India Macro Weekly: RBI Bulletin acknowledges slowdown in Q2 FY25; recovery seen in H2 ZHaZTE{, ,g,;f
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» RBI October Bulletin asserts that Q2FY25 GDP growth tracking 6.8% vis-a-vis 7% previously

Fig 1: UBI economic activity indicator shows

sharp slowdown in Q2 FY25 In the latest monthly Bulletin, the RBI asserted that the nowcast model for Q2 FY25 GDP growth is tracking 6.8% vs 7%

previously, which was in line with the MPC’s projection of 7% for the quarter. As per RBI, some of the high frequency

0.75 10.0%  jndicators in the recent past have shown a slackening of momentum in Q2FY25 partly attributable to idiosyncratic factors
0.60 8.0% |l |ike unusually heavy rains in August and September.

0.45 /\‘ MN eox Similar to RBI, we also have an economic activity indicator (comprising of 23 high frequency indicators) which is
0.30 \ 4.0% | signaling a softening in the growth momentum (Fig 7). We can divide the set of indicators detailed in our macro-economic
0.15 2.0% (I dashboard (pls turn over) as follows:
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1. Demand side indicators are a mixed bag: Automobile sales recorded a growth of 13.1% YoY in Sep’24, supported by
two-wheelers. Domestic tractor sales also expanded by 3.7% YoY in September. Meanwhile, vehicle registrations
contracted in September due to decline in both non-transport and transport vehicles segments. The Federation of
Automobile Dealers Associations data also showed overall auto retail sales declined 9.3% YoY in September. Average
daily petroleum consumption contracted for second consecutive month in Sep’24, driven by drop in diesel
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2. Manufacturing sector indicators have slowed across the board: Manufacturing PMI, eased to 56.5 in September
(eight month low), down from 57.5 in August and 58.1 in July amid softer increases in new orders and output. Core
sector output growth contracted by 1.8% YoY in August, lowest in 42 months. Industrial production growth, as
indicated by IIP, came in negative by 0.1% in Aug’24, from 4.7% in previous month and vs 10.9% in Aug’23. The reading
indicated a sharper slowdown, than our estimate of 0.4%. Auto production and exports being in contraction zone as
well as impact of monsoon affected manufacturing growth. The slowdown was witnessed across sectors with four
sectors (mining, electricity, primary goods and consumer non-durables) in the negative zone. Additionally, corporate
revenue and earnings growth is also expected to have stayed weak in Q2FY25, reflecting a challenging demand
environment. Analysts point out that of the 167 firms that have declared Q2 results, their net profit grew just 5%
YoY, which was flat vis a vis previous quarter and sharply lower than 16% YoY in the same period last year. Net sales
grew a modest 7% YoY in Q2, marking the slowest pace in five quarters.

3. Services sector indicators holding up relatively better: Services PMI fell to 57.7 in September (10 month low) from
60.9 in August and 60.3 in July. GST collections in September grew by 6.5% which was the weakest pace of expansion
since June 2021. E-way bills continued to record double digit growth in Sep’24. Toll collections grew by 6.5% y-o0-y in
September as against 6.8% y-0-y in the previous month. Meanwhile, banks are also facing a slowdown in credit growth
numbers even as deposit growth has held up relatively well (detailed below for kind perusal).

poised to shrug off the temporary slowdown in momentum in the second quarter of 2024-25 as festival demand picks up
pace and consumer confidence improves”. Private investment is showing some encouraging signs in terms of lead indicators
while consumption spending is shaping up for a festival season revival. RBI believes that consumer spending is expected to
be about 25% higher than during Dussehra-Diwali last year. Hence their underlying view of resilient growth momentum

remains intact.

More importantly, with regards to inflation, the Bulletin affirms that after remaining below 4% target for two consecutive
months, inflation surged to 5.5% in September, as an adverse statistical base effect was compounded by a resurgence in food
price momentum. Food price pressures in respect of vegetables could turn out to be transitory with robust kharif harvest
arrivals, although the surge in the price momentum of oils and fats can have second order effects impacting overall inflation
through inputs costs of FMCGs. We estimate that the October CPI is tracking above 6% on sustained vegetable price
pressures and hence remains a cause for concern for the RBI led MPC.

Apart from domestic factors, the RBI is worried about impact of global factors on India’s inflation. In fact, it asserts that
By: “The future course of monetary policy the world over would, therefore have to take into account the risks to both growth
and inflation from recent commodity price shocks.” Hence, geopolitical tensions (Middle East issues and Trump trade) will
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= RBI Governor says rate cut at this stage would be risky and premature
RBI Governor Shatikanta Das in an interaction at the India Credit Forum hosted by Bloomberg, stated that it would be "very
premature” and risky to lower interest rates at this stage. October CPI print is expected to be high and inflation would
moderate in Nov/Dec’24. While inflation is expected to moderate going forward, the central bank would only think of rate
cuts when it has confidence that inflation is durably aligned to its medium-term target. Speaking about the rupee, Das said
that the RBI is "not managing the exchange rate" but buys dollars when there is an opportunity and supplies them when the
currency faces pressure.
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» Credit-deposit growth wedge narrows for SCBs as credit begins to slow.

