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Poor monsoon exacerbate the upside risks to inflation 16" July, 2012
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12.0 SAm-o-m ====WPly-oy - Wholesale-price based inflation (WPI) edged down

100 | 95 marginally to 7.25 per cent in June 2012 as compared
- — to 7.5 per cent in the previous month. The underlying

N /\/5_\ . momentum in the WPI series, reflected by the m-o-m

60 ' seasonally-adjusted series also moderated slightly.

4.0 - The upward stickiness in the WPI has prevented the

RBI from cutting interest rates aggressively to spur
growth. According to CII, much of the upward pres-
0.0 sure in inflation is due to supply-side factors, for
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= = = = = = X X X which RBI’s monetary policy is an inappropriate pol-
K3 =3 E g B 3 K3 =3 5 icy response. Hence, an interest rate cut is warranted
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in the forthcoming policy meeting on July 31st, 2012.
Apr-June
Weight Jun-11 Apr-12 May-12Jun-12 FY12 FY13 - Primary articles inflation remained high at 10.5 per
General 1000 95 75 75 96 74 cent in June 2012, with primary food inflation rising
to 10.8 per cent 1 a 48. r cent jump in ta-
Primary 201 113 96 109 131 103 © UL por esis @311y & A par s g 1 vaze
ble prices.
- Food 14.3 7.6 10.9 10.7 8.8 10.8
-Non-Food 43 184 14 85 22255 - Inflation in fuel category softened to 10.3 per cent in
- Minerals 15 234 159 156 255 153 June 2012 led by lower inflation in internationally
Fuel 149 128 121 115 127 113 linked fuels like ATF and naptha.
- Coal 2.1 13.3 139 139 133 139
“Mineral oil | 94 168 137 128 161 124 - Manufacturing inﬂgtion remain.ed unchanged at 5 per
ey | G50 79 53 50 74 51 cent from the previous month in June 2012. Though
 Food 99 80 93 9.0 g4 o1 on a m-o-m basis, the index moved up by 0.3 per cent.
- Non-food 55.0 7.7 5.1 4.8 7.3 49
Yy - Reflecting a sustained decline in demand-side pres-
12.0 Food (Primary+Mfing) Non-food Manufacturing

sures in the economy, non-food manufacturing infla-
tion, popularly known as the core inflation index re-

/\__/—-’\ /— mained below the psychological mark of 5 per cent
8.0

for the third consecutive month in June 2012.

- Overall food inflation (primary + manufacturing) re-

40 mained high at 9 per cent in June 2012. A deficient
monsoon till date and risk of a further increase in the
0o minimum support prices of food grains pose further

upside risk to food inflation going forward.
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Source: Ministry of Industry, CII computations

Outlook: Inflation remains high despite slowing growth mainly due to supply-side bottlenecks which have pushed up food inflation. In
addition, a weak Rupee has also wiped out any gains from the softening in global commodity prices, and would keep the imported com-
ponent of inflation high. A deficient monsoon till date, has posed another significant upside risk to inflation for this fiscal. On balance,
we expect WPI inflation to remain above RBI’s comfort zone (5%)- at around 7 per cent in the current fiscal.



Copyright © 2012 by Confederation of Indian Industry (CII), All rights reserved.

No part of this publication may be reproduced, stored in, or introduced into a retrieval system, or transmitted in any form
or by any means (electronic, mechanical, photocopying, recording or otherwise), without the prior written permission of
the copyright owner. CIl has made every effort to ensure the accuracy of information presented in this document. How-
ever, neither Cll nor any of its office bearers or analysts or employees can be held responsible for any financial conse-
quences arising out of the use of information provided herein. However, in case of any discrepancy, error, etc., same
may please be brought to the notice of ClIl for appropriate corrections.

Cll Economy Update is a report prepared by the Cll Economic Research Group. Reach us at: ecoresearch@cii.in

Confederation of Indian Industry

The Mantosh Sondhi Centre

23, Institutional Area, Lodi Road, New Delhi — 110 003 (India)

T:91 11 24629994-7 « F: 91 11 24626149 ¢ E: ecoresearch@cii.in * W: www.cii.in

Reach us via our Membership Helpline: 00-91-11-435 46244 / 00-91-99104 46244
Cll Helpline Toll free No: 1800-103-1244



