State of the Economy™

Global economic activity is slowing down while the
pace of disinflation remains slugyish, provoking caution
amonyg monetary policy authorities. In India, domestic
drivers — private consumption and gross fixed investment —
weve robust and net exports vemained sequentinlly positive
in thewr support to gross domestic product (GDP) growth
in Q1:2024-25. The underperformance of agriculture
was compensated for by a buoyant manufacturing sector
and resilient services. Household consumption is poised
to grow faster in Q2 as headline inflation eases, with o
revival of rural demand alveady taking hold. Consumer
price index (CPI) inflation came in below the Reserve
Bank’s target for the second consecutive month in
Awugust, although in light of the recent experience, food
price volatility remains a contingent visk.

Introduction

The theme score of the 1961 American film
Come September was a rage across the world. It even
inspired several Hindi and Tamil songs and films,
so much so that the month of September became
synonymous with music. But September is also the
cruellest month for markets in the west from where,
in the recent period, almost all global spillovers seem
to be erupting. As people return from the summer
vacation to begin trading again in a rejuvenated
reach for returns, volatility heightens to a crescendo.
Hedging against September seasonality soon costs

more than it saves.

This September is living up to its reputation
with a flurry of actions by leading central banks —
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the European Central Bank (ECB) implemented its
second rate cut of the year, followed by a 50 basis
points (bps) cut by the United States (US) Federal
Reserve, while the Bank of England and Bank of
Japan diverged, maintaining status quo. Quickly
recovering from a turbulent August 2 release of US
non-farm payrolls data, which unleashed a bloodbath
in markets worldwide as yen carry trades unwound,
investors had regained poise, repositioning portfolios
and re-building leverages. Once again, however, on a
single data release on September 3 — the US Institute
(ISM)
index — recessionary fears resurfaced, setting off

for Supply Management manufacturing
a rout in US equity markets that quickly spread
to Asia and Europe. Thus, as markets recalibrate
their expectations of central banks pivoting from
divergence to convergence, a Russian roulette seems
to be playing out. Every incoming data dispels
the gathering good feeling of a soft landing and
sparks fears of a thudding end to disinflationary
Overall,
markets have demonstrated substantial resilience

monetary policy pathways. however,
in the face of high volatility. The speed of recovery
has been remarkable, and magnitudes of exchange
rate changes were not outsized when compared to
past episodes. Trading remained orderly, enabled
by liquidity conditions that accommodated large
changes in margins in central counterparties.

All around, indicators point increasingly to
slowing global economic activity, more so on the
eastern shores of the Atlantic, which vindicated the
ECB's September rate cut to secure a soft landing.
In the US, the now famous remark — "The time has
come for policy to adjust” — has built up expectations
that the economy is gaining prominence in
monetary policy discourse!. In China, even though
consumer inflation has picked up modestly due

to supply constraints related to extreme weather,

1 Jerome Powell in his keynote speech at the Fed's annual economic

conference in Jackson Hole, Wyoming. He went on further to say that "The
direction of travel is clear, and the timing and pace of rate cuts will depend
on incoming data, the evolving outlook, and the balance of risks."
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weakening producer prices are fuelling concerns that
deflationary forces are taking root. A rising number
of manufacturing industries face lacklustre demand
alongside a deep property market downturn now
into its third year. As discussed in Section II, our
world monitor assesses that global growth has lost
some speed in the first half of 2024 relative to the
preceding semester, and momentum has slackened
further in the third quarter.

Among more recent high frequency indicators of
global economic activity, job growth is getting softer
than initially anticipated as labour markets continue
to slow down, unemployment rates are ticking up
and wage growth is easing, although historically high
immigration is providing some offset. Consumer
confidence surveys show a deterioration in sentiment
about jobs. Equity prices are still stretched but the
crash in Nvidia's stock in early September wiped
out about US$ 300 billion in market value, hinting
that the artificial intelligence (Al) overhype may be
tapering off and expectations are catching up with
reality. Overseas investors also aggressively withdrew
from Asian tech stocks, although India seems to have
bucked that sell-off supported by buying interest in
the primary market. Short-term yields have fallen
below longer-term ones in a reversal of the yield
curve inversion and along with swap curves, they
seem to suggest that monetary policy easing is due.
Parched returns are drying up the venture capital
ecosystem. Record volumes of corporate debt are
being issued to head off the volatility triggered by
worsening macroeconomic data, and to benefit
from falling borrowing and refinancing costs.
OPEC plus has decided to delay a planned output
increase as crude prices slumped below US$ 70 per
barrel briefly on September 10, but it still plans to
revive 2.2 million barrels per day of idle supplies
over the course of 2025. Meanwhile, non-OPEC
supplies are rising faster, and as the International
Energy Agency warns in its September 2024 report,
global oil demand is slowing sharply — electric vehicles
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are already displacing 1.8 million barrels of oil every
day - and this is fuelling the sell-off in oil markets. In
metal markets, the copper-gold price ratio is closing
on to 4 — a rising ratio indicates higher industrial
demand and hence a positive growth outlook.

Although upside pressures have likely been
seen off, the pace of disinflation remains sluggish,
provoking caution among monetary policy authorities
about the pace of easing. In fact, the Governing
Council of the ECB noted in its September meeting
that inflation is expected to rise again in the latter
part of this year, partly because previous sharp falls
in energy prices will drop out of the annual rates.
Hence, it is judged that inflation remains high as
wages are still rising at an elevated pace. Expressing
determination to ensure that inflation returns to its
2 per cent medium-term target in a timely manner,
it decided to keep policy rates sufficiently restrictive
for as long as necessary to achieve this aim. In the
US, it is argued that the Fed's modest success in
disinflation is at risk because the US is moving from a
regime of monetary dominance to fiscal dominance?
In fact, the US Treasury's debt issuance strategy may
be providing indirect interest rate cuts estimated at
the equivalent of a one percentage point cut in the
Federal Funds rate with 70 per cent of new debt raised
through short-term bills. All in all, “"the limits of our
knowledge....demand humility and a questioning
spirit focused on learning lessons from the past and
applying them flexibly to our current challenges."