Credit deposit wedge narrowed for the fortnight ended 4th Oct’24. The YoY growth under aggregate deposits of SCBs as on
4th Oct’24 stood at 11.8% and gross advances YoY growth was 12.8%. With this the wedge between growth of deposit and
credit for SCB has narrowed to 0.98% (lowest since Jun’22) from 1.49% in the previous fortnight ended 20th Sep’24. As on
4th Oct’24, the CD ratio of SCBs was at 78.9%, with incremental CD ratio being 84.7% (lowest since June 2023). This trend is
in line with the analysis in RBI Financial Stability report that there have been episodes of credit and deposit growth
divergence in high growth phases which typically last for 2 to 4 years with convergence seen via fall in credit growth. Hence,
the RBI actions with respect to credit excesses have borne fruit driving convergence of credit growth with deposit growth.
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: Overall, while the RBI acknowledged possibility of growth slowdown in Q2 FY25, it clearly states that “aggregate demand is
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Economy Dashboard

MACRO-ECONOMIC DASHBOARD
Industrial Sector Oct-23 Nov-23 Dec-2 Jan-24 Feb-24 Mar-24 Apr-24 May-24 Jun24  Jul24  Aug-24  Sep-24
IIP (YoY Gr%) 10.87 6.35 1189 | 247 | 439 | 421 | 560 | 547 519 6.25 4.73 470 .14
Mining (YOY Gr%) 1235 | 1150 | 1314 | 701 | 520 | 602 | 813 | 130 6.77 6.56 10.30 3.75 -4.29
Manufacturing (YoY Gr%) 9.98 il 1058 | 131 | 462 | 364 | 494 | 5% 4.18 5.10 3.25 4.36 1.04
Electricity (YoY Gr%) 15.26 9.87 2038 | 576 | 123 | 563 | 759 | 862 10.24 13.74 8.58 .94 -3.12
Core Infra Growth (YoY Gr%) 13181 9.45 1268 | 789 | 508 | 416 [ 706 | 625 6.94 6.86 513 6.14 177
Cement Production (YoY Gr%) 19.74 4.73 169 | 475 | 384 | 406 | 7.82 | 10.58 0.16 -0.63 190 548 -3.02
Steel Production (YoY Gr%) 16,36 | 1481 | 1359 | 974 | 828 | 917 | 944 | 753 9.83 8.94 6.72 6.42 4.54
Petroleum Products (YoY Gr%) 9.55 549 429 | 1236 | 409 | 430 | 263 | 159 392 0.50 -1.54 6.62 -1.03
Fertilizers Production (YoY Gr%) 1.83 417 533 333 | 585 | 059 (. -1.27 .76 -1.66 2.45 61l 3.15
Coal Production (YoY Gr%) 1788 | 1600 | 1838 | 1087 | 1079 | 1057 | 1157 | 8.70 7.51 10.20 1478 6.82 -8.05
Capital Goods Production (YoY Gr%) 13.05 8.37 2167 | -L11 | 370 | 324 | 172 | 6.99 2.81 2.63 3.82 1175 0.65
PMI Manufacturing 5860 | 57.50 | 5550 | 56.00 | 54.90 | 56.50 | 56.90 | 59.10 | 58.80 57.50 58.30 58.10 57.50 56.50
PMI Services 60.10 | 61.00 | 5840 | 56.90 | 59.00 | 61.80 | 60.60 | 61.20 | 60.80 60.20 60.50 60.30 60.90 57.70
Banking Sector
Bank Credit (YoY GrY%) 1973 | 199 | 1973 | 2064 | 199 | 2030 | 20.50 | 20.16 | 19.01 19.78 17.36 13.59 13.59
Agriculture Credit (YoY Gr%) 1648 | 1666 | 1739 | 1811 | 1939 | 1999 | 20.00 | 1997 | 19.84 21.60 1741 18.07 17.73
Industry Credit (YoY Gr%) 591 6.51 5.36 6.06 | 804 | 797 | 889 | 851 1.37 9.36 8.13 10.09 9.711
Services Credit (YoY Gr%) 2498 | 2539 | 2403 | 2575 | 2334 | 2420 | 2426 | 2349 | 2202 23.18 17.36 13.99 13.92
Retail Credit (YoY Gr%) 3036 | 30.03 | 2956 | 3003 | 2841 | 2861 | 2811 | 2746 | 26.70 28.73 25.60 14.99 13.93
Bank Deposits (YoY Gr%) 13.22 9.90 1322 | 1421 | 1328 | 1320 | 1312 | 1347 | 1256 14.02 1112 10.57 10.83 11.54
Demand (YoY Gr%) 9.36 -1.32 806 | 1504 | 1071 | 919 | 1012 | 12.08 9.88 14.83 6.24 8.25 10.56 (B8S
Time (YoY Gr%) 1375 | 1154 | 1395 | 1410 | 1364 | 1376 | 1353 | 1367 | 1293 13.91 11.83 10.88 10.87 1131
C-D Ratio (%) 7150 | 7860 | 7920 | 79.60 | 79.50 | 80.00 | 80.20 | 80.30 | 79.50 79.60 79.30 79.30 79.50 79.60
Weighted Average Lending Rate Fresh Rupee Loans (%) |  9.47 9.38 9.50 941 | 932 | 943 | 936 | 93/ bl 9.39 9.32 9.40 9.41
Weighted Average Deposit Rate (%) 6.60 6.70 6.76 679 | 68 | 68 | 686 | 6.89 6.91 6.92 6.91 6.92 6.93

