


This May Impact Your Investments!! 



Services Sector Powers Near 8% Real GDP 

Growth In Q1, Highlights Strong Momentum 

Real GDP growth accelerated to 7.8% yoy in the first quarter of the current fiscal year, 

registering the strongest growth in the last 4 quarters. The headline print was along the 

expected lines, as various coincident and leading indicators of economic activity pointed 

towards improving momentum, particularly in the services sector. Based on the sectoral 

break-up of GDP data, the services sector, which constitutes over 60% of output, recorded 

10% yoy growth, coming on top of 16.3% growth in the same quarter last year (Q1FY23). 

Non-farm sector GDP growth accelerated to 8.6% yoy from 6.6% in the preceding quarter 

(Q4FY23), as manufacturing sector growth improved marginally. On the spending side, 

domestic drivers of private consumption and capital formation led by the public sector 

continue to power growth, while the external sector remains a drag – a pattern seen over 

the last fiscal year too. 

Interestingly, external sector drag deteriorated over the quarter, even as the merchandise 

trade deficit fell during the quarter in comparison to Q1FY23. Imports registered double-

digit growth in real terms, even though they contracted in nominal terms on the back of 

sharply lower commodity prices. This divergence shows that underlying imports demand 

remained strong – a reflection of the strength of overall domestic demand conditions. 

Exports contracted both in real and nominal terms, as global merchandise trade growth 

continued to slow down on the back of slowing manufacturing activity. 

Spending side break-up of the data also showed a large contribution to growth coming from 

statistical discrepancies, which arise due to different methods of estimating the GDP 

numbers. That adds some noise to the data. GDP estimates will get revised in future as 

more data becomes available and private consumption or capital formation growth could 

turn out to be higher. 

The sectoral break-up of GDP estimates shows that GVA growth came in at 7.8% yoy, 

helped by 3.5% yoy growth in farm and allied sectors, 4.6% yoy growth in industry, and 

10% yoy growth in services. In the services sector, growth during the quarter was driven by 

strong and broad-based momentum in both consumer and producer services in the private 

sector. Among the major sub-sectors, construction registered 7.9% yoy growth supported by 

a sharp increase in public sector capex on roads and highways and buoyant activity in 

residential real estate.  



Financial services showed strong performance too on the back of robust bank credit 

demand, a pick-up in deposit mobilisation, strong treasury income and stable asset 

quality. Business and professional services too showed steady growth led by IT service 

exports. As a result, financial, real estate and professional services recorded 12.2% yoy 

growth, registering their strongest performance since Q1FY17. Consumer services like 

travel, hotels, trade and tourism services also witnessed over 9% growth for the third 

successive quarter. This broad-based resurgence in services sector activity could continue 

over the second quarter and would aid growth in private  consumption, the largest 

component of GDP.  Manufacturing sector activity is likely to get a fillip from the start of 

the festival season, which is likely to help boost sales. Farm sector growth could be 

adversely impacted by the shortfall in the monsoon rains, even as the summer crop 

sowing, measured by the net sown area, remains at the same level as last year. 

The domestically oriented nature of India’s growth is visible in the spending side break-up 

of the GDP estimates. Private consumption growth accelerated to 6% yoy during Q1FY24 

from 2.83% yoy in Q4FY23, helped by strong and resilient urban demand.  Government 

consumption growth remained tepid, registering de-growth of -0.72% yoy, as central 

government restrained revenue spending, while increasing capital spending sharply by 

about 59% yoy during the quarter. Gross fixed capital formation registered 8% yoy 

growth, a tad slower than 8.9% yoy in Q4FY23, on account of the high statistical base 

effect. Central and state government capital expenditure registered robust growth during 

the quarter. Real investment rate as percentage of GDP was largely unchanged at 36.2% 

in Q1FY24 from 36.4% in Q1FY23.  The prospects of investment activity holding at these 

levels remain bright, on the back of improved capacity utilization in the manufacturing 

sector, strong bank credit demand and improved business sentiment. 

The private sector capex outlook is improving too. Based on an analysis by the RBI, 

envisaged capex has increased significantly to Rs 1715.7 billion for the current fiscal year 

as against Rs. 948.76 billon in the previous year. Global policy uncertainty and rising cost 

of borrowing can continue to deter actual investments though. The external sector 

remained a drag on growth, as exports of goods and services registered a de-growth of -

7.7% yoy in Q1FY24, while imports registered 10.1% yoy growth. Private consumption 

and gross capital formation together contributed 80% of the headline GDP growth. Net 

exports dragged headline growth by almost 4.6%, while statistical discrepancies provided 

over 6% of the headline, countering the external sector drag in the process. 

