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OVERVIEW 
  

HIGHLIGHTS 

 The India Meteorological Department’s (IMD’s) first stage forecast has predicted that the volume of rainfall in the upcoming southwest 
monsoon season (June-September) would be 96% of the long period average (LPA), with an error range of +/-5%. Additionally, the IMD 
estimates a 38% probability of a near normal rainfall scenario. 

 The IMD indicated that the latest available forecasts signal that weak El Nino conditions may develop during the second half of the 
monsoon season, and also that weak positive Indian Ocean Dipole (IOD) conditions are likely to develop during the middle of the 
season and persist subsequently; these two factors may have an offsetting impact on the volume of rainfall.   

 In addition to the overall level, the timing of rainfall would be crucial; higher rainfall in the early part of the monsoon may support 
sowing, while adequate rainfall in the second half of the season would remain important for yields. 

 Although reservoir storage exceeds the level in 2016, it may not prove adequate to shield the crop sector, if monsoon rainfall turns out 
to be appreciably weaker than the IMD's initial forecast, in ICRA’s view. 

 Factoring in the expectation that monsoon rainfall would be around 96% of the LPA, ICRA’s baseline expectation is that growth of 
agricultural GVA would moderate from above 4% in FY2017 to around 3.6% in FY2018 

 While other factors such as the rise in minimum support prices (MSPs) and supply demand dynamics for perishables would be 
important, ICRA expects average CPI inflation to remain stagnant at 4.5% in FY2018. 

 

The volume and dispersion of monsoon rainfall remains crucial in India, given the moderate irrigation coverage of 47.2% of the net sown area 
in FY2012. The IMD has released its first stage forecast for the south west monsoon rainfall for 2017, which has estimated the volume of 
rainfall to be 96% +/-5% of the LPA, indicating a range of 91%-101%. This is broadly encouraging, as rainfall between 96% and 104% of the LPA 
is considered to be normal. Additionally, the IMD has estimated a 38% probability of a near normal rainfall scenario. However, actual monsoon 
precipitation during 2014, 2015 and 2016 (refer Table 1) stood at 88%, 86% and 97% of LPA, respectively, undershooting the lower limit of the 
IMD's April forecast range for each of those years. Although current reservoir storage, at around 31% of full capacity, exceeds the level in 
2016, it may not prove adequate to shield the crop sector, if the volume of monsoon rainfall turns out to be appreciably weaker than the 
IMD's initial forecast, as was the trend in the last three years.  

In addition to the overall level, the timing of rainfall would be crucial. Although higher rainfall in the early part of the monsoon is important to 
encourage timely sowing, adequate rainfall in the second half of the season remains critical for yields. The IMD indicated that the latest 
available forecasts signal that weak El Nino conditions may develop during the second half of the monsoon season, and also that weak positive 
IOD conditions may develop during the middle of the season and persist subsequently. These two factors may have an offsetting impact on 
the volume of rainfall, clouding the outlook for the second half of the season.  

Notwithstanding the modest contribution of agriculture to the overall GVA of around 15-16%, the monsoon outlook would have some impact 
on consumption sentiment, both for consumer non-durables and big ticket items such as agri inputs, motorcycles, tractors etc. 
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Background: The volume of southwest monsoon rainfall was sub-par in 2014 (12% below the LPA) and 2015 (14% below LPA), contributing to the gross value added (GVA) at 

basic prices of agriculture, forestry & fishing (at constant prices) posting a contraction of 0.3% in FY2015 and a muted growth of 0.8% in FY2016 (refer Chart 1). In particular, 
the GVA for crops had contracted by 3.9% and 2.2%, respectively, during FY2015 and FY2016. Moreover, 266 of the total 684 districts in India were declared drought-affected 
in FY2016. Additionally, the rainfall deficit for two consecutive years dampened reservoir levels to ~16% of full reservoir level (FRL) during much of June 2016 (refer Charts 2, 
3 and 4), particularly affecting the southern (~10% of FRL) and western (~11% of FRL) regions. Nine of the 91 reservoirs had exhausted the stored water by June 9, 2016, 
while the live storage in 78 reservoirs had fallen below 10% of their respective FRL.  

Subsequently, the near-normal monsoon in 2016 (97% of LPA) provided relief, boosting kharif sowing by 3.6% relative to the total area sown in 2015. The 2
nd

 Advance 
Estimates (AE) of crop production estimated a substantial growth in the output of all major crops, barring sugarcane (refer Chart 6). The Central Statistics Office (CSO) has 
estimated the GVA of agriculture, forestry & fishing (at constant prices) to expand by 4.4% in FY2017. Moreover, reservoir storage rose to a peak of 76% on October 13, 2016, 
significantly higher than the year-ago level of 59%, and in line with the level in October 2014. The geographical distribution of reservoir storage was also favourable in 
FY2016, with all sub-regions, except the northern region, exceeding year-ago levels.   

