provided to North-eastern Regional Agricultural
Marketing Corporation (NERAMAC).

1 Focus on supply -side measures ensures limited f iscal outgo : Given the limited
fiscal headroom, the Government has once again resorted to supply -side
measures rather than direct cash transfers for alleviating the stress re-ignited by
the second wave of pandemic. As a result, they are unlikely to have a meaningful
fiscal bearing as some of these measures under “impetus to growth and
employment” category are spread across years (including FY22) and other
measures are credit guarantees. Thus, on balance, measures such as fertilizer
subsidy allocation, free food grains extension and new public health scheme, are
likely to result in an immediate fiscal outgo of Rs1.24trn ( ~0.6%GDP).
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Figure 177: Financial Details of the Relief Package 2.0

Remarks

I. Econom ic Relief from Pandemic

Loan Guarantee Scheme for COVID Affected Sectors FY22 1,100
Emergency Credit Line Guarartee Scheme (ECLGS) FY22 1,500 Expansion
Credit Guarantee Scheme for Micro Finance Institutions FY22 75
Scheme for tourist guides/stakeho Iders FY22 Covered un(sicer:;c:j\: guarantee
Free One Month Tourist Visa to 5 Lakh Tourists FY22 1
Extension of Atma Nirbhar Bharat Rozgar Yojana FY22
Additional Subsidy for DAP & P&K fertilizers FY22 148
Free food grains under PMGKY from M ay to November , 2021 FY22 939
1. Health
New Scheme for Public Health FY22 150 Scheme outlay: Rs232bn;

Central S hare: Rs150bn
IIl. Impetus for Growth and  Employment

Release of Climate resilient special traits varieties FY22

Revival of North -eastern Regional A gricultural Marketing Corporation Fy22 1

(NERAMAC)

Boost for Project Exports through NEIA FY22-FY26 330

Boost to Export Insurance Cover FY22-FY26 880

Broadband to each village through Bharat Net PPP Model FY22-FY23 190

Extension of Tenure of PU Scheme for Large Scale Electronic Manufacturing Time extension

Scheme outlay: Rs3trn; Central

Reform Based Result Linked Power Distribution Scheme (Budget Announcement) FY22-FY26 976 Share: RO76bn

Immediate Fiscal impact

restrained at ~Rs1238bn;
0.6%GDP

Source: Ministry of Finance, PIB
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Southwest Monsoon Update: Bountiful showers in ~ June support Kharif sowing

The Southwest monsoon season made a timely onset and recorded a 10% surplus rainfall vis -a-vis the long-period
average (LPA) h June but lost steam in July, with cumulative rainfall recording a deficit of 5% as on July 8. This is
significantly lower than the 13% surplus rainfall observed in the same period last year. Though, t he season’s onset in
Kerala was delayed by two days, it made rapid progress subsequently, covering many parts of east, west, south, and
central India in June. However, the momentum faltered in July, with 14/36 divisions reporting deficient rainfall as on
July 8", 2021, and only seven divisions reporting excess rainfall. Spatially, except for South Peninsula, which reported
a 2% surplus rainfall, all other three sub-divisions including Central India, Northwest India and East and Northeast India
have had a deficit cumulative rainfall until July 8™ as compared to the LPA as against a surplus position until June-end.

Current live storage as on July 8", 2021 was 53.5bn cubic meters (31.3% of the storage capacity at full reservoir level),
a tad lower than 58bn cubic meters last year, but much high er than the last 10-year average of 40.2bn cubic meters. A
good start to the season and bountiful showers in June, c oupled with adequate reservoir water levels, kept the kharif
sowing activity buoyant, with actual area sown being ~19% of the normal area so wn. This is lower than 24.3% as of
same date last year but much higher than 14.5% and 15.4% in the previous two year s. The last year’s kharif season
saw exceptionally strong sowing activity, thanks to COVID -induced reverse migration and rising economic unc ertainty.
While most of the Kharif crops saw lower sown area this year, some of the exceptions were rice, maize, sel ect pulses,
sugarcane, and sunflower seeds.

