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Post-first wave, activity continues to normalise 

National accounts data for 1Q21 (i.e. 4QFY21) 

confirm that the economy had continued to 

normalise from the first wave of the pandemic.  

Real GDP growth rose 1.6% y/y, higher than 

consensus and us, vs a revised 0.5% y/y. The 

supply-side measure Gross Value Added (GVA) 

gauge quickened to 3.7% y/y in 1Q vs 1.0% year 

ago. This takes the FY21 growth to -7.3% (2020 

to -7.1%) and GVA to -6.2% (2020 -6.2%). Whilst 

backward-looking, this data outcome was 

important on two counts – it confirms that the 

economy had normalised at a fast clip after the 

first wave and the base on which FY22 growth 

is likely to rest.  
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• 1Q21 real GDP outturn points to 

the fading impact of the first Covid 

wave and return to normalcy 

• Resurgence in cases in April-May 

will see the economy run into an air 

pocket in 2Q  

• Differing nature of the response 

suggests economic impact will be 

less adverse than 2020 

• We eye the underpinnings of a K-

shaped recovery 

• Under policy outlook, we discuss 

two aspects: a) unpacking the 

recent RBI’s dividend payout; b) 

upcoming rate decision on June 4 

• RBI’s priorities lie beyond the policy 

rate, with emphasis on financial 

sector and markets stability 

• Implications for forecasts: Repo is 

likely to stay on hold 

• RBI was swift footed with measures 

in May. Further steps might be 

announced this week 

• Implications for markets: Implicit 

yield curve control is likely to cap 

risk-free borrowing costs 

mailto:violetleeyh@dbs.com
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Key undercurrents 

• Demand-side drivers: Domestic demand 

components in 1Q21 pointed to a broad 

improvement, with private consumption 

rising 2.7% y/y after three quarters of 

decline, fixed investment growth up a strong 

11% (4Q20’s 2.6%), inventory restocking, 

government consumption up a strong 28.3%, 

whilst net exports slipped back into red as 

imports rose by a faster clip. Additionally, 

the accelerated formalisation process also 

boded well for indirect tax collections and 

allowed for bunched-up fiscal spending 

towards late-fiscal year. For annual FY21, 

barring government consumption, all other 

sub-components contracted on the year.    

• Supply-side drivers saw non-agricultural 

sector gain ground, up 3.8% y/y vs 0.2% in 

4Q20, propped by higher manufacturing, 

construction (higher public capex spend), 

financial services and government spending.  

 

Farm (and allied) output remained the only 

sector that continued to expand through the 

first wave of the pandemic. Core GVA (ex-

farm and ex public services) quickened to 

4.1% y/y, firmest since mid-2019.   

 

• The wide gulf between the supply (GVA at 

3.7%) and demand (real GDP 1.6%) growth 

gauges rests on the accounting treatment of 

the one-off increase in food subsidies last 

year (GDP = GVA +indirect taxes -subsidies), 

also viewed as a step towards improved 

overall fiscal transparency by taking more 

off-balance sheet commitments on to the 

government’s books. 

 
 

 
 

• Nominal GDP in 1Q21 rose 8.7% y/y 

benefiting from higher deflators, even as 

average FY21 contracted -3.8%. On absolute 

basis, nominal GDP is back on the pre-

pandemic trend line.  
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Air pocket in 2Q21 (1QFY22)  

 

1Q21 growth numbers highlight that the 

normalisation trend benefited from a nearly 

linear unlocking process from the first Covid 

wave.  

 

Onset of the second wave since March 2021 

introduces turbulence in the growth trajectory 

in 2Q21 (1QFY22). Encouragingly, the second 

wave has peaked, and the daily caseload has 

halved from the highs into June, signaling that 

the trough for economic costs is behind us. In 

contrast to last year, the unlocking process 

won’t be linear, as states exercise more 

discretion, making the unwinding in restrictions 

more staggered and less predictable. 

