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• IIP growth drops to a 2-year low, grows at 1.8%, below the consensus estimate of 3.5%. 
• Sustainably elevated interest rates, inflation and the lack of government support continues to impact the 

investment cycle; capital goods recorded growth of 6.8% YoY. 
• Consumer durables recorded strong growth of 10.6% MoM, reflecting festive demand, the strength is 

unlikely to continue. 
• We lower our FY12E IIP estimate to 4.5%-5% from 7% expected earlier, resulting in GDP growth of 7% vs. 

7.5% estimated earlier 
 
It’s a broad-based slowdown: IIP growth for Sep ’11 stood at 1.8%, below the consensus estimate of 3.5%. The growth 
rate in the previous month was at a revised 3.6% and 6.2% a year-ago; indicating that the base effect as well as the festive 
season could not provide any boost to the industrial output. The 3-month moving average of IIP growth slumped to 3.1% 
from 5.6% recorded till the previous month. IIP grew by 0.9% on a MoM basis. 15 out of 22 industries recorded positive 
growth (it was 11/22 in the last month). Aug ’11 IIP growth is revised lower to 3.6% from 4%, led by a downward revision in 
manufacturing and mining output.  
Basic goods (growth at 4.5%) performed relatively better due to strong growth in electricity generation, followed by 
consumer durables (at 3.5%) driven by festive demand, other sectors like capital goods, intermediate goods, and consumer 
non-durables performed poorly, recording growth of -6.8%, 1.5%, and -1.3%, respectively.  
 
Mining under significant pressure; Electricity continues to cushion growth: Mining recorded a growth of -5.7% (vs. 
4.3% last year) due to sharp de-growth in coal and natural gas mining, at -17.8% and -6.4%, respectively. Manufacturing 
grew by 2.1% (vs. 6.8% last year), and electricity at 9% (vs. 1.8% a year ago). Within the manufacturing sector, the highest 
contribution to growth was made by basic metals, food products, fabricated metal products, and automobiles. Key industries 
which contributed negatively are: chemicals, and electrical machinery.   
 
Electricity generation supports basic goods; other use-based segments weak: Though, growth in basic goods 
outperformed the other segments, it is continuously trending lower. For the month under consideration, it has declined to 
4.5% from the highs of 9.5% recorded two months ago. Growth in this segment is likely to decline sharply in the next month 
due to the high base effect. Electricity generation should also drop for the same reason as well as coal scarcity. As 
mentioned earlier, capital goods de-grew by -6.8%, led by sluggishness recorded in the cement machinery, sugar 
machinery, cable and rubber insulators, and relays, fuses and switchgears. Intermediate goods continue to reflect 
weakness by growing at 1.5%, led by poor textile production feeling the heat of poor export demand. Consumer goods 
growth rose to 3.5% vs. 2.3% in the last month, led by strong growth in consumer durables at 8.7%; consumer non-durables 
de-grew by -1.3%.  
Other important items that recorded robust growth are: Fruit Pulp (90.6%), Paraxylene (64.0%), Stainless/alloy steel 
(63.3%), Woollen Carpets (61.9%), Linear low density polyethylene (58.9%), Tanned or Chrome Skins and Leathers 
(58.1%), Steel Castings (48.0%), Petroleum Coke (44.6%), Scooter and Mopeds (33.0%), Marble Tiles/Slabs 
(32.3%), Polythene Bags including Hdpe & Ldpe Bags (31.5%) and Telephone Instruments, including Mobile Phone 
And Accessories (31.1%). 
 
We have sharply cut our IIP estimate to 4.5%-5% from 7% estimated earlier, resulting in a 50bps cut in the FY12 
GDP estimate. IIP estimate has been reduced due to a sharp weakness being seen in the industrial production and 
PMI. Exports demand is seen weakening after holding on well in H1FY12, due to continued and heightened 
uncertainty in the European and US economies. As known, manufacturers are bearing the brunt of higher interest 
rates, inflation and lower demand. An added problem is the dull government machinery slowing the process of 
clearing projects and orders. It is due to this reason, we had argued that the RBI should pause, instead of their 
decision to hike the repo rate by 25bps in its October policy. RBI has indicated an end to the rate hike cycle, 
however, interest rates are expected to remain elevated until Q1FY13. Thus, the economic growth is expected to 
remain weak till FY13. 
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YOY GROWTH RATE (BASE: 2004-05) 