Going ahead, we will remain watchful of the precipitation and spatial distribution of rainfall in month of July as it
accounts for more than half of the season’s sowing activity given these factors remain critical in assessing the growth
trajectory in the agricultural sector. The timely onset of normal monsoon in June, adequate water reservoir level s, good
start to the kharif sowing, easing restrictions with receding daily cases even in rural areas, and anticipat ion of equally
good precipitation for the upcoming monsoon months auger well for farm incomes and thus, rural demand recovery.
However, weak consumer sentiments, dented by th e ferocious second wave that penetrated at a much larger scale in
the hinterland t han the previous wave, are likely to hold back the swift rebound in rural consumption impulses,
particularly in the wake of heightened uncer tainty around the subsequent waves.

1 Rainfall activity lost some momentum in July post a strong start in June . After
recording 10% surplus outturn vis -a-vis the long period average (LPA) in the month
of June, cumulative rainfall surplus eased substantially in July thus far, recording
a deficit of 5% as on July 8", 2021. This is significantly lower than the 13% su rplus
rainfall observed in the same period last year. Even asthe season’s onset in Kerala
was delayed by two days, it made a rapid progress subsequently, covering many
parts of east, west, south, and central India in June. Post a nearly timely advent,
monsoon progressed well in June, with 28/36 sub -divisions or 78% of the
country’s area receiving normal to excess rainfall till June-end. The monsoon
activity, how ever, lost steam in July, with 14 sub-divisions witnessing deficient
rainfall as on July 8", 2021. Spatially, rainfall in Central India has been 93% LPA
(against 117% LPA in Jun’21), Northwest India subdivision has been 84% LPA
(against 114% LPA in Jun’21), South Peninsula subdivision has been 102% LPA
(against 104% LPA in Jun’21) while it has been 99% of LPA in the East and
Northeast Indian subdivision (against 103% LPA in Jun’21).

1 Sowing activity remains buoyant but lower than previous year levels: Bountiful
showers, coupled with adequate reservoir water levels , kept the kharif sowing
activity buoyant. However, the actual sown area in 2021 at 202.72 lakh hectare
remained well below 258.62 lakh hectare area sown during the corresponding
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period of last year, thereby witnessing 22% moderation. This is owing to
exceptionally strong commencement of s owing in 2020 (67%YoY), thanks to
COVID-induced reverse migration and rising economic uncertaint y. All broad
categories of Kharif crops like Pulses (-17%YoY), Coarse Cereals (18%YoY),
Oilseeds (-35%YoY) and Cotton (-48%YoY) withessed moderation from previ ous
years’ levels. However, crops like Rice (4%YoY) and Sugarcane (1%) showed an
uptick from previous years’ levels.

1 Reservoir levels remain adequate but mildly lo wer than previous year levels:
Current live storage as on July 8", 2021 was 53.5bn cubic m eters (31.3% of the
storage capacity at full reservoir level), a tad lower than 58bn cubic meters last
year, but much higher than the last 10 -year average of 40.2bn cubic meters. Thus,
the live storage available in 130 reservoirs as per July 2 bulletin rel eased by CWC
is 99% of the live storage of corresponding period of last year and 138% of storage
of average of last 10 years. A normal Rabi season rainfall last year, coupled with a
good start to the Kharif season, kept reservoir live storage at adequate | evels, even
as the recent dry spell has resulted in a slight drop in this month thus far.

1 Normal rainfall crucial for rural demand recovery : Going ahead, we will remain
watchful of the precipitation and spatial distribution of rainfall in month of July as
it accounts for more than half of the season’s sowing activity given these factors
remain critical in assessing the growth trajectory in agr icultu ral sector. The timely
onset of normal monsoon in June, adequate water reservoir levels, good start to
the kharif sowing and easing restrictions with receding daily cases even in rural
areas coupled with the anticipation of equally good precipitation for the upcoming
monsoon months and stable MSP hikes recently announced auger well for farm
incomes and thus, for rural demand recovery. However, weak rural consumer
sentiments, dented by the ferocious second wave that penetrated at a much larger
scale in the hinterland than the previous wave is thus, likely to hold back the swift
rebound in rural consumption impulses given the households have already incurred
substantial medical expenses during the second wave and there is uncertainty
around the subsequent waves.

