
 1 1 
 

   
 

Supply side that needs to be managed to rein in inflationary pressures  

Views by HDFC officials  

 

 

1. The textbooks may suggest that a shock like Covid’s hurts incomes and demand and, 

thus, checks price rise.  

2. However, 2020’s first wave taught us that the pandemic affects both demand and 

supply. Otherwise, how does one reconcile a 7.5% fall in India’s GDP in 2020-21 with 

average inflation of 5.6% in the second half? In fact, falling incomes make a 

compelling case for inflation management — purchasing power should not be 

eroded further by rising prices. 

3. First things first. Inflation has hardened not only because of higher food and fuel 

prices. Core inflation, which excludes these volatile items, has remained firm. What 

is, perhaps, more worrying is that core inflation pressure has become more broad-

based. In March 2020, 60% of the core basket contributed half a percentage point or 

more to consumer price index (CPI) inflation. In March 2021, the percentage was 80. 

4. Some economists argued last year that since factory gate (wholesale price index, 

WPI) inflation was way lower than CPI inflation, supply chain and distribution 

problems triggered by Covid were primarily responsible for driving consumer price 

inflation up. But WPI inflation has climbed up steadily since rising to an 8-year high 

of 7.4% in April 2021 beating CPI inflation. 

5. There are two implications. First, taming retail inflation now is not just about fixing 

supply and distribution chains. Rising factory gate prices are now feeding inflation. 

Second, if the second wave creates more distribution problems, retail inflation 

could rise sharply more, since underlying wholesale prices are already elevated. 

https://economictimes.indiatimes.com/topic/inflation
https://economictimes.indiatimes.com/topic/CPI-inflation
https://economictimes.indiatimes.com/topic/supply-chain
https://economictimes.indiatimes.com/topic/WPI-inflation
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6. The rise in wholesale prices is driven largely by global factors as expectations of a US 

and China-led global recovery get ‘priced into’ commodity markets like metals, 

plastics and rubber. Global edible oil prices went up by 86% in March 2021, and got 

partly captured in the 25% domestic inflation in the ‘fats and oils’ category of the 

WPI basket. Perhaps, there’s more upside left. This is fundamentally different from 

the early phase of the 2020 wave when fears of a global depression had subdued 

commodity prices. 

Don’t Compare 

 

1. A few things specific to India need to be kept in mind in assessing supply 

prospects, both for the short and long term. First, it may be sensible not to focus 

entirely on a comparison of the stringency of the 2020 lockdown and the state-

specific curbs this year. The conclusion that supply will be less impacted this time 

simply because the curbs are less draconian may be a little misleading. 

2. Instead, one could look at the relative severity of the infection and its impact on 

production. There is some anecdotal evidence to suggest that factories are shutting 

down because of the risk of high infection rates among workers. A sick workforce 

cannot be productive. This was rare in the first wave, but bears closer examination 

now. 

In Too Deep 

 

1. Unlike the first wave, when Covid-19 was largely an urban problem, the second 

wave seems to have a much larger rural footprint. Data on 90% of the Backward 

Region Grant Fund districts (read: rural districts) suggests that the active case load is 

over four times than in the first wave. This could have consequences for migration 

both to cities and to large agricultural-producing states. The biggest risk, of course, is 

that this will adversely impact kharif operations and pressure up food prices. GoI 

needs to use its buffer stocks and have a nimble import policy to thwart this. 

2. The growing number of state lockdowns this year have forced migrants to return 

home at short notice, and often under difficult conditions. This is for the second 

time in the span of a year, and could drive behavioural changes. Migration and 

migrant labour markets may become more ‘localised’ — migrants not wanting to 

travel too far from their villages in the future. 

3. In the medium term, this could lead to sharp wage increases in regions that depend 

on guest workers. Thus some form of ‘disruption insurance’ (perhaps on the lines of 

fiscal support for furloughed workers in Britain) is imperative to stop migrants from 

rushing home at the first whiff of a lockdown. 

https://economictimes.indiatimes.com/topic/Backward-Region-Grant-Fund
https://economictimes.indiatimes.com/topic/Backward-Region-Grant-Fund
https://economictimes.indiatimes.com/topic/migration
https://economictimes.indiatimes.com/topic/migrant-labour-markets
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4. The necessary diversion of oxygen from industrial to medical use is affecting supply 

chains for a number of sectors. SMEs in sectors like engineering goods, auto 

components and fabrications that use oxygen as a critical input are some worst-

affected. Their difficulties have knock-on effects on downstream sectors such as car 

and white goods manufacturers. This has the potential to breed price pressures. 

5. If the second wave persists, GoI could look at some critical sectors that face an input 

supply constraint and temporarily allow imports of these inputs at reduced customs 

tariffs. 

6. Rising inflation in the middle of a crippling pandemic is almost entirely supply-

driven.  

7. RBI’s toolkit of policy rates and liquidity levers have little role to play in controlling 

this. The most RBI can do to help is to ease the supply of credit to critical sectors, 

and play its part in augmenting supply.  

8. The only way to prevent full-blown stagflation is to manage supply — item by item, 

sector by sector. That is the remit of both the central and state governments. 

The writers are chief and senior economists, respectively, HDFC Bank 
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