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Summary

Challenges around global growth have been on investors’ radar for a while now. While global services segment appears to be holding up well, manufacturing sector has taken a hit. More

recently, optimism around China is fading away as high frequency indicators suggest a slower than expected recovery in China. Against this backdrop, we analyse the performance of

the domestic economy.

Mixed picture on consumer demand: After a rebound in rural FMCG sales in Q4, an increase in two-wheeler sales, healthy traction in agriculture exports indicates
that recovery in rural demand continued in April 2023 as well. On the urban side an increase in PV sales, air freight traffic and continued momentum in retail loans
segment indicates that demand remains intact. However, a decline in non-oil non-gold imports by ~13% indicates that demand could be beginning to slowdown in

some segments.

Industrial & Investment activity shows some signs of slowdown in April: Recent data indicates some seasonal slowdown in economic activity in April-23.
Indicators like, e-way bills, steel consumption, cement freight traffic (proxy for cement production) moderated in April. On the brighter side, manufacturing and
services PMI moved up and diesel consumption growth improved in April.

External Demand: With growth slowdown in major trading partners, goods export growth dipped for the third consecutive month in April-23. That said, the
decline has not been broad based. Besides electronic goods and agriculture products, exports of Pharma products have picked up. Additionally, services exports
also remained healthy. In contrast, import growth dipped by 14% in April, with a decline across segments, with which the trade balance narrowed to a 20-month
low during the month.

Inflation: Headline inflation moderated to 4.7% in April from 5.7% earlier. Encouragingly, the moderation was not limited to the base effect, seasonal momentum
also eased. Going forward, we expect headline inflation to remain below 5% levels and average at 4.7% in Q1 and 5.0% in FY24. The expected moderation in inflation
is likely to give comfort to the RBI to continue keeping the policy rate unchanged. That said, we also see limited possibility of rate cuts in FY24, as the central bank
is likely to remain vigilant and watch out for a sustained drop in inflationary pressures towards its median target of 4% before pivoting.

Labour Market: At the aggregate level labour market conditions are holding up, but there are sector wise variations. Naukri job speak index has stagnated after
dipping in October. The dip in IT and BPO hiring has been offset by an increase in BFSI and real estate segments. On rural side, demand for MGNREGA work has
been normalising and moving closer to pre-pandemic levels.

Economic activity held up in Q4 FY23: High frequency data suggests that economic activity held up in Q4 FY23. While slowdown in external demand weighed on
domestic manufacturing sector GVA, the moderation in input costs and global commodity prices is likely to have been positive for profit margins. On the agriculture
side, record wheat production bodes well for the sector’s outlook. We estimate Q4 GDP growth at 4.9% YoY vs. 4.4% in Q3.
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CONSUMPTION

Domestic Demand: Signs of recovery in rural demand
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1. Q4 Turnaround: FMCG volume sales turned +ive, with pickup in rural sales
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3. After moderating in March, auto sales picked up in April-23
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2. Rural wage growth is gaining traction— A +ive for rural consumption
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4. However, non-oil non-gold imports fell for a second consecutive month
in Apr-23, suggesting that demand could be slowing in some segments
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Wedge between rural and urban demand is bridging
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5. Post Pandemic Demand Recovery: Urban demand holding up; Rural is beginning to recover

Demand Related High Frequency Indicators (FY20 Average=100)
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Capex: Some seasonal slowdown in April
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6.

Infrastructure and capital goods production remained healthy in Q4
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. ..50 has steel consumption
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7. Cement production seems to have moderated in April
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9. Capital goods import growth have flattened out suggesting possibility of
stagnation in manufacturing related investment
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Private capex: financing tilted towards corporate bonds

10. Manufacturing capacity utilisation has been improving —enabler for private

11. Industry credit growth is moderating
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12. Commercial paper issuance remains flat

13. In contrast, corporate bond issuances rose
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GST, RBI dividend to support FY24 fiscal math
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More than expected dividend transfer from the RBI could ease off some of
the fiscal pressure

14. GST collections rose to a record high in April-23, with support from year-end 15.
sales in Mar-23
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16. Central Government bond issuances are on track (vs. previous years)
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17. SDL issuances have picked up in May-23
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Services exports demand offsetting the impact of a dip in goods (export) demand

