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Lower fuel prices leads to marginal easing of CPI Inflation to
3.15% in July
The Consumer Price Index (CPI) inflation rate softened marginally in July compared to June
2019 largely driven by fall in fuel prices. As per the August release of Ministry of Statistics and
Programme Implementation (MOSPI), the CPI inflation rate eased by 3 basis points over the
previous month to 3.15% (provisional estimates, measured by y-o-y change) in July 2019.
Despite gradually rising for last 5 months, the inflation remained within the mid-point of MPC
range enabling rate cuts to 110 basis points in 2019 so far.
Table 1: Inflation in CPI and its Major Components
Groups
Weights
Rate (Y-o-Y in %)
(%)
Jul-18
Jun-19
Jul-19
CPI Combined (1+2+3+4+5+6)
100.0
4.17
3.18
3.15
1. Food and beverages
45.9
1.73
2.37
2.33
2. Pan, tobacco and intoxicants
2.38
6.28
4.17
4.89
3. Clothing and footwear
6.53
5.28
1.52
1.65
4. Housing
10.07
8.30
4.84
4.87
5. Fuel and light
6.84
7.96
2.24
-0.36
6. Miscellaneous
28.32
5.80
4.52
4.65
Consumer Food Price Index
39.06
1.30
2.25
2.36
Note: The weights are indicative to show relative importance of groups
Source: Mospi, BWR Research
Consumer Food Price Inflation (CFPI) accounting ~ 39% of the overall inflation basket, rose to
2.4% during July compared to 2.3% inflation in June, CPI core inflation (excluding food and
fuel), which has been showing declining trend since December 2018, inched up to touch 4.3%
in July 2019 compared to 4.1% in June. However, compared to July 2018, the core inflation has
recorded a notable reduction (Chart 1 and Table 1).

Chart 1: CPI, CFPI and Core Inflation Rate (y-o-y in %)
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Industry Perspective
“Inflation continues to remain
benign. Given the extremely weak
growth conditions and muted
inflation, we see room for further
monetary easing. Inflation is
expected to remain below 4%
through most of FY20”
Adds Upasna Bhardwaj, Senior
Economist at Kotak Mahindra
Bank

It is also seen that a gradual rise in inflation in food items and services items is being offset by
falling inflation in fuel items. The Inflation rate in “Fuel and light” group moderated moving into
deflation at (-) 0.4% in July compared to 2.2% inflation in June 2019. The impact of increase in
cess and excise duty imposed on petrol and diesel was offset by fall in oil prices helping ease
domestic fuel prices. Despite being volatile (moved in the range of USD 60.76 and USD 67.6
per barrel during July), crude oil prices reported 5% fall in July over June and cooled to a
comforting level for the domestic economy.
st
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According to India Metrological Department (IMD), during the period between 1 June and 12
August 2019, 21 states reported normal rainfall, 8 states experienced deficient rainfall and 5
states witnessed excess rainfall. The recent flood witnessed by the country across regions will
result in production and supply constraints and inflationary trends in food items particularly of
vegetables is expected to rise in the coming months.

IIP growth moderated 2.0% in June 2019
Disclaimer: Views expressed by the
third-party industry commentators and
experts is personal and not the view of
Brickwork Ratings.



Weak Manufacturing activity leads overall IIP trends



The Manufacturing sector deceleration was caused predominantly by the slowdown in
automobile industry

As per the quick estimates of IIP for June 2019 released by MOSPI in August 2019, the growth
in Index of Industrial Production (IIP) moderated to 2% in June 2019 compared to 7% growth
registered a year ago (Table 1). Industrial output as classified by the end-use of goods
experiencing fluctuation in growth trends reflecting mixed picture of the economy (Chart 2).
Table 2: IIP and Sectoral growth rates in IIP (y-o-y in %)
Weights
2018-19 Jun-18
IIP (General)
100
3.6
7.0
Mining
14.4
2.9
6.5
Manufacturing
77.6
3.5
6.9
Electricity
8.0
5.2
8.5
Use-based category
Primary goods
34.0
3.5
9.2
Capital goods
8.2
2.8
9.7
Intermediate goods
17.2
-0.6
1.5
Infrastructure/ construction goods
12.3
7.5
9.4
Consumer durables
12.8
5.3
13.6
Consumer non-durables
15.3
3.8
0.2
Data is provisional, Source: http://www.mospi.gov.in, BWR Research

