
  

ICRA Limited                                                                                                                                                                                                                                                    P a g e  | 1                           

 

 
 
The Indian Meteorological Department (IMD) has forecast southwest monsoon rainfall in 2014 at 95% of the long period average (LPA), 
with a model error of +/-5%. While this suggests that the rainfall deficit may be mild in 2014, it does not fully assuage concerns regarding 
growth-inflation dynamics. The expectation of below-average rainfall in conjunction with the structural factors that exert stickiness on 
food and non-food CPI inflation, suggest that achieving the target of containing CPI inflation below 8% by January 2015 set by the Reserve 
Bank of India (RBI) would be challenging. Accordingly, the most likely scenario at present appears to be an extended pause for policy rates, 
with monetary easing delayed until at least early-2015, which would in turn dampen a revival in the other sectors of the economy.   
 
Concerns had emerged in recent months regarding higher-than-normal temperatures of water in equatorial Pacific Ocean, termed as “El 
Nino”, which sometimes negatively impact monsoon rainfall in India. The IMD has indicated in its April 2014 release that the El Nino Southern 
Oscillation conditions are neutral at present. However, there is a 60% probability of sea surface temperatures over the equatorial Pacific 
Ocean reaching El Nino levels during the monsoon season. Updated forecasts regarding the magnitude and regional dispersion of the 
monsoon are to be issued in June 2014. Given the mixed trends regarding actual rainfall as compared to the forecasts prepared in April over 
the last decade, concerns regarding the magnitude of monsoon in 2014 are not fully allayed by the IMD’s forecast. For instance, following the 
occurrence of the El Nino phenomenon in 2009, the magnitude of monsoon rainfall fell to a multi-year low of 22% below the LPA. This was 
substantially weaker than the IMD’s April 2009 forecast of 96% +/-5%, which is similar to the forecast for the 2014 monsoon released today. 
 
The impact of low monsoon rainfall on economic growth has been limited in recent years, partly on account of the declining share of 
agriculture in India’s GDP. Moreover, consumption has been supported by sizable increases in minimum support prices (MSP) in some years 
as well as automatic stabilisers such as the rural employment guarantee scheme. However, a weak monsoon has been associated with rising 
food inflation in recent years, which has squeezed disposable income and consumption demand of urban households. The generalisation of 
food inflation into headline inflation has also contributed to a tight monetary policy regime in recent years. 
 
Under the revised monetary policy framework, CPI inflation has been designated the nominal anchor for monetary policy. In April 2014, the 
RBI signalled an end to monetary tightening if consumer inflation moderates along the intended glide path described by the Dr. Urjit Patel 
Committee, i.e. to 8.0% by January 2015 and 6.0% by January 2016. While the present level of inflation at 8.3% in March 2014 is close to the 
January 2015 target, apprehensions related to the monsoon dynamics in 2014 have led to concerns regarding the outlook for food 
production and prices. In addition to the overall magnitude, the temporal dispersion of rainfall in 2014 would be crucial. Adequate rainfall in 
June-July, the key period for sowing, may lessen impact of overall monsoon deficiency. Other factors that may mitigate the impact of a weak 
monsoon on inflation include enhanced moisture in the sub-soil as a result of substantial rainfall since June 2013, relatively healthy reservoir 
levels and considerable buffer stocks of cereals. 
 
Nevertheless, the expectation of below-average rainfall in conjunction with the structural factors that exert stickiness on food and non-food 
CPI inflation, suggest that achieving the RBI’s target of containing CPI inflation below 8% by January 2015 would be challenging. Accordingly, 
the most likely scenario at present appears to be an extended pause for policy rates, with monetary easing delayed until at least early-2015, 
which would in turn dampen a revival in the other sectors of the economy.   

 
 

 
ICRA RESEARCH SERVICES 

 

 

 

SOUTH WEST MONSOON OUTLOOK 2014 
Mild deficit in monsoon rainfall and structural constraints likely to keep CPI inflation sticky in 2014, delaying 
monetary easing  

APRIL 2014  

  
Contacts: 
Aditi Nayar 
+91 124 4545 385 
aditin@icraindia.com 
 
 

mailto:aditin@icraindia.com


  

ICRA Limited                                                                                                                                                                                                                                                    P a g e  | 2                           

BELOW NORMAL 2014 MONSOON EMERGES AS THE KEY MACRO RISK 
 
 Higher-than-normal temperatures of water in equatorial Pacific Ocean, 

termed as “El Nino”, affects wind patterns and rainfall trends in various parts 
of the world. 

 Often leads to heavy rains near the South American coastline and parts of the 
Pacific Ocean, with lower precipitation elsewhere including monsoon rainfall 
in India. 

