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(a) Agriculture
· According to Indian Government sources, kharif crops have been sown in 950.22 lakh ha area till Aug 26th 2010 versus 871.29 lakh ha a year ago. The sowing of all major crops this year is more than that in the last kharif season.
· As per data received from States, on year on year basis, the acreage sown under paddy is up 6.5%, coarse cereals up 10.6%, oilseeds up 3.6%, pulses up 22.1%, sugarcane up 14.1%, jute up 9.5% and cotton up 8.6%.
· The International Grain Council (IGC) has cut its global wheat production estimate for FY11 by 7 mln tns to 644 mln tns on account of the Russian shortfall and adverse weather in Western Australia. Russia’s output is estimated to drop by 25.0% on account of drought.
· India can benefit from the global situation after two bumper harvests that have seen stocks swell to over 16 mln tns. However, food inflation worries on the back of rising domestic demand would make it difficult for India’s Government to lift the ban on export of wheat.       
(b) Monetary policy should eye credit growth, says a paper at the Fed Summit  
· The study led by Northwestern University economist Lawrence Christiano found that stock market booms are, counter-intuitively accompanied by quite weak inflation.

· This means the policymakers who rely on conventional models, which mainly focus on inflation expectations, are likely to cut interest rates and unduly boost excess optimism about stock prices.

· According to this study, a monetary policy which implements inflation forecast targeting using an interest rate rule could actually destabilise asset markets.

· Typically, the Fed has based its interest rate decisions on its forecast of inflation, not on the growth of credit aggregates. When inflation is low and expected to be low, the Fed has tended to keep interest rates low or even reduce them, as in the earlier part of this decade.

· The study is based on the empirical examination of 18 stock market booms in the U.S. over the past 200 years. It has been observed that the stock market booms are always accompanied by rapid credit expansion but not by increased inflation. According to this study, credit grows twice as fast in boom times than in non-boom periods.

· But because the Fed focuses primarily on inflation, it underestimates the importance of credit growth.

· In its conclusion, the study suggests that inflation is typically low in stock market booms and credit growth is high. The observation that inflation is low suggests that an interest rate targeting rule that focuses heavily on anticipated inflation may be destabilising.  The observation that credit boom is high in booms suggests that if credit growth is added to interest rate targeting rules, the resulting rule will tend to smooth out stock market fluctuations.      
(c) Key messages coming from the RBI Annual Report: 2009-10
· As India avoided a financial crisis at home, the risk of a potential output shock is remote. With fiscal consolidation, favourable demography and further structural reforms, the potential growth could be raised to double-digit level.

· The impact of deficient monsoon of FY10 on growth is weakening, whereas the impact on inflation continues to be significant.

· The average foodgrain production at 1.6% during 1990-2010 has trailed behind the average population growth of 1.9%.

· Since November 2009, the relative price variability has declined, despite inflation remaining high, indicating that the inflation has become increasingly generalized, and hence, requiring appropriate monetary policy actions to anchor inflation expectations.
· A greater pace of rise in asset prices continued to remain a concern in India from the point of macroeconomic management, notwithstanding some moderation in Q4, FY10. However, its implication for inflation remained contained.  
· Despite lower trade deficit, the decline in invisibles surplus led to a higher current account deficit of 2.9% of GDP during FY10 as compared with 2.4% of GDP a year ago. A higher current account deficit led to stronger absorption of foreign capital. 

· Capital flows in the initial months of FY11 moderated somewhat, reflecting the drop in risk appetite of global investors in response to the sovereign risk concerns in the Euro zone. Given the stronger growth outlook of India and the probability of monetary exit being delayed by the advanced economies, capital inflows could be expected to accelerate, which will have to be managed, as in the past.

· During FY10, several steps were taken by the RBI to further strengthen the financial stability framework. Critical financial soundness indicators (FSIs) and stress test results suggested that the Indian financial system remains sound and resilient.    
(d) Other economic highlights for India
· Growth in India’s key infrastructure industries stood at 3.9% (y-o-y) in July’10 as against 3.4% in June’10 and 3.2% a year ago. The weakest performers in July were Steel and Cement due to a slowdown in construction activity caused by the monsoon rains. The production of crude oil & refinery products was quite buoyant.

