INDIA ECONOMICS

WHOLESALE INFLATION

WPI eases in Dec’21

WPI inflation fell from 14.2% in Nov’21 to 13.6% in Dec’21. But the rate is
still very high and not a major consolation. This was attributed to decrease
in both fuel and power and manufactured products. Core inflation also
softened but remained high at 11%. Food inflation however accelerated,
led by vegetable. Going forward, WPI is likely to ease supported by a
favourable base though absolute prices may not come down significantly.
We expect WPI to average around 11.5-12% in FY22.
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Food inflation further up: Food inflation rose to a 23-month high of 9.2% in Dec’21
from 6.7% in Nov’'21. This was led by sharp jump in prices of vegetables (31.6% in
Dec’21 versus 3.9% in Nov'21) and cereals (5.1% versus 4%). Within vegetables,
spike in tomato prices to 15-month high at 93.7% in Dec’21 (65.5% in Nov'21) was
notable. This is in contrast to the CPI where the effects of base as well as value-
chain costs exhibited negative inflation. Fruit prices on the other hand came down to
15.1% from 15.5%. Price of protein based items such as milk (2.1% versus 1.8%)
and eggs (18.7% versus 14.7%) edged upwards. Within cereals, uptick was broad-
based, with prices of wheat going up by 11.4% (10.1% in Nov’'21) and that of paddy
up marginally 0.2% (-0.2% in Nov’21). Prices of pulses also rose by 3.9% in Dec’21
from 2.9% in Nov'21.

Fuel and power inflation softens: Fuel and power inflation eased to 32.3% from
39.8% in Nov'21 but was still very high. While coal prices remained unchanged
(3.1%) and contraction in electricity prices eased (-0.2% versus -0.6%), mineral oil
index decelerated significantly (62.6% versus 79.9%). This was in line with easing
international oil prices (49% in Dec’21 versus 84% in Nov’'21). Within this index,
prices of bitumen (43% versus 83%), ATF (62% versus 104%) and naphtha (70%
versus 95%) slowed the most. Going ahead, with slight inching up seen in
international oil prices (49.7% in Jan’22 so far) we expect strains could emerge on
fuel inflation in the coming months.

Core inflation too eases: Core inflation in Dec’21 slowed for the second
consecutive month to 11% from 12.2% in Nov'21. Manufactured products inflation
was also down to 10.6% in Dec’21 from 11.9% in Nov’21. Of the 22 commodity
indices, 15 indices rose at a slower pace in Dec’21 than Nov'21 led by basic metals,
rubber and plastic products, manufactured food and computer and electronic
products. Notably, in Dec’21, international commodity prices (CRB index) inched up
by 0.3% (MoM), and have further increased by 2.4% in Jan’22. However, resurgence
in global Covid-19 cases may pose downside risk to international commodity prices
going forward.
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Fig 1 —Wholesale food inflation rises, led by vegetables
(% YoY) m Cereals mmm Pylses Vegetables (% YoY)
120 - m Fruits mm Eggs, meat & fish Food (R) 12
100 +
80 -
60 -
40 -
20 -
0 A
(20) V
(40) - F (@2
(60) - - @)
P~ 0O 0O CO CO O W O O O D O O O O O© © © O « — ™ v« v
T Y T T LR W LT T LLEOT YNNGy
8257888257882 5288825288&
Source: CEIC, Bank of Baroda Research
Fig 2 — Core inflation softens
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Fig 3 — Headline WPI to ease going ahead
(% YoY)
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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.com
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For further details about this publication, please contact:

Chief Economist
Bank of Baroda
chief.economist@bankofbaroda.com
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