
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Softening lower than expected  

Wholesale price index (WPI)-based inflation for the week ending August 30 came in at 
12.10% Y-o-Y, above expectations (Edelweiss—11.96%; consensus—12.01%), despite 
being lower than the previous week (12.34%). Amidst the backdrop of generally 
softening inflationary pressures, this week’s number was expected to be particularly 
soft on account of a markedly favourable base effect. 
 
Manufacturing remains key driver 

On W-o-W basis, the primary driver of inflation was manufactured products’ prices. 
Within this group, the bulk of contribution came from food products (e.g., sugar and 
certain edible oils), textiles, and certain minerals. There was an increase in primary 
articles’ inflation, owing to higher prices of certain pulses, fruits and vegetables, 
cotton, rubber, and minerals. Fuel group prices remained unchanged.  
 
On Y-o-Y basis, the pattern of weighted contribution of various commodity groups 
reveal that the present combined weighted contribution of fuel, food products, textiles, 
and metals has risen significantly in comparison to the previous year. WPI inflation 
(ex-fuel) is currently at 10.78% Y-o-Y against 5.67% a year ago.  
 

Softer commodity prices to bring down inflation… 

In the coming weeks, there can be softening in prices of certain commodities. The 
recent cut in aviation turbine fuel (ATF) prices by 16% (effective September 1), will be 
reflected in next week’s WPI numbers. However, given the small weight of ATF in the 
WPI basket (0.16%), the impact is expected to be small—just ~ 6-7bps. 
 
With the softening in international crude prices, other non-regulated crude oil-linked 
items (light diesel oil, naptha, bitumen, and certain chemicals) may also witness a 
correction in prices. Ahead of state elections in November-December (in Madhya 
Pradesh, Chhattisgarh, Delhi, Rajasthan and Mizoram) and given the continued 
correction in international oil prices, there remains a possibility of rollback in prices of 
administered fuel group items as well. 
 
Lowering in steel prices may also lead to a significant softening in inflation. A 5% 
reduction in prices will have an impact of ~30-35bps on inflation. 
 

… albeit slowly, courtesy INR depreciation, adverse base 

However, there has been significant volatility in exchange rates since mid-August. The 
INR-USD rates depreciated ~8% since August 11, closing at 45.56 on September 11 (23-
month low). As a significant part of the WPI basket is linked to imports, a weak rupee may 
wipe off part of the benefits of falling commodity prices in international markets. 
 
As a whole, although there are latent risks from prices of commodities like sugar, 
cotton and cotton textiles, rubber, pulses and edible oils, inflation is close to its peak. 
The base effect, however, stays adverse during the bulk of the third quarter and will 
not allow inflation to soften quickly. In Q4FY09, however, it is likely to witness a 
significant easing in headline inflation, on the back of: (1) cooling in commodity prices; 
(2) lagged effect of monetary tightening; and (3) a markedly favourable base effect. 
The Y-o-Y inflation number may calm down in the range of 8-9% by March 2009. 
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Inflation—down, not out 
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Weighted contribution to WPI inflation 
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Note: All contribution in basis points      Source: Office of economic adviser, Edelweiss estimates 

 
Movement of WPI index during FY08: Base-effect pain not over 
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Movement across components 
Inflation Weight 

(%) 30-Aug-08 WC# * 1-Sep-07 30-Aug-08 1-Sep-07 30-Aug-08

All Commodities    100.0             0.21 0.21   3.72         12.10        3.72              12.10           

Primary articles      22.0             0.28 0.06   8.07         10.07        1.80              2.34             

Food articles      15.4             0.17 0.03   7.08         4.58          1.12              0.75             

Food grains       5.0             0.18 0.01   5.34         6.18          0.26              0.31             

Cereals       4.4             0.09 0.00   6.29         5.87          0.27              0.25             

Fruits & vegetables       2.9             0.71 0.02   8.82         (4.03)         0.30              (0.15)            

Milk       4.4                -   -     10.73       6.44          0.43              0.28             

Eggs, meat & fish       2.2                -   -     3.30         4.81          0.08              0.12             

Non-food articles       6.1             0.32 0.02   12.03       17.95        0.67              1.07             

Fibres       1.5             0.67 0.01   7.58         36.25        0.09              0.46             

Oilseeds       2.7             0.16 0.00   25.93       18.86        0.57              0.50             

Minerals       0.5             1.44 0.02   1.22         54.46        0.01              0.52             
Fuel, Power, Light and 
Lubricants      14.2                -   -     (2.93)       16.94        (0.67)            3.61             

Coal mining       7.0                -   -     -          9.84          -               0.19             

Mineral oils       5.5                -   -     (3.96)       26.67        (0.53)            3.32             

Electricity       1.8                -   -     (1.77)       1.39          (0.13)            0.10             

Manufactured products      63.8             0.29 0.16   4.70         11.07        2.59              6.14             

Food products      11.5             1.27 0.13   1.80         15.59        0.18              1.56             
Beverages tobacco & tobacco 
products       1.3                -   -     10.60       7.73          0.16              0.13             