Rainfall has recorded a mixed trend in the recent months (refer Chart 5). The precipitation during the northeast monsoon season (October-December) was a sharp 45% 
below the LPA, making it particularly damaging for the southern states, which receive most of their rainfall during these months. Notably, Tamil Nadu and Karnataka were 
declared drought-affected, following water scarcity and alarmingly low reservoir levels (~7% and ~13%, respectively as on April 13, 2017). A favourable outturn of the 
southwest monsoon in 2017 may not significantly improve the situation in these states, given that they receive the bulk of precipitation during the post-monsoon and winter 
seasons. 

Following the mild deficit during the 2017 winter season (January-February; 5% below LPA), the pre-monsoon season (March-May) has received surplus precipitation (11% 
above LPA as on April 12, 2017). The 2

nd
 AE forecast a healthy expansion in rabi output across all major crops, barring rice (refer Chart 7). Moreover, reservoir levels stood at 

31% on April 13, 2017, higher than the level of 23% in the previous year, but in line with the level in April 2015 (32%).  

 

Outlook: The volume, spatial and temporal distribution of the monsoon in 2017 would be crucial in determining kharif sowing and production dynamics. In our view, 
current reservoir storage levels may not prove adequate to shield the crop sector, if the volume of monsoon rainfall turns out to be appreciably weaker than the IMD's 
initial forecast, as was the trend in the last three years.  

Factoring in the expectation that monsoon rainfall would be around 96% of the LPA, our baseline expectation is that growth of agricultural GVA would moderate from 
above 4% in FY2017 to around 3.6% in FY2018. In addition to the impact of monsoon dynamics on sentiment, a likely rise in MSPs and automatic stabilisers such as the 
rural employment guarantee scheme would support rural consumption to some degree. Notably, nearly Rs. 234.4 billion has already been released to states under the 
first tranche of Mahatma Gandhi National Rural Employment Guarantee Scheme for the purpose of water conservation and management. Overall, we expect GVA growth 
to rise from 6.7% in FY2017 to 7.0% in FY2018, led primarily by an improved services sector.  

Buffer stocks for cereals and pulses would dull the impact of monsoon rainfall and foodgrain output during FY2018 on food prices. However, factors such as the rise in 
MSPs and supply demand dynamics for perishables would influence the trajectory of food inflation. Overall, we expect average CPI inflation to remain stagnant at 4.5% in 
FY2018. The impact of monsoon dynamics, as well as other inflation risks such as the goods and services tax, won't be clear for at least a few more months, which 
suggests a high likelihood of a prolonged pause for the policy rate.  
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Table 1: IMD Forecast for South West Monsoon and Actual Rainfall                    Chart 1: Growth of Agriculture, Forestry & Fishing; Private Final Consumption 
                                                                                                                                                Expenditure (PFCE) & GVA at basic prices       

         
Source: IMD; CSO; ICRA research 
 
 
 
 
Chart 2: Trends in Reservoir Storage                                                                               Chart 3: Sub-Region Distribution of Reservoir Storage  

 
*Till April 12, 2017 
Source: IMD; Central Water Commission (CWC); ICRA research 
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2010 98% +/- 5% of LPA 102% +/- 4% of LPA 102% 

2011 98% +/- 5% of LPA 95% +/- 4% of LPA 101% 

2012 99% +/- 5% of LPA 96% +/- 4% of LPA 92% 

2013 98% +/- 5% of LPA 98% +/- 4% of LPA 105% 

2014 95% +/- 5% of LPA 93% +/- 4% of LPA 88% 

2015 93% +/- 5% of LPA 88% +/- 4% of LPA 86% 

2016 106% +/- 5% of LPA 106% +/- 4% of LPA 97% 

2017 96%+/- 5% of LPA 
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Chart 4: State-wise Distribution of Reservoir Storage                                                     Chart 5: Weekly Deviation from Normal: Jun 2016-Apr 2017*                                             

     
Source: CWC; ICRA research 
 
 
 
 
 
 
Chart 6: Growth in Kharif Sowing and Kharif Production in FY2017                          Chart 7: Growth in Rabi Sowing and Rabi Production in FY2017 

 
Source: Directorate of Economics and Statistics, Department of Agriculture, Cooperation and Farmers Welfare, Ministry of Agriculture,  Government of India; ICRA 
research 
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