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The Economy Observer

Economic activity continued to improve in Oct’20
Expect real GDP to decline 1-2% YoY in 3QFY21

m  Our in-house Economic Activity Index (EAI) for India’s real GVA (called EAI-GVA) grew 4.8% YoY in Oct’20, marking the
second consecutive growth, following an increase of 2.2% YoY in Sep’20. This is the first month in a year when non-farm
activities (both industrial and services) grew faster than the farm sector.

m  However, EAI-GDP index (our in-house measure of official GDP) continued to contract for the eight successive month —
down 9% YoY in Oct’20, following a contraction of 8.1% in the previous month. While personal consumption
expenditure (PCE) continued to contract in double-digit for the seventh consecutive month, total investments declined
5%, the slowest fall in eight months. Excluding government spending, EAI-GDP contracted 7.6% YoY in Oct’20 v/s a fall
of 5.1% YoY in Sep’20.

m  Overall, EAI-GVA continues to show an improvement in economic activity, while demand measures (EAI-GDP) continue
to lag. Based on a few indicators available for Nov’20 — power generation, manufacturing PMI, e-way registrations, etc.,
growth seems to have cooled off last month. If so, it suggests that the growth peaked out in Oct’20 (as per our
expectations) and is likely to moderate in coming months. Real GDP could contract again in 3QFY21 before posting a
growth in 4QFY21. The second wave of the COVID-19 pandemic, however, remains a valid risk.

Preliminary estimates m EAI-GVA continues to gather pace in Oct’20...: Preliminary estimates reveal that
reveal that EAI-GVA grew EAI-GVA grew for the second consecutive month in Oct’20. At 4.8% YoY, EAI-
4.8% YoY in Oct'20, marking GVA posted its highest growth in eight months, following an increase of 2.2%
the second consecutive YoY in Sep’20 (Exhibit 1). Although farm activities grew for the sixth successive
growth and better than the . . . .
2.2% YoV in Sep’20 month, non-farm sector (both industrial and services) grew faster for the first
time in a year (Exhibit 2).

m ..while EAI-GDP contracted at a faster pace: EAI-GDP, however, continued to
contract for the eighth consecutive month in Oct’20 and that too faster than the
previous month (Exhibit 3). While personal consumption expenditure (PCE)
continued to contract in double-digits for the seventh consecutive month, total
investments declined 5%, the slowest fall in eight months (Exhibit 4). Excluding
government spending, EAI-GDP contracted 7.6% YoY in Oct’20 v/s a fall of 5.1%
YoY in Sep’20.

Exhibit 1: India’s EAI-GVA gathers pace in Oct’20... Exhibit 2: ...led by strong growth in the non-farm sector
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Exhibit 3: EAI-GDP, however, declines faster in Oct’20...

Exhibit 4: ...led by lower external trade surplus
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We have updated our model w.r.t. PCE estimation

Source: Various national sources, CEIC, MOFSL

m  Non-farm sector drove EAI-GVA growth: Details of EAI-GVA suggest that while

While PCE declined 10.2%
YoY, government
consumption spending fell
19% YoY in Oct’20

Based on few indicators
available for Nov'20 —
power generation,
manufacturing PMI, e-way
registrations, etc., growth
seems to have cooled off
last month

the farm sector grew 3.5% YoY in Oct’20, industrial activity increased 4.6% YoY
and services expanded by 6% (Exhibit 5-6). Sharp growth (9% YoY, a 27-month
high) in industrial fuel sales and eight-month high growth of 10% YoY in power
generation supported the industrial sector, while strong growth in automobile
sales, freight traffic, financial sector (deposits/trade credit) and services PMI led
to better growth in the services sector (Exhibit 13). Consequently, the non-farm
sector grew 5.4% YoY in Oct’20 — faster than the farm sector for the first time in
a year.

Consumption continues to post double-digit fall in Oct’20...: Our updated
model suggests that consumption (personal + government) spending declined
by 11.3% YoY in Oct’20, marking its fourth straight double-digit fall (Exhibit 7).
While PCE declined 10.2% YoY, government consumption (revenue spending less
interest payments less subsidies) fell 19% YoY in Oct’20. Faster growth in
consumer automobile sales and petrol consumption helped real PCE decline at
its slowest pace in seven months (Exhibit 14).

