VI. PRICE SITUATION

The decline in WPI inflation from a peak of 12.9 per cent in August 2008 coincided with
the moderation in economic growth, thereby creating space for the adoption of an
accommodative growth supportive monetary policy stance, which has continued in 2009-10
so far. The emerging inflationary pressures are clearly visible in terms of the increase in
WPI by 5.9 per cent over its end-March level aswell as high and rigid CPI inflation. The
changing inflation environment is being driven by high order of priceincreasesin essential
commodities, particularly in items of mass consumption like vegetables, pulses and sugar.
The dominance of the food price inflation is evident from the fact that inflation in WPI
(y-0-y) excluding the food category remains significantly lower at (-)3.4 per cent, as
against the headline inflation of 1.2 per cent as on October 10, 2009. Given the nature of
the sources of emerging inflation, sustained policy emphasis on improving both supply
conditions and supply chain for distribution would be necessary.

VI.1 The significant moderation in  gradual moderation, thereafter, yielded
global inflation that had started with the  negativeinflation for 13 consecutive weeks
onset of the global crisis in 2008-09, beginning in June 2009, before WPI
continued in 2009-10, with several inflation turned positive again since early
advanced countries experiencing negative  September 2009. The emerging inflationary
inflation due to sharp fall in commodity  pressureisevident fromtheincreasein WPI
prices in the second half of 2008-09 and inflation during the current financial year
the sustained recession in aggregate over end-March 2009 by 5.9 per cent (up
demand. Prices of food, fuel and metal  to October 10, 2009) and high CPI inflation
prices had bottomed in December 2008  intherangeof 11.7-13.2 per cent in August/
and have been firming up moderately since  September 2009. Given the weak demand
then. Sluggish global demand and aswell asslowdownineconomic activities,
presence of unutilised capacity have, it is the supply constraints in a limited
however, contained the risk of inflation,  number of commaodities, led by food, which
thereby allowing the central banksaround  have been driving the current inflation
the world to sustain the accommodative  pressures.

monetary policy stance to spur economic

growth. Global Inflation

V1.2 InIndia inflation as measured by V1.3  After registering high levels of
year-on-year variations in the wholesale inflation during the first half of 2008-09,
price index (WPI), which had tracked the  headline inflation in major advanced
global inflation in 2008-09, declined  economies steeply declined subsequently
sharply from 12.9 per cent in August 2008  and turned negative in 2009. Year-on-year
to 0.8 per cent by end-March 2009. The  consumer priceinflationin OECD countries,
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which had consistently been declining up to
July 2009 from its peak of 4.9 per cent in
July 2008, moved up marginaly in August
2009, but continued to remain negative at
(-) 0.3 per cent. The recent decline in
inflation in OECD countries was led by a
sharp decline in CPI for energy. Amongst
the major economies, headline inflation in
the US, Japan and Euro Area has turned
negative whilein the UK, inflation has been
steadily declining (Chart VI.1). Core
inflation also moderated in major economies.
In OECD countries, inflation, excluding
food and energy, decelerated to 1.5 per cent
in August 2009 from 2.4 per cent in
September 2008. Producer Price Index
(PPI) inflation declined sharply both in
advanced as well as emerging market
economies (EMEs). PPl inflation in the
euro-area, which firmed up to 9.9 per cent
in July 2008, declined steadily during 2009;
the maximum decline of 8.4 per cent was
registered in July 2009. Therate of decline
waslower at (-) 7.5 per cent in August 2009,
with the index of euro-area manufacturing

posting the highest month-on-month
increase in the past 14 months.

V1.4 Even though the headline inflation
in most of the advanced countries have
declined significantly since mid-2008, the
earlier concerns over a possible
deflationary spiral created by the negative
inflationinthe US, Japan and the Euro Area
during the first half of 2009, have
moderated to some extent, due to signs of
policy induced recovery in terms of a
rebound in manufacturing and aturn in the
inventory cycle. Major factors that
contributed to the disinflation process
include the steep declinein oil prices from
the record level in July 2008, large
downward corrections in food and metals
prices, lower transportation costs and the
existence of significant industrial slackness
due to sub-optimal capacity utilisation.
According to the IMF (October 2009),
global inflation is expected to remain
subdued and vulnerable to mild deflation.
With inflationary expectations remaining
generally well-anchored, risksfor sustained

Chart VI.1: Consumer Price Inflation
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deflation are, however, perceived to be
small. On the other hand, inflation risk may
be more in emerging economies where
output gaps are smaller and recovery may
be stronger. IMF projects the inflation in
advanced economies to be close to zero in
2009, with modest increaseto 1 per cent in
the following year; inflation in emerging
economies is expected to hover around 5
per cent in 2009-10. China, afew ASEAN
economies and most emerging European
economiesarelikely to experienceinflation
of lessthan 5 per cent.

VI.5 Mitigating the adverseimpact of the
financia crisis continued to be the focus of
monetary policy actions of most central
banks. Policy rates in advanced economies
such as US and Japan, which had reached
near zero levels in 2008, were left
unchanged during 2009. Policy rate cuts
were effected by central banks in other
advanced economiessuch astheU.K., Euro
Area and Canada between March-May
2009, with no subsequent changes. Reserve
Bank of Australia had reduced its policy
rate by 25 basis points on April 8, 2009 but
reversed it in October 7, 2009 on signs of
economic recovery and improvement in
measures of confidence (Table 6.1). Bank
of Israel had also reduced its policy rate by
25 basis points effective from April 2009
but raised it back by 25 basis points
effective from September 2009.

