INDIA ECONOMICS

WHOLESALE INFLATION

WPl inflation accelerates, peak in Q1

WPl accelerated to 7.4% in Mar’21 from 4.2% in Feb’21 led by broad based
increase in food, fuel and manufactured products inflation. A low base effect
and rising global commaodity prices imply there is room for WPI inflation to go
up. Further, localized lockdowns can push food inflation higher. We expect WPI
to average at 7% in FY22 with upside risks emanating from higher global
commodity and oil prices and now a weaker INR. RBI to first increase reverse

repo rate in H2FY22 and then repo rate in early FY23.
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Food inflation accelerates: Food inflation rose to a 5-month high of 5.3% in
Mar’21 from 3.3% in Feb’21. This was led by jump in fruits and vegetables index
to 4% in Mar'21 from 2.2% in Feb’21 on the back of acceleration in fruit prices
(19-month high) to 16.3% in Mar'’21 (9.5% in Feb™21). Tomato prices are up by
4.7% versus 3.4% in Feb’21. Prices of protein-based items too rose sharply to
5.4% in Mar'21 with egg prices skyrocketing to 5-month high of 19.9% in
Mar’21. The decline in cereal prices moderated to 4.1 % versus 6.6% in Feb’21
on the back of a 7.8% decline in wheat prices versus dip of 10.6% in Feb’21.
Prices of pulses too edged upwards to 13% in Mar'21 from 10.2% in Feb21.

Fuel and power inflation noted sharp uptick: Fuel and power inflation rose
steeply by 10.3% in Mar'21 from 0.6% in Feb’21. This was led by mineral oll
index which rose by 18% in Mar'21 from 0.9% in Feb’21 driven by base effect
(index was - 8.7% in Mar'20 as against 1.1% in Feb’20). Petrol index increased
by 18.5% (0.8% in Feb’21), HSD by 18.3% (from -0.1%), LPG by 10.3% (from
0.5%) and Naptha by 30.2% (from 2.4%). International oil prices rose to US$
65.7/bb in Mar'’21 from US$ 62/bblin Feb’21. Mineral oil index during Apr-Dec
FY21 was 20.4% below Apr-Dec FY20 levels. Thus we expect much sharper

increase in coming months at these oll price levels.

Core inflation solidifies: Core inflation rose to its highest level in 2011-12
series at /% in Mar'21 from 5.5% in Feb’21. Manufactured products inflation
rose by ~150bps to 7.3% in Mar'21 from 5.8% in Feb’21. Of the 22
commodities, prices of 12 commodities rose, with basic metals, rubber, food
and chemical products taking the lead. With international commodity prices
firming up another 1% in Apr'21, we expect manufactured product inflation to
remain elevated. Restrictions in India and opening up of global economy point

to supply demand imbalance building up of which may drive inflation higher.
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FIG1- WHOLESALE FOOD INFLATION RISES SHARPLY IN MAR’21
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FIG 2 - CORE INFLATION PICKS UP SHARPLY
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FIG 3 - HEADLINE WPI TO REMAIN ELEVATED IN H1FY22
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Disclaimer

The views expressed in this research note are personal views of the author(s) and do not necessarily reflect the views of Bank of Baroda. Nothing contained in this
publication shall constitute or be deemed to constitute an offer to sell/ purchase or as an invitation or solicitation to do so for any securities of any entity. Bank of Baroda
and/ or its Affiliates and its subsidiaries make no representation as to the accuracy; completeness or reliability of any information contained herein or otherwise provided
and hereby disclaim any liability with regard to the same. Bank of Baroda Group or its officers, employees, personnel, directors may be associated in a commercial or
personal capacity or may have a commercial interest including as proprietary traders in or with the securities and/ or companies or issues or matters as contained in this
publication and such commercial capacity or interest whether or not differing with or conflicting with this publication, shall not make or render Bank of Baroda Group
liable in any manner whatsoever & Bank of Baroda Group or any of its officers, employees, personnel, directors shall not be liable for any loss, damage, liability whatsoever

for any direct or indirect loss arising from the use or access of any information that may be displayed in this publication from time to time.

Visit us at www.bankofbaroda.in
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For further details about this publication, please contact:

Economics Research Department
Bank of Baroda
+9122 6698 5713

chief.economist(@bankofbaroda.com
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