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CREDIT GROWTH PICKS UP PACE; EVIDENCE OF ASSYMETRIC RISK Issue No. 51. FY20
AVERSION, EXPECT MODEST Q3 GROWTH REVIVAL, Q2GDP WILL Date: 31 October 2019
REMAIN WEAK

Credit growth has picked up rapid pace beginning Sep’19 jumping by Rs 1.08 lakh crore, courtesy, Housing, NBFC and lately MSME. The sectoral data for the month
of September 2019, indicates that for the first time in current fiscal credit to industry turned positive and jumped by Rs 9700 crore, of which Rs 8200 crore is
attributable to MSME sector. In September, the jump in retail credit at Rs 51900 crore was nearly double that of August, of which Housing loans jumped by 2.6
times in September vis-a-vis August. Bank lending to NBFC sector has remained robust and the YTD growth of such is highest across all segments at 11.3%.
Interestingly, during Apr-Sep’19, though the incremental credit to infrastructure sector of ASCBs has declined by Rs 52100 crore, SBI credit to infrastructure has
increased by Rs 10130 crore. This shows that the level of risk aversion in the banking system continues to remain asymmetric across banks and this needs to be
quickly reversed if the economy were to capture growth momentum. Additionally, aggregate deposits of ASCBs has increased by 9.8% (YoY), compared to last
year growth of 8.9%. On YTD basis, deposits grew by a nearly identical Rs 3.6 lakh crore in H1FY20 vis-a-vis H1FY19. The increase in deposits perhaps reflects the
flight of deposits from weak banks / cooperative banks to stronger banks in search of safety.

Bank results in H1IFY20 indicates bank provision coverage ratio at an aggregate level (results of 13 banks) is now at a healthy 70%. In fact, for PSBs, the ratio is at
75.3%. With a system-wise Loss Given Default at 57%, this indicates PSBs have upfront covered for provisions and this should be taken as an indicator of
balance sheet resilience that could withstand an adverse impact of any financial stability!

We are less hopeful of a growth pick up in Q2FY20. Out of 26 indicators, only 5 indicators were showing acceleration in September. This indicates the extend of
demand slowdown in the economy is still significant and would take longer time to recover. Our base case projection is a modest Q3 growth revival with an inven-
tory drawdown beginning to happen more forcefully from October onwards and an accelerated Government spending (Rs 3.1 trillion in September which is 20% of
overall spending) to clear outstanding dues. If we map the leading indicators showing acceleration, there is a distinct possibility that growth in GDP in Q2 will be
lower than 5%. FY20 growth rate is likely to slip below 6%, as against RBI projection of 6.1%.
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T T T T T Mapping of Leading Indicators with GDP Growth

¢ If we map the leading indicators showing acceleration, there is a distinct vear | Quarter | ©f indicators showing | GDP Growth
possibility that growth in GDP in Q2 will be lower than 5% (or closer). acceleration (%)
FY20 growth rate is likely to slip below 6%, as against a RBI projection of g; ZZ 2-2
6.1%. Fri8 a3 64 7.7
CURRENCY IN CIRCULATION SHOWING AN UPTICK Q4 73 8.1
P . . . oV 65 8.0
4 The week up to Diwali this year has shown an increase in Currency in Q2 o2 70

FY19 -
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CIC increased much faster last year, this year's increase which is the Fr20 Q2 27 Less than 5.0
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second highest in 11 years makes us hopeful that the demand is slowly

limping back.
SBI YEARLY COMPOSITE INDEX DECLINED IN OCTOBER

Weekly Increase in Currency in
Circulation on Diwali

4 The yearly SBI Composite Index for Oct’19 declined to 49.80 (Low Year Amount(Rs Billion)
Decline) compared to 52.20 (Low Growth) in Sep’19. While, the monthly 2009 153.04
SBI Composite index remained volatile and is at 50.83 (Low Growth) in 2010 24442
Oct’19 compared to 51.00 (Low Growth) in Sep’19 . 2011 99.19

4 The SBI Composite Index, a leading indicator for manufacturing 2012 226.75
activities in the Indian Economy aims to foresee the periods of 2013 190.03
contraction and expansion. The Composite Index has mainly two 2014 190.29
indices i.e. SBI Monthly Composite Index and SBI Yearly Composite Index. 2015 402.95
We believe both IIP & IIP Manufacturing growth could be in degrowth 2016 184.92

CORPORATE OUTLOOK 2018 494.20

4 As expected, as per the initial trend for the second quarter of FY20, top 2019 308.71
line remained flat with only 1.4% (YoY) growth, whereas bottom line Source: SBI Research

grew by around 15% (YoY) as derived from the published results of 509
listed companies.

SBI Index and IIP Manufacturing Trend

4 Sans Bank, Finance, Insurance and Refineries, with around 400 5

companies, the top line de-grew by 2.5%. Further, though the EBIDTA
grew by only around 1%, the bottom line grew by 16%, courtesy
corporate tax cut. Sectors such as Pharma, Cable, Paint, Consumer
Durable, Retail etc. reported all round growth in Q2FY20 as compared to
the same period in previous year.

FISCAL DEFICIT

¢ The fiscal deficit for H1 FY20 was 92.6% of the BE. This was lower than
the 95.3% of BE in H1FY19. The increase in non-tax revenue has helped in
lowering of the fiscal deficit as a % of the Budget Estimates.
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¢ Expenditure has remained on track with Government expediting the
process to clear vendor, contractor dues pending with govt. depart-
ments. Total spending incurred by Government of India in H1 FY20 is
Rs 14.8 trillion, (53.4% of FY20BE), out of which Rs 3.1 trillion was in
September itself.
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mode in September and perhaps marginal expansion in October. : 2017 281.67
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