Defying gravity, global merchandise trade volume
continued to recover in the third quarter of 2024,
according to the latest World Trade Organization
(WTO) Goods

geopolitical tensions, ongoing regional conflicts,

Trade Barometer, amidst rising

2 Livemint, "The Fed Is No Longer the Only Game in Town" August 31,
2024. https://www.livemint.com/economy/the-fed-is-no-longer-the-only-
game-in-town-11725044399193.html

3 powell, ]., speech on "Review and Outlook”, at the economic symposium
sponsored by the Federal Reserve Bank of Kansas City, Jackson Hole,
Wyoming, August 23, 2024.
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shifting monetary policy in advanced economies
(AEs) and weakening export orders. As Section
II points out, barring the sub-par performance
of electronics, other components of global trade
such as automotive products, container shipping
and air freight are all firmly above trend, but new
export orders are turning down, and raw materials
have declined — causes for concern going forward.
According to the WTO, global trade growth is
expected to pick up gradually over the next two years
as lower inflation and rising incomes lift real wages
and boost demand for goods, including imports. The
volume of merchandise trade is expected to increase
by 2.6 per cent in 2024 and 3.3 per cent in 2025. The
outlook is also positive for commercial services trade
and digitally delivered services. Asia will make the
biggest contribution to trade growth. The outlook for
2025 is more positive, with all regions contributing to
export and import growth, but risks to this forecast
are substantial. In its 2024 World Trade Report, the
WTO has argued that trade helps to widen the circle
of global growth by being a key part of the solution
to creating a more inclusive global economy. Yet,
some economies and regions have failed to harness
the growth-giving properties of trade either because
they are not sufficiently integrated into the global
economy or because they are limited to exporting low
valued added or highly volatile commodities amidst
challenges from high trade costs, weak institutional
capacity, infrastructure deficits and some types of
trade policies such as protective tariffs. For instance,
it is increasingly believed that the era of mega deals
is coming to an end on geopolitical considerations.
The battle to secure critical metals and supremacy
in semiconductor and green technologies is getting
progressively disruptive.

Against this backdrop, the WTO makes the case
for promoting an open, rules-based and predictable
multilateral system for expanding inclusiveness
within economies and for facilitating catch-ups and
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income convergence across economies. Others argue,
however, that deglobalisation is a myth that hides the
real shifts*. This is evident in the renewed expansion
of world trade since the start of 2024, after the post-
pandemic rebound when supply chains declogged
and consumers turned away from goods towards
services. Among the real shifts is that export growth
for emerging market economies (EMEs) has far
outstripped that of AEs even before the pandemic,
suggesting that globalisation is, in fact, continuing.
Another shift is in the ratio of global trade in goods
to industrial production, which has been declining
and being read as deglobalisation. This is, however,
predominantly a China phenomenon. This ratio,
when calculated by excluding China, has been rising
and has accelerated through the post-pandemic
rebound. It is currently above its long-term trend.
Thus, what could be happeningare geographical shifts
in the pattern of trade rather than deglobalisation.
Yet another factor is the containerisation of cargo
movement that has ushered in a new era of global
transportation. Although constituting only about 17
per cent of global maritime trade volume, this fast
growing segment accounts for almost two-thirds of
global trade by value, led by Asia.

In another gravity challenging development
described as 'the rise of the rest’, EMEs are building
up a growth rate lead over AEs to levels not seen
in 15 years. Projections suggest that the proportion
of EMEs other than China in which per capita GDP
is likely to rise faster than the US is on course to
surge from 48 per cent over the past five years to 88
per cent in the next five years’. These EMEs have
far lower budget and current account deficits than
the US, leaving them with greater capacity to invest
and drive future growth. In the coming decade, their

exports are likely to be particularly strong for green

4 Baader Klause, The myth of deglobalisation hides the real shifts,
Financial Times, August 23, 2024.

> Sharma, Ruchir, What Went Wrong with Capitalism, Allen Lane, 2024.
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technologies and raw materials required to build
them, like lithium and copper thatare supplied mainly
by them. The Al boom is already boosting exports of
chips from existing suppliers such as Taiwan and
Korea, and investments are increasing in countries
like India, Malaysia and Mexico. Corporate earnings
are growing at an annual rate of 19 per cent in these
EMEs as against 10 per cent in the US and they are
also ahead in earnings forecasts in the April-June
2024 quarter. Consequently, profit margins have also
improved. Their stock markets are catching the scent
of this revival and in a few of them, this is powered
by a strong and rapidly expanding base of domestic
investors. In the recent period, the US dollar has
weakened; historically, this has led to greater capital
flows to emerging markets. Investors are not likely to
lump EMEs under the broad brush of a single asset
class - they will look for a select group of stars that are
able to draw strength from favourable trends forming
in global trade, the US dollar, economic reforms and
political change. "They emerge from obscurity, and
the deeper the shadows from which they spring, the

more drama surrounds their comeback."®

Turning to domestic developments and the
evolution of risks, more needs to be read into the
slowing of India's GDP in Q1:2024-25 than just
disappointment. As pointed out in Section III,
domestic drivers — private consumption and gross
fixed investment — were robust and net exports
remained sequentially positive in their support to
GDP. The seasonally adjusted momentum of Q1 GDP
was strong. Gross value added (GVA) growth actually
rose sequentially in Q1, but the increase in subsidies
— 3.6 per cent by the Union government and 26 per
cent by the states — offset the gains from showing up
in GDP growth.

Household consumption is poised to grow faster
in Q2 as headline inflation eases, with a revival of

6 The Financial Times, "The World Should Take Notice — the Rest are
Rising Again”, August 24, 2024.
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rural demand already taking hold. The demand for fast
moving consumer goods (FMCG) is also accelerating
as companies target older customers with healthy
lifestyle products in response to rising longevity and
affluence and younger ones with premiumisation.
Yet another consumption booster is the ramping up
of hiring by e-commerce majors ahead of the festival
season, not just in the metros but in tier 2 and 3
cities as well. Logistics hiring is also rising to support
increased transportation, warehousing and delivery
activities. According to TeamLeaseServices, about
62 per cent of companies across telecom, internet
service providers and allied industries intend to
expand their workforce in this year.