VI.6 Intheemerging economies, inflation
eased significantly since July 2008, in line
with decreases in international commodity
prices and general slowdown in economic
activity brought about by the global financial
crisis. Among the major emerging
economies, consumer price inflation in
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Chinaand Thailand turned negative in early
2009, while it turned negative in Malaysia
in June 2009; other major economies also
witnessed significant easing in price
pressures. Most central banks in emerging
economies (except China) reduced their
policy ratesin 2009 in an effort to arrest the
moderation in growth and to counter the
spillover effects of the global financial
crisis. The central banks of Russia,
Thailand, Indonesia and Philippines
continued to reduce their policy ratesduring
the July-September quarter of 2009.

Global Commodity Prices

V1.7 International commodity prices,
after sharply declining during the period July
to December 2008, witnessed increases in
2009 up to September 2009 on account of
crude oil and metal prices. Prices of
foodgrains, such as rice, wheat and maize,
however, declined both on a year-on-year
basis as well as over end-March 2009
(Table 6.2). Most commodity prices,
however, remained substantially below the
very highlevelsrecorded during thefirst half
of 2008, which contributed to the negative
year-on-year changes (Chart VI.2).
Expectations of global economic recovery
and weak supply prospects in major
agricultural products, such as sugar and tea
have been the major drivers of the recent
increasesin international commodity prices.

V1.8 After exhibiting the highest intra-
year volatility in 2008-09, international
crude oil prices have gradually firmed up
since March 2009, in response to expected
global economic recovery and successive
production cuts by Oil Producing and
Exporting Countries (OPEC) to support
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Table 6.1: Global Inflation Indicators

(Per cent)
Country/ Key Policy Policy Rate Changes in Policy CPI Inflation
Region Rate (As on October 22, 2009) Rates (basis points) (y-0-y)
Sept 08- Sinceend- Sep. 2008  Sep. 2009
Mar 09 Mar 09
1 2 3 4 5 6 7
Developed economies
Australia Cash Rate 3.25 (Oct.7, 2009) (-) 400 0 45" il
Canada Overnight Rate 0.25 (Apr.21,2009) (-) 250 (-) 25 34 -0.9
Euro area Interest Rate on Main
Refinancing Operations 1.00 (May 13,2009) (-) 275 (-) 50 3.6 -0.3
Japan Uncollateralised Overnight
Cal Rate 0.10 (Dec.19,2008) (-) 40 2.1* -2.2%
UK Official Bank Rate 0.50 (Mar. 5,2009) (-) 450 0 5.2 11
us Federal Funds Rate 0.00t0 0.25 (Dec.16,2008) (-) 200 0 49 -1.3
Developing economies
Brazil Selic Rate 8.75 (July 22, 2009) (-) 250 (-) 250 6.3 43
India Reverse Repo Rate 3.25 (Apr. 21, 2009) () 250 (-) 25 9.0% 11.7*
Repo Rate 475 (Apr. 21, 2009) (-) 400 (-) 25
(-400) 0
China Benchmark 1-year 5.31 (Dec 23, 2008) (-) 216 0 4.6 -0.8
Lending Rate (-300) 0
Indonesia Bl Rate 6.50 (Aug. 5, 2009) (-) 150 (-) 125 122 2.8
Israel Key Rate 0.75 (Sep. 1, 2009) (-) 350 0 55 2.8
Korea Base Rate** 2.00 (Feb. 12, 2009) (-) 325 0 51 22
Philippines Reverse Repo Rate+ 4.00 (Jul. 9, 2009) (-) 125 (-) 75 119 0.7
Russia Refinancing Rate 10.00 (Sep 30, 2009) 200 (-) 300 15.1 10.7
South Africa Repo Rate 7.00 (Aug.14, 2009) (-) 250 (-) 250 13.7% 6.4*
Thailand 1-day Repurchase Rate 1.25 (Apr. 8, 2009) (-) 225 (-) 25 6.0 -1.0
NQ2.  *:August.

Note: 1. The central banks of Australia and Israel had reduced their policy rates by 25 basis points, effective from April 2009 but
increased them again by 25 basis points, effective from October 2009 and September 2009, respectively.
2. For India, data on inflation pertain to CPI for Industrial Workers.

