Acuite

RATINGS & RESEARCH

Press Release

Consolidated fuel & food inflation play spoilsport, core inflation remains elevated
14 December 2021

Belying market expectations of a moderation in WPl inflation, the print surprised negatively
by surging to a record high level (considering base year 2011-12) of 14.2% YoY in Nov-21
from 12.5% in Oct-21. The sequential momentum also continued its upward march by
increasing at the highest pace onrecord by 2.7% MoM in Nov-21 vs. an expansion of 2.3%
in the previous month. The spike in inflation is driven primarily by consolidated fuel
(comprising of crude petroleum & natural gas and fuel & power inflation) and food
inflation (comprising of both manufactured and primary food prices).

Consolidated fuel inflation on annualized and sequential basis rose significantly by 44.1%
and 6.5% respectively, driven by increase in the categories of crude petroleum (12.2%
MoM from 9.5%), mineral oils (8.7% MoM from 7.7% in Sep-21) and coal (1.2% MoM from
0.9%). Despite spurt in crude oil prices in Nov-21, petrol or diesel prices at the retail outlets
were cushioned by the excise duty reduction by the government which led fuel inflation
to contract by 0.2% MoM. However, the fuel inflation at the wholesale level remained
elevated given spike in crude oil prices and higher weightage of crude oil and its derivates
in the WPI basket. Notably, the recent correction in crude oil prices which is hovering close
to USD 75 pb in Dec-21 is likely to provide some comfort to fuel inflation in the near term.

Food inflafion frajectory has remained volatile since the beginning of FY22. While supply
side interventions taken by the government through custom duty cuts in the case of pulses
and edible oils helped in moderating the price pressures, incessant and irregular rains led
consolidated food inflation surge by 6.7% YoY and 3.5% MoM. Within food, fruit and
vegetable prices continued to play a spoil sport rising by 17.1% MoM in Nov-21 followed
by meat, fish, eggs and condiments.

Notwithstanding the jump in prices in Oct-Nov'21, we believe that food inflation is likely to
remain broadly comfortable over the coming months as vegetable prices could see some
seasonal normalization amid winter arrivals and healthy rabi sowing (as of 10th Dec-21,
actual area sown as % of normal area stands at 82%). However, the recent unseasonal
rains in certain parts of India could lead the vegetable mandi prices to remain volatile in
the short term.

On the other hand, core inflation (non-food manufacturing) continued its uptrend coming
at 12.3% YoY in Nov-21 from 11.9% in Oct-21. Resumption in economic activities along with
elevated raw material prices has been weighing on manufactured product prices. This
was also reflected in the latest PMI manufacturing release which stated that input cost
had risen to a near eight-year high amidst increase in global commodity prices. We
expect this momentum to continue given supply side boftlenecks and raw material
shortages. Going forward, with improving demand scenario and narrowing profit margins
amidst limited ability of the companies to absorb pressure from continued increase in
commodity prices, we expect a further pass-through of input cost to consumers thereby
gradually feeding into India’s core retail inflafion.
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ANNEXURE

Chart 1: Fuel and food inflation record an increase, core remains elevated
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Chart 2: Pass-through of higher input price to gradually feed in intfo Core CPI
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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 8,900
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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