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®  The rural and urban sectors have been exhibiting contrasting consumption trends Be a part of India’s
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over the past two years. In FY21, rural consumption performed better while urban SfgedIDVeaELamRece

consumption suffered heavily during the pandemic. In FY22, however, the trends 77 1

reversed completely — while the urban sector delivered highly impressive growth Al ’INNNM )
driven by the reversal of rural support, normalization of economic activity and the W e e

base effect, the rural sector posted much slower growth. With the first Covid wave

arriving in 1QFY21 and the second wave in 1QFY22, the analysis of 1QFY23 has obviously become complicated. That said
we analyze the trends in rural and urban consumption indicators for 1QFY23, in this note.

®  Our analysis of 12 indicators within the rural sector reveals that the sector grew 10.4% YoY in 1QFY23 v/s 6.3%/13.0% YoY in
4QFY22/1QFY22, respectively, with a growth of 2.4% YoY in FY22. Conversely, nine indicators within urban consumption
suggest that the sector rose 19.7% YoY during 1QFY23 v/s 7.2%/60.5% YoY in 4QFY22/1QFY22, respectively.

®  Rural consumption reported the four-quarter highest growth propelled by strong growth in two-wheelers, tractor sales,
farm exports and farm credit, partly offset by continued contraction in rural wages, further deterioration in terms of trade
and contraction in government spending. In addition, faster growth in auto sales, personal credit, IIP for consumer durable
goods and petrol consumption drove the four-quarter highest growth in urban consumption too in 1QFY23.

m  Consequently, real private consumption expenditure (PCE), which had grown at a five-quarter low rate of 1.8% YoY in
4QFY22, is expected to clock notably faster growth at ~13% YoY in 1QFY23.

m  Aclose look at the farm sector, within the rural sector, suggests a mixed bag. While agricultural wages continue to
remain very weak, along with deteriorating terms of trade, normal monsoon season as well as improved tractor and
fertilizer sales provides support to the farm economy. Besides, agricultural credit continues to grow at a decent pace.

m  Overall, while the rural and urban sectors have performed well in 1QFY23, the base effect continues to drive growth. It is
very likely that the commentary on the very weak rural economy will start changing in the coming months. However,
within the rural sector, the farm economy is also not entirely out of the woods yet, although some improvements are
certainly visible. Importantly, fiscal rural spending, which has been a boon (more in FY21 than in FY22) to the rural sector
in the past two years is now significantly low. This is a serious sign of worry for the sector as a whole. Therefore,
although we see strong growth in real PCE in 1QFY23, it will wane gradually as we proceed into the year and the base
effect normalizes.

Rural consumption spiked Rural and urban consumption performed well in 1QFY23...: Our analysis of proxy
10.4% YoY in 1QFY23, while indicators of rural consumption® suggests that the sector grew 10.4% YoY in
urban consumption grew 1QFY23 v/s 6.3%/13.0% YoY in 4QFY22/1QFY22, respectively, with a growth of
19.7% YoY  2.4% YoY in FY22. Conversely, urban consumption? indicators show that the sector
grew 19.7% YoY in 1QFY23 v/s 7.2%/60.5% YoY in 4QFY22/1QFY22, respectively,
and 11.6% YoY in FY22. As mentioned above, growth in consumption during the
quarter is a combination of low base of 1QFY21 and high base of 1QFY22.

1Compiled using twelve indicators — 1) Real Agri wages, 2) Real non-agri wages, 3) Two-wheeler sales, 4) Farmer terms of trade, 5) Tractor
Sales, 6) Agri exports, 7) Fertilizer sales, 8) Agriculture credit, 9) IIP food products, 10) Reservoir levels, and 11) Fiscal rural spending and 12)
Nominal agriculture GVA

2Compiled using nine indicators — 1) Employee cost of BSE500 companies, 2) CPI non-food inflation, 3) Personal credit, 4) IIP Consumer
durable goods, 5) Petrol consumption and 6) Real House Prices and 7) Non-farm consumer imports, 8) PV Sales and 9) Nominal non-
aericulture GVA

Nikhil Gupta — Research Analyst (Nikhil.Gupta@MotilalOswal.com)
Yaswi Agarwal — Research Analyst (Yaswi.Agarwal@motilaloswal.com)

Investors are advised to refer through important disclosures made at the last page of the Research Report.

Motilal Oswal research is available on www.motilaloswal.com/Institutional-Equities, Bloomberg, Thomson Reuters, Factset and S&P Capital.