3. Figures in parentheses in column (3) indicate the dates when the policy rates were last revised.
4. Figuresin parentheses in column (4) indicate the variation in the cash reserve ratio during the period.
Source: International Monetary Fund, websites of respective central banks and The Economist.

prices. Crude ail prices breached the US $70
per barrel level in June 2009 and again in
August 2009. While crude oil prices
marginally declined in September 2009,
they started firming up in October 2009
and crossed US $ 80 per barrel on October
21, 2009 due to the weakness of the US
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dollar and expectations of a recovery in
global oil consumption in the face of
sustained economic growth in China and
signs of a turnaround in other Asian
countries. According to the US Energy
Information Association, the presence of
high oil inventories and expectation of
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Table 6.2: International Commodity Prices

Commodity Unit  Market Index (2004=100) Variation
Price (Per cent)
(2004) 2006 2007 2008 2009 Sep-09 Sep-09
Mar Apr May Jun Jul Aug Sep over over
Sep-08 Mar 09
1 2 g 4 5 6 7 8 9 10 1 12 13 14 15
Energy
Coal $mt 53 93 124 240 115 120 122 135 139 137 128 -549 109
Crude oil (Average) $/bbl 38 170 188 257 124 133 154 183 171 190 181 -314 465
Non-Energy Commodities
Palm oail $mt 471 101 165 201 127 149 170 154 136 153 143 -126 127
Soybean ail $mt 616 97 143 204 118 130 145 145 136 144 137 -31.0 164
Soybeans $mt 307 8 125 171 124 135 152 164 151 154 140 -155 135
Rice $/mt 238 128 137 274 247 231 224 242 241 221 218 -241 -11.8
Wheat $/mt 157 122 163 208 147 149 167 164 143 134 121 -356 -17.6
Maize $/mt 112 109 146 200 147 151 161 161 136 136 135 -357 -8.6
Sugar c/kg 16 206 141 178 187 190 224 229 257 313 322 704 721
Cotton A Index c/kg 137 93 102 115 83 92 100 99 105 104 103 -13.0 244
Aluminium $imt 1716 150 154 150 78 83 8 92 97 113 107 -274 373
Copper $mt 2866 235 248 243 131 154 159 175 182 215 216 -114 652
Gold $ltoz 409 148 170 213 226 218 227 231 228 232 244 201 7.9
Silver cltoz 669 173 200 224 19 187 211 219 200 216 246 352 257

Steel cold-rolled coil sheet  $/mt 607 114 107 159 148 115 115 115 115 115 115 -364 -222
Steel hot-rolled coil sheet ~ $/mt 503 119 109 176 159 119 119 119 119 119 119 -400 -25.0

Tin c/kg 851 103 171 217 125 138 162 176 165 175 175 -191 393
Zinc c/kg 105 313 309 179 116 132 142 149 151 174 180 86 548
$: US dollar. c: US cent. bbl: Barrel mt: metric tonne kg:Kilogram toz: troy oz.

Note: The year 2004 has been taken as the base to exhibit price trends over the relevant period.
Source: World Bank.

increased suppliesby both OPEC andnon- 2009 may prevent any sustained increase
OPEC members during the second half of  in oil prices.

Chart V1.2: Movements in International Commodity Prices
(year-on-year)
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V1.9 Metal prices, which had witnessed
a declining trend since the second quarter
of 2008 due to recessionary conditions
prevailing in major economies, registered
the sharpest decline in March 2009; prices
have rebounded since April 2009, led by
copper, lead and nickel. Improvement in
global economic prospects hasimpacted the
prices of cyclicaly sensitive base metals.
Supply cutbacks in response to the
prolonged decline in prices have impacted
on the prices of certain key metals such as
aluminium, tinand zinc. Increased demand
from China to build up inventories and
support domestic industrial revival haslent
impetus to the rebound in metal prices.

V1.10 Improved supplies, particularly in
foodgrains and oilseeds, and unwinding of
commodity investments by financial
markets participants had eased the pressure
on international food prices, which had
peaked in 2008. There is, however, wide
divergence in prices across various
commodities due to commodity-specific
factors such as weather conditions and
acreage. International sugar prices, which
had remained high in 2008, increased
further in 2009. Price pressures mainly
emanate from reduced global output, with
India, the second major producer of sugar,
turning anet importer in 2009-10, following
asharp declinein its sugar output in 2008-
09. Sugar output in India is expected to
decline further during 2009-10 due to
drought in some of the major sugarcane
growing States and unseasonal rains in
others, which are likely to affect sugarcane
output and sugar recovery rate from
sugarcane, respectively. Wet weather
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conditions in Brazil, the largest producer
of sugar, has also hampered harvest, thereby
further reducing global supplies.

VI.11 Agricultural raw materials
exhibited greater volatility on account of
changes in rubber prices, which track the
crude oil prices. Strong demand and supply
disruptions caused by unfavourable weather
conditions exerted pressure on rubber price
in recent months. Global cotton prices,
which had slumped to a four-year low in
March 2009 due to weak demand, firmed
up in the subsequent months, particularly in
October 2009, on expectations of a supply-
demand mismatch due to apossible rebound
in consumption from textile manufacturers
and a shortfall in production. The
International Cotton Advisory Committee
(ICAC) expectsthe world cotton production
to fall by 1 per cent in 2009-10 over the
previous year.

Inflation Conditionsin India

V1.12 The sharp decline in WPI inflation
from the peak of 12.9 per cent in August
2008 had created adequate space for the
Reserve Bank to adopt and sustain an
accommodative monetary policy stance
since mid-September 2008 so as to remove
uncertainty about the availability of
liquidity in the system and to contain the
moderation in growth.