Textiles       9.8             0.07 0.00   0.30         8.41          0.02              0.51             

Wood & wood products       0.2                -   -     7.15         9.77          0.01              0.02             

Paper & paper products       2.0                -   -     1.78         3.24          0.03              0.06             

Leather & leather products       1.0                -   -     7.24         0.60          0.06              0.00             

Rubber & plastic products       2.4                -   -     6.47         6.53          0.11              0.11             
Chemicals & chemical 
products      11.9             0.04 0.00   5.33         9.68          0.59              1.09             

Non-metallic mineral products       2.5             0.37 0.01   11.02       3.04          0.25              0.07             
Basic metals alloys & metals 
products       8.3                -   -     6.12         21.23        0.58              2.04             

Machinery & machine tools       8.4                -   -     8.65         5.51          0.54              0.36             

Transport equipment & parts       4.3                -   -     1.22         5.51          0.04              0.18             

Weighted contribution (*)Y-o-Y (%)W-o-W(%)

 
Source: Bloomberg, Office of economic adviser, Edelweiss research 

#: weighted contribution            *Percentage points 
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Monsoon by and large favourable 

 
Source: IMD 
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Rating Interpretation
  

 

Buy appreciate more than 20% over a 12-month period 

Accumulate appreciate up to 20% over a 12-month period 

Reduce depreciate up to 10% over a 12-month period 

Sell depreciate more than 10% over a 12-month period 

4-Sep-08 Inflation Softening continues
 
01-Sep-08 External Trade deficit remains high 
 Sector 

01-Sep-08 Economy September 
 Release 
 Calendar 

29-Aug-08 GDP In line with expectations 

28-Aug-08 Inflation Down, not out 

Distribution of Ratings / Market Cap 

Edelweiss Research Coverage Universe 

 

Rating Distribution* 101 58 15 7 191 

* 9 stocks under review / 1 rating withheld 

 

Market Cap (INR) 84 71 36 

 

This document has been prepared by Edelweiss Securities Limited (Edelweiss). Edelweiss, its holding company and associate companies are a full service, integrated 
investment banking, portfolio management and brokerage group. Our research analysts and sales persons provide important input into our investment banking 
activities. This document does not constitute an offer or solicitation for the purchase or sale of any financial instrument or as an official confirmation of any 
transaction. The information contained herein is from publicly available data or other sources believed to be reliable, but we do not represent that it is accurate or 
complete and it should not be relied on as such. Edelweiss or any of its affiliates/ group companies shall not be in any way responsible for any loss or damage that 
may arise to any person from any inadvertent error in the information contained in this report. This document is provided for assistance only and is not intended to 
be and must not alone be taken as the basis for an investment decision. The user assumes the entire risk of any use made of this information. Each recipient of this 
document should make such investigation as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies referred to in 
this document (including the merits and risks involved), and should consult his own advisors to determine the merits and risks of such investment. The investment 
discussed or views expressed may not be suitable for all investors. We and our affiliates, group companies, officers, directors, and employees may: (a) from time to 
time, have long or short positions in, and buy or sell the securities thereof, of company (ies) mentioned herein or (b) be engaged in any other transaction involving 
such securities and earn brokerage or other compensation or act as advisor or lender/borrower to such company (ies) or have other potential conflict of interest with 
respect to any recommendation and related information and opinions. This information is strictly confidential and is being furnished to you solely for your 
information. This information should not be reproduced or redistributed or passed on directly or indirectly in any form to any other person or published, copied, in 
whole or in part, for any purpose. This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in 
any locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or which would subject 
Edelweiss and affiliates/ group companies to any registration or licensing requirements within such jurisdiction. The distribution of this document in certain 
jurisdictions may be restricted by law, and persons in whose possession this document comes, should inform themselves about and observe, any such restrictions. 
The information given in this document is as of the date of this report and there can be no assurance that future results or events will be consistent with this 
information. This information is subject to change without any prior notice. Edelweiss reserves the right to make modifications and alterations to this statement as 
may be required from time to time. However, Edelweiss is under no obligation to update or keep the information current. Nevertheless, Edelweiss is committed to 
providing independent and transparent recommendation to its client and would be happy to provide any information in response to specific client queries. Neither 
Edelweiss nor any of its affiliates, group companies, directors, employees, agents or representatives shall be liable for any damages whether direct, indirect, special 
or consequential including lost revenue or lost profits that may arise from or in connection with the use of the information. Past performance is not necessarily a 
guide to future performance. The disclosures of interest statements incorporated in this document are provided solely to enhance the transparency and should not be 
treated as endorsement of the views expressed in the report. Edelweiss Securities Limited generally prohibits its analysts, persons reporting to analysts and their 
family members from maintaining a financial interest in the securities or derivatives of any companies that the analysts cover. The analyst for this report certifies 
that all of the views expressed in this report accurately reflect his or her personal views about the subject company or companies and its or their securities, and no 
part of his or her compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this report.  
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