MARCH 31, 2014

CPI marginally on the “Higher-side in Mar-14":

In SPI inflation ticking up by a sharp 1.8% MoM for the week ended March 28, 2014;
where the major contribution to the higher March-14 food prices (particularly
perishable), clothing & footwear even as other heavyweights in the CPIl basket are
expected to remain flat which even then translate into higher inflationary numbers
on the sequential basis this month. it is expected that the Mar’14 CPI will likely clock
in the range of 8.4%-8.7% vs 7.93% reported in the previous month and on MoM
basis, it is expected to increase by 1.04% against the decrease of 0.32% in the

previous month.

Key Culprit: Food inflation to increase by 9.45% YoY and 2.81% Mo M:

Tomorrow the PBS is expected to unveil inflation readings for Mar-14; while on a
sequential basis, with a rising inflationary pattern witnessed on a MoM basis,
especially in the food and clothing basket. Food inflation is expected to increase by
2.81% MoM in Mar-14 as compared to -1.10% in the previous month. On an annual
basis, food inflation is expected to increase by 9.45% YoY in Mar-14 as compared to
7.04% during Febl4. According to the SPI numbers released by PBS, prices of
perishable food items including fruits and vegetables surged by 15-40% during the
month. The sharp rise in food inflation has significantimplications as it constitutes 35%
of the total CPI index. Despite volatile inflaion numbers, core inflation remained
relatively stable than headline inflation. 8MFY14 CPI inflation levels around 8.65%,

significantly below the initial target of 10-11%.

Impact on upcoming MPS and Economic challenges:

The IMF recognizes that the overall economic situation is improving, growth indicators
are relatively strong and the GDP target of 3.1% may well be on the conservative side.
This coupled with relatively improved foreign flows has increased market anticipation
of a rate cut ahead. Reading the last PIB auction result in conjunction with last MTB
auction, there is a decisive shift of market participation towards longer tenor papers.
But IMF still concerned about the significantrisks to the balance of payments position
despite rapid dollar friendly flows in the recent time. The IMF believes sharp currency
appreciation may not be sustainable and rupee may fall a bit. Delays in implementing
key reforms —to address energy challenges, improve the business climate, broaden the
tax base and improve tax administration could also seriously damage prospect can
influence the decisions of policy makers to opt for a cautious approach, unless a

substantial improvement in the import cover.
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Annual CPI 13-Dec 14-Jan 14-Feb MarldE
General 9.18% 7.91% 7.93% 8.70%
Food & Non alcoholic beverages 8.90% 6.68% 7.04%  9.45%
Housing, water, fuel & lighting  9.55%  9.30% 9.27% 9.11%
Clothing & footwear 11.95% 11.99% 11.62% 11.10%
Transport 8.83% 559% 4.77% 355%
Furnishing & household 8.75% 8.72% 8.80% 9.30%
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