VI.13 The Annual Policy Statement
(APS) of the Reserve Bank for the year
2009-10, formulated against the backdrop
of the slump in global demand and the
resultant abatement of global commodity
prices and the collapse of WPI inflation
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to near zero level in March 2009,
continued to emphasise on the need to
support the revival of economic growth
while ensuring price stability and
anchoring inflationary expectations.
Accordingly, the policy rates were further
reduced by 25 basis points as part of the
monetary stimulus measures (Table 6.3).
The APS projected WPI inflation at around
4.0 per cent by end-March 2010, keeping
in view the global trends in commodity
prices and domestic demand-supply
balance.

VI1.14 The First Quarter Review of
Monetary Policy 2009-10 (FQR) (July 2009)
noted that the negative WPI inflationin June
2009 was due to the base effect and was not
indicative of a contraction of demand. It
also observed that the sharp declinein WPI
had not brought about a commensurate
decline in inflationary expectations. The
FQR, therefore, revised the WPI inflation
projection upward to 5.0 per cent.

V1.15 TheWHPI inflation, which had turned
negative by the first week of June 2009,
remained so for 13 consecutive weeksbefore

Table 6.3: Movementsin Key Policy Ratesin India

(Per cent)

Effective since Reverse Repo Rate Cash Reserve WP CPI (IW)
Repo Rate Ratio Inflation Inflation

1 2 3 4 5 6
April 14, 2007 6.00 7.75 6.25 (+0.25) 6.3 6.7
April 28, 2007 6.00 7.75 6.50 (+0.25) 6.0 6.7
August 4, 2007 6.00 7.75 7.00 (+0.50) 44 7.3
November 10, 2007 6.00 7.75 7.50 (+0.50) 3.2 55
April 26, 2008 6.00 7.75 7.75 (+0.25) 83 7.8
May 10,2008 6.00 7.75 8.00 (+0.25) 8.6 7.8
May 24,2008 6.00 7.75 8.25 (+0.25) 89 7.8
June 12, 2008 6.00 8.00 (+0.25) 8.25 11.7 7.7
June 25, 2008 6.00 8.50 (+0.50) 8.25 119 7.7
July 5, 2008 6.00 850 8.50 (+0.25) 12.2 8.3
July 19, 2008 6.00 8.50 8.75 (+0.25) 125 83
July 30, 2008 6.00 9.00 (+0.50) 8.75 125 8.3
August 30, 2008 6.00 9.00 9.00 (+0.25) 124 9.0
October 11, 2008 6.00 9.00 6.50 (—2.50) 11.3 104
October 20, 2008 6.00 8.00 (-1.00) 6.50 10.8 104
October 25, 2008 6.00 8.00 6.00 (-0.50) 10.7 10.4
November 3, 2008 6.00 7.50 (-0.50) 6.00 8.7 10.4
November 8, 2008 6.00 7.50 5.50 (-0.50) 8.7 104
December 8, 2008 5.00 (-1.00) 6.50 (-1.00) 5.50 6.6 9.7
January 5, 2009 4.00 (-1.00) 5.50 (-1.00) 5.50 5.8 104
January 17, 2009 4.00 5.50 5.00 (-0.50) 49 104
March 4, 2009 3.50 (-0.50) 5.00 (-0.50) 5.00 0.9 8.0
April 21, 2009 3.25 (-0.25) 4.75 (-0.25) 5.00 16 8.7

Note: 1. Reverse repo indicates absorption of liquidity and repo signifies injection of liquidity.
2. Figures in parentheses indicate change in policy rates.
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moving up to above zero in September 2009.
Unlike the volatile pattern in WPI inflation,
CPI inflation continuesto remain highin the
range of 11.7 per cent to 13.2 per cent during
August/September 2009. The divergence
between the WPI and CPI inflation was
highlighted both in the APS and the FQR.
The FQR stated that theimmediate challenge
for the Reserve Bank was to manage the
bal ance between the short-term compulsions
of providing ampleliquidity and the potential
build-up of inflationary pressure on the way
forward. The inflationary pressures have
increased since the presentation of FQR, as
evident from the recent trendsin WPI, CPls
and inflation expectations.

Wholesale Price Inflation

VI1.16 WPI inflation in India declined
steadily since August 2008 and reached near
zero levels by end-March 2009, driven by
the reduction in the administered prices of
petroleum products and electricity as well
asdeclinein prices of freely priced minerals
oil items, iron and sted, oilseeds, edibleails,
oil cakes and raw cotton. Significant part of
the decline in WPI inflation during this
period was a so on account of the base effect.

VI1.17 Year-on-year WPI inflation declined
further during 2009-10 and turned negative
on June 6, 2009. WPI inflation turned
positive on September 5, 2009 and has
remained marginally above zero since then
(1.2 per cent as on October 10, 2009), with
the petering out of the strong base effect of
the significant increase in administered
prices of petroleum products in June 2008.
Freely priced productssuch asiron and stee,
non-ferrous metal's, chemicalsand edibleoils

aso recorded year-on-year declines during
this period.

V1.18 During the current financial year so
far, WPI has aready increased by 5.9 per
cent in October 10, 2009 over the end-
March-2009 level. Therecent increaseinthe
WPI was largely on account of the upward
revision of prices of petrol and diesel
(effective July 2, 2009), increase in prices
of freely priced products under thefuel group
inline with hardening of international crude
oil prices, and higher prices of sugar,
vegetables and drugs and medicines. Most
non-food commaodity prices moved in line
with the international commodity prices
(Table 6.4).

