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Industrial Production — July 2011
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The Index of Industrial
Production grew by 3.3
percent in July 2011 from

a year earlier, after

increasing by 8.8 percent
in June 2011.

Manufacturing Sector
grew by 2.3 percent in July
2011 from a year earlier,

after growing by 10.3
percent in June 2011.

India's Industrial Production grew at a slower than expected rate in July 2011, mainly due to
the fall in Capital Goods Production and also because of the high base of last year. As per the
new index, with 2004-05 as base, July 2011, Industrial Production increased by 3.3 percent
from a year earlier - the slowest in 21-months, after growing by 8.8 percent last month. The
Index of Industrial Production (IIP) decreased to 166.6 during July 2011 from a revised
170.4 in June 2011. On a sequential basis, IIP declined by 2.2 percent in July, following a 2.8
percent raise in the previous month. During the first four months (April-July) of this fiscal,
ITP growth stood at 5.8 percent against 9.7 percent in the corresponding period of last year.
However, Consumer Durables and Basic Goods sector provided some comfort as both the
sectors registered an up tick in growth.

Policy Outlook: Today’s moderation in ITP growth number was to a larger extent driven by
the moderation in volatile Capital Goods as well as Manufacturing sectors as the effects of
the ongoing monetary tightening, high level of inflation, tight capacity are being taken
place. Despite that, sectors like Consumer Durables and Basic Goods registered strong
numbers, which means final demand is still remain stable. So, while this much lower than
expected IIP growth number is a matter of concern for the Reserve Bank of India (RBI) but
inflation continues to be bigger worry. Thus, we cannot rule out a final quarter of a

percentage point rate hike at the next monetary policy meeting scheduled for September 16,
2011.

Exhibit 1: IIP Trend (YoY %)
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Manufacturing Sector

Production of the Manufacturing Sector, which accounts 75.5 percent in the new IIP index,
grew at a rate of 2.3 percent in July 2011 from a year earlier, after increaseing by 10.3
percent last month. This was on the back of negative growth in electrical machinery &
apparatus (-46 percent YoY against +89.5 percent in June), medical precision and optical
instruments (-12.5 percent YoY) sectors. The index of Manufacturing Sector decreased to
176.0 from 182.6 in the previous month. On monthly basis, Manufacturing production
declined by 3.6 percent in July, after increasing by 4.8 percent in the previous month. The
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On YoY Basis, Consumer
Durables Sector grew by
8.6 percent in July 2011
against 1.5 percent growth

registered in the previous
month.

overall growth of Manufacturing Sector for April — July FY2011-12 was 6.0 percent against
10.5 percent in the corresponding period of FY2010-11.

Pointing towards the weak Manufacturing activity, India’s purchasing managers’ index grew
at the slowest pace in 29 months. PMI decreased from 53.6 in July 2011 to 52.6 in August
2011, its lowest since a sub-50 reading in March 2009. A reading above 50 means activity
expanded during the month.

Exhibit 2: Manufacturing Trend (YoY %)
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Mining Sector

Showing some sign of improvement, Mining Sector, which accounts 14.15 percent of new
IIP series, grew by 2.8 percent in July 2011 from a year earlier against a decline of 1.1
percent registered in the previous month. The index for Mining Sector increased to 126.7
from 123.9 in June 2011. On MoM basis, production of Mining sector increased by 2.3
percent, after declining by 4.9 percent in the previous month. The overall growth of Mining
Sector for April — July FY2011-12 was just 1.1 percent against 8.2 percent in the
corresponding period of FY2010-11.

Consumer Goods Sector

In the month of July 2011, production of Consumer Goods Sector increased by 6.2 percent
from a year earlier against a growth of 2.3 percent in the previous month - led by strong
growth in Consumer Durables sector. The index for Consumer Goods Sector increased to
181.8 from 177.7 in the previous month, registering MoM increase of 2.3 percent. The
overall growth of Consumer Goods Sector for April — July FY2011-12 was 4.6 percent
against 10.0 percent in the corresponding period of FY2010-11.

Consumer Durables sector grew at a faster rate of 8.6 percent YoY in July this year vis-a-vis
1.5 percent in June 2011. The index for Consumer Durables Sector increased to 303.5 from
281.4 in the previous month, showing MoM growth of 7.9 percent.
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On YoY Basis, production
of Capital Goods sector
declined by 15.2 percent

in July 2011, after
registering a growth of
38.2 percent in June 2011.

