Inflation Watch: Broad-based easing across categories
pushed CPI inflation below 5% in March
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Key takeaways

>

Headline inflation moderated to a 10-month low of 4.9% in March from 5.1% in February, which was in line
with market expectations (Bloomberg estimate: 4.9%). The moderation was broad-based across categories,
including food inflation that had increased in February. The deflation in fuel category steepened, aided by
recent cuts in prices of petrol, diesel and LPG subsidy. Core inflation further eased to 3.2%, a fresh low in the
current series, from 3.4% in February.

The month-on-month momentum in headline inflation was flat, while base effect was favorable and will
remain so till July.

For Q4-FY24, headline inflation averaged to 5.0%, while for the entire year FY24, inflation was in line with RBI
forecast of 5.4%. This is lower than long-term average (FY13-23) of 5.9% and FY23 print at 6.7%. In FY24,
inflation continued to moderate across categories since Q1, except for food prices that were volatile, largely
due to deficient and unevenly distributed monsoon.

Going forward, monitoring food inflation will remain crucial to enable aligning of headline inflation with the
RBI’s target of 4%. While the prediction of above normal monsoon during the year bodes well for food price
outlook, forecast of heat wave days during April-June could play a spoilsport for horticulture output.

The recent increase in global commodity prices, particularly crude oil, could spill over to domestic wholesale
prices, though the impact on consumer prices will likely be lagged.

RBI’s latest survey on consumer confidence for the current period continued to show improvement, reaching
the highest level since mid-2019. Some of the rural consumption indicators are turning positive and could
further receive a fillip if the monsoon outturn is favorable. Higher consumption could provide an upside risk
to core inflation in FY25 that has been moderating since mid-2023.
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FY24 food ex-vegetables inflation in line with long-term average

>

In March, food inflation moderated to 7.7% from 7.8% in February
amid an easing in categories of vegetables, sugar and protein-
based food that had driven food inflation higher in February.

In fact, ex-vegetable, food inflation in FY24 was a tad lower than
the long-term average. However, for the year, inflation averaged to
double digits also in case of spices, pulses and cereals.

While inflation in cereals had been moderating since August, it
increased again in March. Inflation in sugar eased after increasing
for 11 consecutive months, taking the annual average to slightly
above 5%.

Inflation in pulses remains elevated in double digits but has been
moderating for three straight months now, so that the source of
inflation in protein-based items has recently shifted to eggs, meat
and fish.

The food diffusion index has remained in contraction for eight
consecutive months now, which bodes well for food price outlook.

Food inflation (%YY) FY24 FY13-23
Spices (5.4) 19.0 6.5
Vegetables (13.2) 15.5 7.1
Pulses (5.2) 15.1 6.5
Cereals (21.1) 10.8 5.3
Milk (14.4) 6.5 5.8
Egg (0.9) 6.5 6.3
Fruits (6.3) 5.5 5.4
Sugar (3.0) 5.1 2.8
Prepared meals (12.1) 4.9 6.8
Non-alcoholic bev. (2.7) 3.5 5.5
Meat, fish (7.9) 2.4 7.9
Qils, fats (7.8) -14.8 7.5
Food, bev. ex-veg. (86.8) 5.9 6.0
CPl food, beverages 7.0 6.0

(figures in parentheses are weights in CPl food, bev.)
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Various measures of core inflation continue to soften ”\
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Both core goods and services inflation continue to moderate

>

The recent easing in core goods inflation has been
driven by lower inflation in clothing and footwear.
While housing continues to dominate core services,
inflation in the component has been moderating, and
services ex-housing continues to trend lower. This
contradicts the anecdotal evidence on higher
residential demand and diversion of household savings
to physical assets such as housing.

In its latest monetary policy report, the RBI attributed
lower duration of price stickiness in housing to
staggered house rent data collection under the survey
method used for compiling the house rent index.
Additionally, the idiosyncrasies associated with
measuring house rent for government provided
households - all these probably warrant an update to
the measurement of housing index in CPI.

Contribution of components to core goods inflation
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Fuel deflation at fresh low, global prices warrant monitoring W

> Fuel prices remained in deflation for the seventh month,
collapsing to a fresh low of -3.2% in March. The recent
cut in petrol and diesel prices and increase in LPG
subsidy aided softening in prices. %YY Fuel and light

> Similar deflationary trend was last seen in the current CPl ¢
series in end-2019, which was a result of multiple factors 14
such as decline in global petroleum product prices, 12
deflation in items of rural consumption (due to higher 10
LPG use) and electricity. 8

> Recently, crude prices rose above USD90/barrel. UN food
price index rose sequentially in March, snapping a seven-
month long easing trend. Prices of commodities ex-fuel
have also been rising. Amid continued geopolitical woes,
output cut extension by OPEC+ countries, hedges against
inﬂation; an increaSing Optlmlsm regarding the gIObaI 2012 2014 2016 2018 2020 2022 2024
economy is also fueling the latest commodity price rally.

