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  India Macro Watch       
  

Good news: 98% normal rains, 
lower trade deficit 

   
 
 

Bottom line: Rains to douse agflation, BoP risks overdone 
 We got two bits of good news today. First, the Indian Met just forecast normal 

rains at 98% of long-period average. This should help douse agflation after 2 
years of weather shocks. Even so, inflation will likely average 8.2% in FY12 
forcing the RBI to hike 100bp by October. Second, commerce minister Anand 
Sharma announced that the FY11 trade deficit would come in at a lower than 
expected US$104.4bn. This poses a 50bp downside risk to our 2.7% of GDP 
FY11 current account deficit forecast. Needless to say, this buttresses our 
standing call that India’s balance of payments risks are overdone. Although 
the current account deficit will likely widen to 3.1% of GDP in FY12, capital 
flows should still be sufficient to fund the gap (Table 2). Our fx strategists see 
the INR in a Rs45-46/USD range (with Rs47.50/USD in June). Do read our 
latest BoP report here.    

Why it matters: Good rains key to limiting rate hikes  
 A normal monsoon is critical to prevent inflation from getting out of hand in 

FY12. A 5% increase in agro prices impacts inflation by 170bp (Table 3). As it 
is, even with normal rains, inflation will turn up again in 2H11 after Delhi 
raises fuel prices after the state polls end in mid-May (Chart 1). If rains are 
indeed normal, agflation – currently 10.7% - should cool off in 2H11 and 
enable inflation to peak off as well. This, in turn, will allow the RBI to pause 
after 100bp of rate hikes till October. We expect growth to hurt after another 
100bp of lending rate hikes with today’s 25bp SBI PLR hike pushing real 
lending rates, at 7.25%, even closer to the ‘neutral’ 7.5-8% potential growth 
rate level. It thus is extremely important that the RBI be able to stop by 
October.  By the way, do read our inflation report today here.         

Details: Normal south-west monsoon in June-September  
 The India Met just forecast a normal June-September south-west monsoon at 

98% of long-period average (with a model error of 5%). It will provide a rain 
forecast for the sowing months of July and August in June. After all, it is really 
July-August rains that hold the key to the autumn – kharif – harvest that 
accounts for 7% of GDP. Table 4 presents the cropping calendar for rice, the 
principal crop.   

 Is the Met always right? Of course not. A saving grace is that the Australian 
weather bureau also expects the La Nina, the cooling of the Pacific that helps
Indian rains, to last till June. The Southern Oscillation Index (SOI), at 20-
levels, is ruling well above the 8-mark for La Nina (and -8 for El Nino) (Chart 
2). A higher SOI usually augurs well for Indian harvests (Chart 3).                

Next up in India: Robust 21.3% March Sensex profit growth  
 India: Quarterly corporate results (March), 7-8 April 2011.      
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 Table 1: India 2011 – a year of mid-cycle blues 
Variable FY09 FY10 FY11E FY12E 
Real GDP  6.8 8.0 8.5 8.2 
Agriculture -0.1 0.4 5 3 
Industry  4.0 8.3 7.4 7.4 
Services 9.5 9.7 9.6 9.6 
M3  18 17 17.5 17.7 
Commercial credit 18 16.7 20 20 
WPI inflation  1.5 10.2 9.0 6.8 
Fiscal deficit  (%  GDP) -10.0 -9.7 -7.6 -7.9 
Current account  deficit 
(% GDP)  -2.4 -2.8 -2.7 -3.1 
Fx reserves (US$bn) 253 279 303 312 
RBI's LAF reverse repo 
rate  3.5 3.5 5.75 6.75 
RBI's LAF repo rate  5.0 5.0 6.75 7.75 
Cash reserve ratio  5 5.75 6.0 6.0 
(% of bank book)     
10-year GoI yields  7 7.75 8 8 
Prime lending rate of 
PSU banks  12.25 11.75 13 13.75 
US$/INR 50 45 45 46# 
Source: BofA ML Global Research estimates. # Dec. 
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Table 2: Fundable 3.1% of GDP current account deficit  
Item Q3 

FY10 
Q3 

FY11 
FY10 

(US$69/bbl) 
FY11 

(US$87/bbl) 
FY12 

(US$105/bbl) 
Current Account  -12 -10 -38 -48 -62 
% of GDP   -2.8 -2.7 -3.1 
Trade balance -31 -32 -118 -128 -162 
 - Exports 47 66 182 240 268 
 - Imports 78 98 301 368 430 
o/w Oil imports   86 111 144 
Invisibles 19 22 80 80 100 
o/w income from forex 
reserv.   6 7 9 
Capital Account  15 15 53 60 71 
Foreign investment 9 8 51 40 30 
 - FDI 3 2 19 10 18 
 - FII+ 6 6 32 30 12 
Banking capital 2 5 2 4 4 
 - NRI deposits 1 0 3 4 4 
Short term credit 3 2 8 12 16 
ECBs 2 4 3 12 14 
External assistance  1 1 3 4 2 
Others -2 -5 -13 -12 5 
Overall balance 2 5 15 12 9 
Memo      
RBI's forex intervention    3 1 -2 
Source: RBI, BofA Merrill Lynch Global Research estimates.  

