January CPI Inflation Surprise Hardens Chances Of
Another 25 Bps Hike, Economists Say

Consumer Price Index inflation rose to 6.52% in January 2023 from 5.72% in December.
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Retail inflation in India breached the Reserve Bank of India's tolerance band—between 2% to 6%—in

January after staying below it for three months starting October.

Consumer Price Index inflation was at 6.52% in January 2023, compared to 5.72% in December,
according to data released by the Ministry of Statistics and Programme Implementation on Monday. A

Bloomberg poll of 35 economists had estimated CPI to come in at 6%.

Core inflation, on the other hand, stood at at 6.28% in January, compared to an Bloomberg estimate of

6.3%. The negative surprise on inflation was largely led by a rise in food prices.

Given that the CPI print is more than 50 basis points above the central bank's tolerance range, it may
very well lead to further tightening in monetary policy in April, according to economists. While observers
had been speculating about a possible pause in rate hikes in April, the inflation data could also make it
harder for the monetary policy committee to find comfort in their effort towards controlling inflation so

far.



Here's what economists made of January's inflation print and its implications:
Deutsche Bank

January's CPI print essentially neutralises improvement seen in the CPI trajectory post the positive

surprise in Nov 2022, when CPI inflation unexpectedly cooled to 5.9% year-on-year.

With the inflation sticker shock in Jan, we now expect the RBI to hike
rates at least one more time by 25bps in April, taking the repo rate to
6.75%. At this stage, we are not forecasting further rate hikes beyond
April, but clearly risks have risen for rates to be “higher for
longer”, given the surprise Jan CPI print.

Kaushik Das, chief economist, India & South Asia, Deutsche Bank.

QuantEco Research

Except for fuel items, it is hard to find comfort in January's inflation numbers even at a sub-component
level. Inflation in non-perishable food items also rose to a nine-year high of 9.5% in January 2023.

Continued rise in prices of spices, milk, cereals, and eggs is a matter of concern.
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The fallout of this could be a continuation of hawkish overtones by
the MPC. While we expected the MPC to deliver its last 25 bps hike in
Apr-23 before turning data dependent, chances of any incremental
softness in policy stance could get pushed to the next policy review
in Jun-23.

Economists at QuantEco Research

Kotak Securities

January's inflation print was led a rise in prices for cereals and eggs while vegetable prices contracted.
Rural core inflation continues to outpace urban core inflation. Economists at Kotak also noted that there
seems to be an anomaly in the data for cereals, which if revised, would bring down headline CPI to
6.29%.

Kotak estimates that the RBI will pause hiking rates in April.

In the absence of any data revisions, the overall inflation trajectory
looks heavily skewed to the upside, warranting further rate hikes. We
will await clarity on data revisions before revisiting our view.

Economists at Kotak Securities



Bank of Baroda

Inflation is no longer limited to vegetahles, but 6 out of 12 broad group of food and beverage items
reported inflation above 6%. Even in February, price pressure exists for majority of vegetables such as

garlic, ginger, potato and tomato which constitute major share of the vegetable basket.

Expect CPI to average around 6.5% in FY23 and 5.7% in FY24
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This month and print of the current quarter hold relevance since the
RBI would be watchful of the persistence in core and volatility in food
inflation to take a call on rates. For now we remain with our earlier
forecast of pause in the near to medium term.

Dipanwita Mazumdar, economist, Bank of Baroda

Emkay Global

Near-term pressures for headline inflation could arise from a sustained uptick in cereal prices. The risk
of further rise in global commodity prices, uncertain foreign exchange markets, and sticky services
inflation could keep the inflation trajectory elevated. Emkay is currently tracking February inflation at
6.3%.

The durable disinflationary trend looks to be elusive going ahead, with even global inflation not

Higher-than-expected headline inflation and stickiness of core will be
a sore point for the RBI and could lead to further tightening by 25bps
in April. However, the RBI would continue to be non-committal on
future rates path, as the fluid global situation demands frequent
macro re-assessments.

declining as smoothly as anticipated.

Madhavi Arora, lead economist, Emkay Global

Acuite Ratings

What turned the tide for food inflation in Jan-23 was the continuing rise in cereal prices apart from the
higher inflation in almost all animal protein categories namely meat and fish, egg and milk products.

The uncertainty regarding food prices is set to cloud the outlook on inflation going forward.
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It's unlikely that the MPC will opt for a pause in an environment
where both the headline CPI inflation and the core inflation doesn’t
come down sustainably below 6%. Further, the monetary stance on
“withdrawal of accommodation” is expected to continue in the near
term. This may also lead to a hardening of rates in the bond market.

Suman Chowdhury, chief analytical officer, Acuité Ratings



