
Dear Colleagues,

Amid a countdown to Brexit and the signing

of a 'Phase 1' trade deal between the US and

China, tensions have once again flared up in

the volatile middle-east. The political clash

between Iran and United States has

increased the prospects of war in this key oil

producing region. While war fears have

reasonably cooled down as of now, lingering

tensions in the region have added to the

stress in global fuel prices.

World Bank's

has pared down India's growth for the

current fiscal to 5% from an earlier estimate

of 6%, citing the lingering weakness in credit

due to the distress in NBFCs as the primary

reason for the slowdown. The first advance

estimates of the national income released

by National Statistical Office (NSO), in the

first week of January, further reaffirmed

this downtrend. It has forecast India's GDP

growth for the current fiscal at 5%, a 11-

year low, led by a slowdown in the

manufacturing and construction sectors.

However, there are some shoots of growth in

the data releases during the month. After a

deceleration of 3 months, industrial growth

turned positive, with a growth of 1.82%

compared to -3.77% in the previous month.

This was due to a recovery in the

Manufacturing sector (from -2.32% in October

to 2.68%) and Consumer non-durables (-1.8% in

October to 2.02%). The Core Sector data for

November gave some indications of this

tenuous recovery, with a slowdown in the

contraction, from -5.8% recorded in October,

to -1.5%, led by growth in output of fertilizer,

cement and refinery products.

The rising onion prices continued to have an

impact on inflation levels. CPI inflation

touched a 5-year high of 7.35% in December,

with food inflation touching a significant

14.12%. This level is beyond the inflation

upper target band of 6% fixed by RBI's

Monetary Policy Committee. Similarly the

whole sale price Index (WPI) continued its

uptrend at 2.59% compared to 0.58% in

November 2019, with the food inflation at

11.05%. While vegetable prices are expected

to move lower in the near future, the impact

of the rise in telecom tariffs and the increase

in fuel prices due to the geo-political

uncertainty in the oil producing countries

could keep inflation at higher levels.

Higher level of uncertainty both in domestic

and global markets is likely to keep the

financial market range bound.
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