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Rising WPI to find its way into CPI

WPI accelerated to a 27-month high of 4.1% in Feb’21 led by higher food, fuel Sameer Narang

and manufactured products inflation. Rising oil (+8% MoM in Mar’21) and Dipanwita Mazumdar | Aditi Gupta
commodity prices (+27% MoM) indicate this trend will sustain in the coming chief.economist(@bankofbaroda.com
months. Thus WPl inflation is likely to show elevated prints compared with a

decline of 0.9% in HIFY21. Some of it will find its way into retail inflation as

well as seen in higher prices of petroleum products and consumer goods

implying upward risk to our CPI projection of 4.6% in FY22.

Food inflation resurges: After falling to a 26-month low of (-) 0.3% in Jan’21,
food inflation rose sharply to 3.3% in Feb’21. While prices of fruits continued to
rise (9.5% in Feb21 versus 3.1% in Jan’21), vegetable prices contracted at a
slower pace (decline of 2.9% in Feb’21 versus dip of 20.8% in Jan’21). Within
vegetables, prices of onion rose steeply by 31.3% (decline of 32.6% in Jan"21).
Tomato prices also rose by 3.2% (12.2% drop in Jan21). The decline in cereal
prices moderated to 6.6% versus 7.3% in Jan"21 on the back of a 10.6% decline
in wheat prices versus dip of 11.6% in Jan"21. Prices of eggs rose by 4.2% in
Feb’21 from 1.1% in Jan’21.

Fuel and power inflation picks up: Fuel and power inflation rose by 0.6% in
Feb’21 after 11-consecutive months of decline (4.8% decline in Jan’21). Mineral
oil index inched up by 0.9% from a decline of 8.7% in Jan’21 led by broad based
increase in petrol, HSD, Naptha and Bitumen. Higher international oil prices
which were up by 12.3% in Feb’21 (YoY) versus decline of 13.1% in Jan’21 explain
the increase. With oil prices averaging USS 67/bbl now, compared with US$
33/bblin QIFY21, upward pressure is likely to sustain in coming months as well.

Core inflation solidifies: Core inflation rose to its highest level in 2011-12
series at 5.5% in Feb’21 from 5.1% in Jan’21. Manufactured products inflation
rose by 70bps to 5.8% from 5.1% in Jan"21. Of the 22 commodities, prices of
14 commodities rose, with basic metals, textiles, rubber items and fabricated
metal products taking the lead. With international commodity prices firming up
by 2% MoM in Mar'21 on top of 6% MoM in Feb’21, we expect core and
manufactured product inflation to remain on the higher side. In a nutshell, food,
fuel and manufactured products—all three components of WPl —are pointing

towards elevated inflation in coming months.
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FIG1- WHOLESALE FOOD INFLATION RISES SHARPLY IN FEB’21
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FIG 2 - CORE INFLATION INCHES UP
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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

chief.economist(@bankofbaroda.com
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