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While the moderation in growth is broadly in line, it could slightly improve in 

Q4FY19. With the six-month average core inflation hovering around 5.8% 

before the announcement of February 2019 monetary policy, it is unlikely that 

the Reserve Bank of India’s stance will be different. 

Growth moderation in line, inflation still weighed down by farm sector 

distress 

The combination of a sharp decline in IIP growth to 0.5% in November 2018 compared with 

8.4% in October 2018 and a further downdraft of CPI inflation to 2.2% in December 2018 from 

2.3% in November 2018 are the indicators of a slowing economy. This also reflects in the 

CSO’s advance estimate for GDP growth of 7.2% for FY19 — implying 6.7% growth in Q3FY19 

and 6.8% growth in Q4FY19. 

The growth slowdown in H2FY19 is mostly anticipated, and the full-year estimate of 7.2% is 

in line with our projection for the full year. Importantly, the favorable base effect that had 

boosted H1 growth to 7.7% was expected to fade out. In addition, as we have argued, the 

multiplier impact of the earlier front-loading of government spending in the aftermath of 

demonetization and GST dislocation appears to have peaked out in Q1FY19.  

In particular, October-November 2018 also saw fairly tight financial conditions, evinced by 

tightening liquidity, rising rates, steep rise in global crude prices, sharp depreciation of the INR, 

and dislocations in the NBFC sector. Further, the stronger-than-average mom decline in 

November 2019 IIP by 4.8% appeared to be a compensation for the strong rise in October 

2018 at 3.3%, which reflected festive season stocking.  

On the inflation front, the decline in headline CPI inflation to 2.3% in December 2018 and WPI 

inflation to 3.8% was largely led by a continued fall in food prices (-1.5% yoy, vegetables at -

16%). In addition, fuel inflation dropped to 4.5% from its October 2018 peak of 8.6%. However, 

we note that although core inflation has tapered off a bit to 5.6%, it still remains fairly sticky, in 

our view. 

Outlook: growth and inflation to rise moderately; RBI to stay put on 

rates 

While a moderation in growth is broadly in line, it could improve moderately in Q4 on the back 

of an easing of liquidity conditions induced by the RBI infusion and the correction in crude oil 

prices from the October 2018 peak.  

The expected shift in favor of government revenue spending ahead of the 2019 general 

elections can induce a recovery in consumption demand. The sequential improvement in 

agricultural prices should also arrest a further fall in the prices of primary food produces.  

We expect IIP growth to improve to 2.5-3% in Q4FY19 even as CPI inflation is likely to rise to 

3.4% by March 2019, with core inflation remaining steady at 5.6-5.8%. For the full year, 

average CPI inflation and core inflation are expected at 3.6% and 6%, respectively. With 

respect to the central bank’s monetary policy, with the six-month average core inflation 

averaging at 5.8% before the announcement of February 2019 (5.6% in January 2019) 

monetary policy, it is unlikely that the RBI stance will be different. In 2017, the last time the 

RBI moved into a neutral stance, core inflation had declined to 4.5%. Subsequently, core 

inflation print is expected to be higher at 5.7-5.8%. In addition to the above-mentioned factors, 

we continue to maintain that US Fed normalization will sustain. The 20% bounce-back from 

the recent lows in global crude oil prices to ~USD 61/bbl is another factor along with the 

anticipated renewed weakening in the INR that the RBI will have to weigh in, going forward.  
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Exhibit 1: IIP and its Major Components 

YoY (%) Weight Nov-18 Oct-18 Nov-17 FY19 FY18 

Industry based classification 

 Mining  14.4 2.7 7.2 1.4 3.7 3.0 

 Electricity  8.0 (0.4) 8.3 10.4 5.0 3.1 

 Manufacturing  79.6 5.1 10.8 3.9 6.6 5.2 

 IIP  100.0 0.5 8.4 8.5 5.0 3.2 

 Used-based classification  

 Primary goods  34.0 3.2 6.1 3.3 4.9 3.5 

 Capital goods  8.2 (3.4) 17.0 5.7 7.2 1.4 

 Intermediate goods  17.2 (4.6) 2.0 6.5 0.6 1.0 

 Infrastructure/ construction goods  12.3 5.0 8.9 13.7 8.3 3.9 

 Consumer goods  28.2 (0.7) 12.8 14.4 5.8 4.5 

 Durables  12.9 (0.9) 18.0 3.1 8.1 (1.6) 

