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Abstract

A steady contraction of active COVID-19 cases and a low case fatality rate has instilled measured
optimism in India that the worst is behind us. At the same time, a second wave of the pandemic in

advanced nations is a grim reminder of how reality hits back when caution is compromised. From

a trickle in not so distant past to now a sea of humanity coming out on the streets, the people of
India have embraced the new normal where self-protection is inseparable from economic activity. !
|

The sustained surge of activity levels in India, itself, is a reflection of a relatively more manageable
pandemic situation in the country as compared to advanced nations. Movement of high frequency
indicators in October clearly point towards broad based resurgence of economic activity, notably
in healthy Kharif output, power consumption, rail freight, auto sales, vehicle registrations,

highway toll collections, e-way bills, rebound in GST collections and record digital transactions.

Rural consumption has stayed strong, in part helped by sustained MSP procurement of food grains
by government at higher prices. Manufacturing Purchasing Managers’ Index rose from 56.8 in

September to 58.9 in October, pointing to the strongest improvement in the health of the sector in

over a decade. PMI Services index also rose to 54.1 in October, ending the seven-month sequence
of contraction, signalling improved market conditions. With the onset of the festive season, overall
consumption is expected to see further uptick in the coming months enhancing prospects of faster
economic normalisation.

|

Prospect of economic normalization is also evident in the external sector indicators with

consumption of petroleum products increasing in September and exports rebounding strongly with

a year-on-year positive growth for the first time in last 7 months. October witnessed some

moderation in exports growth, primarily driven by weak oil exports. Not surprisingly, cargo traffic

volumes have almost reached previous year levels in September driven by healthy growth in traffic

of iron-ore, finished fertilizers and containerized cargo. The expected current account surplus

during the year is likely to provide a cushion to increased spending in the economy. Global
investors continue to be upbeat about India’s economic prospects as gross FDI inflows cross US$

35 billion during April-August, 2020, the highest ever for first five months of a financial year. With

net FPI inflows staying robust in October, INR stood strong at about 73 to a US$ on the back of
forex reserves now comfortably settled in excess of half a trillion dollars.

Among the crucial growth drivers of the Indian economy, construction sector has the capacity of
single-handedly pushing up growth. With a contribution of 15 per cent to GDP and a share of 12
per cent in the nation’s working population, it triggers a multiplier effect on nearly 250 industries
connected through backward and forward linkages. Atmanirbhar Bharat (AB) Mission has already
recognized its critical role by extending registration/completion timelines of projects and
concession period in PPP contracts besides partially releasing bank guarantees to meet working
capital requirements. As a policy impetus to create the necessary traction for rental housing
market expected to be a X1 lakh crore opportunity by 2023, operational guidelines on affordable
rental housing complexes (ARHC) have been recently released. Concessional project finance
under Affordable Housing Fund and Priority Sector Lending along with exemptions in income tax
and GST besides technology innovation grants are intended to make ARHC a lucrative business
opportunity in times to come.



Food prices have been under pressure but are likely to smoothen out with prospects of a good
kharif harvest and reduced supply-side disruptions in inter-state movement of food products. A
slight hardening of core WPI inflation in September is reflective of strengthening demand that
appears to have caused a marginal uptick in the growth of bank credit as well in the fortnight
ending 9" October. A decline in the growth in demand deposits is also reflective of strengthening
demand and more pertinently of a smaller inclination towards precautionary savings that the
pandemic had induced to weaken consumption and growth. The decline in growth of cash in
circulation further reflects a shift away from precautionary savings.!
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Bond markets remained buoyant in October following RBI’s announcement of doubled OMOs,
first time OMOs of SDLs and on-tap TLTROs. The surplus systemic liquidity continues to ensure
softening of 10-year G-sec yield and reduction of spread with AAA corporate bond yields. The
corporate sector has seen growing success in mobilizing funds from the capital market, both
through public issue and private placement, reflecting the development of an alternative to bank
credit. However, cost of bank credit has also been declining as monetary transmission appears to
have gathered pace passing-through the earlier cuts in the repo rate to lowering of the weighted
average lending rate (WALR) on fresh loans. With overall cost of capital declining in the economy,
it has taken a pandemic to ease one of the major binding constraints to economic growth in an
emerging market economy. !
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India’s fiscal space in the pandemic period has been characterized by additional spending directed
towards ensuring basic means of sustenance and livelihoods for the vulnerable people, relief
measures for MSME sector, accommodating additional health infrastructure and services to fight
COVID-19 and measures to boost consumption demand. The fiscal space is also characterized by
recent measures announced to lend to states for increasing capital expenditure, providing them
assistance under SDRF and borrowing on their behalf to meet GST revenue shortfall. It is further
characterized by a pandemic induced shortfall in revenue collection in the first of half of the
current year following interruption in economic activity. The consequent constriction of fiscal
space is neither unique to India nor does it make the country’s public finances any more vulnerable
than other nations. Given that there are indications of India’s GDP growth in the current year
being higher than currently projected by various agencies, fiscal space is set to widen to
accommodate other priorities of the government. This is evident in the GST collections crossing T
1 lakh crore in October — first time since February.