Table 6.4: Key Commodity Prices -
Global vis-a-vis Domestic

(Per cent)
Item Annua Inflation Recent trends
(y-0-y, Sep. Sep. 2009 over
2009*%) end-Mar. 2009
Global India  Global India*
1 2 3 4 5
1. Rice -241 172 -11.8 2.9
2. Wheat -35.6 4.2 -17.6 3.0
3. Milk - 8.7 - 5.8
4. Raw Cotton -130 -133 24.4 52
5. CQilseeds -15.5 2.0 135 6.5
6. lron Ore -28.2 -5.8 -282 -188
7. Coal mining -549  -10 10.9 0.0
8. Mineras Oil -31.4  -13.2 46.5 10.6
9. Edible Qils -218 -7.2 145 -1.9
10. QOil Cakes 4.4 0.0 235 0.0
11. Sugar 704 427 721 28.0
11. Basic Heavy
Inorganic Chemicals - -268 - -4.2
12. Basic Metals, Alloys
and Products# -17.8  -127 39.7 17
13. Iron and Steel -37.8 -17.2 -17.5 34

* : Based on WPl ason September 26, 2009.
# : Represented by IMF metals price index, which covers copper,
aluminium, iron ore, tin, nickel, zinc, lead and uranium.
Note: Global priceincreases are based on the World Bank and
IMF primary commodity prices data
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VI1.19 In terms of contribution to overall
inflation by themajor groups, the contribution
of the fuel group declined sharply and is
negative at present (Chart V1.3). The
contribution of manufactured productsgroup
which had turned negative, coincidental to
the negative phase of WPI inflation during
June-August 2009, moved up subsequently
and is marginally above zero. The
contribution of primary article group
continues to remain positive and strong.

V1.20 At adisaggregated level, the y-0-y
WHPI inflation excluding fuel was lower at
3.5 per cent as on October 10, 2009 as
compared with 10.4 per cent a year ago.
This was on account of the substantially
high WPI fuel group inflation during the
period June-October 2008. WPI inflation
excluding food and fuel was, however,
negative at (-) 1.9 per cent as on October
10, 2009. The annual average WPI inflation
rate (average of 52 weeks) also declined to
2.5 per cent as on October 10, 2009 from
8.3 per cent at end-March 2009. Essential

commodities group increased by 17.8 per
cent, y-0-y, as on October 10, 2009, driven
mainly by prices of sugar (45.1 per cent),
pulses (22.8 per cent) and vegetables (19.6
per cent) (Chart V1.44).

VI.21 Amongst the major groups,
primary articles inflation, y-o-y, was
higher at 8.6 per cent as on October 10,
2009 from 5.2 per cent at end-March 2009,
mainly on account of food articles which
registered double-digit inflation (Table 6.5
and Chart VI1.4b). The sharp upward
revision in the minimum support prices
(MSP) for most of the agricultural crops
during the 2008-09 crop season partly
accounts for the increase in the prices of
foodgrain prices, particularly for rice and
pulses (Chart V1.5). Rice price increase,
y-0-y, has been in double digits since mid-
October 2008, despite arecord harvest and
increase in public stocks. Supply
constraints and increases in M SP affected
the prices of pulses. Tea prices which had
increased sharply in 2008-09, moderated

Chart V1.3: Contribution of Major Groups to WPI Inflation
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Chart VI.4: Annual WPI Inflation

a: Wholesale Price Inflation
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to some extent in April 2009, only to rise
steeply again since May 2009, with global
tea production forecast to decline.
Estimated production of tea up to August
2009 by the Tea Board of India showed a
decline over the previous year. Price
increases, though, have significantly
decelerated since June 2009, largely on
account of the base effect.

V1.22 Among the non-food articles, y-o-y
inflation in raw cotton declined steadily
since end-May 2009 although there has
been some moderation in the decline in
recent weeks. With the acreage under
cotton increasing in the current financial
year so far, cotton output is estimated to be
higher than the previous year. Oilseed
prices which had declined since June 2009,
marginally increased since September 2009
with output likely to fall due to delayed
and deficient monsoon.

V1.23 Year-on-year fuel group inflation,
which turned negative in December 2008 in
line with the international crude oil prices,

= Primary Articles
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continued to decline during the current
financial year, dragging down the overall
WPI inflation. Despite the increase in
international crude prices to around US$
70 per barrel by end-June 2009 and the
corresponding increase in freely priced
products, the disinflation in the fuel group
moved to double digit level in June 2009,
weighed by the base effect of upward
revision of administered pricesin June 2008.
With the Government announcing hikes in
administered prices of petrol and diesel
effectivefrom July 2, 2009 to partially offset
the under recoveriesof oil companiesarising
from increase in international crude prices,
fuel price disinflation moderated.