Nonetheless, with the restrictions imposed to 

counter the second wave being less draconian, 

the economic impact will be less adverse that 

the first wave.  

 

In April, most of the monthly indicators y/y pace 

benefit strongly due to low base effects – 

consumption is showing signs of strain at the 

margin, whilst production indices fare better as 

activity had been allowed to carry on despite 

the lockdowns (albeit at lower capacities) in 

April-May. Net exports are expected to turn 

favourable as shipments benefit from stronger 

global tailwinds.   

 

Most states have announced rolling lockdowns 

and are expected to ease restrictions marginally 

into June, contingent on the evolving infection 

curve. For instance, the state of Maharashtra 

(largest contributor to national output) has 

extended its lockdown to mid-June but has 

relaxed some restrictions in districts which have 

a lower positivity rate. Besides the unlocking 

progress, the economy also awaits a 

vaccination pivot. Demand outstripped supply 

in May, resulting in a sharp drop in the daily 

inoculations. With a likelihood that the crucial 

vaccination pivot will be achieved in late -3Q21, 

normalisation in activity is likely to be more 

gradual, and more evident in sequential terms 

as base effects prop annual comparisons. We 

maintain our FY22 growth projection at 9.5% 

y/y from a revised -7.3% in FY21 (see Four 

questions about India’s growth risks). 

 

Underpinnings of a K-shaped recovery  

 

As the let-up from the second Covid wave gets 

underway, cyclical growth is likely to receive a 

leg up. The normalisation trend will be K-

shaped, as the formal and informal sectors 

diverge, with the latter likely to reflect in the 

official data with a lag. We highlight few:  

 

• Labour markets continue to feel the pain of 

the pandemic, with the total labour force 

shrinking from 495mn in 2019 to 472mn in 

2020. At a granular level, the second wave 

has pushed up the May21 unemployment 

rate past 11%, with the CMIE survey data 

https://www.dbs.com.sg/sme/aics/templatedata/article/generic/data/en/GR/052021/210520_insights_india.xml?pk_source=typed&pk_medium=direct&pk_campaign=bookmarked
https://www.dbs.com.sg/sme/aics/templatedata/article/generic/data/en/GR/052021/210520_insights_india.xml?pk_source=typed&pk_medium=direct&pk_campaign=bookmarked
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also pointing to an easing labour 

participation rate (back to May 2020 level 

when the economy was under a complete 

lockdown). This compares to an average 

jobless rate of 11% in FY21 (peaked at 24% in 

Apr20) vs 8% in FY20.  

 

 
 

An age-wise breakdown is likely to point to 

higher strain on urban younger groups that 

are typically employed in service sector 

activities, on temporary contracts, gig 

economy, informal etc., which might have 

been vulnerable to cost reduction measures 

and were operating at below-normal 

capacity just as the second wave hit. 

Concurrently, the employment rate has been 

falling since the start of 2021 down by about 

~10mn in absolute terms, reversing some of 

4Q20 gains.   

 

Uncertain income and employment 

prospects will keep households cautious, not 

helped by the softer starting point as 

nominal household disposable income grew 

by an average of 6 percentage points lower 

in FY14-FY19 vs five years prior. Lift from 

urban pent-up demand might be less 

buoyant this time around vs the first wave as 

households increase allocations towards 

healthcare/ medical needs, thereby 

depleting savings, and cushion for 

unanticipated shocks. Banks’ deposit growth 

has also witnessed a more measured rise vs 

the first wave.  

 

• Accelerated formalisation carries costs. Part 

of the resilience of the equity markets 

through the pandemic can be drilled down to 

benefits to listed and large firms from 

accelerated formalisation of the economy, 

owing to the pandemic. The combined net 

profit of listed companies (~84% of the 

market cap) jumped to INR5.3trn, up 57.6% 

in FY21, pushing up its share as a % of GDP to 

a decade high at 2.63%, as cited here. The 

RBI’s survey of domestic corporates points to 

a strong jump in the gross profit to sales 

gauge towards late-2020 (see chart).  

