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Sequential moderation in food prices provide short term comfort
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Headline inflation at wholesale and retail level showed divergent trends in Jan-22.
While WPI inflation eased marginally to 12.96% YoY in Jan-22 from 13.56% YoY in Dec-
21, CPlinflation crossed the upper band of RBI's inflation target band after a hiatus of
seven months coming in at 6.01% YoY from 5.59% YoY, primarily led by unfavourable
base at play. On a sequential basis, however, CPl inflation contracted for the second
consecutive month by 0.3% while WPI inflation increasing marginally by 0.4% MoM
from a contraction of 0.3% MoM.

The comfort on sequential basis was driven by retail food and beverages inflation
which declined further by 1.07% MoM in Jan-22 from 0.88% in Dec-21 led by continued
seasonal factors at play. Within food and beverages, the decline was primarily led by
contraction in the prices of vegetables followed by oil & fats, sugar, fruits, and pulses.

Going forward, food inflation is likely to remain the biggest source of comfort on the
CPI front and has been the factor behind MPC's dovish stance on inflation. Prospects
of robust rabi arrival backed by strong rabi sowing acreage (at 700 lakh hectares)
along with policy interventions in case of edible oils and pulses will continue to keep
food prices moderate in the near term.

On the other hand, overall fuel & light inflation registered only a marginal expansion
of 0.6% MoM from an increase of 0.12% in Dec-21. Encouragingly, annualized fuel
inflation eased to a ?-month low of 9.32% YoY. However, this comfort is expected to
be short lived as we expect the impact of significant jump in crude oil prices to start
reflecting within the next 2-3 months.

Rise in clothing & footwear followed by housing and miscellaneous category led core
inflation (inflation ex. fuel and food) to rise by 0.56% MoM in Jan-22 from 0.23% MoM
in Dec-21. Within miscellaneous (a proxy for services inflation), central and state
government’'s move to cut excise duties and VAT on petrol and diesel has helped
transportation charges to decline to an extent but the staggered impact of hike in
telecom tariffs announced in Nov-21 has offset that relief, leading overall price of
transport and communication to increase further by 0.58% MoM in Jan-22.

On the other hand, WPI inflation eased to 12.96% YoY in Jan-22 from 13.56% in Jan-21
with a mild sequential expansion of 0.4% thereby bringing partial relief to the WPI
inflation trajectory. The common thread emerging from both CPI and WPI inflation is
the comfort derived from sequential moderation in food prices particularly that of
vegetables. As such consolidated wholesale food inflation (comprising of
manufactured and primary food prices) contracted by 1.6% MoM in Jan-22 from 0.8%
MoM in Dec-21.

The significant jump in crude oil prices during Jan-22 has started to reflect as the
incremental price pressure was visible in consolidated fuel inflation which rose by
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2.62% MoM in Jan-22 from -2.73% in Dec-21. This upward momentum is expected to
continue going forward as the crude oil prices have further increased by 9% in Feb-22
so far and is currently hovering close to USD 95 pb. The impact of the recent rise in
crude oil prices would likely be higher in WPl as compared to CPI given higher
weightage of crude oil and its derivatives in the WPI basket.

WPI core inflation (non-food manufacturing inflation) further moderated to 9.7% YoY
in Jan-22 from 11.0% YoY in Dec-21, with a sequential rise of 0.56% vs 0.31% in the
previous month. Going forward, if consumption demand improves on a durable basis
a further pass-through of input costs to manufactured products is expected to keep
core WPl inflation near double digits.

So far, the relatively weak domestic consumption demand has led only to a partial
pass through of high input price pressures to end consumers. However, increasing
compression in firms’ profit margins due to elevated commodity prices and the
expected improvement in demand scenario, may lead to increased pass-through
over the next few quarters, keeping CPI core inflation sticky at elevated levels. As
such, we expect headline CPI inflation to average at 5.5% in FY22 and 5.0% for FY23,
marginally higher than RBI's estimate of 5.3% in FY22 and 4.5% in FY23 and also with
moderate upside risks.

Fromm monetary policy perspective, RBI in the recent MPC review opted to remain
steadfast on its accommodative policy stance and postponed the initiation of any
formal monetary policy normalization process with the continuous focus on supporting
the uncertain growth revival trajectory. Going forward, as the recovery turns more
sustainable given strong progress in vaccination, decline in COVID caseloads along
with gradual unwinding of lockdown restrictions by states we expect the RBI to
gradually revert to its pre-pandemic policy corridor by hiking the reverse repo rate
between Apr-22 and Jun-22 policy meeting. However, the timing on the upward
adjustment in the repo rate is difficult fo comment on, given RBI's thrust on growth
facilitation vs the timeliness of monetary policy normalization.
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Chart 1: CPl inflation crosses upper tolerance band of RBI’s inflation framework
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Chart 2: WPl inflation eases in Jan-22, but the comfort likely to be transient
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About Acuité Ratings & Research Limited:

Acuité Ratings & Research Limited is a full-service Credit Rating Agency registered
with the Securities and Exchange Board of India (SEBI). The company received RBI
Accreditation as an External Credit Assessment Institution (ECAI), for Bank Loan Ratings
under BASEL-Il norms in the year 2012. Since then, it has assigned more than 9,000
credit ratings to various securities, debt instruments and bank facilities of entities
spread across the country and across a wide cross section of industries. It has its
Registered and Head Office in Kanjurmarg, Mumbai.
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Disclaimer: This release is sent to you for the sole purpose of dissemination through
your newspaper / magazine / media / website / agency. The release may be used
by you in full or in part without changing the meaning or context thereof but with due
credit to Acuité. However, only Acuité has the sole right of distribution of its releases
through any media. Acuité has taken due care and caution for writing this release.
Information has been obtained by Acuité from sources which it considers reliable.
However, Acuité does not guarantee the accuracy, adequacy or completeness of
information on which this release is based. Acuité is not responsible for any errors or
omissions or for the results obtained from the use of this release. Acuité has no liability
whatsoever to the users / distributors of this release.
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