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India: Broad based price pressures drive August WPI inflation to 12-month 
high  
 
India’s long withstanding battle against high inflation continues even as the ongoing 
moderation in economic activity gains traction amidst headwinds from a worsening global 
macro environment alongside rising interest rates. India’s wholesale price index (WPI) 
inflation jumped to a 12-month high of 9.8% y/y in August from 9.2% in July, above 
consensus (9.5% y/y), suggesting no let-up in price pressures over the last month. On a 
sequential seasonally adjusted basis, we estimate headline inflation to have gained at a 
faster clip of 0.6% m/m from 0.1% m/m in July. Looking ahead, we expect WPI to have likely 
peaked and price trends are expected to slow, albeit gradually, amidst ongoing policy 
response to remove bottlenecks in food supply, favourable monsoon, and a gradual demand 
compression due to high interest rates and worsening prospects on the global front. We 
thereby expect prices to ease broadly during the last quarter. The stickiness in prices, 
however, raises marginal upside risk to our average WPI estimate of 9.0% y/y in 2011. 
 

 We maintain our stance of no further rate hike as downside growth risks outweigh 
those of inflation going ahead: Policy settings are becoming even more complex for 
the Indian authorities as inflation notches higher, even as downside risks to growth 
increase. With the RBI having made future policy actions data dependent, the latest 
inflation print will be an important input for the September 16th monetary policy 
meeting. However, we maintain that the case for another rate hike by the RBI still 
looks weak given the backdrop of rapidly worsening global and domestic growth 
outlook, rising volatility across financial markets and inability of tighter monetary 
policy to contain high inflation and anchor inflation expectation. We thereby maintain 
that policy rates in India have peaked and the RBI will stay put while remaining 
vigilant on inflation as growth concerns begin to take centre stage. 

 
 Broad based acceleration in price pressures: The pick-up was driven by a broad 

based acceleration in price pressures as price gains across all categories, including 
food, fuel and manufactured non-food (core prices) depicting discernible gains, both 
on a year-on-year as well as seasonally adjusted month-on-month basis.  

 
 Food prices rise sharply in August: Food prices grew at the fastest clip since January 

2011, surging 9.1% y/y in August from 8.0% in July. Apart from structural factors, 
persistent food price pressures chiefly reflect a poor supply response, renewed 
pressures from an upside revision in Minimum Support Prices (MSP) for farm 
produce and the impact of recent escalation in global food prices owing to poor crop 
conditions.  

 
 Substantial cost pressures, pricing power continues to keep the core at elevated 

levels: Core inflation (non food manufactured category) continues to persist at highly 
elevated levels of 7.7% y/y, compared to its historical average of 4.4% amidst 
considerable cost pressures and pricing power. Meanwhile, administered price 
revisions, particularly LPG, and a rise in freely priced fuel products, including aviation 
turbine fuel and naphtha kept fuel inflation high.  

 
 
 
 



India: Inflation continues to move higher despite aggressive policy tightening 
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BBVA will continue to provide up-to-date reports by emails, but you can also register directly on our website for our latest reports & 
presentations.  If you wish to be excluded from this mailing list, please write to us on research.emergingmarkets@bbva.com.hk 
 
7Before you print this message please consider if it is really necessary. Antes de imprimir este mensaje, por favor comprueba que es 
necesario hacerlo. 
La presente comunicación y sus anexos quedan sujetos a confidencialidad en los términos establecidos en la normativa aplicable, dirigiéndose exclusivamente 
al destinatario mencionado en el encabezamiento. Son de exclusivo uso interno y queda prohibida su divulgación, copia, cesión, entrega, remisión o envío a 
terceros ajenos al Grupo BBVA sin consentimiento previo y escrito del remitente. Si ha recibido este mensaje por error, debe saber que su lectura, uso o copia 
están prohibidos y le rogamos que lo comunique inmediatamente mediante reenvío a la dirección electrónica del remitente, eliminándolo a continuación. 
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