Table 3: 5% swing in agro prices impacts WPI inflation 170+bp  

Commodity Weight Current 
Impact of 5% price hike on WPI inflation 

(bp) 
1. WPI inflation 100 8.4   
2. Primary articles (3+4) 20.12 16.5 123 
3. Food Articles 14.34 13.5 87 
Rice 1.79 1.2 11 
Wheat 1.12 -5.1 7 
Pulses 0.72 -10.9 6 
Vegetables 1.74 24.9 9 
Fruits 2.11 20.4 12 
Milk 3.24 18.2 20 
Eggs, meat & fish 2.41 19.2 16 
Condiments & spices 0.57 33.5 5 
Tea, coffee 0.18 -4.6 1 
4. Non-food articles 4.26 22.3 24 
Raw cotton 0.70 31.8 4 
Oil seeds 1.78 2.5 15 
Sugarcane 0.64 49.8 4 
5. Manufactured food products 9.97 0.4 53 
Dairy products 0.57 4.3 3 
Canning, preserving & processing of fish 0.36 4.9 2 
Grain mill products 1.34 2.2 8 
Bakery products 0.44 7.9 2 
Sugar, Khandsari & Gur 2.09 -9.4 14 
Edible oils 3.04 5.3 13 
Oil cakes 0.49 -0.7 3 
Tea & coffee processing 0.71 7.9 4 
Other food products 0.88 0.7 5 
Cotton textiles 2.61 14.1 11 
Total    176 
Source: RBI, BofA Merrill Lynch Global Research estimates.  
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Chart 1: Inflation to go up in 2H11 on higher fuel prices  
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Source: Ministry of Industry, BofA Merrill Lynch Global Research estimates.  
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Table 4:  Rice is sown in the Apr -Sep Kharif  sowing season 
States/Uts Period Kharif  Rabi Kharif  Summer Rabi  

  Paddy Paddy Bajra Bajra Wheat 
1 2 3 4 5 6 7 

Andhra Pradesh Sowing Jun.( B)-Aug.(E) Nov.(E)-Feb(B) Jun(B)-Jul(M)   
 Harvesting Oct.(E)-Feb.(B) Mar.(E)-May(M) Aug(B)-Oct(B)   

Assam Sowing Jun(M)-Jul(E)    Nov(B)-Dec(M) 
 Harvesting Oct.(B)-Feb.(E)    Mar(B)-Apr(E) 

Bihar Sowing Jun(M)-Jul(B)    Nov(M)-Dec(E) 
 Harvesting Nov(E)-Dec(E)    Mar(M)-Apr(E) 

Goa Sowing May(M)-Jul(M) Nov(B)-Jan(E)    
 Harvesting Sep(B)-Dec(E) Mar(B)-Apr(E)    

Gujarat Sowing Jun(B)-Aug(E)  Jun(B)-Jul(E) Feb(B)-Feb(E) Oct(B)-Nov(E) 
 Harvesting Oct(B)-Dec(E)  Sep(B)-Nov(E) May(B)-May(E) Feb(B)-Mar(E) 

Haryana Sowing Jun(B)-Jul(B)  Jun(M)-Jul(B)  Oct(E)-Dec(B) 
 Harvesting Oct(M)-Nov(E)  Oct(M)-Nov(M)  Apr(M)-Apr(E) 

Himachal Pradesh Sowing May(M)-Jul(E)    Oct(B)-Nov(E) 
 Harvesting Sep(M)-Oct(M)    Apr(M)-Jun(E) 

Jammu & Kashmir Sowing May(B)-Jun(E)    Oct(B)-Dec(E) 
 Harvesting Oct(B)-Nov(E)    May(B)-May(E) 

Karnataka Sowing May(B)-Jul(E) Aug(B)-Sep(E) Jul(B)-Sep(E) Jan(B)-Feb(E) Oct(B)-Dec(E) 
 Harvesting Oct(B)-Dec(E) Jan(B)-Feb(E) Oct(B)-Nov(E) Apr(B)-May(E) Jan(B)-Feb(E) 

Kerala Sowing Aug((B)-Nov(E) Oct((B)-Dec(E)    
 Harvesting Nov(B)-Jan(E) MarB)-May(E)    

Madhya Pradesh Sowing Jun(M)_Jul(E)  Jun(M)-Jul(E)  Oct(M)-Dec(E) 
 Harvesting Sep(E)-Dec(E)  Sep(E)-Dec(M)  Feb(M)Apr(E) 

