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Inflation falls below RBI target level  Rupee depreciates to 1 month low     
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Inflation 

 Inflation for the week ended May 26 fell to 4.85% Y-o-Y, below our expectations 

of 5.03% Y-o-Y and street expectations of 5.05% Y-o-Y. While it was largely 

expected that inflation will fall below the 5% mark before the end of June, the 

indicator has turned softer before expected. 

 The softening in inflation is on account of primary articles inflation, which fell to 8.6% 

Y-o-Y from 9.3% during the previous week. Manufactured products inflation also fell 

a little to5.14% Y-o-Y from 5.20% Y-o-Y during the previous week. 

 Going forward, we expect inflation to soften further next week to 4.78% Y-o-Y. The 

number will fall below 4.5% Y-o-Y before June end (data for which will be out by 

mid-July). 
 
Exchange rate 

 On Friday, June 8, the USD/INR exchange rate also depreciated to 1 month low 

level of 41.16, from an average level of USD/INR 40.59 during June. 

Depreciation in the rupee was in order for a number of reasons: 

 High inflation and credit growth was one of the major reasons for the RBI keeping off 

the currency markets. With recent inflation releases around or below the target 

level, RBI intervention in the currency market was to be expected. Intervention 

was particularly expected, in context of the damage to exports - a recent FICCI 

survey indicates that 75% of exporters surveyed are being hurt by the rising rupee. 

 The April merchandise trade numbers report the highest monthly trade deficit 

ever of USD 7 bn. This is primarily on account of rising imports, while exports have 

so far not shown softening. Going forward, we expect the deficit to widen when the 

impact on exports becomes evident. This puts a natural depreciating pressure on 

the Indian rupee. 

 Domestic liquidity has been ample as indicated by soft call rates (which fell to a 

low of 0.1% on June 7) and bids received in daily reverse repo auctions (INR 

1020 bn as on June 8). The sell off in the equity markets on Friday is also seen as 

one of the reasons for a rise in rupee liquidity, allowing the currency to depreciate. 

 Going forward, we continue to expect depreciating pressure on the rupee to 

continue. 
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Inflation falls and rupee depreciates 

Edelweiss Research is also available on Bloomberg EDEL <GO>, Thomson First Call, Reuters and Factset. 
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RATING INTERPRETATION 
 

Buy Expected to appreciate more than 20% over a 12-month period Reduce Expected to depreciate up to 10% over a 12-month period 

Accumulate Expected to appreciate up to 20% over a 12-month period Sell Expected to depreciate more than 10% over a 12-month period 

Trading Buy Expected to appreciate more than 10% over a 45-day period Trading Sell Expected to depreciate more than 10% over a 45-day period 

This document has been prepared by Edelweiss Securities Private Limited (Edelweiss). Edelweiss and its holding company and associate companies are a full service, integrated investment 
banking, portfolio management and brokerage group. Our research analysts and sales persons provide important input into our investment banking activities. This document does not 
constitute an offer or solicitation for the purchase or sale of any financial instrument or as an official confirmation of any transaction.. The information contained herein is from publicly available 
data or other sources believed to be reliable, but we do not represent that it is accurate or complete and it should not be relied on as such. Edelweiss or any of its affiliates shall not be in any 
way responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained in this report.  This document is provided for assistance only and 
is not intended to be and must not alone be taken as the basis for an investment decision. The user assumes the entire risk of any use made of this information. Each recipient of this 
document should make such investigation as it deems necessary to arrive at an  independent evaluation of an investment in the securities of companies referred to in this document (including 
the merits and risks involved), and should consult his own advisors to determine the merits and risks of such investment. The investment discussed or views expressed may not be suitable for 
all investors. We and our affiliates, officers, directors, and employees  may: (a) from time to time, have long or short positions in, and buy or sell the securities thereof, of company (ies) 
mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation  or act as advisor or lender / borrower to such company (ies) 
or have other potential conflict of interest with respect to any recommendation and related information and opinions. This information is strictly confidential and is being furnished to you solely 
for your information. This information should not be reproduced or redistributed or passed on directly or indirectly in any form to any other person or published, copied, in whole or in part, for 
any purpose. This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, 
where such distribution, publication, availability or use would be contrary to law, regulation or which would subject Edelweiss and affiliates to any registration or licensing requirements within 
such jurisdiction. The distribution of this document in certain jurisdictions may be restricted by law, and persons in whose possession this document comes, should inform themselves about 
and observe, any such restrictions.  The information given in this document is as of the date of this report and there can be no assurance that future results or events will be consistent with 
this information. This information is subject to change without any prior notice. Edelweiss reserves the right to make modifications and alterations to this statement as may be required from 
time to time. However, Edelweiss is under no obligation to update or keep the information current. Nevertheless, Edelweiss is committed to providing independent and transparent 
recommendation to its client and would be happy to provide any information in response to specific client queries. Neither Edelweiss nor any of its affiliates, directors, employees, agents or 
representatives shall be liable for any damages whether direct, indirect, special or consequential including lost revenue or lost profits that may arise from or in connection with the use of the 
information. The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject company or companies and its or their 
securities, and no part of his or her compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this report.  
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Edelweiss Research is also available on Bloomberg EDEL <GO>, Thomson First Call, Reuters and Factset. 


