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India Strategy 
Feb WPI: Remains Elevated  
Event 

 WPI for February higher than expected: Inflation continued to remain 

elevated as WPI for February came in at 8.31% yoy versus 8.23% yoy in 

January and higher than consensus expectation of 7.8% yoy. The WPI 

number for Dec was revised up from 8.43% to 9.41%. 

 25bp rate hike likely on March 17: Higher than expected inflation, 

particularly in light of the rise in prices of non-food manufactured goods, will 

likely bolster the street’s expectation of a 25bp rate hike in the forthcoming 

RBI mid-quarter policy review on March 17.  

Impact 

 Manufactured goods led the increase in headline WPI: The overall rise in 

manufactured goods inflation was 4.94% yoy vs 3.75% yoy in January; on a 

monthly basis, it rose significantly by 1.3%. However the main contributors 

were non-food products namely textiles (12+%), rubber products (8.26%), 

basic metal alloys and products (8.6%). Prices of manufactured food 

products, aided by a favourable base effect, continued to show a decline (-

0.34% yoy), mainly due to a 15.6% decline in price of sugar; however, prices 

of edible oils were up 11.44% yoy. 

 Primary food inflation softens further; fuel and power continue to rise: 

As evidenced by the weekly trend in primary food articles, the February data 

showed slower food inflation at 10.65% yoy compared to 15.6% in January, 

led by monthly fall in prices of vegetables (-38%) such as onions (-49%) and 

potatoes (-27%). Fuel and power inflation has sustained around the 11% mark 

for the past six months and would likely move up when the recent increase in 

coal prices show up next month. 

 Core inflation inches up; indicating more broad-based price rise: Our 

calculation of core inflation (ex-food, fuel and electricity) shows evidence of 

primary goods inflation feeding into prices of manufactured goods. Core 

inflation, which had so far remained sticky at around the 7% level, rose to 

around 8% post this data release. We believe this trend would continue to be 

the important factor going forward since inflation, which has so far been 

largely limited to primary articles, is now beginning to look more broad-based. 

Outlook 

 Inflation may not come down to 7% by March-end: WPI has remained in 

the 8-9% range for the past six months and the favourable base effect from 

last year that was expected to bring down the headline number has not shown 

up due to high primary food prices. This puts the government’s expectation of 

inflation coming down to 7% by March-end. 

 High commodity prices likely to sustain market’s worry on inflation: We 

believe rising commodity prices, more so post price hikes by Coal India, pose 

a threat to inflation remaining at high levels for a prolonged period by feeding 

into a wider range of goods and services. This may get accentuated later in 

the year in case the government decides to deregulate diesel prices. 
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Fig 1 Headline and Core WPI  Fig 2 Broad Categories of WPI Inflation 

 

 

 
Source: CMIE, Macquarie Research, March 2011  Source: CMIE, Macquarie Research, March 2011 

 

Fig 3 Non-Food versus Primary Articles  Fig 4 Weekly Prices of Primary Food and Mineral Oils 

 

 

 
Source: CMIE, Macquarie Research, March 2011  Source: CMIE, Macquarie Research, March 2011 

 

Fig 5 Key Policy Rates  Fig 6 Rising rates versus WPI and IIP 

 

 

 
Source: CMIE, Bloomberg, Macquarie Research, March 2011  Source: CMIE, Bloomberg, Macquarie Research, March 2011 
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Macquarie - Australia/New Zealand 
Outperform – return >3% in excess of benchmark return 
Neutral – return within 3% of benchmark return 
Underperform – return >3% below benchmark return 
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GDP growth plus 12 month forward market dividend 
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Macquarie – Asia/Europe 
Outperform – expected return >+10% 
Neutral – expected return from -10% to +10% 
Underperform – expected return <-10% 

Macquarie First South - South Africa 
Outperform – expected return >+10% 
Neutral – expected return from -10% to +10% 
Underperform – expected return <-10% 

Macquarie - Canada 
Outperform – return >5% in excess of benchmark return 
Neutral – return within 5% of benchmark return 
Underperform – return >5% below benchmark return 

Macquarie - USA 
Outperform (Buy) – return >5% in excess of Russell 
3000 index return 
Neutral (Hold) – return within 5% of Russell 3000 index 
return 
Underperform (Sell)– return >5% below Russell 3000 
index return 
 

Volatility index definition* 

This is calculated from the volatility of historical 
price movements. 
 
Very high–highest risk – Stock should be 
expected to move up or down 60–100% in a year 
– investors should be aware this stock is highly 
speculative. 
 
High – stock should be expected to move up or 
down at least 40–60% in a year – investors should 
be aware this stock could be speculative. 
 
Medium – stock should be expected to move up 
or down at least 30–40% in a year. 
 
Low–medium – stock should be expected to 
move up or down at least 25–30% in a year. 
 
Low – stock should be expected to move up or 
down at least 15–25% in a year. 
* Applicable to Australian/NZ/Canada stocks only 

Recommendations – 12 months 
Note: Quant recommendations may differ from 
Fundamental Analyst recommendations 

Financial definitions 

All "Adjusted" data items have had the following 
adjustments made: 
Added back:  goodwill amortisation, provision for 
catastrophe reserves, IFRS derivatives & hedging, 
IFRS impairments & IFRS interest expense 
Excluded:  non recurring items, asset revals, property 
revals, appraisal value uplift, preference dividends & 
minority interests 
 
EPS = adjusted net profit / efpowa* 
ROA = adjusted ebit / average total assets 
ROA Banks/Insurance = adjusted net profit /average 
total assets 
ROE = adjusted net profit / average shareholders funds 
Gross cashflow = adjusted net profit + depreciation 
*equivalent fully paid ordinary weighted average 
number of shares 
 
All Reported numbers for Australian/NZ listed stocks 
are modelled under IFRS (International Financial 
Reporting Standards). 
 

Recommendation proportions – For quarter ending 31 December 2010 

 AU/NZ    Asia   RSA    USA     CA   EUR 
Outperform 46.38% 62.62% 52.17% 44.99% 67.57% 50.90% (for US coverage by MCUSA, 13.59% of stocks covered are investment banking clients) 

Neutral 37.68% 18.58% 34.78% 50.61% 28.83% 35.48% (for US coverage by MCUSA, 15.22% of stocks covered are investment banking clients) 

Underperform 15.94% 18.80% 13.04% 4.40% 3.60% 13.62% (for US coverage by MCUSA, 0.00% of stocks covered are investment banking clients) 
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