|

India stands poised to recover at a fast pace and reach pre-COVID levels by the end of the year -
barring the incidence of a second wave that may be triggered by the fatigue with social distancing.
The continuous improvement in forward looking RBI indices of consumption and business
sentiment for the next year augurs hope of a strong economic rebound. This is also corroborated
by IMF’s October 2020 projection of 8.8 per cent real GDP growth of India in FY 2021-22, highest
globally.
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India may be past its first ‘peak’ amongst second peaks across US and Europe
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Figure 1: Growth Rate in Active Cases with Increase in Days to add 10 lakh new cases
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Source: India COVID-19 Tracker. https://www.covid19india.org
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Figure 2: Share of States in new COVID -19 Cases (Current vs Last mnth)
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Source: India COVID-19 Tracker. https://www.covid19india.org
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Figure 3: State-wise Testing Positivity Rates
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Construction Sector: A crucial growth propellant
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Figure 4: Quarterly trend in growth of Construction Sector in India
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Figure S: Focus of Government on Infrastructure through various Schemes
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Table 1: Measures to support the Construction Sector under Atmanirbhar Bharat
package
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Affordable Rental Housing
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Structural Reforms in the Sector
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Window of Opportunity for Affordable Rental Housing
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Global Macro-economic scenario

Resurgence in infection rate weighing on the nascent recovery
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Figure 9: Global Growth Figure 10: Global Composite Index
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International Trade: Uncertainty prevails over recovery
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Figure 11: Trade Volume Growth (YoY) Figure 12: Commercial Flight Activity
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Global Inflation presents mixed trend in September
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Figure 13: Inflation Trend Figure 14: Commodity Prices
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Oil prices remained stagnant in October due to bearish sentiment
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Financial market declined amid increased volatility and surge in infection rates
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Exchange rate
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Figure 15: Financial Market Performance Figure 16: Exchange Rates
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Macro-economic Scenario in India

Movement of high frequency indicators in October point towards broad based resurgence of
economic activity
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Bountiful Monsoons strengthen prospects of rural demand
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Figure 17: Spatial Distribution of Monsoon

. . L. Figure 18: Live Storage in Reservoirs
in 36 Meteorological Sub-Divisions
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Figure 19: Estimates for Kharif .
L. Figure 20: Tractor Sales
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Resurgent Auto demand in wake of festive season
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Figure 21: Stocks of Cereals in Central Figure 22: Progress of Foodgrains
Pool Distribution under PMGKAY
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Figure 23: Auto Sales
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Figure 24: Growth in Vehicle Registration
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Industrial production climbing up to recovery
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Figure 25: Index of Industrial Production Figure 26: Growth Components of IIP
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Steel sector witnesses growing convergence with previous year levels
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Figure 30: Steel Consumption and Production
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Double digit growth in power consumption and E-Way bills
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Figure 32: E-Way Bills — Count and Value
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Figure 33: GST Collection
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Figure 34: Average Daily ETC Count and Collection
80
45 i Count (Lakh) e Pre Covid Level 20 E Collection (Rs Crore) e Pre Covid Level
40 60
35
30 50
25 40
20
15 30
10 20
5
- i N ! ______ 10
s ssssgsgssg  odENEENENNN
=] S 5 a 2 g E o & 5§ =] =] =] =] =) S ] =] <] =]
S R s < 205 2 & o gggsa%%%%%%
- R s < s = T 2 v 0O
1
Source: Ministry of Road, Transport and Highways!

! P



Sharp turnaround in Rail Freight
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Figure 35: Revenue Earning Freight Traffic Figure 36: Gross revenue from railway
passenger bookings
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Port Cargo traffic closes year on year gap, domestic aviation picks up
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Figure 37: Port Cargo Traffic

Figure 38: Domestic Aviation Activity
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Upbeat digital retail transactions with UPI payments at new highs
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Figure 39: Total Retail Financial
Transactions via NPCI platform

Figure 40: UPI Payment Transactions

350
300
250
200
150
100

50

— e o e

Emm Number (RHS)

45 220
4
180
23'5
e 3 140
Q o
2.5
< 100 8
< 2 &)
-
4 L5 60
S
20
0.5
0 20
=)} (=) N N (=) [=3 (=3 (=3 (=] (=3
= £5335§§¢§8%§¢%
<2 232 <L <2 29
s Value eV 0lume (RHS)