MoTIiLAL OSWAL EC@S(®PE

Exhibit 1: Rural consumption grew at a four-quarter high of Exhibit 2: ...and urban consumption too rose sharply by
10.4% YoY in 1QFY23... 19.7% YoY last quarter
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...leading to an expected sharp growth of ~13% YoY in real PCE: In 4QFY22,
slowdown in both rural and urban consumption led to a five-quarter low growth of
only 1.8% YoY in real PCE. In 1QFY23, however, real PCE is likely to clock a strong
growth of 12.7% YoY fueled by faster overall consumption growth.

Exhibit 3: Sharp growth in both rural and urban consumption  Exhibit 4: ...might lead to ~13% YoY growth in Real PCE

in 1QFY23... during the quarter
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Source: Various national sources, CEIC, MOFSL

Strong growth in two- Indicator-wise analysis of rural consumption reveals that the four-quarter highest
wheelers, tractor sales, growth was on account of strong growth in two-wheelers, tractor sales, farm

farm exports and farm exports and farm credit, partly offset by continued contraction in rural wages,
credlt,'was partly Offsfet t')y further deterioration in terms of trade and contraction in government spending. In
continued contraction in L. . .
addition, faster growth in auto sales, personal credit, IIP for consumer durable
rural wages, further
deterioration in terms of goods and petrol consumption drove the four-quarter highest growth in urban
trade and contraction in consumption too in 1QFY23 (Exhibits 5 and 6).

government spending
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Exhibit 5: Rural consumption rose at a four-quarter high of 10.4% YoY in 1QFY23

Economic indicators, % YoY FY18 FY19 FY20 FY21 FY22 | 1QFY22 2QFY22 3QFY22 4QFY22 1QFY23
Nom agri GVA

Real agri wages
Real non-agri wages

Two-wheelers
Terms of trade*
Tractors sales
Agri exports
Fertilizer sales
Agri credit

11P: food products
Reservoir

Fiscal spending

Rural Consumption*
*Simple average of indicators Source: Various national sources, CEIC, MOFSL

Exhibit 6: Urban consumption grew strongly by 19.7% YoY in 1QFY23

Economic indicators, % YoY FY18 FY19 FY20 Fy21 FY22 | 1QFY22 2QFY22 3QFY22 4QFY22 1QFY23
Non-farm GVA

Real S&W

CPI non-food inflation
Domestic: PV sales

Personal credit

1IP: Consumer durable goods

Petrol consumption
Real house prices
Non-farm consumer imports: YTD

Urban consumption*
*Simple average of indicators Source: Various national sources, CEIC, MOFSL

South West monsoon Farm sector indicating a mixed bag...: The farm sector remains a bright spot;
(SWM) rainfallwas 7%  following is the list of factors indicating the same:
higher than normal all °Vetz 1. According to data from the India Meteorological Department (IMD), the South
Auglj:zcwi::\r;/sa;ziﬁis West monsoon (SWM) rainfall was 7% higher than normal all over the country
’ as of 29™ Aug’22, with as much as 26% higher rainfall in South India and 20%

26% higher rainfall in South
India and 20% higher higher rainfall in Central India (Exhibits 7 and 8).

rainfall in Central India

Exhibit 7: All-India cumulative rainfall was 7% above normal  Exhibit 8: ...due to surplus rainfall in the southern and

as of 29" Aug’22... central regions
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2. Kharif sowing as on 26" Aug’22 was 96.3% of normally sown area, the lowest in

three years (Exhibit 9).
3. Water reservoir level, at 84.7% of live storage, is at a multi-year high in FY23 so
far (Exhibit 10).
Exhibit 9: Kharif sowing as on 19" Aug’22 is at a three-year Exhibit 10: ...but water reservoir level in the country is at a
low... multi-year high
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Fiscal rural spending ...and government’s support is wavering: The government was very sympathetic

contracted 12.2% YoY in towards the rural sector in FY21, largely due to the adversity inflicted by the
1QFY23 v/s a decline of

34.2% YoY in 4QFY22.

pandemic. However, that support seems to be ebbing significantly in FY23. Rural
spending by the government (including Ministry of Agriculture and Farmer’s
Consequently, the share of - . o .
o Welfare, Department of Fertilizers, Drinking Water and Sanitation, Ministry of
rural spending in the total
spending reduced to only Panchayati Raj and Ministry of Rural Development) contracted 12.2% YoY in 1QFY23
9.4% in 1QFY23 from 12% in v/s a decline of 34.2% YoY in 1QFY22. Consequently, the share of rural spending in
1QFY22 and a 12-year high the Center’s total spending reduced to only 9.4% in 1QFY23 from 12% in 1QFY22
of 18.8% in 1QFY21  and a 12-year high of 18.8% in 1QFY21 (Exhibits 11 and 12).