18. The goods trade deficit narrowed to a 20 month low in April-23 on account of

21. Net Services trade surplus stood firm in Apr-23
a decline in import growth
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22. Export growth: Demand for pharma, electronic goods and agriculture exports 23. Imports: A broad base decline
up; demand down in other segments
10 Contribution of top exports to India's export growth (in ppt)
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Record wheat output and moderation in farm input costs to support agri performance

19. Record wheat production in 2022-23

20. Minimum Support Price increased for all major rabi crops in current season
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21. Farm input costs have moderated 22. Government’s Foodgrain stock remains comfortably above stocking norms
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A dip in external demand is impacting domestic industrial activity
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23. Manufacturing output led weakness in Industrial activity in March

24. Weak external demand weighing on industrial production
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25. Manufacturing activity has improved going by PMI in April 26. Q4 FY23 Corporate performance: healthy sales and improved profitability
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Mixed signals in services related indicators
27. Rail freight traffic remains weak 28. Sea port cargo traffic moderated on weak external trade
YoY%, 3MMA YoY%, 3SMMA
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29. Although, air Passenger Traffic has reached the pre-pandemic normal 30. Services PMI shows continuous improvement in services activity
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INFLATION

Inflationary pressures moderating
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31. Headline CPI moderated to 4.7% in April, driven by high base effect

32. A broad-based decline in inflation with both food and core CPI falling
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33. Inflation momentum also slowing down, not just base effects at play
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34. Wedge between rural and urban CPI closes
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A broad based decline in inflation

35. Goods and services inflation seem to have peaked

36. Wholesale inflation undershoots retail inflation
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37. The decline in WPI has been broad based

38. We see FY24 inflation average at 5%, Q1 average at 4.7%, Q2 at 5.2%
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EMPLOYMENT

Labour market conditions holding up, but there are variations across sectors
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39. After the post pandemic boom, hiring intent in IT and BPO industries has

Job Speak Index (Jul-2008= 1000), 3SMMA

40. In contrast, hiring intent in BFSI, real estate and auto sector is increasing
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41. As per the CMIE, the unemployment rate has been rising primarily

due to an increase in the labour force participation rate
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42. MGNREGA work demand is shifting closer to pre-pandemic
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Source: MGNREGS Dashboard, HDFC Bank
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Credit-deposit ratio beginning to flatten out

43. Credit growth has been tracking in 15-16% range, deposit growth has 44. C-D ratio decreased at the margin, led by some improvement in deposit
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45. Retail and agriculture credit growth has been tracking in double digits, 46. Rise in unsecured personal loans: A cause for concern
supporting bank credit growth while industry credit moderates
45
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card and other personal loans.
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HDFC BANK FORECASTS

Forecasts
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47. Outlook: our estimates

FY22 FY23E FY24E
GDP growth (%) 9.1 6.9 5.8-6.0
Nominal GDP (%) 18.4 15.9 9.0-9.5
GVA growth (%) 8.8 6.8 5.7-5.8
CPI Inflation (%) 55 6.7 5.0
Repo rate (%, period end) 4.00 6.50 6.50
Fiscal Deficit (% GDP) 6.7 6.4 59
Borrowing (INR lakh crore) 11.27 14.21 15.40
Benchmark 10-year bond yield (%, period end) 6.84 7.32 6.80-7.0
Brent Crude (USD/barrel) (period average) 79.9 95.12 80-85
Merchandise Exports Growth (%) 44.8 0.5 -8.5
Merchandise Imports Growth (%) 55.3 154 -7.5
Current Account Balance (% of GDP) -1.2 -1.8 -1.3
BOP (USD bn) 48 3.4 24.6
USR/INR (period end) 75.90 82.17 80.50-81.50
Credit Growth (%, period end) 8.6 15 9.0-10.0
Deposit Growth (%, period end) 8.9 9.6 10.0-11.0

Source: CEIC, Reuters, HDFC Bank Estimates
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Treasury Economics Research Team
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Disclaimer: This document has been prepared for your information only and does not constitute any offer/commitment to transact. Such an offer
would be subject to contractual confirmations, satisfactory documentation and prevailing market conditions. Reasonable care has been taken to
prepare this document. HDFC Bank and its employees do not accept any responsibility for action taken on the basis of this document.
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