Production in Consumer Non-Durables Sector grew by 4.1 percent in July 2011 from a year
earlier, after increasing by 3.0 percent in the month of June 2011. However, the index for
Consumer Non-Durables Sector decreased to 133.5 from 136.6 in the previous month,
registering MoM decline of 2.3 percent.

Capital Goods Sector

Showing its trademark volatility, production of Capital Goods Sector which includes
everything from heavy machinery to cabling, registered a decline of 15.2 percent in July
2011 from a year earlier, after increasing by 38.2 percent in the previous month. Some of
this fall was also a result of high base in the previous year (+40.7 percent YoY). The index
for Capital Goods Sector decreased to 244.2 from 323.9 in June 2011, showing a MoM
decline of 24.6 percent. The contraction in Capital Goods sector was contributed by some
key items showing negative growth - Cable, Rubber-Insulated (-64.9 percent YoY), Cement
Machinery (-62.8 percent YoY) and UPS/Inverter/Converter (-55.9 percent YoY). However,
some important elements of Capital Goods sector also showed significant positive growth -
Computers (+47.1 percent YoY), Textile Machinery (+36.0 percent YoY), Ship Building &
Repairs (+34.9 percent YoY), machine tools (+31.6 percent YoY), tractors (+24.6 percent
YoY) and commercial vehicles (+21.8 percent YoY). The overall growth of Capital Goods
Sector for April — July FY2011-12 was 7.6 percent against 23.1 percent in the corresponding
period of FY2010-11.

Exhibit 3: Capital Goods Trend (YoY%)
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Basic Goods Sector

Production growth of the Basic Goods Sector remained steady. The sector posted a growth
of 10.1 percent YoY for the month of July 2011 against a growth of 7.5 percent in June 2011.
The index for Basic Goods Sector increased to 149.2 from 145.5 in the previous month,
posting MoM growth of 2.5 percent. The overall growth of Basic Goods Sector for April —
July FY2011-12 was 7.9 percent against 5.2 percent in the corresponding period of FY2010-
11.




A
MICROSEC

MICRO FOCUS. MEGA WEALTH

Intermediate Goods Sector

Production in Intermediate Goods Sector fell by 1.1 percent in the month of July 2011
against 0.6 percent growth registered in June 2011. However, the index for Intermediate
Goods Sector actually increased to 144.7 against 142.7 in the previous month, showing MoM
growth of 1.4 percent. The overall growth of Intermediate Goods Sector for April — July
FY2011-12 was 0.8 percent against 10.1 percent in the corresponding period of FY2010-11.

Exhibit4: ITP INDEX

Particulars Jul-11 Jun-11 FYTD 2011-12 FYTD 2010-11
Index YoY (%) Index YoY(%) YoY (%) YoY (%)
Industrial Production 166.6 3.3 1704 8.8 5.8 9.7
Manufacturing 176.0 2.3 182.6 103 6.0 10.5
Mining 126.7 2.8 1239 -1.1 1.1 8.2
Basic Goods 149.2 10.1 1455 7.5 7.9 52
Intermediate Goods 144.7 -1.1 142.7 0.6 0.8 10.1
Consumer Durables 303.5 8.6 2814 1.5 4.2 18.4
Consumer Non Durables 133.5 4.1 136.6 3.0 49 3.8
Capital Goods 2442 -152 3239 382 7.6 23.1

Source: Bloomberg
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Disclaimer

The investments discussed or recommended in this report may not be suitable for all investors. Investors should use this research as one input into formulating
an investment opinion. Additional inputs should include, but are not limited to, the review of other. This is not an offer (or solicitation of an offer) to buy/sell
the securities/instruments mentioned or an official confirmation. Microsec Capital Limited is not responsible for any error or inaccuracy or for any losses
suffered on account of information contained in this report. This report does not purport to be offer for purchase and sale of share/ units. We and our affiliates,
officers, directors, and employees, including persons involved in the preparation or issuance of this material 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 discussed herein 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. The same persons may have acted upon the information contained here. No part of
this material may be duplicated in any form and/or redistributed without Microsec Capital Limited’ prior written consent.