Fuel deflation at fresh low in current series
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Mixed signals for inflation from latest RBI survey data m\

Household inflation expectations continue to moderate

Improving confidence could translate to higher demand
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More firms in infra., services sectors expect higher input costs in Q1; mixed signals on pass-through to output prices

Firms' expectations: cost of inputs
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{
Outlook and policy implication ’H\

> The forecast of above normal monsoon during the year
bodes well for food inflation that continued to impart
volatility to the headline print in FY24 and was an Index
impediment to the central bank’s disinflation efforts. 25
However, the prediction of above normal maximum 20
temperatures and heatwave days during April-June 15
could drive inflation higher in case of perishables such 10

Southern Oscillation Index turning neutral

as vegetables and fruits. The period coincides with 5
peak harvesting season for items such as onions in 0
some of the key producing states. -5

> The second advance estimates on food grain -10
production for FY24 indicate output to be lower than  -15
previous year, similar to the first advance estimates for  -20
horticulture output. In addition to lower production, -25
the prediction of heatwave days could necessitate Mar-15 Mar-18 Mar-21 Mar-24
continued supply-side intervention in the near-term.
> Global commodity prices have rallied recently. In

addition to  geopolitical tensions, economic FY24 food grain output likely to be lower than last year
uncertainties - pertaining fco_the disinflation process SAE (akh tonmes) T o
across economies and_ the timing and quantum of shift Cereals  Total 58957 28591 13
in the monetary policy cycle - have also increased Kharif 1480.9 1470.7 0.7
flight to safe haven assets such as gold. However, an Rabi 1414.8 1388.4 1.9
increasing optimism regarding the health of the global Rice Total 1255.2  1238.2 -1.4
economy is also fueling commodity prices. Kharif 1105.1  1114.6 0.9
> The latest CPI inflation print is unlikely to change the Rabi 150.0  123.6 -17.6
RBI MPC stance or policy rates. The MPC is likely to Wheat Rabi 1105.5 1120.2 1.3
wait until Q2-FY24 for clarity on the monsoon outturn, AULECE Rta!f 2;2'2 Z;T'g 'é'é
shift in monetary policy cycle of major AE central Rag' 1636  163.2 :0:2
banks and further updates on global commodity price Foodgrains Total 3135.5  3093.5 13
trajectory before starting to ease or shift its stance. Kharif 1557.1 1541.9 1.0
Rabi 1578.4 1551.6 -1.7
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DISCLAIMER:

We are committed to providing completely independent views to help our clients reach a better decision. This document is provided for assistance only and is not
intended to be and must not alone be taken as the basis for an investment decision. Nothing in this document should be construed as investment or financial advice,
and nothing in this document should be construed as an advice to buy or sell or solicitation to buy or sell the securities of companies referred to in this document.
The intent of this document is not in recommendary nature. The recipient of this document should make such investigations as it deems necessary to arrive at an
independent evaluation of an investment in the securities of companies referred to in this document (including the merits and risks involved), and should consult its
own advisors to determine the merits and risks of such an investment. The investment discussed or views expressed may not be suitable for all investors. Trust Group
has not independently verified all the information given in this document. Accordingly, no representation or warranty, express or implied, is made as to the accuracy,
completeness or fairness of the information and opinions contained in this document. The Company reserves the right to make modifications and alternations to this
statement as may be required from time to time without any prior approval. Trust Group, its affiliates, their directors and the employees may from time to time,
effect or have effected an own account transaction in, or deal as principal or agent in or for the securities mentioned in this document. They may perform or seek to
perform investment banking or other services for, or solicit investment banking or other business from, any company referred to in this report. Each of these entities
functions as a separate, distinct and independent of each other. The recipient should take this into account before interpreting the document. This report has been
prepared on the basis of information, which is already available in publicly accessible media or developed through analysis of Trust Group. The views expressed are
those of analyst and the Company may or may not subscribe to all the views expressed therein. Neither the Firm, not its directors, employees, agents or
representatives shall be liable for any damages whether direct or indirect, incidental, special or consequential including lost revenue or lost profits that may arise
from or in connection with the use of the information. This document is being supplied to you solely for your information and may not be reproduced, redistributed
or passed on, directly or indirectly, to any other person or published, copied, in whole or in part, for any purpose.
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