VI1.24 Manufactured products inflation,
year-on-year, has also decelerated since
March 2009, reflecting the base effect, and
turned negative in July 2009. It, however,
reversed on September 12, 2009 and remained
marginally positive sincethen. The movement
in manufactured products inflation was
largely driven by the year-on-year declinein
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Table 6.5: Wholesale Price Inflation in India
(year-on-year)

(Per cent)
Commodity 2008-09 2008-09 2009-10 Financial Year
(October 11) (Mar 28) (October 10) P (over end-March 09) P
Weight Inflation C Inflation C Inflation C Inflation ©
1 2 3 4 5 6 7 8 9 10
All Commaodities 100.0 11.3 113 0.8 0.8 12 12 59 59
1. Primary Articles 22.0 126 29 5.2 12 8.6 2.0 98 24
Food Articles 15.4 102 16 7.0 11 13.3 21 141 23
i. Rice 24 124 03 14.9 0.3 12.7 0.3 59 01
ii. Wheat 14 50 01 45 0.1 6.7 0.1 35 01
iii. Pulses 0.6 86 01 9.4 0.1 22.8 0.2 192 01
iv. Vegetables 15 111 02 -52  -01 19.6 0.3 593 0.7
v. Fruits 15 162 03 59 0.1 32 0.1 52 01
vi. Milk 4.4 79 03 7.0 0.3 10.0 0.4 70 03
vii. Eggs, Fish and Mesat 22 76 02 32 0.1 241 0.6 253 0.6
Non-Food Articles 6.1 141 08 0.1 0.0 -12  -01 36 02
i. Raw Cotton 14 325 04 25 0.0 -11.2 -01 32 00
ii. Oilseeds 2.7 152 04 -1.6 0.0 0.8 0.0 34 01
iii. Sugarcane 13 -04 00 0.0 0.0 0.0 0.0 00 0.0
Minerals 0.5 436 04 7.2 0.1 -3.8 0.0 -131 -0.2
2. Fuel, Power, Light and Lubricants 14.2 145 31 -6.1 -13 -68 -15 76 15
i. Coa Mining 18 98 02 -1.0 0.0 -1.0 0.0 00 0.0
ii  Minera Oils 7.0 224 28 -87 -11 -116 -1.6 105 1.2
iii. Electricity 55 14 01 -26 -02 2.0 0.1 47 03
3. Manufactured Products 63.8 OISEENSS 17 10 13 07 37 21
i. Food Products 115 88 09 8.8 0.9 16.1 1.6 80 09
of which: Sugar 3.6 139 03 18.4 0.4 45.1 11 31.0 09
Edible Qils 2.8 89 02 -76 -0.2 -72  -02 -39 -01
ii. Cotton Textiles 4.2 63 02 16.2 0.4 6.5 0.2 33 01
iii. Man Made Fibres 44 35 01 -15 0.0 47  -01 08 0.0
iv. Chemicals and Products 11.9 9.7 11 2.0 0.2 21 0.2 66 0.7
of which : Fertilisers 3.7 91 03 4.8 0.1 -29 -01 24  -01
v. Non-Metallic Minera Products 2.5 36 0.1 19 0.0 3.0 0.1 27 01
of which: Cement 1.7 23 00 22 0.0 0.3 0.0 -0.1 00
vi. Basic Metals, Alloys and
Metal Products 83 197 19 -122 -13 -132  -14 04 00
of which: Iron and Steel 3.6 284 13 -184 -1.0 -184 -1.0 10 00
vii. Machinery and Machine Tools 8.4 53 03 2.6 0.2 -15 -01 09 01
of which: Electrical Machinery 5.0 52 02 11 0.0 -28 -01 1.0 00
viii. Transport Equipment and Parts 4.3 70 02 31 0.1 -0.8 0.0 05 0.0
Memo:
Food |tems (Composite) 26.9 96 25 1.7 2.0 14.4 3.7 116 32
WPI Excluding Food 731 119 88 -16  -12 -34 -25 38 27
WPI Excluding Fuel 85.8 104 82 2.7 21 25 2.7 55 44
WPI Essential Commodity Group  17.6 87 15 9.0 14 17.8 29 138 25

C : Contribution to inflation. P: Provisional.

Note: As per the pressreal ease by the Ministry of Commerce and |ndustry dated October 19, 2009, the current series of WPI
(base 1993-94) would be released on a monthly basis instead of the present practice of weekly releases. However, a
weekly priceindex for primary articlesand commoditiesin ‘fuel, power, light and lubricant’ group would be compiled
to facilitate weekly monitoring of sensitive commodities.
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Chart VL.5: WPI inflation and Minimum Support Price

a: Rice Inflation and MSP Variation
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prices of iron and steel, edible oils,
fertilisers, man-made fibre and machinery
and machine tools. Manufactured food
articles inflation was mainly driven by
sugar prices, which rose sharply due to
falling stocks and weak and sporadic
monsoon. The other major contributor to
manufactured food inflation was dairy
products, the prices of which were affected
by reduced supplies in the wake of the
recent weak monsoon and its impact on
animal fodder.

VI1.25 ‘Basic metals, alloysand products
sub-group of manufactured products
registered negative inflation y-o-y, as on
October 10, 2009, mainly on account of a
declineinthe prices of iron and steel which
could beattributed to declinein global prices
and sluggish domestic and external demand.