As regards net exports, the widening trade deficit
and a spurt in overseas travel by Indians is likely
to swing the current account balance from a small
surplus in January-March 2024 to a deficit of 1-1.2
per cent of GDP in the first half of 2024-25. Capital
flows in the form of portfolio debt flows, net FDI
and non-resident deposits are providing comfortable
financing. Merger and acquisitions deals have been
on the decline in the Asia-Pacific region in 2024, but
India has emerged as a bright spot with an increase

in volumes.

On the supply side, agriculture suffered in
Q1:2024-25 as India experienced the highest number
of heatwave days in the summer of 2024, surpassing
the previous high in 2010. Hence, the policy-driven
prioritisation of agriculture sector development
assumes significance, especially the focus on climate
resilience, productivity, innovation and value added
exports. Only about 25 per cent of agricultural exports
are processed as against the global average of 50 per
cent. Attracting large, globally competitive firms to
produce in, and export from India can grow strong
Indian brands, increase global market presence, create
employment and boost farmers’ income. Alongside,
interventions such as the AgriStack — a farmer-centric
digital infrastructure — will create comprehensive and
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authenticated databases on farmer demographics,
land holdings, crop sowing, livestock ownership and
details of schemes and benefits. The Krishi Decision
Support System will integrate information on crops,
soil, weather and water resources to provide a

comprehensive geospatial system.

The underperformance of agriculture in Q1 was
compensated for by a buoyant manufacturing sector
and resilient services. In fact, sustained growth
in operating profits and deceleration in interest
expenses enabled the corporate interest coverage
ratio to touch a 9-quarter high, which bodes well for
the year ahead. There is also evidence of a drastic
shortening of the working capital cycle — the time a
company takes to convert current assets like inventory
into sales. The increase in online payments has
contributed significantly to this better use of working
capital, supported by increasing formalisation. This
suggests that working capital could play a larger role

in profitability going forward.

Financial markets are undergoing shifts. In the
primary equity market, there is a surge of interest in
small and medium enterprises (SMEs) initial public
offerings (IPOs), including from domestic mutual
funds, with massive oversubscriptions. 54 per cent
of IPO shares allotted to investors were sold within
a week of listing.” September is set to be the busiest
month for IPOs — mainboard and SME - in 14 years,
with over 28 companies entering the market so far. A
growing number of listed companies are turning to
qualified institutional placements for raising capital,
estimated at around 60,000 crore in the first eight
months of 2024. With intermittent corrections on
global cues, benchmark indices in the secondary
market have moved up, and the outlook remains
bullish.

7 SEBI Study (2024), "Analysis of Investor Behavior in Initial Public
Offerings (IPOs)", Department of Economic and Policy Analysis, September.
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Global funds have been investing heavily in
the Indian debt market for the fifth month in a row
since May 2024. On the other hand, corporate debt
issuances remained low during the financial year so
far despite easing yields as issuers awaited the US
rate cut.

In the credit market, with deposit mobilisation
becoming a challenge, banks continue to rely heavily
on certificates of deposit to meet funding needs so
that lagging deposit growth does not constrain credit.
Banks are also offering higher interest rates on
deposits, with more than two-thirds of term deposits
earning 7 per cent and above. The gap between credit
and deposit growth is, however, beginning to narrow.
Non-banking financial companies are increasingly
turning to offshore bonds. Microfinance institutions
are facing some asset quality issues, warranting
slowing down the pace of loan growth.

As large risk capital investors tread cautiously,
the early stage investment landscape is seeing an
increasing number of micro venture capital firms and
founder-led funds. Despite guardrails and concerns
with the

financial system, the footprint of private credit

about interconnectedness regulated
- non-bank lending in high-yielding and illiquid
debt-like instruments - is gradually expanding to
cater to customised requirements of borrowers that
are underserved by traditional sources of capital.
Rough estimates place private credit assets under
management at around US$ 15 billion. Fintech
lenders, which are reported to have captured over 52
per cent of the market share of personal loans, are
increasingly turning to private credit to raise funds
and diversify borrowing sources. The resilience of
private credit in a credit downturn, however, remains

untested.

Headline CPl inflation came in below the Reserve
Bank's target for the second consecutive month in
its August reading. This is a positive development,
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especially as the index has remained flat between
July and August. Some vegetable price shocks have
begun to reverse, and if this continues and broadens,
the persistence that characterised food inflation
developments in the first quarter of 2024-25 may be
behind us. An unfavourable base effect may haunt
the September number. The outlook for international
crude prices has turned benign and may be sustained,
given developments relating to OPEC plus alluded to
earlier and weak demand. The prospects of headline
inflation averaging 4.5 per cent in the second half
of 2024-25, as set out in the August 2024 resolution
of the monetary policy committee, have improved.
Nonetheless, in light of the recent experience, food

price volatility remains a contingent risk.

Set against this backdrop, the remainder of
the article is structured into four sections. Section
the
global

domestic macroeconomic conditions

II covers
in the

rapidly evolving developments
economy. An assessment of
is set out
in Section III. Section IV encapsulates financial
conditions in India, while the last Section sets out

concluding remarks.

State of the Economy

I1. Global Setting

The global growth outlook is rendered uncertain
in an environment of cooling labour markets, ongoing
geopolitical tensions and decline in commodity
prices. Growing expectations of monetary policy
easing by major central banks, however, continue to
instill confidence about a soft landing. Our model-
based nowcast points towards a tapering of global
growth momentum during Q3:2024 (Chart IL.1).

The global supply chain pressures index (GSCPI)
increased in August 2024, rising above its historical
average for the first time since November 2023
(Chart 11.2a). Geopolitical risks remained high due to
continued tensions in the Middle East, albeit with a
sequential moderation in August 2024 (Chart I1.2b).
Supply disruptions have kept container shipping
although they
moderation during August-September 2024 from the

costs elevated, recorded some

peak levels recorded in July (Chart I1.2¢).

Consumer sentiment was divergent across
geographies, increasing in the US for the first time
in five months while it worsened in the Euro area
(Chart I1.3a). Financial conditions eased in both AEs
and EMEs (Chart I1.3b).

