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India Data Watch: IIP recovers, inflation cools to 2%

Feb 13, 2018

CPI Inflation edges lower to 2.05% in January from 2.11% in December

India’s retail inflation came in lower than market expectations for the eighth consecutive

month. This time, the downside surprise was not just on account of food, but other items

like clothing, footwear, and tobacco also recorded lower than expected inflation. Fuel

and light inflation was at its lowest level since 2012 (the start of the inflation series),

primarily on account of the cut in LPG prices in January.

Food prices declined by 0.7% MoM on account of the downward momentum in
Fruits (-2.9% MoM), Vegetables (-2.8% MoM), Sugar & Confectionary (-1.1%
MoM), and Spices (-0.8% MoM).

Fuel inflation moderated from 4.5% YoY in December to 2.2% YoY in January.
The decline was primarily on account of a cut in LPG prices in the month of
January. For the subsidized cylinder, domestic cooking gas (LPG) price was cut
by Rs 5.91 per cylinder to Rs. 494.99 at the start of the month (-1.2%) while the
price of non-subsidized or market priced LPG rates were cut by Rs. 120.50 to
Rs. 689 per 14.2kg cylinder (-14.9%). This is what transpired into lower fuel
inflation in the overall CPI basket and shaved off around 0.1 ppt from the

headline number.

Core-core inflation (CPI ex Food, Fuel, Petrol and Diesel) moderated to 5.4%
YoY in Jan-19 from 5.4% in Dec-18. The sequential momentum also softened on
the back of easing inflation for Clothing & Footwear categories and also some
items in the services category. However, inflation for the healthcare and
education services, especially for the rural areas, which shot-up unexpectedly in

December remained high in January as well at 10.1% and 9.5% respectively.
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Rural inflation moderates while urban remained unchanged
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Inflation: Urban vs. Rural
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Source; CEIC and HDFC Bank

IIP growth picks up but remains in a subdued territory

Industrial production growth in India recovered in December to 2.4% YoY from an 18-

month low of 0.3% YaoY in November. However, the annualized reading still remained

lower than the FYTD average of 4.7% and also, adjusted for the seasonal discrepancies,

the rise was at a modest 0.1% MoM in January.

The mining output contracted by 1.0% YoY in Dec-18. Meanwhile, the
manufacturing sector showed a recovery to 2.7% YaoY, contrary to what the other
lead indicators like PMI and core sector data suggested (weak momentum

continuing).

On the use-based side, the silver lining was that the capital goods output
recorded a positive growth despite an unfavorable base effect. This should come
as a relief, especially when the category showed a decline of 3.1% YoY in
November. Somewhat worrying aspect was the second straight month of decline
in the intermediate goods output on account of contraction in output for copper

bars, rods and pig iron.

In terms of specific products, furniture recorded the weakest numbers followed by

coke and refined petroleum products. On the other hand, tobacco products,
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transport equipment and wearing apparel were the major drivers on the positive
side.

Industrial Production Details

IIP 4.8 4.6 8.4 0.3 24
Mining 0.6 0.1 7.2 2.7 -1.0
Manufacturing 5.2 4.8 8.2 -0.6 2.7
Electricity 7.6 8.2 10.8 5.1 44
Primary Goods 2.5 26 6.1 3.2 -1.2
Capital Goods 10.3 6.9 17.0 -3.1 5.9
Intermediate Goods 2.9 1.5 2.0 -4.9 -1.5
Infrastructure & Construction Goods 8.0 9.5 8.9 5.0 10.1
Consumer Durables 5.5 5.4 18.0 2.1 29
Consumer Non Durables 6.5 6.4 8.8 -0.6 5.3

Source; CEIC and HDFC Bank

Putting it all together

o CPlreading has been lower than expected but it doesn’t change our view that
the inflationary pressures are likely to remain subdued in the economy. It just
reinforces it further. On account of sustained downside in food inflation, we have
further revised our FY19 inflation estimate from 3.6% to 3.4% and for FY20 from
4.0% to 3.6%. The latest inflation reading actually reinforces our expectations for
a rate cut in the April meeting of the RBI.

Inflation Trajectory going forward
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The IIP growth might have recovered from the lows of December but the details
are mixed and we still cannot categorize the current growth dynamics as broad-
based. Given the weakness in the intermediate goods, the moderation in the PMI
readings, and the weak mining sector growth, it would be safe to conclude that
the economy still needs some hand-holding in the form of government
investments (higher fiscal spending) and monetary easing in the form of cut in

interest rates.

We expect the bond markets to react in a positive fashion today with some
buying at the current levels. Expectations of another rate cut in April could lead to
marginal decline in the benchmark bond yield to around 7.2% levels in the short
term before the borrowing anxiety kicks-in and lead to reversal in the yields
trajectory June onwards. For our detailed outlook on bond yields, read “Central
Bank Watch: ‘Growth’ is back in the RBI’s vocabulary”, 7" February 2019.

On the international front, the mood was somewhat positive yesterday on hopes that

the U.S.-China trade talks could result in an agreement. Trade talks resumed as U.S.

Treasury Secretary Steven Mnuchin and Trade Representative Robert Lighthizer arrived

in Beijing, ahead of high-level talks scheduled later this week. This is likely to keep the

markets upbeat and we could see some buying in the EM currencies today.



https://www.hdfcbank.com/htdocs/aboutus/News_Room/pdf/RBI-Watch-feb-7-Policy.pdf
https://www.hdfcbank.com/htdocs/aboutus/News_Room/pdf/RBI-Watch-feb-7-Policy.pdf
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FX and Bonds Update

FII Net Investment (USD bn, Debt and Equity) 78 India Yield Curve (%)
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Bond Yields (Benchmark 10-Year) FX Market(All vs. USD)
Latest Level (%) | WID (bps) | CYTD (bps) Latest WTD (%) | CYTD (%)
us 2.69 4 4 Dollar Index 96.65 0.0 0.3
Germany 0.13 -11 EUR 113 01 -0.9
Japan 0.00 0 -1 JPY 111 -0.8 -0.3
UK 1.19 1 -8 GEBP 129 -0.3 le6
Canada 1.92 4 4 CAD 132 -0.6 -3.2
Australia 2,15 0 -21 INR 70.44 1.0 -0.8
China 3.10 -5 -17 CNY 675 -0.2 1.8
India 7.29 4 3 NB: positive change reflects appreciation against the dollar

MB: For Bond yields, 2029 (7.26%) 10 year bond is used for latest levels.

FII Flows (USD mn)

Net Government market borrowings (INR trn)

Equity Debt Total Centre State

Yearly
12-Feb-19 -57 -60 117 0 ~on e
FY10-till date 6388 7174 | -13562 FY18 148 341
FY18 1019 18505 | 22524 FY19TD 353 2.83