 

 
 

This accelerated formalisation, however, 

comes at a cost, as it has impacted several 

smaller firms/MSMEs, who contribute to 

https://www.business-standard.com/article/companies/corporate-profit-to-gdp-ratio-hits-10-year-high-of-2-63-in-fy21-121053100041_1.html?fireglass_rsn=true
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about half of India’s GDP, 45% of firms 

operate in rural areas (suggesting backward 

linkages) and employ a vast majority of the 

informal sector. Durability of gains from such 

a formalisation push remains to be seen, as 

it occurs in the absence of efficiency gains 

and reforms. Liquidity support and credit 

guarantees are being extended by the 

central bank and the government to affected 

businesses/ sectors, which might help tide 

over working capital needs but not address 

business solvency, or viability worries.  

 

• Financial sector health remains in view, in 

light of two waves of the pandemic which 

have meaningfully displaced and disrupted 

business activity and households’ balance 

sheets. Besides a moderation in NPA levels 

heading into FY21, better provisioning by 

banks (India and Indonesia: Strengthening 

the institutional backbone) and improved 

capital buffers have quelled near-term 

worries, along with the central bank’s 

measures to provide borrowers with more 

headroom for repayments, which is likely to 

be alleviate near-term stress on the banks’ 

books. As an add-on, banks have also created 

COVID-related provisions and have also been 

allowed to tap floating and countercyclical 

provisions to create further cushion against 

further NPLs. Notably, differing from large 

corporates that accounted for a bulk of 

stress on banks’ books before the pandemic, 

incremental stress on the banks over the 

next few years could surface from (i) 

MSMEs/ smaller businesses; (ii) contact 

intensive sectors (iii) unsecured personal 

loans/ retail loans, (iv) financial institutions 

that provide last-mile financing.  System-

wide data on the recast 1.0 is unavailable, 

but 4Q20 disclosures by three large private 

sector banks cited by local press, showed 

that while the facility attracted less interest 

than anticipated, the value of retail dues that 

were restructured were higher than 

corporates for two of the three banks 

(report). In the past two years, real credit 

growth has weakened, whilst investments 

have risen, signalling the underlying risk 

aversion, magnified by the pandemic. As it 

stands, accretion of bad loans to the banking 

system is estimated to rise by 1.5-2% by mid 

of this year. 

 

 
 

Policy outlook 

 

The RBI continues to take a proactive stance 

towards providing crucial support to the 

economy, with the impact of the second Covid 

wave likely to outlast the receding caseload (see 

Four questions about India’s growth risks). The 

government is also providing directed support, 

with the Finance Minister open to increasing 

allocations from the Budget if required.  

 

We discuss the upcoming section in two parts – 

firstly, unpacking the dividend payout by the 

https://www.dbs.com.sg/sme/aics/templatedata/article/generic/data/en/GR/042021/210401_insights_india_indonesia.xml?pk_source=typed&pk_medium=direct&pk_campaign=bookmarked
https://www.dbs.com.sg/sme/aics/templatedata/article/generic/data/en/GR/042021/210401_insights_india_indonesia.xml?pk_source=typed&pk_medium=direct&pk_campaign=bookmarked
https://www.bloombergquint.com/business/retail-loans-dominated-covid-restructuring-for-top-private-banks?fireglass_rsn=true
https://www.dbs.com.sg/sme/aics/templatedata/article/generic/data/en/GR/052021/210520_insights_india.xml?pk_source=typed&pk_medium=direct&pk_campaign=bookmarked
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central bank to the government for FY21; 

secondly, we discuss the monetary policy 

committee’s policy stance on June 4.  

 

A) Unpacking the RBI’s dividend pay out  

The RBI Board approved a transfer of 

INR991.2bn to the government as a surplus 

(boosting fiscal revenues), for a truncated FY21 

i.e. Jul20 to Mar21, as the central bank 

transitions to an April-March fiscal year (vs July-

June earlier). This marked the highest annual 

surplus transfer, barring FY19 when the payout 

was magnified by a one-time transfer of extra 

reserves and marks an increase from INR571bn 

in FY20. This transfer to the government’s 

coffers provides some revenue cushion to the 

pandemic-driven shortfall last year. 

