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Food inflation moderates, core persists

CPI eased to a 3-month low of 6.9% in Nov'20 (7.6% in Oct’20) driven by Sameer Narang

lower food inflation at 9.4% (11% in Oct’20). Within food, vegetable inflation Dipanwita Mazumdar | Jahnavi
dropped the most. Core remains sticky at 5.9% led by retail fuel and gold chief.economist(@bankofbaroda.com
prices. Domestic pump prices have increased further in Dec’20. While near-

term outlook for inflation is favourable on the back of a high base and recent

decline in food inflation, it is still estimated to remain above RBI’s target of

4% in the foreseeable future thus leaving no room for a rate cut.

CPI moderates: CPI inflation eased to 6.93% in Nov'20 from 7.61% in Oct’20. KEY HIGHLIGHTS

This was on the back of 160bps drop in food inflation. Core inflation remained = CPl moderated to 6.9% in Nov'20 from 7.6%
firm at 5.9%. in Oct’20.

Food inflation decelerates: Food inflation edged down to 9.4% in Nov’20 from * Food inflation fell by 160bps to 9.4% led by
1% in Oct’20 led by deceleration in vegetable inflation to 15.6% in Nov’20 vegetable.

(22.1% in Oct’20), cereal inflation to 2.3% in Nov'20 (3.5% in Oct’20), meat
and fish t016.7% in Nov'20 (18.6% in Oct’20), eggs to 20.3% in Nov'20
(21.7% in Oct’20) and sugar to 0.9% (1.5% in Oct’20). However, non-
alcoholic beverages increased to 10.1% (8.4% in Oct’20) and oil & fats to 17.9%
(15.2% in Oct’20).

= Core inflation remains elevated at 5.9%.

Core inflation remained firm: CPl| excluding food and fuel was sticky at 5.9% in
Nov'20 (same as Oct’20). Health inflation inched up to 5.5% from 5.2% in
Oct’20. Education too increased to 2.4% from 2.1% in Oct’20. Transport and
communication at 11.1% and personal care items at 12% remained elevated. A
broader demand driven metric of core inflation is relatively muted at 3.6%.
Supply side factors have become more adverse in Dec’20 as seen in increase in
global commaodity prices, in particular oil, which will be reflected in domestic

pump prices and pass-through in other prices.

Near-term outlook positive: The near-term outlook is looking better because of
an elevated base and recent dip in food prices. However, certain food items
such as edible oils, pulses, meat and eggs are continuing to see inflation in
double digits. Petrol and diesel prices have gone up by 3.8% and 6.5%
respectively in the current month over Nov'20. Thus, we don’t see RBI cutting
policy rates any further. 10Y yield is likely to remain range bound between 5.8-
6%. The focus now moves to Union Budget which will decide the trajectory of

government borrowing in FY22 and thus yields.
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FIG1- CPI EDGED DOWN BY 70BPS TO 6.9% IN NOV’20 LED BY FOOD
(160BPS DROP)
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FIG 2 - MODERATION SEEN IN MAJOR CATEGORIES
m Meat and fish, YoY Vegetables, YoY
100% - e Pulses and Products . Cggs, VoY
30% Food inflation, YoY (R) 12%
60%
8%
40%
4%
20%
0% 0%

[&) [
T

9]
z [a)

Jan-20

Feb-20
Mar-20
Apr-20
May-20
Aug-20
Sep-20
Oct-20
Nov-20

Source: CEIC, Bank of Baroda Research

FIG 3 - CORE INFLATION ELEVATED AT 5.9%
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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.in
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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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