Chart I1.1: Global GDP Growth Nowcast (Q-0-Q)

——— 30 Countries OECD+ actual
====30 Countries CEIC nowcast

Sources: CEIC; OECD; and RBI staff estimates.
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Chart I1.2: Trends in Global Supply Chain Pressures and Geopolitical Risks
a. Global Supply Chain Pressure Index b. Geopolitical Risk Indicator c. Drewry World Container Index (WCI)
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The global composite purchasing managers’
index (PMI) increased marginally in August, with
a robust expansion in services activity offset by
weakness in manufacturing (Chart 11.4). While the
services PMI was driven by steepest gains in new
business since June 2023, the manufacturing PMI fell
to an eight-month low in August due to contraction

in new orders and output growth.

The PMI for orders

declined at a faster rate in August (Chart IL5).

composite export
Although new exports expanded at a faster pace in
case of services, manufacturing export orders declined
markedly in August 2024 leading to a contraction in
overall exports.

Global commodity prices softened in August
2024. The Bloomberg commodity index declined by

Chart I1.3: Consumer Sentiment and Financial Conditions
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Chart 11.4: Global PMI
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0.4 per cent (m-o-m) in August (Chart 11.6a). Brent
crude oil prices declined by 1.9 per cent (m-o-m)

in August as weak demand more than offset the
supply disruption caused by the oil blockade in

Chart I1.6: Commodity and Food Prices
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Libya (Chart I1.6b). Oil prices continued to decline in
early September, dipping below US$ 70 for the first
time since December 2021 as demand sentiments
continued to weaken. The Food and Agriculture
Organization's (FAO's) food price index registered a
marginal decline in August 2024 as decreases in the
price indices for sugar, meat and cereals outweighed
increases in vegetable oils and dairy products (Chart
I1.6¢). Gold prices, however, increased by 4.3 per cent
in August (m-o-m), backed by expectations about
rate cuts and safe haven demand amidst geopolitical
tensions (Chart 11.6d).

Inflation declined across major economies,
although at a slow and uneven pace. In the US, CPI
inflation moderated to 2.5 per cent (y-o-y) in August

from 2.9 per cent in July. US headline personal
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consumption expenditure (PCE) inflation, however,
remained steady at 2.5 per cent in July. As per flash
estimates, Euro area inflation decelerated to 2.2 per
cent in August from 2.6 per cent in July. Headline
inflation in the UK remained steady at 2.2 per cent in
August while inflation in Japan (CPI excluding fresh
food) edged up to 2.8 per cent (Chart II.7a). Among
EMEs, inflation increased in China, softened in Brazil
and South Africa, and remained steady in Russia
in August (Chart I1.7b). Core and services inflation
trended downwards in major AEs although it remained
higher than the headline (Chart I1.7c and 7d).

The decline in global inflationary pressures is
also captured by the PMI for selling prices (Chart I1.8).
Globally, prices charged for goods and services rose at

the slowest rate in nearly four years in August 2024.

Chart I1.7: Inflation - AEs and EMEs
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Chart I1.8: Global PMI: Selling Prices
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Global equity markets rebounded from the heavy
selling in the first week of August as expectations of

State of the Economy

rate cuts by major central banks outweighed concerns
over slowing economic activity. Accordingly, the
Morgan Stanley Capital International (MSCI) world
index recorded a 2.4 per cent increase m-o-m in
August (Chart 11.9a). After a downturn in the first
week of September driven by weak labour market
data in the US, equity markets continued their rally
over the rest of September following the release of
better than expected US CPI data.

US government securities yields on 10-year
and 2-year bonds softened by 13 bps and 32 bps,
respectively, in August. The yield curve inversion
(negative spread between 10-year and 2-year yields)
reverted in early September as financial markets
factored in expectations of rate cuts (Chart I1.9b).

In the currency markets, the US dollar weakened

by 2.3 per cent in August, despite some strengthening

Chart I1.9: Global Financial Markets
a. Equity Indices (MSCI) b. US Government Bond Yields
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in the last week. Concomitantly, the MSCI currency
index for EMEs increased by 2.0 per cent in August
due to capital inflows (Chart 11.9c and 11.9d).

There was a marked decline in US stock market
volatility index (VIX) in the later part of August
following the sharp increase over unwinding of Yen
carry trade, although it increased again in the first
week of September (Chart I1.10).

Among AE central banks, the US Fed cut its target

range by 50 bps to 4.75-5.0 per cent in September,
marking its first cut in four years. Both the ECB and
the Bank of Canada lowered policy rates by 25 bps
while BoE and Japan held policy rates unchanged in
their September meetings (Chart I1.11a). New Zealand
cut its benchmark rate by 25 bps in its August meeting,
marking the first cut since March 2020 while Sweden
and the Czech Republic reduced policy rates in August.
On the other hand, other AE central banks such as

Chart I.11: Changes in Policy Rates
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Israel, Iceland, Norway and South Korea maintained
status quo in their policy rates. Among EME central
banks, Chile, Peru and Indonesia cut their key rates
by 25 bps, whereas Brazil and Russia hiked their
policy rates by 25 bps and by 100 bps, respectively, in
September. Philippines, Mexico and Romania reduced
their key rates by 25 bps during their August meetings.
(Chart I1.11D).

III. Domestic Developments

The Indian economy experienced headwinds
from supply chain pressures, which rose above
historical average levels (Chart III.1a). Our economic
activity index (EAI)®, based on a range of high
frequency indicators, projects GDP growth at 7.0
per cent in Q2:2024-25 on the back of a ticking up
of momentum relative to the preceding quarter
(Charts I11.1b and III.1c).

State of the Economy

Table III.1: Baseline Projections

(y-0-y in per cent)

Periods GDP Growth CPI Inflation

03: 2024-25 8.4 44

Q4: 2024-25 6.6 4.6

FY 2024-25 7.3 4.6

Q1: 2025-26 8.0 4.1

02: 2025-26 6.4 3.9

03: 202526 6.4 3.8

Q4: 2025-26 6.2 3.7

FY 2025-26 6.7 3.9

Source: RBI staff estimates.

The in-house dynamic stochastic general

equilibrium (DSGE) model projects GDP growth at 7.3
per cent (y-o-y) and headline CPlinflation at4.6 per cent
(y-0-y) during2024-25 (TableIll.1and ChartIII.2). During
2025-26, GDP is projected to grow at 6.7 per cent,
with headline CPI inflation softening to 3.9 per cent.