 

We unpack the math behind this high dividend 

payout:   

- In the truncated year (nine months instead of 

the usual 12months), the RBI’s balance sheet 

rose by 7% to INR 3.73trn (29% of FY21 

nominal GDP) vs a 30% increase in FY20 vs 

year before.  

Income for the year fell by nearly 11% but a 

sharper decline in expenditure (-63%) allowed 

for a sharp jump in the net income to 

INR991bn. Part of the fall in the expenditure 

was due to a smaller transfer to the 

contingency funds. The prevailing buffer is at 

the lower end of the prescribed range of 5.5-

6.5% i.e. asset development fund and 

contingency fund as a percentage of assets of 

the RBI’s balance sheet, recommended by the 

Jalan committee. Additionally, the rules also 

require the capital and reserves (including the 

contingency risk buffer) to stand at least 

20.8% of the total assets, which stands at 

21.6% for FY21. While both these buffers meet 

prescribed thresholds, last year’s levels very 

close to the limits, thereby keeping the ratios 

vulnerable to market fluctuations as well as 

constraining the room to manoeuvre in the 

subsequent years, by extension affecting the 

scale of future dividend payments.  

- Secondly, under the ‘other income’ 

component, the central bank made sizeable 

gains from foreign exchange transactions, up 

69%, in the nine months to March 2021. 

Notably, the central bank has started 

recognising gains from FX sales at historical 

weighted average holding costs since FY19, vs 

the previous practice of valuing these sales 

under the weekly revaluation rate. This 

implies that if the central bank sold US dollars 

last year at the prevailing price (~INR74/$) but 

had bought it at a much lower price few years 

ago, the difference translates into net gains 

for the books. This math also tracks the 

intervention data separately released in the 

RBI bulletins ($85.2bn dollar sales and 

purchases of $140.5bn) in 9MFY21 – 

accounted for bulk of the FX earnings. 

Notably, while the US$ purchase exchange 

rate will be compared to the historical 

weighted average FX rate and the gap treated 

as income, the sale US$ rate, even though the 

transaction is occurring at the same time, will 

add to the moving weighted average FX rate 

calculation.   

RBI income and expenditure math
INRbn FY17 FY18 FY19 FY20 FY21

12M 9M

Income 618.2 782.8 1930.0 1496.7 1332.7

FX transacs 299.9 506.3

Expenditure 311.5 282.8 170.0 925.4 341.5

Provisions 736.2 207.1

Net income 306.7 500 1760.0 571.3 991.2

Transfer to funds 0.04 0.04 0.0 0.04 0.04

Surplus transferred 306.7 500.0 1760.0 571.3 991.2

Source: RBI annual report, DBS
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B) RBI: to look beyond the policy rate 

The Reserve Bank of India monetary policy 

committee policy review on June 4 is likely to 

see the benchmark repo rate and the corridor 

parameters held unchanged. The state-based 

stance is likely to continue, emphasising the 

fluidity of economic conditions, even as the 

second Covid wave ebbs.  

 

On the economic assessment, there is small 

likelihood that either the RBI tempers the FY22 

growth forecast at 10.5% y/y or highlights the 

need to observe the rolling lockdowns in states, 

which might impact the shape of recovery. 

Inflation projections will be held unchanged. 

Supply-side disruptions and labour market 

dislocations have been contained during the 

second wave, but forward-looking inflationary 

expectations have risen sharply. There are 

anecdotal signs that selected non-food 

categories especially medical inputs (medicines 

etc.) and hospitalisation costs have risen this 

quarter. Add to this is the spillover from high 

(non-food, non-energy) commodity prices, 

underpinning non-food manufacturing price 

inflation. 