VI1.26 Primary articles prices have
increased by 9.8 per cent over the end-
March 2009 level of the index. Vegetable
prices recorded an increase of around 59.3
per cent over end-March 2009. This was
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mainly on account of a steep increase of
over 100 per cent in the price of potatoes,
the second highest weighted commodity
amongst the vegetables, dueto adeclinein
output in the current season following a
slump in potato prices during the previous
year. Pulses prices moved into double digit
during the second quarter of 2009-10.
Although increase in rice prices over end-
March 2009 were moderate, at less than 3
per cent up to October 3, 2009, prospects
of adecline in output during 2009-10 due
to the shortfall in acreage under paddy as
well asthe damage caused by floodsinrice
growing States has led to the firming up of
prices to around 6 per cent as on October
10, 2009.

V1.27 During the current financial year
(up to October 10, 2009), prices of various
freely priced petroleum productsincreased
over their levelsin end-March 2009 in line
with international prices. While increase
in the prices of furnace oil wasthe highest,
at 55.7 per cent, that of bitumen was the
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least at 5.4 per cent. Price increases in
other productswere 39.9 per cent for avian
turbine fuel, 30.1 per cent for light diesel
oil, 28.1 per cent for naphtha and 6.5 per
cent for high speed diesel.

V1.28 Manufactured product inflation for
the financial year (up to October 10, 2009)
was driven by the increase in manufactured
food products and drugs and medicines. A
sharp increase in the volume of edible ail
imports in the face of low international
pricesexerted downward pressure on edible
oils which declined over the end-March
level. With the revival in automobile sales
and the unwinding of stocks, both in the
domestic and international markets, major
steel companies have raised their prices of
flat steel during the current financia year.
This has resulted in amarginal increase in
the price of steel sheets within theiron and
steel sub-group over end-March 2009 level.

VI1.29 Overall, the year-on-year
deceleration in WPI inflation has been on
account of the sharp declinein fuel group.
While prices of primary articles continue
to remain high, manufactured products
posted modest price increases.

Consumer Price Inflation

VI1.30 Inflation based on y-o0-y variation
in consumer price indices (CPIs) has
increased since June 2008, mainly due to
increase in the prices of food, fuel and
services (represented by the * miscellaneous
group). The various measures of consumer
price inflation remained high in the range
of 11.7-13.2 per cent during August/
September 2009 as compared with 8.5-12.4
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per cent in August/September 2008 and
8.0-9.7 per centin March 2009 (Table 6.6).

V1.31 CPI inflation has been significantly
different from the WPI inflation in the
recent period and the divergence has also
been increasing (Chart V1.6).

VI1.32 The greater divergence between
WHPI and CPI inflation could be attributed
tothe higher weight in CPIsof food articles,
which have displayed higher inflation in
recent months. When there is an upward
pressure on food prices, CPI (IW) food
inflation in general appearsto increase at a
faster rate and remain at the elevated level
for alonger period than the WPI inflation.
There has, however, been a dip in CPI food
inflation in August 2009, bringing it closer to
WPI food inflation (Chart V1.7). The higher
order of inflation in the same commodities
at theretail level (ascaptured in CPI) could
be on account of intermediation costs,
higher transportation and labour costs
between wholesale and retail markets, as
well as better pricing power in the retail
market in relation to wholesale markets.
Thus, the divergence between WPI and
CPI inflation is not only because of
differences in weights and coverage, but
also because of the actual price differences
for similar commodities at the wholesale
and retail levels.

V1.33 Among the non-common groupsin
the WPI and CPI, the miscellaneous group
under CPIs (with weightsranging from 11.9
per cent to 24 per cent) which includes
services, also exhibited significant price
pressures. Similarly, metals group (weight
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Table 6.6: Consumer Price Inflation - Major Groups

(Year-on-year variation in per cent)

CPl Measure Weight Mar-07 Mar-08 Jul-08 Aug-08 Sep-08 Mar-09 Apr-09 May-09 Jun-09 Jul-09 Aug-09 Sep-09
1 2 3 4 5 6 7 8 9 10 11 10 11 12
CPI-IW (Base: 2001=100)

General 100 6.7 7.9 8.3 9.0 9.8 8 8.7 8.6 93 19 17 -
Food Group 462 12.2 93 10.3 11.7 131 10.6 104 1.7 122 147 137 -
Pan, Supari etc. 23 44 109 6.3 6.3 7.8 83 6.7 75 81 89 9.6 -
Fuel and Light 6.4 32 46 9.2 9.9 9.1 74 6.6 519 14 21 28 -
Housing 153 41 47 38 38 38 6 6 6 6 221 221 -
Clothing, Bedding etc. 6.6 37 26 25 34 25 5 42 41 41 50 41 -
Miscellaneous 233 383 6.3 7.8 7.7 7.6 74 74 74 66 58 6.4 -
CPI-UNME (Base: 1984-85=100)

General 100 7.6 6 74 85 9.5 9.3 8.8 9.7 96 130 129 -
Food Group 471 109 78 100 115 132 122 111 129 136 153 15.0 -
Fuel and Light 515 6.4 46 6.2 6.5 6.2 5.9 6.7 5.8 13 21 2.7 -
Housing 16.4 16 4 37 815 815 5.8 6 6 60 220 220 -
Clothing, Bedding etc. 7 36 43 32 38 31 33 42 42 42 50 41 -
Miscellaneous 24 44 48 73 7.7 84 8.6 7.6 8.1 73 70 6.8 -
CPI-AL (Base: 1986-87=100)

