INDIA ECONOMICS

INFLATION AND IIP

Inflation remains uncomfortably high, IIP improves

India’s industrial recovery continued with a decline of 8% in Aug’20 as against
10.8%. Most indicators suggest significant improvement in Sep’20. Inflation
has increased further to 7.3% in Sep’20 led by food inflation at 10.7%. Within
food as many as 6 items reported double digit increase. Core inflation also
remains entrenched at 5.7% due to transport (retail fuel) and personal effects
(gold). While inflation is expected to moderate, it will remain above RBI’s

target. RBI will focus on accommodative liquidity to propel growth.
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IIP in recovery mode: Industrial output contracted at a slightly slower pace of
8% in Aug’20 compared with a decline of 10.8% in Jul'20. Mining and
manufacturing output recovered. Electricity output too declined by only 1.8%
in Aug’20. Within manufacturing, intermediate (decline of 6.8% in Aug’20
from 11.7% in Jul’20), infrastructure (decline of 2.3% in Aug’20) and consumer
durable goods (contracted by 10.3% in Aug’20) saw maximum improvement.
Data released for Sep’20 is even more encouraging with positive momentum

seen in electricity output, exports, fuel demand and manufacturing PMI.

CPl rises, driven by food: After noting a slight dip in Aug20, CPl inflation
edged up in Sep’20 to 7.3%, an 8-month high. Food inflation rose sharply from
9.1% in Aug’20 to 10.7% in Sep’20 led by vegetables (20.7% in Sep’20 versus
11.5% in Aug’20), eggs (15.5% versus 10.1%) and meat and fish (17.6% versus
16.5% in Aug’20). Prices of 10 out of total 12 items under CFPl increased by
more than 4%, with 6 items registering double digit increase. Inflation in protein
based items may not moderate so easily. However some moderation was visible

in cereal prices at 4.7% versus 5.9% in Aug'20.

Core inflation moderates: Core inflation moderated by 10bps to 5.7% in Sep20
from 5.8% in Aug’20. This was driven by lower inflation in the personal care
items (12.3% in Sep’20 from 14.5% in Jul20). Notably gold prices fell by 2.4%
in Sep’20 on a MoM basis. Housing and recreation reported a decline as well.
On the other hand, inflation in transport and communication (11.5% in Sep’20
versus 11% in Aug’20) and education (2.2% in Sep™20 versus 1.7%) edged up. A
weak demand side is reflected in moderation in most categories of core inflation
apart from transport and personal effects (supply side). We expect inflation at
5.1% and 4.4% in Q3 and Q4FY21 (avg.) thus ruling out any further rate cuts.

However, liquidity conditions will remain accommodative to support growth.
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KEY HIGHLIGHTS

= CPlinflation rises to 7.3% in Sep’20 from 6.7%

in Aug’20 led by food inflation.

= Core inflation edged down by 10bps to 5.7% in
Sep’20.

= |IP growth contracted at a slower pace of 8%

versus a dip of 10.8% in Jul'20.
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FIG1- CPI INFLATION RISES TO AN 8-MONTH HIGH DRIVEN BY FOOD
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FIG 2 - VEGETABLE PRICES LED THE INCREASE

 Meat and fish, YoY Vegetables, YoY

e Pulses and Products

Food inflation, YoY (R)

100%
80% 12%
60%
8%
40%
20% 4%
0% 0%
o o (o)} [ [} o @] o o o o o o o
- - - = - ~ ~ ~ ~ ~ ~ ~ ~ ~
P $ © 3 9 c S 5 5 P c = o o
< v O zZz o S ¢ = < 2 3 ° I &
Source: CEIC, Bank of Baroda Research
FIG 3 - CORE EDGED DOWN
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FIG 4 - BROAD BASED SLOWDOWN IN IIP ON FYTD BASIS

W Apr-Aug19 B Apr-Aug20

10% 1 53%
5% 4 25% 2.8% 21%
0% -
(5%) -
(10%) -
(15%) - (10.4%)
(20%) 1 (17.9%)
(25%) -
30%) J (25.0%)
( ) [P Mining N\anufa(cztﬁg%g) Electricity
Source: CEIC, Bank of Baroda Research
FIG5 - IIP GROWTH RECOVERS IN AUG’20
Sectoral (%) Weight Aug-20 Jul-20 Aug-19 Apr-Aug20 Apr-Aug19
1P 100.0 (8.0) (10.8) (1.4 (25.0) 2.4
Mining 14.4 9.8 (12.8) 0 18.2) 2.8
Manufacturing 77.6 (8.6) 1M.6) .7 (27.9) 2.0
Electricity 8.0 (1.8) 2.5 0.9 (10.4) 52
Use-Based
Primary Goods 341 an (10.8) 1.0 (16.5) 25
Capital Goods 8.2 15.4) 22.8) 209 (47.8) (7.9)
Intermediate Goods 17.2 (6.8) m.n 7.3 (28.3) 101
Qirastructure and Construction 123 23) 8.6) 57) (30.8) ©4)
Consumer Durables Goods 12.8 (10.3) (23.0) ©.7 47.2) 4N
Consumer Non-Durables Goods 15.3 3.3 1.8 31 (9.0) 6.5

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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