May-19
4.6
2.4
4.5
7.4

Jun-19
2.0
1.6
1.2
8.2

2.2
-1.4
13.7
1.8
0.3
8.1

0.5
-6.5
12.4
-1.8
-5.5
7.8

Manufacturing sector represents nearly 77.6% of total industrial production. The consumption
slowdown that dented auto industry's sales and production, affected adversely the ancillaries
impacting the manufacturing sector, as the small businesses that supply auto parts and
services like logistics are facing hardships. Manufacturing growth stagnated to 1.2% in June
2019 leading to slowdown in overall industrial output (Chart 2 and Table 2). In terms of the use
based industries, both capital goods and consumer durables showed a sharp decline.
The domestic automobile industry has the resultant impact on the steel sector as well.
Continued fall in Auto sales reflected in the 5.5% decline in consumer durables. Capital goods
registered 6.5% fall in output witnessing weak investment scenario, whereas consumer nondurables reported an improvement in output. Surprisingly, Intermediate goods reported
staggering 12% jump in production.
After rebounding in April, mining activity slowed down in May 2019 and the trend continued
during June as well. Output in electricity generation is on the rise since last three months and
the production increased by 8.2% during June 2019 (y-o-y) on improved demand from newly
connected households.
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The Government’s target to achieve100% electrification of households across India in FY19
under Pradhan Mantri Sahaj Bijli Har Ghar Yojana (Saubhagya) has improved the
fundamentals for the sector and addressed the supply-side constraint for generation and
distribution companies.
Issues regarding availability and affordability of financing, increasing cost of acquisition of
vehicles and change in axle load capacity for commercial vehicles adversely impacting on the
demand were the broad factors discussed by automakers in a recent meeting with the Finance
Minister. The incidence of tax on the automobile sector is very high as it is placed in the highest
GST rate bracket (28%) and both motor spirit and high speed diesel are subject very high rates
of excise duty at the Centre and sales tax at the State level without input tax credit.
Automakers, seeks a stimulus package, including GST reduction, more liquidity and relaxation
of credit facilities for retailers.
Prime Minister has said to provide timely assistance in reviving growth to improve confidence in
the economy. The slowdown impacting the automobile sector was temporary and that the
transition to electric vehicles was not a cause for worry. India had a large-enough market and
policy space to ensure growth of both internal combustion engine-based automobile and
electric vehicles.

Chart 2: Manufacturing IIP and Automobile Sales
(y-o-y growth in %)
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Note: IIP data for June 2019 are quick estimates. Source: CMIE, Mospi, BWR Research

BWR View – Proactive initiatives needed
The RBI’s survey (July 2019) on inflation expectations of households remained unchanged for
the three months ahead horizon as compared with the previous round. In the August 2019
Monetary Policy, MPC revised upwards minimally, the CPI inflation to 3.5-3.7% for H2:2019-20
from its previous estimates of 3.4-3.7% for the same period. The rate cuts and uneven
distribution of monsoon likely to portend inflationary trends with an upward bias. However, core
inflation is no longer sticky at high levels observed in the last one and half years, confining the
upward pressure coming from food inflation. BWR feels CPI inflation to remain benign, but inch
up moderately in the coming months.
Benign inflationary levels augur well for the MPC to continue with the accommodative stance to
address growth concerns. With progress in the reduction of NPAs and recapitalisation of public
sector banks, lending activity for the manufacturing sector is likely to improve. BWR expects
industrial growth to revive in the coming months backed by easy monetary policy, increase in
lending and the governments assurance to revive the economy with sector specific stimulus
packages.
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