Exhibit 11: Fiscal rural spending has been low since 4QFY22...  Exhibit 12: ...and so is its share as % of total spending
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19
17 17 16
15
32.8 26,2 1 15
148 142 13 1313 12
3. 113 89
B .
O ho)
(14.1) (322) (12.2)

— ™ n ~ o)) — o — ~ o < n Vo] ~ (o] )] o — ~ o™
— — — — — ~ le] — — — i i i i i i o (] o~ o~
T b b b b b & T X X T T oz oz oz oz ooz ooz

1Q of all years Source: Various national sources, CEIC, MOFSL

30 August 2022 4



MoTiLAL OSWAL

EC@SC(®PE

Other farm sector/rural economy indicators imply slowdown:

1. We compile real farm wages using five agricultural activities — ploughing/tilling,
sowing, harvesting/winnowing/threshing, picking and animal husbandry. After
contracting for the first time in five quarters in 4QFY22, real farm wage
continued its downtrend (albeit at a slower pace) in 1QFY23. We also compile
non-farm rural wage using another set of five professions — carpenter,
blacksmith, mason, tractor driver and sweeper. Data suggests the situation of
real non-farm wage is worst in the sense that it has contracted four times in the
past five quarters and the lone quarter when it grew was also very meager at
1.2% YoY in 3QFY22 (Exhibits 13 and 14)

Exhibit 13: Real rural farm wages continued contracting in Exhibit 14: ...and so did real rural non-farm wages last
1QFY23... quarter
Real agri wages, % YoY Real non-agri wages, % YoY
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2. Finally, the ‘terms of trade’ for the farm sector too has improved. Based on five

Exhibit 15: Farmers’ terms of trade continue to be

unfavorable during Apr-Jul’22...

items (high-speed diesel, electricity, fertilizers, pesticides and agricultural
machinery & implements), we estimate that farm input prices grew 29% YoY
during Apr-Jul’22 v/s a growth of only 13% seen in farm output prices during
the corresponding period (Exhibits 15 and 16). This highlights continued stress
in the farmers’ income.

Exhibit 16: ...with the gap between input and output prices
only widening

(% YoY) Agri output WPI Agri inputs WPI (%Yoy) ====- Agri Output WPI Agri inputs WPI
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Conclusion: Rural/urban consumption picked up in 1QFY23
There are three key takeaways from the analysis of proxy indicators of rural and
urban consumption in 1QFY23:

1.

Our analysis of 12 indicators within the rural sector reveals that the sector grew
10.4% YoY in 1QFY23 v/s 6.3%/13.0% YoY in 4QFY22/1QFY22, respectively, with
a growth of 2.4% YoY in FY22. Conversely, nine indicators within urban
consumption suggest that the sector rose 19.7% YoY during 1QFY23 v/s
7.2%/60.5% YoY in 4QFY22/1QFY22, respectively.

A close look at the farm sector, within the rural sector, suggests a mixed bag.
While southwest monsoon season has performed well this year v/s CY21,
leading to very high water reservoir levels, Kharif sowing hasn’t been great.
Additionally, both farm and non-farm rural wages continue to be low and
farmers’ terms of trade have been unfavorable since FY22. To top it all, fiscal
rural spending contracted in 1QFY23. On the brighter side, however, agricultural
credit as well as improved tractor and fertilizer sales brings some solace to the
rural sector.