Banking Sector

Jan-24 Feb-24 Mar-24

UPI (No. in Ci) 1058.60 | 105557 | 114088 | 112353 | 1202.02 1210.27

IMPS (No. in Cr) B8R | 4729 | 2929 | 4724 | 2988

NPCI Retail Transaction value (Y-0-Y Gr%) 670 | 2061 | 2852 | 2599 | 214 | 2516 | 2851 | 219 | 289 | 200 | 28 | 2% | 205 | 2062
NPCI Retail transactions volume (Y-0-Y G1%) 1668 | 4368 | 4259 | 4693 | 4496 | 4468 | 5001 | 4669 | 4424 | 4286 | 4414 | 3005 | 3743 | 389

CPI (Y-0-Y Gr%) 6.83 5.02 487 | 555 | 569 | 510 | 509 | 485 4.83 4.80 5.08 3.60 3.65 5.49
Core CPI (Y-0-Y Gr%) 4.19 4.52 426 | 411 | 389 | 359 | 337 | 34 3.23 312 314 3.39 340 3.50
WPI (Y-0-Y Gr%) 046 | -0.07 02 | 039 | 08 | 033 | 020 | 026 1.19 2.74 343 2.10 1.31 1.84
Electricity Consumption (YoY Gr%) 1612 | 1176 | 2346 | 615 | 080 | 55 | 88 | 9.99 9.02 13.62 8.01 3.98 -4.96 .70
Petroleum Consumption (YoY GrY%) 11.69 | -197 191 | 437 | 941 | 640 | 484 | 1531 -2.56 §.18 8.97 1.39 1.07 -1.96
Consumer Durables (YoY Gr%) 6.02 0.97 1593 | 483 | 524 | 1158 | 1256 | 9.53 10.55 12.63 8.73 8.29 5.19

Consumer Non Durables (YoY Gr%) 9.93 2.66 929 | -338 | 304 | 030 [ -317 | 522 -2.46 2.80 -1.50 -4.30 -4.52

Unemployment (YoY GrY%) 8.10 7.09 9.42 888 | 865 | 740 | 810 [ 7.40 8.10 7.00 9.20 7.90 8.50 1.80

Merchandise Export (YoY Gr%) 341 217 5.80 327 | 080 | 426 | 1187 | -0.63 199 13.30 2.45 -1.73 -9.33 0.49
Merchandize Import (YoY Gr%) 0.68 1402 | 1028 | 332 | -6.64 | 199 | 1369 | -6.39 11.47 8.07 593 1.46 Sl 1.60
Service Export (YoY Gr%) 8.34 -2.74 1066 | 416 | L74 | 1075 | 343 | -140 17.06 9.69 3.16 16.61 5.66 1.69
Service Import (YoY Gr%) 087 | -1041 ( 041 | -1113 | -105 | 010 | 172 | -212 19.99 6.18 -3.08 15.72 8.83 11.96

E Way bill generated (Nos. in Cr) 9.34 9.20 1003 | 876 | 953 | 960 [ 973 | 1035 9.67 10.32 10.01 10.49 10.55 10.91
Air Freight (YoY Gr%) 6.86 -0.25 1315 | 658 | 10.80 | 1552 | 2266 | 17.32 9.98 15.57 15.94 18.06 12.46
GST Collection (YoY Gr%) 10.76 | 10.17 1337 | 1512 | 1028 | 1039 | 1254 | 1117 12.42 10.13 .63 10.28 9.99 6.47
Govt. Expenditure (YoY Gr%) 10.55 319 -1401 | 1382 | 713 | -14.03 | 2044 | -0.62 39.26 -31.87 -18.42 0.12 20.94

Source: CEIC, RBI, UBI research
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Disclaimer:
The views expressed in this report are personal views of the author(s) and do not necessarily reflect the views
of Union Bank of India. Nothing contained in this publication shall constitute or be deemed to constitute an
offer to sell/ purchase or as an invitation or solicitation to do so for any securities of any entity. Union Bank
of India and/ or its Affiliates and its subsidiaries make no representation as to the accuracy; completeness or
reliability of any information contained herein or otherwise provided and hereby disclaim any liability
regarding the same.
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