1
Source: NPCI




Figure 41: Cash withdrawals from ATMs and Micro ATMs
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Subdued oil market sentiment with global surge in COVID cases
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) . . Figure 43: Consumption of petroleum
Figure 42: Crude oil & Fuel Prices
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Exports soften in October due to weak oil exports after a strong rebound in September
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Figure 44: Merchandise Trade
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Table 2: Major Export and Import Commodities shown highest Increase/ Decrease

Top Increase Top Decline
Change Change
Commodity in value % Commodity in value %
group (USD Change group (USD Change
Million) Million)
7+(:2'170! | 184, 60! nT0Z:a)
Dk L.av.12 | QLB 1+,0(.12! BTQZ:!
. R&)2!_!
! | — 2 "0
Exports J/.& QZ9T! 08=4: <! 8[ous?! 8B""#Q!
4+:1%/.1170! g&1A%&+H 1" 0!
6% ,+:1%/.! "2Q49! [Q#9! g&1A%EH! 8B?T#"!
3%&)/.1;2! )17 (-1.A(+&+2!
. - | | J&At, O +(0&! oTil |
0;&.At,"/.12,,02! [OT#[! - 1* 0D+, 0.2 0] Wl ki I 8QT#Z!
J&1+E]+&.7, (21170! $i1"
172D, +Al
! | I ’ "27047!
Imports G&)C/;Ez\]ti.zll,(z [@T#Z! ZUiZ! V(D& 8" ?Z94?!
N1.%/" &+<E!
R,;0! @@U:B! Qz#9! &&.At/.1;1 17,8 | 870@BH@! 8" Z4Q!
&;&.A/. 15!

Source: Quick Estimates (QE) for October, 2020, Department of Commerce.

05 P/NESD, #2170 D, 2!, -128+K/ . &2 IMFGMI™@#21%/::/ , 117 OIFGMIGERT*/::/ , " 1+62D4.. AIK&; <E!
/"1 3 (= (A BUBUE! 68! A+LO&! *1; 17 . &1 /™1 G&+K/ . 821 /4841 ~8AI G&#K/ .82 &>D, +4X1 /20 FG 71 @ETI*/;:/, ™1 /™!
J(: (2 BUBUE! 12! 1:1/7280 FGm! @B */:;/, "1 /™1 J(= (24! BU"9H 67 0/1N2! ,K&+1;;! A+108! *1;1" .6
NG+ %1 0/261 17 01G&+K/ 82! . , ) */" GOX!/21820) LAGOIA, 1*&1/™ 12(+D; (2 1A FGIm! ™ [E[1*/;:/, *\/*1BUBUS
B I.JID+/;8GADAR) *&HEI=/A%!, K&+1;:18>D , 2117 01/ ) D, +421824) 1A&OM , *&IFGMIBB"#01*/::/, *11" OIFG!
BU241%/::/, " 1482D8 K& <!

|
M 6TO/INL. (HETNL. L, (CAFLI1T 88, +0801LI2(+D; (2!, -Im I OETI*/;:/ , "1/ K968 ID+/:8lc ( " &/BUBL!
V(146 1N QI9S! IR 7T ., DD1+G0A, 1112(+D; (2!, -ImU@! 752/ , "IUE" S, -IR 7/ " 1A%81 D+ &0/ =
V(LHEHIP AL (+D; (2U+10811;1" . &Y/ "1ID+/;8GEDAE) *&+1BUBUIL " O482/;/& " A& /M1 ™ . &2EUOAG . (++&" A
1., ("M2(D; (2121 :C8;<IA, 1 %81 2201/ " 80! /™1 2(*28V (8" M V(1 +A&+28 SU&I D+, *1%:81 . (HE&" N 1., ("
2(4D; (211 " WH/21<8L4EING&#&*<EID+ , K/OB2!LL. (27 , " IA, V™ . +8128012D& 0/ = /" WhGI&.. , ™ , ) <H!

!



Foreign Direct Investment (FDI) inflow hits record high in first five months of FY 2020-21
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. . . Figure 46: Trend in Foreign Portfolio
Figure 45: Foreign Direct Investment (FDI)
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Robust Foreign Portfolio Investment (FPI) inflows in October, buoyed by resumption of
economic activity and surplus liquidity in global markets
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Food Prices under pressure though likely to smoothen out with the prospects of a good kharif

harvest
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Figure 49: Inflation Dynamics
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Marginal uptick in credit growth in early October but banks still remain risk averse
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RBI continues to ensure comfortable liquidity
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Bond markets buoyant in October post RBI’s unprecedented measures
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Figure 54: G-sec Yields across tenors
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Figure 55: Corporate Bond Yields(AAA)

Figure 56: Spread between G sec and
Corporate bond Yields (bps)
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Monetary policy transmission continues to improve
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Figure 57: Monthly issuance of Commercial Paper (CP)/CDs
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Provision of adequate Fiscal Support during the Pandemic
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Figure 58: Trend in Fiscal Deficit
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7.96 lakh crore) divided by the number of months.
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Continued fiscal support to State Governments!
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