Maharashtra Sowing Jul(B)-Agu(E)  Jun(B)-Jul(E)  Oct(B)-Dec(E) 
 Harvesting Oct(B)-Dec(E)  Sep(B)-Oct(E)  Feb(B)-Mar(E) 

Orissa Sowing Jun-Aug Dec-Jan Jun-Jul  Oct-Nov 
 Harvesting Dec-Jan May-Jun Sep-Oct  Mar-Apr 

Punjab Sowing May(B)-Jul(E)    Oct(B)-Nov(E) 
 Harvesting Sep(B)-OctE)    Apr(B)-May(E) 

Rajasthan Sowing Jun(B)-Jul(E)  Jun(B)-Jul(E)  Nov(B)-Dec(E) 
 Harvesting Oct(B)-Nov(E)  Sep(B)-Oct(E)  Mar(B)-May(E) 

Uttar Pradesh Sowing Jun(B)-Aug(E)  Jun(B)-Jul(E)  Oct(B)-Jan(M) 
 Harvesting Oct(B)-Dec(M)  Oct(B)-Nov(M)  Apr(B)-Apr(M) 

West Bengal Sowing Jul(B)-Aug(E) Jan(B)-Feb(E)   Nov(B)-Dec(E) 
 Harvesting Nov(B)-Jan(E) Apr(B)-May(E)   Mar(B)-Apr(E) 

All India Sowing May-Aug Aug-Sep Jun-Jul Jan-Feb Oct-Dec 
 Harvesting Sep-Jan Jan-May Sep-Nov Apr-May Feb-Jun 

Source: Ministry of Agriculture.  
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Chart 2:  La Nina to persist till June signaling good monsoon…  
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Source: Australian Bureau of Meteorology.  
The Southern Oscillation Index (SOI) measures the differences in  air pressure between Tahiti and Darwin. 
Sustained positive values of the SOI above +8 may indicate a La Niña event, while sustained negative values 
below −8 may indicate an El Niño event. 

 

 

 Chart 3: …SOI and agro GDP move in sync 
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advisers as to issues of law relating to the subject matter of this report. BofA Merrill Lynch Global Research personnel’s knowledge of legal proceedings in which any 
BofA Merrill Lynch entity and/or its directors, officers and employees may be plaintiffs, defendants, co-defendants or co-plaintiffs with or involving companies 
mentioned in this report is based on public information. Facts and views presented in this material that relate to any such proceedings have not been reviewed by, 
discussed with, and may not reflect information known to, professionals in other business areas of BofA Merrill Lynch in connection with the legal proceedings or 
matters relevant to such proceedings. 

Any information relating to the tax status of financial instruments discussed herein is not intended to provide tax advice or to be used by anyone to provide tax 
advice. Investors are urged to seek tax advice based on their particular circumstances from an independent tax professional. 

The information herein (other than disclosure information relating to BofA Merrill Lynch and its affiliates) was obtained from various sources and we do not 
guarantee its accuracy. This report may contain links to third-party websites. BofA Merrill Lynch is not responsible for the content of any third-party website or any 
linked content contained in a third-party website. Content contained on such third-party websites is not part of this report and is not incorporated by reference into 
this report. The inclusion of a link in this report does not imply any endorsement by or any affiliation with BofA Merrill Lynch. Access to any third-party website is at 
your own risk, and you should always review the terms and privacy policies at third-party websites before submitting any personal information to them. BofA Merrill 
Lynch is not responsible for such terms and privacy policies and expressly disclaims any liability for them. 

All opinions, projections and estimates constitute the judgment of the author as of the date of the report and are subject to change without notice. Prices also are 
subject to change without notice. BofA Merrill Lynch is under no obligation to update this report and BofA Merrill Lynch's ability to publish research on the subject 
company(ies) in the future is subject to applicable quiet periods. You should therefore assume that BofA Merrill Lynch will not update any fact, circumstance or 
opinion contained in this report. 

Certain outstanding reports may contain discussions and/or investment opinions relating to securities, financial instruments and/or issuers that are no longer 
current. Always refer to the most recent research report relating to a company or issuer prior to making an investment decision. 

In some cases, a company or issuer may be classified as Restricted or may be Under Review or Extended Review. In each case, investors should consider any 
investment opinion relating to such company or issuer (or its security and/or financial instruments) to be suspended or withdrawn and should not rely on the analyses 
and investment opinion(s) pertaining to such issuer (or its securities and/or financial instruments) nor should the analyses or opinion(s) be considered a solicitation of 
any kind. Sales persons and financial advisors affiliated with MLPF&S or any of its affiliates may not solicit purchases of securities or financial instruments that are 
Restricted or Under Review and may only solicit securities under Extended Review in accordance with firm policies. 

Neither BofA Merrill Lynch nor any officer or employee of BofA Merrill Lynch accepts any liability whatsoever for any direct, indirect or consequential damages or 
losses arising from any use of this report or its contents.   
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