Chart III.1: Economic Activity and GDP Growth Nowcast
a. Index of Supply Chain Pressures for India (ISPI)
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8 The index extracts the dynamic common factor underlying 27 monthly indicators representing industry, services, global and miscellaneous activities.
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Chart I11.2: GDP Growth and CPI Inflation Fan Chart
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- 10

Per cent

N < T T n n n n Nel Nel O O
LN TR\ I\ I\ I O A I A\ IO\ IO\ O
o o\ o\ o\ T < T < n n n wn
o o o o o o o o o o o o
o o o o o o o o o o o o
— o o by - o o < - o™ o by
ool oloa|laloalalalalal ofd
| 50 per cent CI 70 per cent CI 90 per cent CI

b. Inflation

Per cent

< < < < n n wn mn Nel O O Nel
LN IO A AR\ I A0 I O (RO IO O IO
o o\ o o\ N T < N n n n n
(2] o~ o~ o~ o~ o N o~ o~ N o~ N
o o o o o o o o o o o o
— o~ o by — o~ o0 by ey T < by
o o ol | of of ol A ol ol ol a
M 50 per cent CI 70 per cent CI 90 per cent CI

Note: CI: Confidence Interval.
Source: RBI staff estimates.

Aggregate Demand

Real GDP growth softened to 6.7 per cent in
Q1:2024-25 in relation to 8.2 per cent in Q1:2023-
24 (7.8 per cent in Q4:2023-24). The deceleration in
growth is reflective of a contraction in government
final consumption expenditure (GFCE) by 0.2 per
cent in Q1:2024-25 ahead of the general elections
(Chart I11.3). Private final consumption expenditure

Chart I11.3: Weighted Contribution to
GDP Growth

Percentage points

Q1 Q2 03 04| Q1 Q2 03 o4
2022-23 202324

Q1
2024-25

mmmm Private final consumption expenditure

mmmm Government final consumption expenditure
Gross fixed capital formation

mmmm Net exports

mmmm Others

GDP (Y-0-y growth, per cent)

Note: Others include change in stock, valuables and statistical discrepancies.
Source: NSO.
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(PFCE) growth accelerated to a seven-quarter high
of 7.4 per cent in Q1:2024-25 due to resilient urban
demand and improving rural demand conditions.
Growth in gross fixed capital formation (GFCF) at 7.5
per cent in Q1:2024-25 pushed the share of GFCF in
GDP to 34.8 per cent — the highest since Q2:2012-
13. On the external front, exports expanded by 8.7
per cent in Q1:2024-25, while imports registered a
relatively modest growth of 4.4 per cent. Accordingly,
net exports contributed positively by 0.7 percentage
points to GDP growth in Q1:2024-25.

High-frequency indicators show that demand
remained firm in August 2024, with e-way bills
reaching a record high, though the growth rate slowed
compared to the previous month (Chart IIl.4a). Toll
collections, however, moderated to 6.8 per cent (y-o-y)
in August from 9.4 per cent (y-o-y) in the previous
month (Chart II1.4b).

Automobile sales recorded a growth of 7.5 per
cent (y-0-y) in August 2024, supported by two-wheelers
(Chart I11.5a). Domestic tractor sales contracted by
5.8 per cent (y-0-y) in August after registering three
consecutive months of expansion (Chart IIL.5b).
After recording double digit growth in July, vehicle
registrations moderated in August due to contraction
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Chart II1.4: E-way Bills and Toll Collections
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in the transport vehicles segment (Chart III.5c).

Average daily petroleum consumption contracted by

2.6 per cent (y-o-y) in August 2024, driven by a decline
in diesel consumption (Chart II1.5d).

Chart III.5: Automobile Sector Indicators
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In order to meet India's updated nationally
determined contributions (NDC) goals® by 2030, the
investment required in manufacturing capacity for
solar energy, electrolysers, wind and batteries, and
green hydrogen is estimated at X30 lakh crore over
the period 2024-2030. Green bonds in domestic and
international capital markets by both private and
public sector entities worth US$ 3.43 billion have
been issued so far, with the Government of India's
sovereign green bonds (SGrBs) being the largest
contributor (Chart I11.6).

The Reserve Bank has included bank loans up
to a limit of 30 crore for purposes like solar-based
power generators, biomass-based power generators,
windmills, micro-hydel plants, and renewable
energy-based public utilities, under priority sector
lending. As of March 31, 2024 scheduled commercial
banks (SCBs') credit limits for the non-conventional
energy sector stood at X1.19 lakh crore with a total
outstanding of 75,251 crore (Chart IIL.7). Further,
the loan portfolio of Indian Renewable Energy
Development Agency Ltd. (IREDA), which provides

financial assistance for renewable energy sources,

ARTICLE

Chart I11.6: Green Bond Issuances
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reached 63,207 crores in 2024 so far upto June,
recording a y-o-y growth of 33.9 per cent. Going
forward, IREDA plans to expand green financing to
X1.36 lakh crore by the financial year 2030.

Electric vehicles adoption in India has been
gathering pace over the recent years (Chart IIL8).
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Chart IIL.7: Credit to Non-Conventional Energy Sector by SCBs
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9 These include increasing the capacity of non-fossil fuel-based energy resources such as solar, wind, hydro, and the creation of additional carbon sinks

among others.
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Chart II1.8: Electric Vehicles Registrations
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To expedite this process further, the union cabinet
approved the Electric Drive Revolution in Innovative
Vehicle Enhancement (PM E-DRIVE) scheme!® on
September 11, 2024 with an outlay of 10,900 crore.

As per the latest Periodic Labour Force Survey

(PLFS) data!, the Labour Force Participation Rate

(LFPR) and the Worker Population Ratio (WPR) in
urban India declined marginally during April-June
2024 in relation to the previous quarter (January -
March 2024). The unemployment rate in urban areas
decreased to 6.6 per cent during April-June 2024 from
6.7 per cent in the previous quarter (Chart IIL.9).

Per cent

) ) 00 o o o o o =} o o
- - - - — — = I a Y q
& A 9 B =] A, Y B & &, 9

5} 9] < 5} s 5} o
2. [%] [a) = =, [%] [a] = k=S (%) [a]

= Labour force participation rate

Source: Ministry of Statistics and Programme Implementation (MoS&PI).