 Non-durables  15.3 (0.6) 8.8 23.7 3.9 9.6 
 

Source: MOSPI, Emkay Research   Note: *Apr-Nov 

Exhibit 2: Seasonally adjusted IIP falls in November 2018  

 
Source: MOSPI, Emkay Research  

Exhibit 3: 12MMA IIP marginally drops to 5.6%  

 
Source: MOSPI, Emkay Research  

Exhibit 4:  Decline in CPI inflation largely due to non-core (food & 
fuel) components; Core inflation remains elevated 

   

Source: MOSPI, Emkay Research       Note: *Apr-Sep 

 

Exhibit 5: CPI Inflation: Drop in rural inflation led by worsening farm 
sector economics (%) 

 
Source: MOSPI, Emkay Research                              
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Emkay Rating Distribution 

BUY Expected total return (%) (Stock price appreciation and dividend yield) of over 25% within the next 12-18 months. 

ACCUMULATE Expected total return (%) (Stock price appreciation and dividend yield) of over 10% within the next 12-18 months. 

HOLD Expected total return (%) (Stock price appreciation and dividend yield) of upto 10% within the next 12-18 months. 

REDUCE Expected total return (%) (Stock price depreciation) of upto (-) 10% within the next 12-18 months. 

SELL The stock is believed to underperform the broad market indices or its related universe within the next 12-18 months. 
 

 

Completed Date: 15 Jan 2019 13:55:19 (SGT) 
Dissemination Date: 15 Jan 2019 13:56:19 (SGT) 

 

Sources for all charts and tables are Emkay Research unless otherwise specified. 
 

GENERAL DISCLOSURE/DISCLAIMER BY EMKAY GLOBAL FINANCIAL SERVICES LIMITED (EGFSL): 
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The valuations, opinions, estimates, forecasts, ratings or risk assessments described in this report were based upon a number of estimates and 
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COMPANY-SPECIFIC / REGULATORY DISCLOSURES BY EMKAY GLOBAL FINANCIAL SERVICES LIMITED (EGFSL): 

Disclosures by Emkay Global Financial Services Limited (Research Entity) and its Research Analyst under SEBI (Research Analyst) Regulations, 2014 
with reference to the subject company(s) covered in this report-: 
 
1. EGFSL, its subsidiaries and/or other affiliates do not have a proprietary position in the securities recommended in this report as of January 15, 

2019 
2. EGFSL, and/or Research Analyst does not market make in equity securities of the issuer(s) or company(ies) mentioned in this Research Report 
        Disclosure of previous investment recommendation produced:  
3. EGFSL may have published other investment recommendations in respect of the same securities / instruments recommended in this research 

report during the preceding 12 months. Please contact the primary analyst listed in the first page of this report to view previous investment 
recommendations published by EGFSL  in the preceding 12 months.         

4. EGFSL , its subsidiaries and/or other affiliates and Research Analyst or his/her relative’s does not have any material conflict of interest in the 
securities recommended in this report as of January 15, 2019.  
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merchant banking or brokerage services from securities recommended in this report (subject company) in the past 12 months. 

7. EGFSL, its subsidiaries and/or other affiliates and/or and Research Analyst have not received any compensation or other benefits from securities 
recommended in this report (subject company) or third party in connection with the research report. 

8. Securities recommended in this report (Subject Company) has not been client of EGFSL, its subsidiaries and/or other affiliates and/or and 
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COMPANY-SPECIFIC / REGULATORY DISCLOSURES BY DBS BANK LTD AS DISTRIBUTOR OF THE RESEARCH REPORT 

1. DBS Bank Ltd., DBS HK, DBS Vickers Securities (Singapore) Pte Ltd (“DBSVS”) or their subsidiaries and/or other affiliates do not have a proprietary 
position in the securities recommended in this report as of 30 Apr 2018.    

 
2. Neither DBS Bank Ltd nor DBS HK market makes in equity securities of the issuer(s) or company(ies) mentioned in this Research Report. 
 
Compensation for investment banking services:    
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