INDIA ECONOMICS

RETAIL INFLATION

Core moderates, food accelerates

Retail inflation rose to a 14-month high at 4% in Sep’19 led by food inflation,
particularly vegetable (15.4%) and meat and fish (10.3%). However, core
inflation moderated to 4%, a 26-month low led by transport and
communication, amusement & recreation and clothing & footwear. Given the
seasonal/rain related reasons for spike in vegetable prices we believe food
inflation will come-off in the next few weeks and months. Thus RBI should

look at propping growth with 25bps cut in Dec’19.
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Food inflation rises: Food inflation rose to a 37-month high in Sep’9 at 5.1%
from 3% in Aug19. This was led by sharp uptick in vegetable prices at 15.4%
(19-month high) versus 6.9% in Aug'19. Prices of meat and fish accelerated to
a 68-month high of 10.3% versus 8.5% in Aug’19. Similar trend was also visible
in pulses with prices increasing by 7.4% in Sep19 compared with 2.3% in
Aug9.

Core at more than 2-year low: CPI inflation excluding food and fuel fell by
30bps to 4% in Sep19 (lowest since Jul'l7) compared with 4.3% in Aug'19 and
5.9% in Sep’18. Most categories of core inflation reported a softening bias led
by transport and communication (110bps to 0.1%), recreation and amusement
(30bps MoM to 5.1%) and clothing and footwear (30bps to 1%). Only personal
care and effects category reported a 30bps MoM increase due to higher gold
prices (up by 0.3% MoM in Sep’19). Given muted domestic demand and
relatively benign international oil prices, we expect core inflation at 4% in

H2FY20 compared with 4.2% in H1FY20 and 5.8% in FY19.

CPlI to be within MPC’s target: CPI print in Q2FY20 was 10bps higher
compared to RBI’s estimate of 3.4%. This was led by sharp acceleration in food
inflation to 3.5% in Q2FY20 from 1.7% in Q1FY20. At the same time, core
inflation has eased from 4.2% in Q1FY20 to 4.1% in Q2FY20. Should the
uptick in CPlinflation to 4% matter and does it change our view for FY20/
FY21inflation? No. The acceleration is driven by vegetable prices which in turn
can be explained by excess rainfall in the last few months. As seasonal vegetable
crop hits the market in the next few weeks and months, this should revert to

normal. Thus growth should remain an overarching concern for RBI and the

MPC should look at cutting rates by 25bps in Dec’9.
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KEY HIGHLIGHTS

= CPlinflation rises to 4% in Sep’19 led by food.

= Food inflation picks up to 5.1% from 3% in
Aug'19 led by vegetables (15.4%) and meat
and fish (10.3%).

= Core inflation at a 26-month low of 4%.
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FIG1- FOOD INFLATION INCHES UP TO A 37-MONTH HIGH
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FIG 2 - LED BY HIGHER VEGETABLE PRICES
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FIG 3 - CORE CPI EASESTO 4% IN SEP19
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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.com
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For further details about this publication, please contact:

Economics Research Department
Bank of Baroda

chief.economist(@bankofbaroda.com

ECONOMICS RESEARCH 3 14 October 2019


http://www.bankofbaroda.com/
https://twitter.com/bankofbaroda
https://www.facebook.com/officialbankofbarodapage/
https://bitly.bobyt/

	Disclaimer