 SEP-10 OCT-10 NOV-10 DEC-10 JAN-11 FEB-11 MAR-11 APR-11 MAY-11 JUN-11 JUL-11 AUG-10 SEP-11 
IIP (YOY GROWTH RATE) 6.2 11.4 6.4 8.1 7.5 6.7 9.4 5.3 6.2 9.5 3.8 3.6 1.8 
MINING (WT. 14.16) 4.3 6.1 6.9 5.9 1.7 1.1 0.3 1.6 1.8 -1.4 1.5 -4.1 -5.7 
MANUFACTURING (WT. 75.52) 6.8 12.4 6.5 8.7 8.1 7.5 11.0 5.7 6.3 11.2 3.1 4.1 2.1 
ELECTRICITY (WT. 10.31) 1.8 8.8 4.6 5.9 10.5 6.8 7.2 6.5 10.3 7.9 13.1 9.5 9.0 
USE-BASED              
BASIC GOODS (WT. 45.68) 3.5 9.8 5.7 7.8 7.7 5.6 6.5 7.2 7.5 7.8 9.5 5.2 4.5 
CAPITAL GOODS (WT. 8.83) 7.2 21.0 25.7 20.2 5.4 -5.7 14.5 6.6 6.2 38.7 -13.8 4.1 -6.8 
INTERMEDIATE GOODS (WT. 15.69) 4.6 9.7 4.3 8.1 7.4 6.3 3.1 3.9 0.1 1.6 -0.5 5.9 1.5 
CONSUMER GOODS (WT. 29.8)  9.6 9.4 0.7 3.6 8.3 13.4 13.3 3.2 7.2 3.1 7.7 2.3 3.5 
Source: CSO 

 

 

INDUSTRY-WISE BREAK-UP OF THE MANUFACTURING SECTOR (BASE: 2004-05) 

YOY GROWTH RATE WTS APR-11 MAY-11 JUN-11 JUL-11 AUG-11 SEP-11 

FOOD PRODUCTS AND BEVERAGES  7.3 9.5 12.9 6.7 14.4 8.3 8.6 

TOBACCO PRODUCTS  1.6 -9.2 -0.1 9.6 -9.0 -20.5 12.8 

TEXTILES  6.2 -5.9 -6.6 -4.3 -5.6 -3.8 -1.9 

WEARING APPAREL; DRESSING AND DYEING OF FUR  2.8 2.7 -0.6 -5.5 -2.8 -0.4 -8.1 

LUGGAGE, HANDBAGS, SADDLERY, HARNESS & FOOTWEAR; TANNING AND  
DRESSING OF LEATHER PRODUCTS  

0.6 7.4 -5.2 15.7 9.3 7.4 
10.0 

WOOD AND PRODUCTS OF WOOD & CORK EXCEPT FURNITURE; ARTICLES  
OF STRAW & PLATING MATERIALS  

1.1 -13.5 -6.6 -0.3 2.5 -0.8 
2.4 

PAPER AND PAPER PRODUCTS  1.0 13.8 4.3 6.2 6.0 0.0 5.1 

PUBLISHING, PRINTING & REPRODUCTION OF RECORDED MEDIA  1.1 12.6 9.5 11.1 6.9 6.4 8.4 

COKE, REFINED PETROLEUM PRODUCTS & NUCLEAR FUEL  6.7 6.8 7.1 4.2 2.6 8.6 2.8 

CHEMICALS AND CHEMICAL PRODUCTS  10.1 5.0 4.0 -1.0 -1.3 1.4 -6.0 

RUBBER AND PLASTICS PRODUCTS  2.0 -4.7 -3.8 -0.3 3.3 -0.8 -1.8 

OTHER NON-METALLIC MINERAL PRODUCTS  4.3 -1.7 0.0 3.2 8.5 5.8 0.4 

BASIC METALS  11.3 13.8 13.4 17.7 18.9 11.2 10.4 

FABRICATED METAL PRODUCTS, EXCEPT MACHINERY & EQUIPMENT  3.1 22.3 13.9 -0.1 11.4 11.6 11.8 

MACHINERY AND EQUIPMENT N.E.C.  3.8 10.7 -5.1 2.2 -3.1 -0.7 -3.8 

OFFICE, ACCOUNTING & COMPUTING MACHINERY  0.3 96.5 36.4 19.1 38.3 -26.8 16.6 

ELECTRICAL MACHINERY & APPARATUS N.E.C.  2.0 2.9 -6.1 88.9 -46.0 -5.5 -27.7 

RADIO, TV AND COMMUNICATION EQUIPMENT & APPARATUS  1.0 3.0 0.7 -10.1 11.7 12.5 25.0 

MEDICAL, PRECISION & OPTICAL INSTRUMENTS, WATCHES AND CLOCKS  0.6 9.5 42.9 -10.3 -12.5 -7.9 11.8 

MOTOR VEHICLES, TRAILERS & SEMI-TRAILERS  4.1 22.9 23.1 14.5 10.3 8.1 5.7 

OTHER TRANSPORT EQUIPMENT  1.8 19.1 19.9 18.6 17.5 12.1 19.0 

FURNITURE; MANUFACTURING N.E.C.  3.0 -15.0 9.1 10.3 6.9 -1.4 -8.2 
Source: CSO 
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Rating Rationale 
BUY and SELL recommendations are used to draw attention to stocks, which we believe are under-priced or over-priced by circa 15%, that is, price differential of +/- 15% between 
our price target and the market price. Stocks which do not achieve this price differential are NEUTRAL. Price targets are established in the context of a flat market. 
 