 IMD forecasts a 60% probability of sea surface temperatures over the 
equatorial Pacific Ocean reaching El Nino levels during the 2014 monsoon 
season. 

 El Nino years often but not always associated with deficient or below-normal 
rainfall in India.  

 Notably, rainfall in India can be sub-par even in non El Nino years. 

 In April 2014, IMD has forecast south west monsoon rainfall in 2014 at 95% 
+/- 5%, indicating a mild rainfall deficit. 

 This forecast is similar to the forecast released by IMD in April 2009 (96% +/-
5%). However, actual rainfall in 2009 was a substantial 22% below the LPA. 

 Mixed trend in terms of actual rainfall vs. IMD’s April forecast over last 11 
years:  

o 2003, 2006, 2007 and 2013 rainfall exceeded April forecast band. 

o 2004, 2009 and 2012 fell short of the forecast range. 

 Accordingly, macro-economic concerns arising from possibility of weaker-
than-anticipated monsoon not fully assuaged. 

 

 
 
 
 
 

Table 1: Monsoon Forecast vs. Actual 2003-2013 

Year  El-Nino IMD April Forecast for 
South West Monsoon 

Actual Rainfall (% of LPA) 

2003 No 96% +/-5% of LPA 102% Normal 

2004 No  100% +/-5% of LPA 86% Deficient 

2005 No 98% +/- 5% of LPA 99% Normal 

2006 Yes 93% +/- 5% of LPA 100% Normal 

2007 No 95% +/- 5% of LPA 106% Above Normal 

2008 No 99% +/- 5% of LPA 99% Normal 

2009 Yes 96% +/- 5% of LPA 78% Deficient 

2010 No 98% +/- 5% of LPA 102% Normal 

2011 No 98% +/- 5% of LPA 101% Normal 

2012 No 99% +/- 5% of LPA 92% Below Normal 

2013 No 98% +/- 5% of LPA 105% Above Normal 

Source: IMD; Australian Meteorological Bureau; ICRA Research 
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LIMITED IMPACT OF WEAK MONSOON ON GDP GROWTH, ALTHOUGH FOOD INFLATION ROSE SHARPLY 

 

 First round impact of weak monsoon on GDP growth limited: 

o Agricultural output growth while low, was not sub-zero, in years of below 
normal monsoon. 

o Share of agriculture in GDP has fallen to ~14%.  

 Second round impact: Other factors bolstered consumption in years of 
unfavourable monsoon. 

o Pay Commission Award 2008-10;  

o High growth of minimum support prices (MSP) in some years;  

o Automatic stabilisers such as employment under the National Rural 
Employment Guarantee Act (NREGA). 

 Despite good monsoon, consumption growth eased in 9MFY14; differentiated 
impact on rural and urban consumers. 

o Rural consumption demand picked up post 2013 kharif harvest, as 
evidenced by trends for tractors, two-wheelers in H2FY14.  

o However, high food prices squeezed disposable income for urban 
consumers. 

 Notably, food inflation rose in 2009-10, 2012-13 following weak monsoon. 

 However, food inflation was in double-digits even in years when monsoon was 
above LPA: 

o 2010-11: led by high inflation for fruit (~20%); milk (~20%); eggs, meat & 
fish (~26%); condiments & spices (~34%). 

o 2013-14: led by high vegetable inflation (~40%). 

 

 

 

 

Chart 1: Growth of GDP, Agriculture, Private Final Consumption 
Expenditure and Variation of Monsoon from LPA 

 
Source: Central Statistics Office (CSO); IMD; ICRA Research 

Chart 2: Annual Average WPI Inflation  

 
Source: Office of the Economic Advisor, Government of India (GoI); ICRA 

Research 
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STRUCTURAL FACTORS IMPARTING RIGIDITY TO FOOD INFLATION AND NON-FOOD CPI INFLATION 

 

 Factors imparting rigidity to food inflation include: 

o Trend of annual increases in MSP- cereals, pulses, oilseeds, sugarcane. 

o Rising demand for food products with greater nutritional content 
following growth of incomes - protein items (pulses, milk and non-
vegetarian products), fresh produce (vegetables and fruit). Inadequate 
supply response of former and substantial wastages of latter impart 
rigidity to prices. 

o Inadequate storage infrastructure and cold chains- prices of perishables 
follow seasonal trends. Even small, short-lived supply disruptions cause 
large price spikes, e.g. Aug-Nov 2013. 

 Food, beverages & tobacco account for nearly 50% of CPI basket. Every 100 
basis points (bps) increase in food inflation boosts headline CPI by 50 bps. 