 



The outlook for economic activity remains promising, even though real GDP growth over 

the rest of the year is going to slow down on the back of a high statistical base, domestic 

monetary tightening, resurgent food inflation and slowing global economic and trade 

growth adversely impacting exports demand. A broad-based services sector growth would 

continue help drive growth in the near-term helping to support urban demand. Rural 

demand recovery hinges on the out-turn of monsoons during September, which can not 

only impact summer crop sowing but also soil moisture and water reservoir levels for the 

winter crop. 

Ahead of key state elections some fiscal support to counter food and fuel inflation can be 

expected and will help support overall consumption. Investment activity is likely to 

remain strong, helped by the front loading of central government budgeted capex of Rs. 10 

trillion and support for state level capex. Even private sector capex is showing signs of 

pick-up in certain sectors and is being facilitated by the strong balance sheets of banks. 

However, volatility in global capital markets in the backdrop of tighter financial 

conditions can act as a headwind. External sector drag can continue, especially if domestic 

demand continues to support non-oil, non-gold imports demand on top of negative exports 

growth. Overall real GDP growth for the fiscal year FY2023-24 can print around 6.3%. 

In terms of implications for monetary policy, the headline growth was in line with the RBI 

estimate of 8% for the quarter. The monetary policy focus would thus remain on inflation. 

In that context, the RBI’s state of the economy report for August 2023 notes that the 

output gap turned positive in Q4FY23, after remaining negative since Q4FY20. The 

pandemic induced slack in the economy is thus closed. The first quarter GDP print would 

further reinforce the resilience of the underlying growth conditions. 

The RBI through the incremental CRR hike announced alongside the August MPC 

meeting, has already pushed up its operating target rate, the weighted average call rate, 

by about 25 bps by removing excess liquidity worth Rs. 1.1 trillion. In all likelihood, the 

incremental CRR hike is unlikely to be fully reversed in September. This temporary and 

pre-emptive monetary tightening in turn would help counter the second round impact of 

the vegetable price driven spike in the headline inflation, at a time when there is no slack 

in the economy and core inflation is sticky around 5%. The MPC in its October meeting 

would weigh on whether the strong growth impulses are reinforcing demand side inflation 

pressures and the first quarter GDP would give them a reason to remain cautious. 



NBFCs Risk Profitability If They Binge 

On Unsecured Loans 

India’s non-bank finance companies have had a great run of profitability in FY23 which 

extended to the first quarter of FY24 as well, notwithstanding the beginnings of 

challenges on margins. Lenders are now risking this streak as they continue to binge on 

unsecured retail lending, just like their banking peers. 

Such has been the rise that the Reserve Bank of India (RBI) has sounded a note of 

caution, again. In a meeting with the top layer of large NBFCs on Friday, Governor 

Shaktikanta Das urged lenders to pay close attention to unsecured loans and their 

quality. Das has asked lenders to remain vigilant and have strong risk management and 

corporate governance in place to avoid accidents. The worry is shared by investors as well 

as the management of some lenders too. A month ago, Bajaj Finance Ltd’s chief Rajeev 

Jain expressed his worry over the unbridled growth in unsecured retail lending. Such a 

warning from the consumer lender whose business model is based on unsecured retail 

lending should not be taken lightly. 

But why is unsecured lending by NBFCs worrying everyone now? 

NBFCs by nature target riskier credit profiles to lend, as typically they target borrowers 

that banks do not lend to. Unsecured loans by nature do not have the comfort of collateral 

for the lender in case of stress. For NBFCs, this means the risk of non-performance is far 

higher than for banks. The share of unsecured lending could rise to 18 percent of NBFCs’ 

loan book by FY24 from 12 percent two years ago, according to ICRA Ltd. While 

unsecured loans are growing at a fast clip, secured housing loan growth is decelerating. 

NBFCs have also been lending to first time borrowers that do not have a credit history. In 

other words, the lender does not have a reference point to be confident of getting the 

money back. Further, NBFCs have been tying up with fintechs to drive loan growth where 

the extent of oversight on credit risk pricing is diluted. The performance of unsecured 

loans should also be another reason to worry. India Ratings pointed out that during 

normal times, 4-6 percent of unsecured loans tend to turn bad. An increase in stress could 

easily take these ratios further up. 

 



While their asset side is riskier compared with banks, the dependence of NBFCs on 

institutional sources of funds puts their liabilities vulnerable to cost increases. In episodes 

of stress, NBFCs will face a double whammy of rise in non-performance on the asset side 

and an increase in the cost of liabilities. A decline in the quality of their assets would 

directly influence the cost of their liabilities as investors would demand higher 

compensation to put money into NBFCs. 