Chart I11.9: PLFS Quarterly (Age 15 and above)
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10 https://pib.gov.in/PressReleaselframePage.aspx?PRID =2053959.
1 Quarterly Bulletin PLFS April-June 2024.
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Chart II1.10: PLFS Quarterly (Employment by Category and Sector)
a. Category-wise Employment in Urban Areas b. Sector-wise Employment in Urban Areas
(Age 15 and above) (Age 15 and above)
100 100 +
90 90
80 80 -
70 70 4
g 607 g 60 -
g 50 ; 50 A
& 401 & 40 |
30 30 4
20 20 4
10 10 A
0 T T T T T T T T T 0 T T T T T T T T T
N 8 8 /R & 8 8§ 8 I 3 § o8 § 8 8§ 8§ § 8§ 3 7
s 5 & £ 3 5B & & i E § 2 & £ & B & & § &
Regular salaried Self-employed Casual labour Agriculture Secondary Tertiary
Note: Construction sector is included in Secondary in Chart I11.10b.
Source: MoS&PI.

There was an increase in the share of regular salaried
and casual labour in total employment, while that of
self-employed workers declined in April-June 2024
from the previous quarter (Chart II.10a). Overall,
employment in the tertiary sector contributed 62.4
per cent of total urban employment during April-June
2024 (Chart I11.10b).

As per the PMI employment indices, organised

manufacturing employment recorded its sixth consecutive

month of expansion in August 2024, with robust
growth in the intermediate goods segment. Job
creation in both manufacturing and services sectors

continued to expand, albeit at a moderate pace
(Chart III.11).

Households' demand for work under the Mahatma
Gandhi National Rural Employment Guarantee Act
(MGNREGA) contracted for the third month in a row

in August, reflecting higher demand for agricultural

Chart I11.11: PMI Employment Indices

Note: A PMI value above 50 indicates expansion.
Source: S&P Global.
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Chart I11.12: Households Demand for Work under MGNREGA
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labour during the kharif sowing season. On a y-o-y
basis, it recorded a decline for six consecutive months,
indicating increased availability of jobs in rural areas

on farms and in construction (Chart I11.12).

India's merchandise exports at US$ 34.7 billion
contracted by 9.3 per cent (y-o-y) in August 2024
mainly due to an unfavourable base effect which more

than offset the positive momentum (Chart III.13).

Exports of 11 out of 30 major commodities
(accounting for 37.8 per cent of the export basket)
contracted on a y-o-y basis in August. Petroleum
products, gems and jewellery, rice, marine products,
and iron ore contributed to the contraction, while
engineering goods, organic and inorganic chemicals,
electronic goods, ready-made garments (RMG), and

drugs and pharmaceuticals supported export growth

Chart II1.13: India’s Merchandise Exports

a. Trend in Exports

45 - - 40
40
F 30
35 A
=
30 A L 20 8
o}
g 25 o
Z =
» z
515 - &

O v
o~ o o~ o\ o o\ o o o\ < < T <
LRV B N\ B A N N B O VY
1) + o e} = =1 Bo - v} ) — =] =1}
= 9 9] [ Y = S 3 o Y =
Z 0o = < 2 & 0 a & < 2 2
POL Non-POL

-===-Y-0-y, growth (RHS)

M-o-m, growth (RHS)

b. Decomposition of Sequential Change in Export Growth (y-o-y)
25

20 A
15 A
10 -
=
g 0
i
L \/\/ PV A
-10 4
_15_
-20 4
_25_
o~ o~ o~ o o\ o\ o o o\ N < T T
8§ & § § § § & § § & & 8 &
80 4 [v] e = = 80 = V) ) o = =)
26 & & & 2 2 0 8 & F 2 2
Momentum Base effect
——— Change in y-o-y growth

Note: POL: Petroleum, oil and lubricants.
Sources: Press Information Bureau (PIB); DGCI&S; and RBI staff estimates.

76

RBI Bulletin September 2024



State of the Economy

ARTICLE

Petroleum products

Gems and jewellery

Rice

Marine products

Iron ore

Drugs and pharmaceuticals

RMG of all textiles

Electronic goods

Organic and inorganic Chemicals

Engineering goods

Chart II1.14: India’s Merchandise Exports — Relative Contribution
(August 2024 over August 2023)
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in the month (Chart I11.14). During April-August 2024,
however, India's merchandise exports expanded
by 1.1 per cent to US$ 178.7 billion, primarily led
by electronic goods, engineering goods, drugs and
pharmaceuticals, RMG of all textiles, and organic and
inorganic chemicals, while petroleum products, gems
and jewellery, rice, marine products, and iron ore

dragged exports down.

Exports to 12 out of 20 major destinations
contracted in August 2024 whereas during April-
August 2024, 11 out of 20 major destinations recorded
an expansion in exports. Notably, India's exports
to top 3 destinations, viz., the US, the UAE, and the
Netherlands increased during April-August 2024.

at US$ 64.4 billion
expanded by 3.3 per cent (y-o-y) in August, aided by
a positive momentum (Chart I11.15). Out of 30 major

Merchandise imports

Chart I11.15: India’s Merchandise Imports

a. Trend in Imports

b. Decomposition of Sequential Change in Import Growth (y-o-y)
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Chart III.16: India’s Merchandise Imports — Relative Contribution
(August 2024 over August 2023)

Sources: PIB; and RBI staff estimates.
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commodities, 18 commodities (accounting for 54.1
per cent of the import basket) registered growth on a

y-0-y basis.

Gold, silver, electronic goods, machinery, and
chemicals contributed positively, while POL, chemical
materials and products, pearls, precious and semi-
precious stones, dyeing, tanning and colouring
materials, and vegetable oil contributed negatively
to overall import growth (Chart 111.16). During April-
August 2024, India's merchandise imports increased
by 7.1 per cent (y-o-y) to US$ 295.3 billion, led by
petroleum, crude and products, gold, electronic goods,
transport equipment, and silver, while pearls, precious
and semi-precious stones, chemical material and
products, coal, coke and briquettes, fertilisers, and
dyeing, tanning and colouring materials contributed

negatively.