 Food price pressures will impact headline CPI inflation, which RBI has 
designated as the nominal anchor for monetary policy.   

 Short history of new CPI Index makes comparisons with previous weak 
monsoon years tricky. 

 Other factors that contribute to sticky CPI inflation include: 

o Inclusion of services in CPI basket, prices of which contain substantial 
component of wages.  

 Generalisation of higher food prices to wages with a lag.  

 Non-tradable nature of some services, which affords higher pricing 
power to producers.  

o Likely rise in electricity tariffs, particularly in States implementing 
Financial Restructuring Scheme for Discoms, to reduce gap between cost 
of supply and revenues. 

o Expectation of continued hikes to offset under-recoveries on sale of 
diesel. 

o Housing inflation may remain sticky; rentals likely to remain firm on the 
back of high interest rates and muted augmentation of supply of low cost 
housing in urban areas. 

Chart 3: Composition of WPI Primary Food Inflation 

 

Source: Office of the Economic Advisor, GoI; ICRA Research 

 

 

Chart 4: Composition of CPI Food Inflation 

Source: CSO; ICRA Research 

-2%

0%

2%

4%

6%

8%

10%

12%

14%

16%

18%

FY06 FY07 FY08 FY09 FY10 FY11 FY12 FY13 FY14

Cereals and Pulses Other Protein items

-5%

0%

5%

10%

15%

Cereals and products Protein Items Vegetables
Balance CPI Food Inflation



  

ICRA Limited                                                                                                                                                                                                                                                    P a g e  | 5                           

MONSOON DYNAMICS IN 2014 TO INFLUENCE SOWING, YIELDS, CPI TRAJECTORY 

 

 No one-to-one correlation between El Nino, monsoon, agricultural output and 
food inflation. Nevertheless, magnitude, timing and spread of monsoon 
rainfall in 2014 would impact sowing patterns, yields and the trajectory for 
food inflation.  

 Adequate rainfall in June-July, which are key months for sowing, may lessen 
impact of overall monsoon deficiency. 

o 2009 and 2012: deficient rainfall in June-July negatively impacted kharif 
output. 

o 2013: above-normal rainfall in June-July offset impact of below-average 
rainfall in subsequent two months. 

o 2010: base effect following worst drought in decades. 

o Other factors that impact output growth: geographic variations in 
precipitation; switch to crops more-suited to expected rainfall dynamics 
in ongoing year. 

 Factors that may cushion the impact of weak monsoon rainfall include: 

o Enhanced sub-soil moisture with substantial rainfall since June 2013; 

o Relatively healthy reservoir levels;  

o Considerable buffer stocks of cereals.  

 Pan-India rollout of entitlements under National Food Security Act may boost 
prices of non-cereals. Additionally, temporary spikes in prices of perishables 
can’t be ruled out. 

 In April 2014, RBI signaled end to further tightening if CPI moderates along 
glide path, i.e. to 8% by January 2015 and 6% by January 2016.   

 The expectation of below-average rainfall in conjunction with the structural 
factors that exert stickiness on food and non-food CPI inflation, suggest that 
achieving the RBI’s target of containing CPI inflation below 8% by January 
2015 would be challenging.  

 Accordingly, the most likely scenario at present appears to be an extended 
pause for policy rates, with monetary easing delayed until at least early-2015, 
which would in turn dampen a revival in the other sectors of the economy. 

Chart 5: Cumulative Area Sown in June-September 2013 

 

Source: Department of Agriculture, GoI; ICRA Research 
 
Table 2: Variation in Rainfall and Kharif Output 2009-2013 

 Rainfall (Relative to 
from LPA) 

Growth in Kharif Output 

Year June-July Aug-Sept Foodgrains  Oilseeds  Cotton Sugarcane  

2009 -19% -24% -12% -12% 8% 3% 

2010 -3% 9% 16% 39% 37% 17% 

2011 -5% 9% 9% -6% 7% 5% 

2012 -19% 5% -2% 0% -3% -5% 

2013 16% -6% 0% 6% 4% 1% 

Source: IMD; Department of Agriculture, GoI; ICRA Research  
 
Table 3: Average CPI in 2012-13, 2013-14 and Expectations for 2014-15 

 2012-13 2013-14 2014-15 Average Exp. 

 

Avg. Avg. 
Normal 

Monsoon 

Below-Normal Monsoon 

Case A Case B Case C 

Food, 
Beverages  
Tobacco  11.9%  11.1%  7.7%  11.0%  13.0%  15.0%  

CPI  10.2%  9.5%  7.7%  9.5%  10.7%  12.0%  

Source: CSO; ICRA Research  
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