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Lower-than-expected September inflation does
not signal an imminent policy rate cut

India’s benchmark CPI inflation softened to a near three year low of 6.5% y/y in September (Consensus:
7.0%), compared to 7.8% yly in August. Meanwhile, wholesale price inflation (WPI) retreated to 2.4% yly in
September from 3.7% yly in the previous month. The extended downtrend in CPI inflation was led by
favorable base effects, lower food inflation and waning price pressures across service-oriented segments
such as ‘transport and communication’ and ‘household requisites’. Core CPI inflation dropped sharply to
5.9% y/y from 6.8% y/y in August, pointing to weakening purchasing power in the economy.

RBI is hawkish on inflation risks: For the Reserve Bank of India, which has been aggressive in its anti-
inflation drive since last year; and has raised policy rates by three times with a cumulative 75 bps since
September 2013 to 8.0%, the extended inflation downtrend is reassuring. At current levels, headline CPI
inflation remains well within RBI’s desired glide path of disinflation at 8% y/y by January 2015, with sharply
eased core CPI, sluggish global crude oil prices and the stable exchange rate of rupee. Nevertheless, India’s
near term inflation trajectory remains clouded by significant unfavorable base effects during Dec ’14 — Feb
’15 and upside risk to food inflation from a deficient summer crop. In its recent policy meeting on September
30", RBI flagged that India’s medium term inflation risks are still to the upside and future monetary policy
stance will be influenced by the Reserve Bank’s projections of inflation relative to the medium term objective
(6% yly by January 2016), while being contingent on incoming data’.

RBI is unlikely to cut interest rates anytime soon: Given RBI’'s focus on achieving its medium term inflation
target and its check for sustainability of the ongoing inflation downtrend, we now expect RBI to deliver its first
interest rate cut in 2Q15 against our previously projected rate cut in 4Q14. We maintain that an interest rate
cut would serve largely as a signal rather than a precondition to revive India’s still sluggish growth. Industrial
production growth during July-August 2014 has been dismal at 0.5% y/y (+4.4% yly in Q3). Effective
government action in building infrastructure capacity and enhancing energy security is critical for sustaining
high growth in India. We expect India's GDP growth to improve gradually from 5.3% y/y in 2014 to 5.8% in
2015 led by a step up in investment activity and an improving external demand.
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India’s September CPl inflation extends RBI to maintain status quo for a longer while
downtrend led by a broad based let up in prices given medium term upside risks to inflation
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DISCLAIMER

This document has been prepared by BBVA Research Department, it is provided for information purposes only and
expresses data, opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained from or
based on sources we consider to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers
no warranty, either express or implicit, regarding its accuracy, integrity or correctness.

Estimations this document may contain have been undertaken according to generally accepted methodologies and
should be considered as forecasts or projections. Results obtained in the past, either positive or negative, are no
guarantee of future performance.

This document and its contents are subject to changes without prior notice depending on variables such as the economic
context or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.
BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.
This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any
interest in financial assets or instruments. Neither shall this document nor its contents form the basis of any contract,
commitment or decision of any kind.

In regard to investment in financial assets related to economic variables this document may cover, readers should be
aware that under no circumstances should they base their investment decisions in the information contained in this
document. Those persons or entities offering investment products to these potential investors are legally required to
provide the information needed for them to take an appropriate investment decision.

The content of this document is protected by intellectual property laws. It is forbidden its reproduction, transformation,
distribution, public communication, making available, extraction, reuse, forwarding or use of any nature by any means or
process, except in cases where it is legally permitted or expressly authorized by BBVA.