Overall, while the rural and urban sectors have performed well in 1QFY23, the
base effect continues to drive growth. It is very likely that the commentary on
the very weak rural economy will start changing in the coming months.
However, within the rural sector, the farm economy is also not entirely out of
the woods yet, although some improvements are certainly visible. Importantly,
fiscal rural spending, which has been a boon (more in FY21 than in FY22) to the
rural sector in the past two years is now significantly low. This is a serious sign of
worry for the sector as a whole. Therefore, although we see strong growth in
real PCE in 1QFY23, it will wane gradually as we proceed into the year and the
base effect normalizes.
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necessary to arrive at an independent evaluation of an investment in the securities of companies referred to in this document (including the merits and risks involved), and should consult its
own advisors to determine the merits and risks of such an investment. The investment discussed or views expressed may not be suitable for all investors. Certain transactions -including those
involving futures, options, another derivative products as well as non-investment grade securities - involve substantial risk and are not suitable for all investors. No representation or warranty,
express or implied, is made as to the accuracy, completeness or faimess of the information and opinions contained in this document. The Disclosures of Interest Statement incorporated in this
document is provided solely to enhance the transparency and should not be treated as endorsement of the views expressed in the report. This information is subject to change without any prior
notice. The Company reserves the right to make modifications and alternations to this statement as may be required from time to time without any prior approval. MOFSL, its associates, their
directors and the employees may from time to time, effect or have effected an own account transaction in, or deal as principal or agent in or for the securities mentioned in this document. They
may perform or seek to perform investment banking or other services for, or solicit investment banking or other business from, any company referred to in this report. Each of these entities
functions as a separate, distinct and independent of each other. The recipient should take this into account before interpreting the document. This report has been prepared on the basis of
information that is already available in publicly accessible media or developed through analysis of MOFSL. The views expressed are those of the analyst, and the Company may or may not
subscribe to all the views expressed therein. This document is being supplied to you solely for your information and may not be reproduced, redistributed or passed on, directly or indirectly, to
any other person or published, copied, in whole or in part, for any purpose. This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of
or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or which would subject MOFSL to any
registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in
whose possession this document may come are required to inform themselves of and to observe such restriction. Neither the Firm, not its directors, employees, agents or representatives shall
be liable for any damages whether direct or indirect, incidental, special or consequential including lost revenue or lost profits that may arise from or in connection with the use of the information.
The person accessing this information specifically agrees to exempt MOFSL or any of its affiliates or employees from, any and all responsibility/liability arising from such misuse and agrees not
to hold MOFSL or any of its affiliates or employees responsible for any such misuse and further agrees to hold MOFSL or any of its affiliates or employees free and harmless from all losses,
costs, damages, expenses that may be suffered by the person accessing this information due to any errors and delays.

Registered Office Address: Motilal Oswal Tower, Rahimtullah Sayani Road, Opposite Parel ST Depot, Prabhadevi, Mumbai-400025; Tel No.: 022 71934200/ 022-71934263; Website
www.motilaloswal.com.

CIN No.: L67190MH2005PLC153397.Correspondence Office Address: Palm Spring Centre, 2nd Floor, Palm Court Complex, New Link Road, Malad(West), Mumbai- 400 064. Tel No: 022
7188 1000.

Registration Nos.: Motilal Oswal Financial Services Limited (MOFSL)*: INZ000158836(BSE/NSE/MCX/NCDEX); CDSL and NSDL: IN-DP-16-2015; Research Analyst: INHO00000412. AMFI:
ARN - 146822; Investment Adviser: INA000007100; Insurance Corporate Agent: CA0579 ;PMS:INP000006712. Motilal Oswal Asset Management Company Ltd. (MOAMC): PMS (Registration
No.: INP000000670); PMS and Mutual Funds are offered through MOAMC which is group company of MOFSL. Motilal Oswal Wealth Management Ltd. (MOWML): PMS (Registration No.:
INP000004409) is offered through MOWML, which is a group company of MOFSL. Motilal Oswal Financial Services Limited is a distributor of Mutual Funds, PMS, Fixed Deposit, Bond,
NCDs,Insurance Products and IPOs.Real Estate is offered through Motilal Oswal Real Estate Investment Advisors Il Pvt. Ltd. which is a group company of MOFSL. Private Equity is offered
through Motilal Oswal Private Equity Investment Advisors Pvt. Ltd which is a group company of MOFSL. Research & Advisory services is backed by proper research. Please read the Risk
Disclosure Document prescribed by the Stock Exchanges carefully before investing. There is no assurance or guarantee of the returns. Investment in securities market is subject to market risk,
read all the related documents carefully before investing. Details of Compliance Officer: Name: Neeraj Agarwal, Email ID: na@motilaloswal.com, Contact No.:022-71881085.

* MOFSL has been amalgamated with Motilal Oswal Financial Services Limited (MOFSL) w.e.f August 21, 2018 pursuant to order dated July 30, 2018 issued by Hon'ble National Company
Law Tribunal, Mumbai Bench.
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