...Wwhile investments declined at a slower pace: Investments shrank by only 5%
YoY, marking the 16" fall in the past 17 months, but the slowest contraction in
the past eight months (Exhibit 8). Strong growth in freight traffic, diesel sales
and cement production helped reduce the contraction rate in investments in
Oct’20 (Exhibit 15).

Expect 1-2% decline in 2QFY21 real GDP: Overall, EAI-GVA continues to show an
improvement in economic activity, while demand measures (EAI-GDP) continue
to lag. Based on few indicators available for Nov’'20 — power generation,
manufacturing PMI, e-way registrations, etc., growth seems to have cooled off
last month (Exhibit 9-10). If so, it suggests that the growth peaked out in Oct’20
(as per our expectations) and likely to moderate in coming months. Although
there is no one-to-one correlation between our EAls and the official GDP/GVA
due to the underlying differences, our composite indices are moving in sync
with official real GDP (ex-discrepancies) and real GVA estimates (Exhibit 11-12).
We believe that real GDP could contract again in 3QFY21 before posting a
growth in 4QFY21. The second wave of the COVID-19 pandemic, however,
remains a valid risk.
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Exhibit 5: Industrial activity grew 4.6% YoY in Oct’20... Exhibit 6: ...and services sector growth at eight-month high
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Exhibit 7: Total consumption continued its double-digit fall...  Exhibit 8: ...while investment decline moderated in Oct’20
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Exhibit 9: Power generation growth was up only 3.5% YoY... Exhibit 10: ...and manufacturing PMI also eased in Nov'20
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Exhibit 13: Key indicators used in the creation of EAI-GVA on a monthly basis
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Exhibit 14: Key leading indicators for consumption
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Exhibit 15: Key leading indicators for investment
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directly or indirectly, to any other person or published, copied, in whole or in part, for any purpose. This report is not directed or intended for distribution to, or use by, any person or
entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law,
regulation or which would subject MOFSL to any registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in
all jurisdictions or to certain category of investors. Persons in whose possession this document may come are required to inform themselves of and to observe such restriction.
Neither the Firm, not its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special or consequential including lost
revenue or lost profits that may arise from or in connection with the use of the information. The person accessing this information specifically agrees to exempt MOFSL or any of its
affiliates or employees from, any and all responsibility/liability arising from such misuse and agrees not to hold MOFSL or any of its affiliates or employees responsible for any such
misuse and further agrees to hold MOFSL or any of its affiliates or employees free and harmless from all losses, costs, damages, expenses that may be suffered by the person
accessing this information due to any errors and delays.

Registered Office Address: Motilal Oswal Tower, Rahimtullah Sayani Road, Opposite Parel ST Depot, Prabhadevi, Mumbai-400025; Tel No.. 022-3980
4263; www.motilaloswal.com. Correspondence Address: Palm Spring Centre, 2nd Floor, Palm Court Complex, New Link Road, Malad (West), Mumbai- 400 064. Tel No: 022 3080
1000. Compliance Officer: Neeraj Agarwal, Email Id: na@motilaloswal.com, Contact No.:022-38281085.

Registration details: MOFSL: SEBI Registration: INZ000158836 (BSE/NSE/MCX/NCDEX); CDSL: IN-DP-16-2015; NSDL: IN-DP-NSDL-152-2000; Research Analyst:
INH000000412. AMFI: ARN 17397. Investment Adviser: INAO00007100. Motilal Oswal Asset Management Company Ltd. (MOAMC): PMS (Registration No.: INP000000670) offers
PMS and Mutual Funds products. Motilal Oswal Wealth Management Ltd. (MOWML): PMS (Registration No.: INP000004409) offers wealth management solutions. ~ *Motilal
Oswal Securities Ltd. is a distributor of Mutual Funds, PMS, Fixed Deposit, Bond, NCDs, Insurance and IPO products. *Motilal Oswal Real Estate Investment Advisors Il Pvt. Ltd.
offers Real Estate products. * Motilal Oswal Private Equity Investment Advisors Pvt. Ltd. offers Private Equity products.

* MOFSL has been amalgamated with Motilal Oswal Financial Services Limited (MOFSL) w.e.f August 21, 2018 pursuant to order dated July 30, 2018 issued by Hon'ble National
Company Law Tribunal, Mumbai Bench. The existing registration no(s) of MOFSL would be used until receipt of new MOFSL registration numbers.
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