General 100 95 7.9 94 103 110 95 91 102 115 129 129 132
Food Group 69.2 118 85 107 113 120 9.7 91 112 124 14 141 146
Pan, Supari etc. 38 57 104 108 118 128 153 145 144 142 156 165 155
Fuel and Light 84 6.9 8 93 95 102 15 109 106 110 120 116 120
Clothing, Bedding etc. 7 85 18 3.6 5.0 6.0 74 7.9 7.6 8.3 8.8 85 81
Miscellaneous 1.7 6.8 6.1 7.0 6.9 7.1 6.5 6.2 6.6 61 65 7.2 71
CPI-RL (Base: 1986-87=100)

General 100 92 7.6 94 103 110 9.7 91 102 13 127 127 130
Food Group 66.8 115 8.2 105 11.6 12.0 10 9.1 1.2 124 142 141 146
Pan, Supari €tc. 37 57 106 105 115 125 15 14 141 141 153 162 154
Fuel and Light 7.9 6.9 8 9.3 98 105 115 109 106 110 118 114 120
Clothing, Bedding etc. 9.8 31 28 43 5.6 6.5 8.2 84 83 88 97 9.1 o5
Miscellaneous 119 6.3 6.2 7.0 7.2 74 6.7 6.2 6.4 62 6.1 7.0 6.9

Memo:
WPI Inflation (End of period) 59 77 125 124 121 0.8 17 01 -11 -07 -0.1 0.7
GDP Deflator based Inflation* 515 49 - - 106 7.0 - - 09 - - -

*: Datafor March pertain to full year.
IW : Industrial Workers.

of 8.3 per cent), which is only represented
in the WPI, has exhibited significant
negative inflation, contributing to the
widening of the overall difference between
inflations as per the CPIs and WPI. There

UNME : Urban Non-Manual Employees. AL : Agricultural Labourers.
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RL : Rural Labourers.

also exists a lag in the movement of CPI
inflation in relation to the WPI inflation.

V1.34 Withinthefood category of the CPI
(IW), inflation has been the highest in the
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Chart VI1.6: Movements in CPI and WPI inflation
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pulses sub-group amongst the staples and
in the vegetables sub-group amongst the
perishables, since April 2009 and May
2009, respectively (Charts V1.8a and b).

VI1.35 CPI-IW for housing, which is not
represented in the CPI-AL and CPI-RL
showed asharp rise of 22.1 per centin July
2009 on account of revision of imputed rent
for rent-free accommodation, reflecting the
impact of the Sixth Pay Commission
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WPI-All commodities ~—— WPI-Essential Commodities
award on CPI inflation. It may be
mentioned that housing index in the CPI
iscompiled oncein every six months, viz.,
January and July. The index would,
therefore, remain at the elevated level in
the months to come.

VI1.36 Overall, the emerging price
pressures are already visible, even though
year-on-year WPI inflation remains low.
With the base effect of sharp fuel price

Chart VI.7: Food inflation - WPI and CPI (IW)
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=~ o~ =~ =~ =~ ) 0 % % 0 ) N N =N N

< < < < < ¢ < < < < < < < < <

= g en - [5] L) = (= an - 5} o) = = 80

>0 Q o o a,

< = zZ © A £ < 2 2z 3 8 & & B E
—— WPI Food —— CPI (IW) Food

91



Macroeconomic and Monetary Developments Second Quarter Review 2009-10

Chat VI.8: CPI(IW) inflation in Food Articles
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increases a year ago petering out, year-on-
year WPI inflation has emerged out from
the negative zone after 13 weeks. Within
the WPI, the essential commaodities group,
particularly food articles contributed the
most to the increasein inflation. Reflecting
inflation momentum, WPI has been rising
since end-March 2009, spurred both by
domestic supply constraints in certain
commodities and increases in international
commodity prices. Consumer price
inflation continues to remain firm and the
divergence between CPI and WPI inflation
has widened further during the first half of
2009-10. High CPI inflation isamajor risk
to inclusive growth, since it could
potentially lead to erosion in real income
of the segments of population for which the
CPI indices are prepared. Persistent high
CPI inflation could also lead to wage/cost
push inflation because of the pressures for
price/wage revisions and revisions to
minimum support prices, which are linked
to CPI indices. More importantly, it could
further inflate theinflationary expectations.

Aug-09
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b: Perishables
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Given the supply side sources of emerging
inflationary pressures, the policy focus
needs to be directed at improving both the
supply conditions and the supply chain for
more efficient distribution. Measures are
already afoot to manage the supply side
pressure on inflation. These include the
proposed rel ease of 30 lakh tonnes of wheat
during October 2009-March 2010 under the
open market sale scheme; removal of
restrictions such as stock holding limits on
wheat in order to facilitate purchase by
private traders during the harvesting season;
restrictions on large consumers of sugar to
conserve stock; increased release in sugar
quota ahead of the festival season; removal

of import duty on rice, wheat and raw sugar;

and permission for duty free import of

white/refined sugar up to 10 lakh tonnes by
Central/State Government agencies and
private traders in addition to designated
agencies. Sustained high CPI and essentia

commoditiesinflation could pose achallenge
to the Reserve Bank’s objective of firmly
anchoring inflation expectations.
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