 

The anchor for monetary policy i.e. CPI inflation 

might be not as affected by the commodity run-

up as WPI inflation (given the differing basket 

weights). The extent to which high WPI will spill 

into CPI inflation hinges on the ability of 

producers to pass on higher inputs costs, which 

at this juncture is unlikely given weak demand 

conditions, thereby impacting corporate 

margins to a greater extent than retail prices. 

Factoring in base effects, we expect headline 

inflation to stay above the mid-point 4% target 

(2-6% range) to average 4.8% y/y in FY22, vs 

6.2% last year.  

 

- As policy rates hit bottom, the bigger push has 

been on a series of targeted measures, 

including regulatory relief, liquidity cushion 

and bond market support. RBI recently 

announced measures to offset the impact of 

potential stress on the economy  (see our note 

for details). The overarching signal from the 

central bank is that it is “in battle readiness” 

mode to provide further unconventional, 

novel, and fresh measures, if the evolving 

pandemic situation called for it. In this 

respect, more measures might be unveiled 

this week, partly to meet additional demands 

from the financial institutions, as the 

economic effect of the second wave will show 

with a lag. Industry officials have sought a 

temporary moratorium, including automotive 

dealers and real estate firms, for instance for 

the duration of the state-specific lockdowns 

for varying credit lines, according to the press. 

Selected banks have also reportedly sought 

for a moratorium for 2Q21 to allow accounts 

to remain standard until 3Q21 when the new 

recast window will be invoked. Inclusion of 

large corporates, affected contact intensive 

industries into the restructuring facility, 

besides seeking the duration to be extended 

https://www.dbs.com.hk/treasures-private-client/templatedata/article/generic/data/en/GR/macro_strategy/052021/210506_macro_strategy.xml
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to 3 years instead of two, are amongst the 

other demands, according to the press.  

- Financial market stability, particularly 

ensuring an orderly evolution of the yield 

curve. Two rounds of bond purchases under 

the GSAP 1.0 for the June quarter has added 

to INR600bn off the total INR1trn.  

 

The next GSAP tranche for rest of 2Q21 as 

well as providing indicative GSAP scale for 

3Q21 might be announced this week, just as 

the government announced plans to increase 

FY22 borrowings by INR1.58trn to pay states 

for an anticipated shortfall in GST revenues. 

This will help keep risk-free rates at 

manageable levels and by extension private 

sector borrowing costs down by an implicit 

yield control strategy. On the FX front, dollar 

pullback and flows have kept the rupee at the 

middle of the AXJ/$ pack with 0.6% gains on 

YTD basis. The currency is fairly volatile in the 

face of externalities (e.g. episodes of USD 

bounce) but has a stronger fundamentals 

tailwind (reserves, narrower current account 

gap etc.) which helps the unit to mean-revert 

from extremes. Broadly, we expect the 

USD/INR uptrend to be maintained this year 

on an anticipated dollar upmove in 3Q, but 

with a less steep gradient.  

 

Fiscal support extended 

Close to the heels of the central bank’s support 

measures earlier in the month, the central 

government tweaked its emergency credit line 

guarantee scheme (ECLGS) to widen its scope to 

include more small business borrowers. 

Changes include a) cover of INR20mn in loans to 

hospitals, clinics to set up oxygen generation 

plants; b) civil aviation sector; c) tenure of loans 

availed under this scheme stands extended to 

5Y from 3Y previously etc. Disbursements under 

this scheme are allowed till December 2021. 

The overall size of the ECLGS remains capped at 

INR3trn ($40bn), of which INR2.54trn have 

already been sanctioned. Besides already 

announced sustenance support, fiscal 

measures this year is likely to be channelised to 

sectors in need for liquidity, with a broader 

stimulus boost unlikely at this juncture, 

assuming the second wave of the pandemic 

continues to ebb here on.  

https://www.bloombergquint.com/business/private-bank-ceos-pitch-for-moratorium-large-corporate-restructuring
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Sources: Data for all charts and tables are from CEIC, Bloomberg and DBS Group Research (forecasts and transformations) 
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