Imports from 9 out of 20 source countries
expanded in August 2024 on a y-o-y basis. Imports
from 14 out of 20 source countries increased during
April-August 2024 with imports from top 3 source
countries, viz., China, Russia, and the UAE, recording

an expansion.
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The merchandise trade deficit rose to a 10-month
high at US$ 29.6 billion in August 2024. The share of
POL in the total merchandise trade deficit declined to
17.1 per cent in August 2024 from 28.1 per cent a year
ago (Chart 111.17).

During April-August 2024, India's merchandise
trade deficit widened to US$ 116.6 billion from US$
09.2 billion a year ago. Petroleum products were the

Chart I11.17: Decomposition of India’s
Merchandise Trade Deficit
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Chart II1.18: Commodity-wise Merchandise

Trade Deficit
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same level as in July 2024.
Sources: PIB; DGCI&S; and RBI staff estimates.

largest source of the deficit, followed by electronic
goods (Chart II1.18).

Services exports at US$ 30.6 billion grew by 16.6
per cent (y-o-y) in July 2024 and services imports rose
by 15.7 per cent (y-o-y) to US$ 15.9 billion (Chart I11.19).
Consequently, net services export earnings increased

ARTICLE

by 17.6 per cent (y-o-y) to US$ 14.7 billion during the
month. In 2023, India was the seventh largest services
exporter, with a share of 4.3 per cent in world services
exports.

All major key deficit indicators of the Union
government, viz., the gross fiscal deficit (GFD), the
revenue deficit (RD) and the primary deficit (PD)
improved during April-July 2024 [both in absolute
terms as well as per cent of budget estimates
(BE)] relative to the corresponding period of the
previous year (i.e., April-July 2023)."? During April-
July 2024, the GFD has come down to 17.2 per
cent of the BE, the lowest in more than a decade
(Chart I11.20a). Moreover, a primary account surplus
was posted during April-July 2024 (Chart II1.20b).
This improvement in the financial position of the
Union government during April-July 2024 occured on
the back of growth in revenue receipts. On the other
hand, the total expenditure of the Union government
contracted by 5.8 per cent during April-July 2024 on a
y-0-y basis, largely attributable to the model code of
conduct imposed due to the general elections held in
01:2024-25.
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Chart I11.19: Services Exports and Imports: Growth Rates
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12 Latest data released by the Controller General of Accounts (CGA) pertaining to the financial position of the Union government.
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Chart I11.20: Budgetary Deficits (April-July)
a. Gross Fiscal Deficit b. Revenue Deficit and Gross Primary Deficit
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On the receipts side, gross tax revenue recorded
a growth of 21.3 per cent during April-July 2024,
with direct and indirect taxes registering an increase
of 35.4 per cent and 7.6 per cent, respectively, on a
y-0-y basis. Under direct taxes, income tax registered
double digit growth rate of 53.4 per cent (y-o-y).

Under indirect taxes, goods and services tax (GST)

collections recorded a growth rate of 9.5 per cent
(Chart 1IL.21a). With the surplus transfer of 2.11
lakh crore from the Reserve Bank, non-tax revenue
receipts recorded a y-o-y growth of 68.8 per cent
during April-July 2024 over the corresponding period
of the previous year (Chart II1.21b). On the other

hand, the non-debt capital receipts registered a

Chart I11.21: Revenue Receipts of the Union Government (April-July)
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to the Union government in the month of May rather than in August.

Note: The Reserve Bank changed its accounting year from July-June to April-March, starting April 1, 2021. Accordingly, since 2021-22 the Reserve Bank's surplus is transferred
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Chart II1.22: Monthly GST Revenue
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contraction of 53.4 per cent during April-July 2024 on
a y-o-y basis (including disinvestment). Overall, total

receipts recorded a y-o-y growth of 32 per cent.

Gross GST collections (Centre plus States) for
the month of August 2024 stood at X1.75 lakh crore,
registering a growth of 10 per cent on a y-o-y basis
(Chart II1.22). After accounting for refunds, net GST

collections stood at X1.51 lakh crore, growing at 6.5
per cent on a y-o-y basis.

Accounts data for April-July 2024 indicate that
States’ GFD declined by 13.2 per cent and their RD
fell by 14.9 per cent (y-o-y). This consolidation was
achieved through an increase in revenue receipts and

contraction in capital expenditure (Chart II1.23a).

Chart I11.23: States’ Key Fiscal Performance Indicators (April-July)
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States' revenue receipts increased marginally on
account of growth in tax and non-tax revenues, even
as grants from the Union Government contracted
(Chart II1.23b). Within States’ own tax revenues,
growth in goods and services tax (SGST) moderated,
while excise duties and sales tax/value added tax

(VAT) were higher than a year ago.

On the expenditure side, growth in revenue
expenditure picked up, while capital expenditure
declined during April-July 2024. Going forward,
capital expenditure is expected to pick up owing
to the Union government's provision of special
assistance of X 1.5 lakh crore long term interest free

loans.
Aggregate Supply

Aggregate supply — measured by gross value
added (GVA) at basic prices — expanded by 6.8 per
cent in Q1:2024-25 as against a growth of 8.3 per cent
a year ago. Real GVA growth was propelled by the
industrial sector and resilience in the services sector

(Chart II1.24). The growth in agriculture moderated

State of the Economy

to 2.0 per cent on a y-o-y basis in Q1:2024-25 as
compared with a growth of 3.7 per cent a year ago,
as rabi foodgrain production declined on account
of lower water levels in major reservoirs and river
basins. Within the industrial sector, manufacturing
— the dominant component — recorded a strong
growth of 7.0 per cent while activity in mining and
quarrying increased on account of higher production
of coal and natural gas. The services sector also
remained buoyant, clocking a growth of 7.7 per cent
in Q1:2024-25, which was broad-based across sub-
sectors. The construction sector registered growth
of 10.5 per cent, primarily due to a double digit
growth in finished steel consumption. Growth in
trade, hotels, transport, communication and services
related to broadcasting moderated while growth in
financial services remained robust, supported by
steady profit margins of information technology (IT)
companies and continued credit and deposit growth.
Public administration, defence, and other services
(PADO) recorded an impressive growth of 9.5 per cent
in Q1:2024-25 driven by an upbeat growth in other
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Chart II1.24: Weighted Contribution to GVA Growth
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Chart II1.25: Progress of Southwest Monsoon (SWM)
a. Weekly Progress of SWM b. Progress of SWM Rainfall (June 01-September 18)
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services while public administration and defence
— proxied by government revenue expenditure net
of interest payment and subsidies — exhibited a

contraction during the quarter.