Disclosures and Disclaimers 
MF Global Sify Securities India Pvt. Ltd. has three independent equity research groups: Institutional Equities, Institutional Equities Derivatives and Private Client Group. This report 
has been prepared by Institutional Equities Research. The views and opinions expressed in this document may or may not match or may be contrary at times with the views, 
estimates, rating, target price of the other equity research groups of MF Global Sify Securities India Pvt. Ltd. 
This report is issued by MF Global Sify Securities India Pvt. Limited which is regulated by SEBI. MF Global Sify Securities India Pvt. Ltd. is a subsidiary of MF Global Overseas Ltd. 
References to "MFGSSIPL" or “Firm” in this report shall mean MF Global Sify Securities India Pvt. Limited unless otherwise stated. This report is prepared and distributed by 
MFGSSIPL for information purposes only and neither the information contained herein nor any opinion expressed should be construed or deemed to be construed as solicitation or as 
offering advice for the purposes of the purchase or sale of any security, investment or derivatives. The information and opinions contained in the Report were considered by 
MFGSSIPL to be valid when published. The report also contains information provided to MFGSSIPL by third parties. The source of such information will usually be disclosed in the 
report. Whilst MFGSSIPL has taken all reasonable steps to ensure that this information is correct, MFGSSIPL does not offer any warranty as to the accuracy or completeness of such 
information. Any person placing reliance on the report to undertake trading does so entirely at his or her own risk and MFGSSIPL does not accept any liability as a result. Securities 
and Derivatives markets may be subject to rapid and unexpected price movements and past performance is not necessarily a guide to future performance. 
This report does not have regard to the specific investment objectives, financial situation and the particular needs of any specific person who may receive this report. Investors must 
undertake independent analysis with their own legal, tax and financial advisors and reach their own regarding the appropriateness of investing in any securities or investment 
strategies discussed or recommended in this report and should understand that statements regarding future prospects may not be realized. In no circumstances it be used or 
considered as an offer to sell or a solicitation of any offer to buy or sell the Securities mentioned in it. The information contained in the research reports may have been taken from 
trade and statistical services and other sources, which we believe are reliable. MF Global Sify Securities India Pvt. Ltd. or any of its group companies do not guarantee that such 
information is accurate or complete and it should not be relied upon as such. Any opinions expressed reflect judgments at this date and are subject to change without notice 
Important: These disclosures and disclaimers must be read in conjunction with the research report of which it forms part. Receipt and use of the research report is subject to all 
aspects of these disclosures and disclaimers. Additional information about the issuers and securities discussed in this research report is available on request. 
Certifications: The research analyst(s) who prepared this research report hereby certifies that the views expressed in this research report accurately reflect the research analyst’s 
personal views about all of the subject issuers and/or securities, that the analyst have no known conflict of interest and no part of the research analyst’s compensation was, is or will 
be, directly or indirectly, related to the specific views or recommendations contained in this research report. The Research Analyst certifies that he /she or his / her family members 
does not own the stock(s) covered in this research report. 
 
Independence: MF Global Sify Securities India P. Ltd. has not had an investment banking relationship with, and has not received any compensation for investment banking services 
from, the subject issuers in the past twelve (12) months, and the Firm does not anticipate receiving or intend to seek compensation for investment banking services from the subject 
issuers in the next three (3) months. The Firm is not a market maker in the securities mentioned in this research report, although it or its affiliates may hold either long or short 
positions in such securities. The Firm does not hold more than 1% of the shares of the company(ies) covered in this report. 
Suitability and Risks: This research report is for informational purposes only and is not tailored to the specific investment objectives, financial situation or particular requirements of 
any individual recipient hereof. Certain securities may give rise to substantial risks and may not be suitable for certain investors. Each investor must make its own determination as to 
the appropriateness of any securities referred to in this research report based upon the legal, tax and accounting considerations applicable to such investor and its own investment 
objectives or strategy, its financial situation and its investing experience. The value of any security may be positively or adversely affected by changes in foreign exchange or interest 
rates, as well as by other financial, economic or political factors. Past performance is not necessarily indicative of future performance or results. 
Sources, Completeness and Accuracy: The material herein is based upon information obtained from sources that the Firm and the research analyst believe to be reliable, but neither 
the Firm nor the research analyst represents or guarantees that the information contained herein is accurate or complete and it should not be relied upon as such. Opinions 
expressed herein are current opinions as of the date appearing on this material and are subject to change without notice. 
Furthermore, the Firm is under no obligation to update or keep the information current. 
Copyright: The copyright in this research report belongs exclusively to the Firm. All rights are reserved. Any unauthorized use or disclosure is prohibited. No reprinting or reproduction, 
in whole or in part, is permitted without the Firm’s prior consent, except that a recipient may reprint it for internal circulation only and only if it is reprinted in its entirety. 
Caution: Risk of loss in trading in can be substantial.  You should carefully consider whether trading is appropriate for you in light of your experience, objectives, financial resources 
and other relevant circumstances. 
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