Figure 178: Daily mean rainfall
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Figure 179: Cumulative rainfall (period: June 1, 2021, to July 8 ™, 2021)
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Figure 180: Subdivision -wise distribution of cumulative rainfall

Subdivisions Cumulative rainfall (Period: June 1 s to Ju ne 30th) Cumulative rainfall (Period: June 1 ' to July 8 ") -
Actual (mm) Normal (mm) % Deviation Actual (mm) Normal (mm) % Deviat ion
East and Northeast India 357.3 347.1 3.0% 454.1 460.9 -1.0%
Northwest India 85.7 75.3 14.0% 97.8 116.4 -16.0%
Central India 198.8 169.2 17.0% 231.3 248.5 -7.0%
South Peninsula 166.2 160.2 4.0% 217.2 212.1 2.0%
Total 182.9 166.9 10.0% 223.0 234.5 -5.0%

Source: CMIE Economic Outlook, IMD, NSE

Figure 181: Category-wise numb er of subdivisions and % area (sub -divisional) of the country
Period: June 1 * to Ju ne 30" ' Period: June 1 $ to July 8 ™

Category

No. of subdivisions % Area of the country No. of subdivisions % Area of the country
Large excess 3 9% 3 9%
Excess 13 42% 4 12%
Normal 12 30% 15 47%
Deficient 8 19% 14 32%
Large Deficient 0 0% 0 0%
No rain 0 0% 0 0%

Source: IMD, NSE
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Figure 182: Actual sown area as % of normal area Figure 183: YoY change in actual sown area
sown. % % YoY change in actual sown area as June 25th
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Source: CMIE Economic Outlook, NSE.
Figure 184: Live reservoir storage levels
% Reservoir levels as of July 8th
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Figure 185: Trend of reservoir storage levels
% Trend of reservoir levels
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STOP PRESS:Macro data update (Data released between July 1stand 15%")8

IIP for _May 2021: | ndustrial production _moderates seqguentia_Ily

Industria | production (IIP) rose by a strong 29%YoY in May but off a very low base (-33.4% in May’20), negatively
surprising market expectations (Consensus: 32%). On a sequential basis, IIP declined by 8% MoM, lower than the pace
of sequential moderat ion observed in April’21 (-13%MoM) given few states eased restrictions in the last week of May.
From a 2 -year CAGR,industrial production dropped to an eleven -month low of -7%, depicting the halt in recovery
momentum. All the categories not only withessed sequential mo deration but also remained subdued on 2 -year CAGR.
As per economic activity, capital goods and consume r durables suffered the most, showing moderation by more than
20% on 2-year CAGR. However, the severity of contraction was curtailed as fewer restrictions were imposed relative to
last year and robust external demand also provided significant downside supp ort. Going ahead, industrial production is
most likely to inch sequentially north owing to easing of restrictive measures across the nation coupled with t he
persistent buoyancy in external demand.

CPI for June 2021 : Retail inflation surprises positively

Headline CPI inflation remained broadly steady at 6.3% in June, positively surprising market expectations (Consensus:

6.6%; Source: Reuters). Increase in food & beverages and fuel inflation was almost entirely offset by a sharp drop in

pan, tobacco & intoxi cant inflation. Within food, the surge was primarily led by egg, oils & fats, fruits and pulses, even

as most other categories have seen a moderation in price build -up. Core inflation rose by a modest 7bps MoM to a 35-
month high of 6.3%, thanks to higher inflation in household goods & services, transport & communication, and
education, partly offset by lower YoY increase in prices for recreati on & amusement and personal care & effects. On a
sequential basis (MoM), inflation hardened for the fifth month in a row, albeit at a moderated pace, reflecting gradual
normalisation of supply chains that were disrupted by the deadlier second wave. We expect the RBI to remain
accommodative at least through the curr ent financial year and continue to support the nascent e conomic recovery by
providing adequate and targeted liquidity support. Sustenance of an elevated inflation trajectory for a prolonged period

and reversal of an easy global monetary policy backdrop remain key downside risks.

