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Highlights:

° Wholesale inflation at 1.08% dips to a 2 year low in July 2019.
The inflation has been dragged down by :

o  Lower prices of manufactured products — nearly 3 year
low.
o  Deflation in fuel and power group.

° Prices of primary articles (both food and non-food articles)
continue to grow, albeit at a slower pace, when compared with
the previous month.

° Inflation in food articles has been driven by high price increases
in pulses, vegetables and fruits.

° Deflation in potatoes of nearly (-)23% in July’19 viz-a-viz a
positive growth rate of 75% in the corresponding period
previous year weighed on overall food inflation.

Overview:

The inflation in the economy eased at both retail and wholesale level in
July 2019. The WPI number for July’19 at 1.08% stood at a 2-year low.
The inflation during the month was much lower than 5.27% witnessed
in the comparable period last year. It is to be noted that the wholesale
inflation has been declining since the past three consecutive months,
symptomatic of lack of pricing power of manufacturing as inflation was
just 0.3%.

The wholesale inflation has been lower than the CARE Ratings’ estimate
of 2.3% for July 2019.

Exhibit 1: Trend in CPl and WPI (y-o-y growth %)
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Source : Office of Economic Advisor

The decline in the wholesale inflation can be attributed to deflation in the fuel and power group for consecutive two

months and decline in inflation in manufactured group to a nearly 3 year low.

Inflation in primary articles continues to increase in July 2019, albeit at a slower pace compared with the previous month.

However, it continues to rise when compared with the corresponding period last year.

Inflation in Food articles

Exhibit 2 : Inflation in Food articles (y-o-y growth)
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Fuel and Power

The inflation in fuel and power has been in the negative territory since the last two months. It registered deflation of (-)
3.6% in July’19, higher than the (-)2.2% witnessed in the previous month and 18% positive growth registered in the
corresponding period last year. Decline in crude oil prices amid increased uncertainties of global economic slowdown and

high base effect has been weighing on the fuel inflation.

Manufactured Products

Manufactured products which dominate the wholesale inflation, (64% weight in the WPI basket) witnessed a fall in inflation
to a nearly 3 year low at 0.34%, much lower than the 4.5% in the comparable period a year ago. The inflation in
manufactured goods will remain low for the next 3-4 months as the high base effect will linger for some more time. It

needs to be seen if it will move into the negative territory.

e 8 out of the 17 industries posted negative growth rates in July 2019 namely vegetable and animal oils (6.5%), Sugar
(0.94%), Wearing apparel (1.08%), leather and related products (4.3%), semi finished steel (4.62%) etc.
e Basic metals which have the highest weightage in manufactured products witnessed contraction of (-) 4.28% in July

2019 viz-z-viz a positive growth of 16% in the comparable period a year ago.
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Table 1: WPI Based inflation (y-o-y growth %)

Primary articles

% growth All commodities : :
°8 Food articles Non-food articles

Fuel and Power Manufactured products

Weight 100 15.26 4.12 13.15 64.23
Jul-18 5.3 2.1 4.0 18.1 45
Aug-18 4.6 -4.0 2.7 17.7 4.4
Sep-18 5.2 0.2 3.5 17.3 4.1
Oct-18 5.5 1.4 4.1 18.7 4.6
Nov-18 4.5 3.2 6.4 15.5 4.2
Dec-18 3.5 0.4 4.4 7.6 3.6
Jan-19 2.8 2.4 2.3 1.9 2.8
Feb-19 2.9 4.2 2.1 1.7 2.3
Mar-19 3.1 5.2 3.0 46 2.2
Apr-19 3.2 6.4 6.1 3.8 1.9
May-19 2.5 7.0 6.2 1.0 1.3
Jun-19 2.0 7.0 5.1 2.2 0.9
Jul-19 1.1 6.2 4.3 3.6 0.3

Source: Office of Economic Advisor

CARE Ratings View:
- Going forward, WPl inflation is largely expected to remain subdued and rule lower than the CPI.

- Seasonal factors are likely to exert upward pressure on food prices. The progress of monsoon and the flood
situation in several states pose a risk to inflation of primary goods.

- However, likelihood of subdued oil prices on the back of global economic slowdown and weak prices of
manufactured products will curtail the increase in inflationary pressures.

- The possibility of deflation in manufactured goods looks possible now given the continuous decline since November
2018 from 4.6% in October to 0.3% in July 2019.
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