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August headline CPI stays high on food inflation 

Headline CPI inflation softened to 7.8% in August from 8.0% in July. The food component 
remained steady at 9.2%. Within food, the sequential increase in vegetable prices moderated to 
7% (15.1% yoy) from 16% (16.8% yoy) a month earlier. Inflation in other sub-categories in food 
was mixed, with increases seen in milk, pulses and fruits and a mild correction in cereals. Although 
the monsoons have significantly revived—the deficit is now just 11%—the impact of late rains on 
prices of crops (such as onions) and of higher precipitation in some regions poses some upside risk 
to food inflation.  

Moderation of core CPI sustained 

Core CPI (ex food and fuel) inflation continued its secular decline, easing substantially in August to 
6.9%—the lowest since the inception of the series. The correction was across the board, with the 
largest contribution being from miscellaneous items (education, medical care and household 
requisites) which corrected from 6.6% to 5.9% in August. The consistent easing of core CPI 
inflation indicates the tight monetary policy is likely working to depress demand-side pressure on 
inflation. We expect favorable base effects along with continuing demand compression to help to 
ease core CPI inflation in the coming months to average 6.8% in FY2015 from 8% in FY2014. 

July IIP plummets on weak consumer and capital goods  

IIP plunged to 0.5% in July (average 4.2% in 1QFY15), with the manufacturing sector contracting 
by 1% from average growth of 3.5% in 1QFY15. More importantly, the sequential momentum of 
the IIP has abated sharply, now at ~1.2% 3m/3m SAAR (see Exhibit 2). Capital goods were 
volatile, contracting 3.8% after a sharp pick-up to 23.3% a month earlier. But excluding capital 
goods, IIP looked sluggish at 1.2%. This was partly due to a plunge in consumer durables 
(contracted for the second consecutive month: (-)20.9% in July from (-)23.4% in June), even as 
consumer non-durables grew at 2.9%.   

RBI to remain in wait-and-watch mode 

The favorable combination of a lower IIP growth and lower headline CPI inflation is unlikely to 
change the RBI’s monetary policy stance immediately. With an 8% target for January 2015 now 
apparently achievable, the RBI will turn its focus on the 6% target, to be achieved by January 
2016. With most of India’s inflation remaining a supply-side phenomenon, any policy-driven push 
to growth can be inflationary in the medium term. We believe the RBI will continue to be watchful 
of such a situation. Further, the other worry for the RBI could be the change in the interest rate 
dynamics in the US, especially the pace of the same. These factors are expected to keep the RBI in 
pause mode, at least until the end of FY2015.  
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Lackluster growth, sticky inflation. Headline CPI inflation of 7.8% in August was 
lower than that in July but food inflation was high at 9.2%. Core inflation eased by  
~50 bps, indicating weak underlying demand-side dynamics. Industrial production 
weakened to a meager 0.5% rise in July. The demand slack is also indicated in a 
contraction in the consumer goods sector, and the capital goods sector, which contracted 
3.8%. With an 8% CPI target by January 2015 looking achievable, the RBI is expected 
to focus more on the next target of 6%, to be achieved by January 2016, leaving little 
scope for it to change the course of monetary policy. 

 INDIA 

SEPTEMBER 12, 2014 

UPDATE 

BSE-30: 27,061 

  

 
QUICK NUMBERS 

• August CPI inflation 
at 7.8%; core 
inflation at 6.9% 

• July IIP prints 0.5%; 
consumer durables 
sector contracts 
20.9%; capital 
goods sector 
contracts 3.8% 

• RBI likely to be on 
an extended pause 
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Exhibit 1: 8% CPI inflation by January 2015 looks achievable  
Headline and core CPI inflation (%) 

5

6

7

8

9

10

11

12

Ja
n-

12

M
ar

-1
2

M
ay

-1
2

Ju
l-1

2

Se
p-

12

N
ov

-1
2

Ja
n-

13

M
ar

-1
3

M
ay

-1
3

Ju
l-1

3

Se
p-

13

N
ov

-1
3

Ja
n-

14

M
ar

-1
4

M
ay

-1
4

Ju
l-1

4

Se
p-

14

N
ov

-1
4

Ja
n-

15

M
ar

-1
5

Headline CPI Core CPI

7.8

6.2

7.8

6.9

 

Source: CEIC, Kotak Economic Research estimates 

 

Exhibit 2: IIP momentum has plummeted sharply 
Trends in India’s IIP (%3M/3M,SAAR)   

(25)

(20)

(15)

(10)

(5)