8 A detailed note on these would be included in the next month’s edition of Market Pulse.
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Insights

Fire-sale spillover: Aggregate vulnerability index to predict systemic risk

The paper “Fire-Sale Spillover and Systemic Risk” by Fernando Duarte and Thomas M. Eichenbach looked into factors
that make the financial system vulnerable to fire sales. The authors construct ed an index of aggregate vulnerability to
fire sales of large bank holding companies. The index is composed of factors that influence this vulnerab ility and is used
to answer the question of identifying these weak links prior to a crisis. Results in the papers in dicate that the index
increases gradually in 2000 and then faster in 2004 prior to the introduction of important systemic risk measures whic h
slows down its progression. The index doubles at the end of 2006 and touches a record high in 2008, at three times its
original value. Post the financial crisis, the aggregate vulnerability fell at a significantly fast rate and eventually stabilize d
in 2015. The measure is able to predict a shortfall in actual capital during the financial crisis in 2004, which would h ave
been a useful tool to have when these cracks were emerging. The paper adapts the “cross-sectional’ vulnerable
framework of Greenwood, Landier and Thesmar (2015) to a panel analysis format.

Fire sale spillovers are identified as a potential cause of contagion in financial markets ,
which may rise systemic risk at an alarming rate. The paper “Fire-Sale Spillovers and
Systemic Risk” by Fernando Duarte and Thomas M. Eisenbach addresses a host of
questions regarding fire sales. Detecting vulnerability in ad vance will allow for

intervention before fire sales materialise but there are challenge s to be overcome before
that. Some of them are identi fying factors that make the financial system vulnerable due
to rise in the probability of fire sales, the ability to track them over a period of time along

with predicting when the weak links develop as well as where they lie.

The authors tackle the ident ified challeng es by building an aggregate vulnerability index
(AV) to fire sales of large bank holding companies. The index is made up of factors that
influence vulnerability to fire sales and results in dicate that it increase d gradually in 2000
and then faster in 2004 prior to the introduction of important systemic risk measures
which slows down its progression. The in dex doubles at the end of 2006 and touches a
record high in 2008, at three times its or iginal value. Post the financial crisis, the AV fell
at a significantly faster rate and eventually stabilize d in 2015. The measure is able to
predict a shortfall in actu al capital during the financial crisis in 2004, which would have
been a useful tool to have when these cracks were emerging.

Duarte and Eisenbach used the cross-sectional “vulnerable banks” framework of
Greenwood, Landier and Thesmar (2015) by extending it to a panel analysis format to
track and analyse vulnerabilities. The original framework use d leverage, asset holdings,
asset liquidation b ehaviour and price impact of liquidating assets of the g iven banks. It
then added a hypothetical negative shock that would cause a jump in leverage. In this
paper, authors applied their aggregate vulnerability framework to a list of US bank holding
companies on a quarterly basis. They assumed a straightforward scenario with the
following assumptions — an exogenous shock to asset leads to banks facing losses who
then sell assets to deleverage. These aggregate fire sales then lead to fire -sale spillovers
in the form of a price impact.

The constructed index has several useful advantages. The measure has, since its
incepti on, been useful for policymakers and regulators. This analysis can be looked at as

9 The section gives a summary of the following p aper:
Federal Reserve Bank of New York Staff Reports(October 2013) Fire-Sale Spillover and Systemic Risk
https://www.newyor kfed.org/medialibrary/media/research/ staff_reports/sr645.pdf
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