INDIA ECONOMICS

INFLATION AND IIP

Growth improves; inflation firms up

Industrial production rebounded sharply to 0.2% in Sep’20 from a decline of
7.4% in Aug’20 with improvement across sectors. CPl inflation rose to 7.6%, a
77-month high, led by food especially vegetables and pulses. Protein inflation
may not fall soon. Core inflation remained sticky at 5.9% with jump in
housing and recreation and amusement. While inflation is expected to fall to
5.5% in H2FY21 and 4.4% in FY22, the continuous overshoot of inflation over

RBI’s trajectory shows no room for rate reduction in the coming months.
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Broad based increase in lIP: Industrial output rose sharply to a 7-month high of
0.2% in Sep’20 from a decline of 7.4% in Aug'20 led by mining and electricity
at 1.4% and 4.9% respectively. Manufacturing declined by only 0.6% in Sep’20
compared with a decline of 7.9% in Aug’20. Within manufacturing, across the
board improvement was visible with consumer durables, FMCG and infra
sectors registering positive growth. Capital goods too contracted only by 3.3%
compared with 14.8% in Aug’20. Primary goods also contracted only by 1.5%
(10.8% decline in Aug’20). The recovery has continued in Oct’20 and Nov'20

as visible in a number of high frequency indicators.

CPI at 77-month high: CPI print rose to 7.6% in Oct’20 from 7.3% in Sep’20.
This was on account of higher food inflation (11.1% from 10.7% in Sep™20).
Vegetable inflation rose by 22.5% compared with 20.8% in Sep20. Out of ten
items, six items of food inflation continued to post double digit inflation
consecutively for three months. Significant jJump in inflation was noticed for
pulses (18.3% from 14.7% in Sep’20) and eggs (21.8% from 15.6% in Sep’20).
While vegetable (seasonal) and cereal (abundant food stocks) inflation may

decrease, protein based inflation may only come down with a lag.

Core inflation at 5.9%: CPI excluding food and fuel inched up by 10bps to 5.9%
in Oct’20 from 5.8% in Sep’20. This was led by significant jump in housing
inflation (3.3% from 2.8%), recreation and amusement (4.7% from 3.7% in
Sep’20) and health (5.2% from 4.9% in Sep’20). Transport and communication
(11.2% from 11.5% in Sep’20) and personal care items (12.1% from 12.4% in
Sep’20) showed some moderation. We believe the continuous overshoot of
inflation over and above RBI’s trajectory implies no room for further rate cuts
when underlying growth is recovering as India’s Covid-19 infection rate

continues to fall.
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KEY HIGHLIGHTS

= CPlinflation rises to 7.6% in Oct’20 from
7.3% in Sep’20 led by food inflation.

= Core inflation inched up by 10bps to 5.9%.

= |IP rose sharply to 0.2% versus a dip of 7.4% in
Aug’20.
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FIG1- CPI INFLATION ROSE TO A 77-MONTH HIGH DRIVEN BY FOOD
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Source: CEIC, Bank of Baroda Research

FIG2 - VEGETABLE & PULSES LED THE INCREASE
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FIG 3 - CORE INFLATION ROSE BY 10BPS TO 5.9% IN OCT’20
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Source: CEIC, Bank of Baroda Research
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FIG 4 - BROAD BASED SLOWDOWN ON FYTD BASIS
W Apr-Sep'19 W Apr-Sep20
N pr=ep pr=ep 4.0%
5% 1 13% 1.0% 1.0%
0%
(5%)
10%)
(15%)
20%) (15.3%)
25%) - (211%)
(23.6%)
(30%) -
[P Mining Manufacturing Electricity
Source: CEIC, Bank of Baroda Research
FIG5 - IIP GROWTH RECOVERS IN SEP’20
Sectoral (%) Weight Sep-20 Aug-20 Sep-19 Apr-Sep'20 Apr-Sep'19
[P 100.0 0.2 7.4) 4.6) 1.1 1.3
Mining 14.4 14 (9.0) (8.6) (15.3) 1.0
Manufacturing 77.6 (0.6) 7.9) (4.3) (23.6) 1.0
Electricity 8.0 49 1.8) (2.6) (8.0) 4.0
Use-Based
Primary Goods 341 1.5 (10.8) 5.2 (14.3) 1.2
Capital Goods 8.2 (3.3) 14.8) (20.5) (40.9) 10
Intermediate  Goods 17.2 (1.4) (6.0) 6.8 (23.4) 9.5
Infrastructure and Construction 123 07 1.6) 7.0) (25.6) a.4)
Goods
Consumer Durables Goods 12.8 2.8 9.6) (10.5) (39.1 [GX))
Consumer Non-Durables Goods 153 41 (2.3) amn (7.8) 51
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.in
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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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