INDIA ECONOMICS

CPI

Food inflation drives CPI lower

CPI inflation moderated to 5.3% in Aug’21 led by food inflation which
softened to 3.1% (4% in Jul’21). Core inflation eased by 10bps to 5.9%. A
favourable base and uptick in rains in Sep’21 bodes well for inflation
outlook. We expect CPI inflation to average 5.5% in FY22 (RBI: 5.7%).
However, core inflation is likely to remain sticky with an impending
increase when contact intensive services sector opens up. We expect RBI

to remain on hold this year and raise reverse repo rate in Q4FY22.
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CPI moderated led by food: CPI inflation eased to 5.3% in Aug’21 from 5.6% in
Jul’21 led by moderation in food inflation to 3.1% in Aug’21 compared with 4% in
Jul’21. This was led by sharp drop in vegetable prices which declined by -11.7% (-
7.8% in Jul'21). Inflation in eggs moderated to 16.3% (from 20.8% in Jul'21), fruits to
6.7% (from 9% in Jul'21) pulses to 8.8% (from 9% in Jul'21) and sugar to -0.6% (-
0.5% in Jul’21). However, inflation in milk rose marginally to 2.9% (2.7% in Jul'21)
and oils and fats to 33% (from 32.5% in Jul’21).

Core inflation softens a bit: CPI excluding food and fuel edged down by 10bps to
5.9% in Aug’21 (6% in Jul'21). This was led by 30bps drop in transport and
communication index to 10.2% (from 10.5% in Jul'21). Personal care and effects
inflation also softened by 275bps to 1% from 3.8% due to decline in gold prices.
Inflation in Pan, tobacco etc. also moderated to 4% from 4.7% in Jul’21. However,
other components of core showed an increase led by education at 3.8% (from 3% in
Jul’21), household goods and services at 5.4% (from 5.0% in Jul'21) and clothing
and footwear at 6.8% (from 6.4% in Jul'21). Housing inflation was stable at 3.9%.
Fuel and light index has now risen to a high of 12.9% from 12.4% in Jul'21.

CPI Inflation estimated at 5.5%: The uptick in rainfall in Sep’21 is positive for
sustaining the current trend of decline in food inflation. Reduction in customs duties
on edible oils is also a positive. Base effect for vegetables is also favourable till
Nov’21 after which food inflation is likely to edge upwards. Notably, vegetable
inflation during Apr-Nov’'20 was 14.3% before falling to -9.4% in the remaining four
months of the previous financial year.

While core inflation has softened a tad in Aug’21, elevated crude oil prices and
impending pass-through when services economy opens up implies core inflation is
likely to remain elevated in coming months and quarters. For now, this inflation print
sets the background for RBI to maintain its policy rate at current levels in FY22 and
look at gradually reducing excess liquidity in the coming months. We do see RBI
reducing the gap between repo and reverse repo rate in Q4FY22 unless growth
disappoints from our current projection of 9.7% (RBI: 9.5%).

@2021 Bank of Baroda. All rights reserved
Important disclosures are provided at the end of this report.

Key highlights
= CPI edged down to 5.3% from 5.6% in Jul'21.

= Food inflation softened to 3.1% from 4%, led by

vegetables.

= Core inflation remained sticky at 5.9% against
6% in Jul'21.
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Fig 1 — CPl edged down to 5.3% in Aug’21, led by food
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Fig 2 — ... vegetables, fruits and eggs dropped the most
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Fig 3 — Core excl. volatile components shoot up
Core excl transport & comm, personal care & effects & pan, tobacco & intoxicants, YoY
7.0% -
6.0% - 5.5%
5.0% -
4.0% -
© © N~ N~ N~ N~ (oo} (oo} oo (o] (=2} (=2} (=2} (=2} o o o o ~ - ~
~ - - - T - - - - - =~ - - - d & & & o o N
2 5 8 5§ 9 58 59 58 5958 53958589
L Z L = T Z L = & Z L = I Z 0 = I Z2 uw =X

Source: CEIC, Bank of Baroda Research

ECONOMICS RESEARCH 13 September 2021



d@ 30 F5leT
CPI Bank of Baroda
> = |

Disclaimer

The views expressed in this research note are personal views of the author(s) and do not necessarily reflect the views of Bank of Baroda. Nothing contained in this
publication shall constitute or be deemed to constitute an offer to sell/ purchase or as an invitation or solicitation to do so for any securities of any entity. Bank of Baroda
and/ or its Affiliates and its subsidiaries make no representation as to the accuracy; completeness or reliability of any information contained herein or otherwise provided
and hereby disclaim any liability with regard to the same. Bank of Baroda Group or its officers, employees, personnel, directors may be associated in a commercial or
personal capacity or may have a commercial interest including as proprietary traders in or with the securities and/ or companies or issues or matters as contained in
this publication and such commercial capacity or interest whether or not differing with or conflicting with this publication, shall not make or render Bank of Baroda Group
liable in any manner whatsoever & Bank of Baroda Group or any of its officers, employees, personnel, directors shall not be liable for any loss, damage, liability
whatsoever for any direct or indirect loss arising from the use or access of any information that may be displayed in this publication from time to time.

Visit us at www.bankofbaroda.com
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For further details about this publication, please contact:

Economics Research Department
Bank of Baroda
chief.economist@bankofbaroda.com
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