The odds of unsecured loans getting into trouble are not negligible. Analysts at India 

Ratings Ltd have flagged a good reason for this. The leverage on the balance sheet of 

Indian households has been rising fast in recent years. In FY22, personal loans as a 

percentage of gross domestic product (GDP) were around 15 percent, higher than the ratio 

of savings to GDP for households. Ten years ago, the situation was the opposite with 

savings to GDP ratio far outstripping that of loans to GDP for Indian households. This 

shows the sharp rise in leverage on balance sheets. Recall that overleveraged corporate 

balance sheets were behind the painful bad loan cycle that snuffed out the capital of banks. 

Since India’s households are predominantly savings-oriented, a surge in leverage does not 

mean an automatic decline in repayment capacity. Repayment depends on income growth, 

and this is where it gets worrying. Real wages have been stagnant in India for many years 

and the trend hasn’t changed dramatically post the pandemic. The periodic labour force 

survey (PLFS) data shows that real wages have been flat post pandemic. Real rural wages 

have declined over time. This does not augur well for the repayment capacity of households. 

NBFCs may need to resist the temptation of sharp growth and tighten their credit 

underwriting rules for unsecured loans. Growing the loan book may bring upfront profits 

but the real proof of the pudding is getting back the monies. High profitability today at the 

cost of quality is a sure path towards greater pain in the coming years. 



Look What Our Research Analyst Has To Say... 

Nifty for the past 2 Weeks traded sideways in a wide range of 19,600-19,250 

rejection both edges twice and making the boundaries strong and solid and it will 

take  good amount of effort for both bulls and bears to breach past the outer 

boundaries of the range. The Pivots for 3 Weeks is now in a very tight range  and 

prices have closed above both the weeks Pivots and is in a strong closing position, 

hence the markets are bullishly positioned. Any dips towards 19,340-19,300 should 

be used as an opportunity to go long for an upside targets of 19,600 with a  stop on 

close below 19,200. Any close below 19,200 will be a bearish breakdown and the 

index will head to test 18,800. 

Anshul Jain  

Sr. Research Analyst 
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HOTEL SECTOR 

The outlook for chain-affiliated hotels in the upcoming festive season appears robust due to 

strong domestic demand, increased foreign tourist arrivals resulting from events like the     

G-20 Summit and the Cricket World Cup, and the upcoming wedding season. Investors are 

optimistic about a strong year in FY24E, with double-digit Average Room Rate (ARR) and 

Revenue per Available Room (RevPAR) growth. Domestic tourism is expected to drive hotel 

room demand, outpacing room supply in the medium term.  

While short-term events will temporarily boost occupancies and ARR, sustained demand is 

expected due to resilient domestic tourism, potential foreign tourism revival, and recovering 

business travel. The industry is in the early-cycle expansion phase, with peak occupancies 

and ARRs expected in the next 18-24 months. The economics favor brand owners over hotel 

owners due to lower starting Return on Capital Employed (ROCE) for hotel owners, but 

ROCEs can rise significantly during upcycles. Hotel companies are likely to balance owned 

and asset-light properties for optimal growth. 
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Motherson Sumi Wiring India (MSWIL), a joint venture between Sumitomo Wiring 

System and Motherson Group. It holds a dominant position in India's wiring harness 

industry, boasting a substantial market share exceeding 40%. In terms of financial 

performance, the company recently reported a strong quarter, partly attributed to an 

improved raw material to sales ratio achieved through strategic product mix 

adjustments and localization efforts.  

In terms of business updates, the company has commenced supplying high-voltage 

harnesses to key players in the electric vehicle (EV) commercial sector. Furthermore, 

the utilization of newly added facilities has been gradually increasing, with one plant 

operating at approximately 55% capacity and another at around 80%. The company 

anticipates a capital expenditure of roughly Rs. 125 crores in the current year. 

MOTHERSON SUMI 

Market Cap. EPS Net Profit ROE Promoter Holding 

₹ 29,135 Cr ₹ 1.10 ₹ 484 Cr 39.8% 61.7% 



Jayaswal Neco Industries Limited (JNIL) is the flagship company of the NECO 

Group of Industries, originally founded in 1976 as a small-scale Iron Foundry. It has 

evolved into a prominent producer of Iron and steel castings and engages in the 

manufacturing and supply of various metal products. JNIL boasts India's largest 

production capacity for Iron and Steel castings, with 140,000 MTPA.  

The company operates multiple divisions, including Steel, Automotive Casting, 

Construction Casting, Engineering Casting, and more. In terms of revenue, the Steel 

Segment dominates, contributing around 91.4% of the total revenue in FY22, 

followed by the Iron and Steel Castings Segment at approximately 8.5%.  

JAYASWAL NECO 

Market Cap. EPS Net Profit ROE Promoter Holding 

₹ 3,185 Cr ₹ 2.38 ₹ 231 Cr 14.3% 48% 
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