Agriculture growth prospects were boosted by
the progress of southwest monsoon (SWM) rainfall.
The cumulative SWM rainfall was 7 per cent above
the LPA this year so far (June 1 to September 18),
as against 8 per cent below the LPA a year ago
(Chart II.25a). Cumulative rainfall consistently
remained above the normal LPA since mid-July,
unlike last year when it tapered off during the latter
half of the SWM (Chart II1.25b).

The production weighted rainfall index (PRN)
stood marginally lower at 106 per cent of LPA but
it remained 'above normal’ for all the major crops
except for rice for which it was normal as on
September 18, 2024. Also, all major crops recorded
PRN higher than their levels in the corresponding
period last year (Chart II1.26).

During the current SWM season so far, 19 out of

the 36 meteorological sub-divisions recorded normal

RBI Bulletin September 2024

rainfall (Chart 111.27a). The number of sub-divisions
receiving excess/large excess rainfall increased to
13 in the current year from 4 a year ago, which is
reflected in the higher spatial variation in rainfall
across the country vis-a-vis last year (Chart I11.27b).
Deficient rainfall was mainly observed in states such

as Arunachal Pradesh, Nagaland, Manipur, Bihar and

Punjab.
Chart II1.26: Crop-wise PRN
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Sources: IMD; and RBI staff estimates.
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Chart II1.27: Spatial Distribution of SWM
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Reservoir levels have been replenished to 87
per cent of capacity (as on September 19, 2024) as
compared with 71 per cent in the corresponding
period last year, which boosts rabi sowing prospects
(Chart I11.28). The live storage of 155 major reservoirs
stood at 123 per cent of the level in the corresponding
period of last year and 118 per cent of the last 10

years' average.

As per Indian Meteorological Department (IMD),
monthly rainfall for September 2024 over the country
as a whole is most likely to be above normal (Chart
II1.29). Further, it predicts that the neutral Indian
Ocean Dipole (IOD) conditions are likely to continue
until the end of monsoon season.

Total area sown stood at 1096.6 lakh hectares
(as on September 13, 2024), which is 2.2 per cent
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Chart I11.28: Reservoir Level (as on September 19)
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Chart I11.29: Southwest Monsoon Forecast for
September 2024

Notes:

1. Chart denotes probability forecast of tercile categories (below normal, normal
and above normal) for the rainfall over India during September 2024.

2. The figures illustrate the most likely categories as well as their probabilities.

3. Tercile categories have equal climatological probabilities of 33.33 per cent
each.

4. Maps are for illustrative purposes only.

Source: IMD.

Chart I11.30: Kharif Acreage
(As on September 13, 2024)
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higher than last year and 1.7 per cent higher over
the normal area as on date (Chart II1.30). Except
cotton, area under all major crops has increased
over last year. Pulses recorded the highest increase
in area at 7.9 per cent over last year. Acreage under
rice, the key kharif crop which accounts for almost
37 per cent of the kharif area, increased by 4.2 per
cent y-o-y. Kharif sowing of onions increased by 61
per cent while the area under tomatoes lagged behind,
with key producing states reporting lower sowing due

to extended heatwave condition till June.

As on September 17, 2024 the government has
procured 525 lakh tonnes of rice in kharif marketing
season (KMS) 2023-24, which is & per cent lower
than the procurement in the last season. The stock
of rice with the Food Corporation of India (FCI) stood
at 422 lakh tonnes as on September 01, 2024, which
is 24 per cent higher than the corresponding period
last year. To reduce the excess stock of rice before
the commencement of the new procurement season
starting from October 1, 2024, distilleries have been
allowed to purchase 23 lakh tonnes of rice from the

FCI for ethanol production at the rate determined
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through the weekly e-auctions. Procurement of wheat
at 266 lakh tonnes in rabi marketing season (RMS)
2024-25 was 1.6 per cent higher than the last season.
The stock of wheat as on September 01, 2024 stood at
252 lakh tonnes and remained 3.4 per cent lower than
last year. The buffer norm for rice and wheat stock for
July-September quarter is 135.4 lakh tonnes and 275.8
lakh tonnes, respectively (Chart I11.31).

Chart I11.31: Central Public Distribution System
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Chart II1.32: Purchasing Managers’ Index (PMI)
a. Manufacturing b. Services
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India's manufacturing PMI eased to 57.5 in August
2024 from 58.1 in July due to deceleration in the pace of
expansion in output and new businesses (Chart II1.32a).
The services sector PMI, increased to 60.9 in August,
aided by a robust expansion in new business activities
(Chart IIL32b). Business expectations under both
manufacturing and services, however, moderated to

their lowest in over a year.

Port traffic increased by 6.7 per cent (y-o-y) in August
2024, boosted by fertiliser and other miscellaneous
cargo (Chart I11.33a). Railway freight traffic, on the other
hand, recorded a y-o-y decline in August, led by cement
(Chart I11.33Db).

Within the construction sector, steel consumption
expanded by 10.0 per cent (y-o-y) in August (Chart I11.34).
Cement production rose by 5.5 per cent in July 2024.

Chart I11.33: Port Cargo and Railway Freight Traffic
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Chart II1.34: Steel Consumption and Cement Production
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Available high frequency indicators for the services
sector reflect the resilience of activity in August 2024,

traffic and steel consumption (Table I11.2).

supported by port cargo, international air passenger

Table II1.2: High Frequency Indicators- Services

(Y-0-y, per cent)

Sector Indicator Oct-23 | Nov-23 | Dec-23 | Jan-24 |Feb-24 | Mar-24 | Apr-24 | May-24 |Jun-24 |Jul-24 |Aug-24
Urban demand | Passenger Vehicles Sales 17.3 4.3 3.2 13.9 5.7 1.2 4.3 4.9 2.0 -1.8
Two-Wheeler Sales 20.1 313 16.0 26.2 34.6 30.8 10.1 213 12.5 9.3
Rural demand | Three-Wheeler