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Inflation inches closer to RBI’s medium-run target of 4% 

Consumer price index (CPI)-based inflation edged higher in March to 3.8%, driven by higher inflation in fuel, housing 

and clothing, and footwear. That compares with 3.7% in February. In March, fuel inflation (petrol, diesel, fuel and 

light) jumped over 190 basis points (bps) compared with February. However, core inflation stayed sticky (CPI 

excluding food, fuel and light rose mildly to 5%, while CPI excluding food, fuel, light, petrol and diesel was unchanged 

at 4.5%). The stubbornness in core inflation has kept the central bank vigilant on upside pressures. Also, inflation 

expectations of households have started to rise again. The March 2017 round of household survey by the Reserve 

Bank of India (RBI) reveals an increase in inflation expectations in the range of 20-50 bps, over the previous quarter 

survey.  

In view of the rising risks to inflation, the Monetary Policy Committee (MPC) last week, retained its ‘neutral’ monetary 

policy stance. The committee reaffirmed its CPI inflation target of 4% for the medium term. But now it has telegraphed 

a glide path that takes CPI inflation to an average of 5% in the second half of fiscal 2018, and 4.6% in the fourth 

quarter of fiscal 2019. These can be seen as interim targets in the journey towards 4%. Had the goal of achieving 

4% inflation target been advanced, it would have warranted strong disinflationary bias in the monetary policy. 

This has now been avoided.  

The sharper-than-expected fall in inflation over the past few months – led by a plunge in perishables inflation because 

of demonetisation – has already started correcting as remonetisation gained currency. And food price pressures 

could build anew if El Niño disrupts the south-west monsoon this year. To boot, core inflation, which has been sticky, 

could edge up if domestic demand improves. Pent-up demand after demonetisation, lower bank lending rates, the 

second tranche of payments based on the Seventh Pay Commission recommendations, and an uptick in global oil, 

metals and agri-commodity prices after ~3 benign years, will slowly push inflation higher in fiscal 2018.  

 

We estimate CPI inflation to rise to 5% average in fiscal 2018, from 4.5% in fiscal 2017. 

 Fuel inflation jumped in March led by rising global oil prices. Average global crude oil prices were 40% higher 

on-year in the month, and about 3% higher in fiscal 2017, pushing up the imported component of inflation. That 

was reflected in fuel inflation (petrol, diesel, fuel and light) which rose to 8.4% in March from 6.5% in February. 

The recent appreciation in the rupee, if sustained, will tamp imported inflation. 

 Food inflation stood unchanged from the previous month, at 2%, as inflation in fruits, vegetables, eggs and meat 

rose, while that in pulses, cereals and sugar, inflation slipped. During November 2016 to January 2017, 

perishables’ inflation – having a weight of 50% in the food index – fell sharply, bringing down food inflation. 

However, with remonetisation causing currency in circulation to rise, perishables’ inflation is back at 1.3% in 

March, up from a low of -2.3%. For fiscal 2017, however, food inflation dropped to 4.2% from 4.9% in fiscal 2016. 

 The worry continues to be on the core inflation front. Core inflation (CPI excluding food, fuel and light), has stayed 

sticky around 5% for the past six months, while the other measure of core inflation (CPI excluding food, petrol, 

diesel, fuel and light) stood unchanged from the previous month, at 4.5%.  
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IIP declines as manufacturing shrinks  

After a positive upturn in January – negating the demonetisation impact on industrial activity – the Index of Industrial 

Production (IIP) took a U-turn and declined in February. In yet another indication of volatility, IIP registered a growth 

of -1.2% on-year in February after a positive growth of 3.3% (revised upwards from 2.7%) in January. Cumulatively, 

therefore, IIP grew a meagre 0.4% during April-February in fiscal 2017 compared with 2.6% in the same period last 

fiscal. Please note that the Central Statistical Office is expected to come out with a new IIP series on the 

revised base year of 2011-12 soon, and this is expected to correct some of the anomalies associated with 

the present series which is continuing on the old base of 2004-05. 

 Industrial activity declined yet again as IIP registered de-growth of 1.2% in February after a growth of 3.3% 

(revised upwards from 2.7%) in January. The decline was on account of a fall in the manufacturing sector – the 

biggest contributor to IIP with roughly 75% weightage – and poor growth in the electricity sector. These sectors 

de-grew 2% and 0.3%, respectively. Fifteen out of twenty two manufacturing industries grew over the year. Mining 

sector displayed a healthy growth of 3.3%, suggesting increased production activity on account of firming up of 

commodity prices. 

 The decline in IIP can be again attributed to consumer-oriented sectors, which performed poorly for the third 

consecutive month, possibly suggesting the impact of cash crunch that followed demonetisation is still at play. 

Output in consumer-oriented sectors fell 7.2% in February, after de-growing an average 3.6% in the previous two 

months. Output in the investment and industrial-oriented sectors, on the other hand, was up 2% in February, 

marking the fourth consecutive month of growth. The two biggest contributors to the decline in growth of 

consumer-oriented sectors were textiles (61.6% weight) and tobacco products (15.7% weight), which de-grew 

4.1% and 42.8%, respectively. As for the industrial and investment oriented sectors, key categories that did well 

were basic metals (113.4% weight) and chemical and chemical products (100.6% weight). They grew by 9.9% 

and 5.9%, respectively.  

 According to the use-based classification, slowdown was seen across all the segments except basic goods which 

grew by 2.4% in February. Capital goods production fell by 3.4% on a negative base. Consumer goods registered 

greater decline of 5.6%. Both consumer durables and consumer non-durables contributed to the fall, by de-

growing 0.9% and 8.6%, respectively.  
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