· Indian Banking Industry’s Non-Food Credit growth marginally improved to 20.57% (y-o-y) as on August 13th, 2010, while Aggregate Deposit growth stayed weaker at 14.1% (y-o-y). With this, the Incremental Credit-Deposit Ratio further increased to 98.34% as on August 13th. 
· While the M3 growth continued to stay at 14.8% (y-o-y) as on 13th August, the growth in Reserve Money was much stronger at 24.8% as on August 20th, 2010 with a relatively stronger growth in the Currency in Circulation during the financial year so far.
· India’s Foreign Exchange Reserves (FER) further declined by US $241 mln during the latest reported week and stood at US $282.55 bln as on August 20, 2010.
· We forecast real GDP growth for Q1, FY11 at 8.2% (y-o-y) supported by over 10.0% growth in the industrial output and a near-normal rabi crop during FY10. We expect the real GDP growth to stay in the band of 8.25% to 8.50% for FY11 as a fragile global recovery is likely to put pressure on merchandise exports as well as invisibles like software exports, tourism and private transfers. Moreover, a sustained rise in the prices of key industrial raw materials, minerals, etc. could hurt the capex of small and medium enterprises.
(e) Indian annualized food inflation marginally eased to 10.05% on Aug. 14, 2010
· The government’s weekly data showed that for the week ended August 14th, India’s primary articles’ inflation marginally increased by 0.1%on weekly basis. However, in annualized terms, it softened to 14.75% versus 14.85% last week on higher statistical base.  
· While food inflation declined by 0.2% on weekly basis, the non-food inflation rose by 1.0% in the latest reported week. In annualized terms, the food inflation stood at 10.05% versus 10.35% a week ago. 
· During the week under review, within food articles, the prices of fish-inland, moong, poultry chicken, gram, maize, arhar, urad and rice declined while the prices of fruits & vegetables and wheat moved up. 

· On weekly basis, both the minerals and fuel price indices did not change at all. In annualized terms, the fuel price inflation stood at the same level of 12.57% as in the last week.
· Satisfactory progress of monsoon till date and the recent government steps to restrict the exports of farm products should help food prices to moderate from their present elevated level in the coming months. In its recently released Annual Report for FY10, the RBI has said that it may have to give precedence to containing inflation over other policy objectives as it has emerged as a major concern. We expect RBI to raise policy rates further by 75 bps before end-March, 2011 and also to use the CRR in H1, FY11 contingent upon the intensity of capital inflows.
(f) Government bond prices to move in a narrow range next week
· The yield on India’s 10-year benchmark government bond (7.80% 2020) further hardened to 7.97% on Friday (Aug 27) -- 5 bps up from the previous week’s level of 7.92%.
· During the week, the yield on 10-year bond had even touched 8.09%. Most bonds traded with a weak bias on the back of low buying interest. Bond yields have climbed 25 bps since the RBI raised its policy rates on July 27th.
· However, government bonds surged on Friday (Aug 27), with the deemed 10-year benchmark paper recouping the week’s losses on higher-than-expected cutoff price at auctions and the RBI Governor’s reassuring comments on the policy actions.

· On the last trading day, the bond yield closed below 8.0% for the first time this week.

· Next week, the traders may continue to draw comfort from the RBI Governor’s comments on Aug 27th. The RBI’s decision to partially devolve the 7.80%, 2020 gilt on primary dealers on Friday (Aug 27) may also support the sentiment. However, “gains” could be limited due to a fresh load of supply and likely profit sales. We expect the bond yields to remain range-bound between 7.95% and 8.05%.   

(g) Range-bound trade seen in the Indian currency next week 
· Indian rupee depreciated this week by 0.49% to 46.90 per USD on the back of weak stocks and a fear that FIIs may pull out the capital from Indian bourses on US economic concerns.
· Throughout the week, the exchange rate (Rupee/USD) hovered in the range of 46.53 to 46.95.

· The rupee is likely to stay range-bound next week against the USD. Whereas, the banks are likely to purchase dollars if the stocks continue to move southwards, the exporters, sale of dollars may limit the fall in rupee. A firm euro may also support the rupee in the near term. We expect rupee to stay in the range of 47.70 to 47.95 per USD next week. 
(h) Stock to stay in a correction mode next week
· The week was largely negative for the global equity markets. However, the biggest loser was India (down 2.2%) on the back of a fear of capital flight.
· Within sectors, the biggest losers were realty, metal and banking stocks. “Consumer durables” was the only sector, which saw some buying interest.
· Many traders expect the stocks to get corrected next week as valuations are still richer and continuous flow of weak data on the U.S. is likely to act as a major negative trigger. 
(i) Crude oil price at $ 72.87 per bbl in New York on Aug. 20, 2010
· Global crude oil prices further declined by 1.29% in New York this week and closed at US $72.87 per barrel as a slowdown in US manufacturing added to concern that the economic recovery is faltering.

· Oil pared losses as Japan pledged to take action to jump start a slowing economy. 
· However, prices are set for a drop this week after gains in U.S. crude inventories, which climbed more than expected last week.

· According to oil experts, the oil market is very bearish at the moment, as the fundamental picture is just not positive. If oil breaks US $70 mark then it will come under substantial pressure and come down significantly.
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