INDIA ECONOMICS

INFLATION AND IIP

Inflation inches up, IIP moderates

CPl inflation rose to 8-month high of 3.2% in Jun19 led by food inflation, in
particular pulses, meat and fish. Industrial activity, on the other hand,
moderated to 3.1% in May’19. With drop in sown area this year, pulses prices
and thus food inflation is expected to increase. However, core inflation is
likely to moderate (4.1% in Jun’19). In FY20, CPl inflation will be within
RBI's target of 4%. A slowing global and domestic economy along with fiscal

consolidation implies room for 25 bps rate cut in Aug’19.
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lIP growth moderates: Industrial growth for May'19 moderated to 3.1% from
4.3% in Apr'19 on the back of deceleration in mining to 3.2% (5.1% in Apr19)
and manufacturing to 2.5% (4% in Apr'19). Within manufacturing, capital goods
reported an increase of only 0.8% (1.2% in Apr'19) and consumer durables
contracted by (-) 0.1%. On the other hand, FMCG production accelerated to
7.7% from 5.9% in Apr'19. Positive base effect had a role to play. Infra sector
rose by 5.5% compared with 7.2% in Apr'19. Electricity production improved to
a /-month high of 7.4% in May19 (6% in Apr'19).

Food inflation drove CPI higher: CPl inflation rose to 8-month high of 3.2% in
Jun19 from 3% in May’19 led by 30bps jump in food inflation (2.2% in Jun19
from 1.8% in May19). Higher food inflation was seen in meat and fish at 9% in
Jun19 (8.1% in May19) and pulses at 5.7% in Jun'19 (2.1% in May"19). Veggie
prices rose by 4.7% in Jun19 compared to 5.5% in May’19. Given the large drop
seen in sowing in pulses and oilseeds, we believe food inflation will accelerate
further in the year. However, excess supply in cereals (food stocks) will ensure

that food inflation remains anchored at less than 4% in FY20.

Core edged lower: Core inflation fell by 10bps to 4.1% in Jun’19 compared to
4.2% in May19. Deceleration was visible in household goods and services at
4.3% in Jun19 (4.6% in May19), transport and communication at 0.7% in
Jun19 (1.6% in May19) and recreation and amusement at 5.2% in Jun19 (5.6%
in May19). Lower oil price (10% in Jun19) have had a positive impact. Health
and education prices continued to gain traction. Higher gold prices led to
personal care inflation also inching up. Budget will also impart an inflationary
impulse in the form of higher taxes on motor spirit and customs duties.
However, an appreciating currency and muted demand will neutralise the

impact. For the year, CPl inflation is likely to remain below RBI's target of 4%.
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KEY HIGHLIGHTS

= CPlinflation rose by 3.2% in Jun'19 vs 3% in
May"19.

= Core inflation cools off to 4.1% in Jun19 vs

4.2% in May19.

= |IP growth eases to 3.1% in May19 from 4.3% in
Apr19.
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FIG1- CPIRISES TO A 8-MONTH HIGH AT 3.2%
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FIG 2 - LED BY HIGHER FOOD INFLATION
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FIG 3 - CORE EDGED DOWN TO 4.1% IN JUN’19 VS 4.2% IN MAY’19
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FIG 4 - MINING AND MANUFACTURING PUSHING IIP GROWTH LOWER
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FIGS - IIP EASES IN MAY’19
Sectoral (%) Weight May-19 Apr-19 May-18 Apr-May’20 Apr-May'19
1P 100.0 31 43 3.8 3.7 41
Mining 14.4 32 5.1 5.8 41 4.8
Manufacturing 77.6 25 4.0 3.6 3.2 4.2
Electricity 8.0 7.4 6.0 4.2 6.7 31
Use-Based
Primary Goods 34.1 25 5.1 57 37 4.3
Capital Goods 8.2 0.8 1.2 64 1.0 8.1
Intermediate  Goods 17.2 0.6 1.9 0.1 1.2 0.2
|Gm;rca)1§1;ructure and Construction 123 55 72 76 6.4 81
Consumer Durables Goods 12.8 (0.1 22 6.7 1.0 5.4
Consumer Non-Durables Goods 15.3 7.7 59 1.6) 6.9 26

Source: CEIC, Bank of Baroda Research
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Disclaimer

The views expressed in this research note are personal views of the author(s) and do not necessarily reflect the views of Bank of Baroda. Nothing contained in this
publication shall constitute or be deemed to constitute an offer to sell/ purchase or as an invitation or solicitation to do so for any securities of any entity. Bank of Baroda
and/ or its Affiliates and its subsidiaries make no representation as to the accuracy; completeness or reliability of any information contained herein or otherwise provided
and hereby disclaim any liability with regard to the same. Bank of Baroda Group or its officers, employees, personnel, directors may be associated in a commercial or
personal capacity or may have a commercial interest including as proprietary traders in or with the securities and/ or companies or issues or matters as contained in this
publication and such commercial capacity or interest whether or not differing with or conflicting with this publication, shall not make or render Bank of Baroda Group
liable in any manner whatsoever & Bank of Baroda Group or any of its officers, employees, personnel, directors shall not be liable for any loss, damage, liability whatsoever

for any direct or indirect loss arising from the use or access of any information that may be displayed in this publication from time to time.

Visit us at www.bankofbaroda.com
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For further details about this publication, please contact:

Economics Research Department
Bank of Baroda

chief.economist(@bankofbaroda.com
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