CPI Inflation Slips to 5% in Sept, care

Back Within RBI’s Target Range
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India’s retail inflation moderated for the second consecutive month in September helped by a sharp correction in
vegetables prices and lower LPG prices. After overshooting the RBI's target range by a wide margin in July and
August, CPI inflation printed at a 3-month low of 5% in September finding its way back to the 2-6% range. A
high statistical base also helped the inflation humber. The underlying core pressures eased to their lowest level
in 3.5 years with core inflation falling to 4.6%. This was due to a broad-based easing across segments such as
housing, clothing and footwear and other services categories.

With the September inflation number, the CPI inflation has averaged 6.4% in Q2 FY24, in line with the RBI's
estimate. Inflation in the second quarter has been mainly driven by the food segment as the contribution of ‘food
and beverages’ in overall inflation rose to 61.5% from about 49% a year ago. The categories such as fuel and
light and clothing and footwear saw significant moderation in inflation compared to a year ago level.

CPI Inflation: Headline vs. Core CPI Inflation: Major Categories
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food, fuel and light and petrol and diesel

Food and beverages inflation (CPI) eased to 6.3% from 9.2% a month ago due to easing prices for vegetables
and deflation in edible oils. However, the decline was not broad-based as price pressures for cereals, pulses and
spices, which are more persistent in nature, remained elevated. Even within vegetables, while the sharp correction
in tomato prices continued in September on the back of improved supply, Onion prices marched higher due to
tightened supply and reduced shelf life. On August 19 the government imposed a 40% export duty on Onions to
improve domestic availability and contain Onion prices.

With fresh supply (Kharif) entering market October onwards coupled with various government measures aimed
at taming inflation, further moderation in food inflation is expected. However, the downside could be limited due
to sustained inflationary pressure for certain food items. The lower kharif sowing of essential crops like pulses
(4.2%) and oilseeds (1.6%) this season is worrisome. Though deflation in the edible oil category continues, lower
domestic production along with the potential risk of tight global supply due to drier weather conditions in major
exporting countries (Indonesia, Malaysia) could lead to rally in edible oil prices.
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The fuel and light category witnessed a marginal deflation (0.1%) in September for the first time in around four
years due to a reduction in LPG prices. To provide relief to consumers ahead of the festive season, the government
has cut the LPG cylinder price for households by Rs 200 effective from August 30 and for commercial LPG cylinders
by Rs 158 starting September. Further, the subsidy to poor households (under the Pradhan Mantri Ujjwala Yojana)
was also raised by Rs 100 to Rs 300 per cylinder in October. As a result of these announcements, fuel inflation is
expected to further ease in the coming months.

Component-Wise Retail Inflation (% y-0-y)
Pan,

et Tobacco & Clothing & Housing Ft!el & Miscellaneous
Beverages . Footwear Light
Intoxicants
Weight 45.86 2.38 6.53 10.07 6.84 28.32 100.00
Sep-22 8.4 2.0 10.2 4.6 10.4 6.1 7.4
Oct-22 7.1 1.9 10.2 4.6 9.9 5.9 6.8
Nov-22 5.1 2.1 9.8 4.6 10.6 6.0 5.9
Dec-22 4.6 2.5 9.6 4.5 10.9 6.2 5.7
Jan-23 6.2 3.1 9.1 4.6 10.8 6.2 6.5
Feb-23 6.3 3.2 8.8 4.8 9.9 6.1 6.4
Mar-23 5.1 3.0 8.2 5.0 8.8 5.8 5.7
Apr-23 4.2 3.5 7.5 4.9 5.5 4.9 4.7
May-23 3.3 3.6 6.6 4.8 4.7 4.9 4.3
Jun-23 4.7 3.7 6.1 4.6 3.9 5.2 4.9
Jul-23 10.6 3.9 5.6 4.5 3.7 5.0 7.4
Aug-23 9.2 4.1 5.2 4.4 4.3 4.9 6.8
Sep-23 6.3 3.9 4.6 4.0 -0.1 4.8 5.0

Source: MOSPI

Way Forward

The correction in food prices, particularly vegetables, has helped in significant moderation in inflation prints in
the past two months. With the arrival of fresh harvest in the market from October onwards and expected
moderation in fuel inflation, the CPI inflation is likely to fall further. However, given the looming uncertainties
regarding the Kharif harvest and the festive-led boost in demand, inflation is expected to remain range-bound in
the coming months. The first advance estimate of foodgrains production for crop year 2023-24, will provide a
greater clarity on the supply situations, especially for pulses, cereals and sugar. Further, the near-term risks to
our inflation outlook have worsened due to volatility in global crude oil prices. Though we don’t expect any rate
hike this fiscal, RBI will actively manage inflationary pressures through its liquidity measures.
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