0

5

10

15

20

25

30

Ju
l-0

8

O
ct

-0
8

Ja
n-

09

A
pr

-0
9

Ju
l-0

9

O
ct

-0
9

Ja
n-

10

A
pr

-1
0

Ju
l-1

0

O
ct

-1
0

Ja
n-

11

A
pr

-1
1

Ju
l-1

1

O
ct

-1
1

Ja
n-

12

A
pr

-1
2

Ju
l-1

2

O
ct

-1
2

Ja
n-

13

A
pr

-1
3

Ju
l-1

3

O
ct

-1
3

Ja
n-

14

A
pr

-1
4

Ju
l-1

4

IIP (3m/3m,saar) IIP ex capital goods (3m/3m,saar)

 

Source: CEIC, Kotak Economic Research 

 

 



 

 

 
"I, Indranil Pan, hereby certify that all of the views expressed in this report accurately reflect my personal views. I also certify 
that no part of my compensation was, is or will be, directly or indirectly, related to the views expressed in this report." 
 
 



 

 

 Disclosures

 

 
 
Copyright 2014 Kotak Mahindra Bank Ltd. and Kotak Securities Ltd. All rights reserved. 
 
In the preparation of the material contained in this document, Kotak Mahindra Group (Kotak), has used information that is publicly 
available, including information developed inhouse. Some of the material used in the document may have been obtained from 
members/persons other than the Kotak and/or its affiliates and which may have been made available to Kotak and/or its affiliates. 
Information gathered & material used in this document is believed to be from reliable sources. Kotak however does not warrant the 
accuracy, reasonableness and/or completeness of any information. For data reference to any third party in this material, no such party will 
assume any liability for the same. Kotak and/or any affiliate of Kotak does not in any way through this material solicit any offer for purchase, 
sale or any financial transaction/commodities/products of any financial instrument dealt in this material. All recipients of this material should 
before dealing and or transacting in any of the products referred to in this material make their own investigation, seek appropriate 
professional advice. 
 
We have included statements/opinions/recommendations in this document which contain words or phrases such as "will", "expect" 
"should" and similar expressions or variations of such expressions, that are "forward looking statements". Actual results may differ 
materially from those suggested by the forward looking statements due to risks or uncertainties associated with our expectations with 
respect to, but not limited to, exposure to market risks, general economic and political conditions in India and other countries globally, 
which have an impact on our services and / or investments, the monetary and interest policies of India, inflation, deflation, unanticipated 
turbulence in interest rates, foreign exchange rates, equity prices or other rates or prices, the performance of the financial markets in India 
and globally, changes in domestic and foreign laws, regulations and taxes and changes in competition in the industry. By their nature, 
certain market risk disclosures are only estimates and could be materially different from what actually occurs in the future. As a result, actual 
future gains or losses could materially differ from those that have been estimated. 
 
Kotak (including its affiliates) and any of its officers directors, personnel and employees, shall not liable for any loss, damage of any nature, 
including but not limited to direct, indirect, punitive, special, exemplary, consequential, as also any loss of profit in any way arising from the 
use of this material in any manner. The recipient alone shall be fully responsible/ are liable for any decision taken on the basis of this 
material. The investments discussed in this material may not be suitable for all investors. Any person subscribing to or investing in any 
product/financial instruments should do so on the basis of and after verifying the terms attached to such product/financial instrument. 
Financial products and instruments, are subject to market risks and yields may fluctuate depending on various factors affecting capital/debt 
markets. Please note that past performance of the financial products and instruments does not necessarily indicate the future prospects and 
performance thereof. Such past performance mayor may not be sustained in future. Kotak  (including its affiliates) or its officers, directors, 
personnel and employees, including persons involved in the preparation or issuance of this material may; (a) from time to time, have long or 
short positions in, and buy or sell the securities mentioned herein or (b) be engaged in any other transaction involving such securities and 
earn brokerage or other compensation in the financial instruments/products/commodities discussed herein or act as advisor or lender / 
borrower in respect of such securities/financial instruments/products/commodities or have other potential conflict of interest with respect to 
any recommendation and related information and opinions. The said persons may have acted upon in a manner contradictory with the 
information contained here. No part of this material may be duplicated in whole or in part in any form and or redistributed without the prior 
written consent of Kotak. This material is strictly confidential to the recipient and should not be reproduced or disseminated to anyone else. 
 
This report is distributed in Singapore by Kotak Mahindra (UK) Limited (Singapore Branch) to institutional investors, accredited investors or 
expert investors only as defined under the Securities and Futures Act. Recipients of this analysis / report are to contact Kotak Mahindra (UK) 
Limited (Singapore Branch) (16 Raffles Quay, #35-02/03, Hong Leong Building, Singapore 048581) in respect of any matters arising from, or 
in connection with, this analysis / report. Kotak Mahindra (UK) Limited (Singapore Branch) is regulated by the Monetary Authority of 
Singapore. 
 


