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Inflation done falling 

Consumer price inflation (CPI) turned around in February, picking up after nearly a year to 3.7% from 3.2% in January, 

led by higher food and fuel inflation. The fuel components of CPI (those within fuel & power and transport & 

communication) continued to rise, driven by higher crude oil prices and a weaker rupee. But food inflation, too, rose 

as the benefits of a base effect faded and inflation in some items such as fruits, oils and meat spurted. Meanwhile, 

core inflation stayed relatively sticky in the 5% zone, where it has been hovering for about 6 months now. For the 

year so far (April to February of fiscal 2017), overall CPI at 4.6% is 30 bps lower than in the comparable previous 

period, while food inflation is down 40 bps to 4.4%, and core inflation is unchanged at 4.9%. Stickiness in core will 

keep the central bank cautious of inflationary pressures, especially given the upside to domestic prices from rising 

global oil, commodity and agriculture commodity prices. 

CPI inflation could see upside pressures hereon. We estimate CPI inflation to rise to 5% average in fiscal 2018, given 

rising global oil, commodity and food prices, which will cause the imported component of inflation to nose up. Also, 

as the economy is remonetised, some pent-up demand will have returned. Our estimate of 5% CPI inflation is still 

within the broad range of 4+/- 2% set by the government, but higher than the central value of 4% that the RBI is 

targeting over the medium run. So, for overall CPI to come down to 4%, and assuming food inflation and fuel 

(fuel, light, petrol and diesel) inflation stay at current levels of ~4.6% and ~2.6%, respectively, non-food, non-

fuel inflation will have to slip to 3.6% from ~5% today. This is challenging, especially given that non-food, 

non-fuel inflation has never fallen this low and fuel inflation could see some upside risks this year. The 

decline in overall inflation, therefore, will necessitate a tight fiscal stance, and perhaps a tighter – more disinflationary 

– monetary policy over the medium term.  

 

 Food inflation jumped to 2%, from 0.6% in January, as the fall in vegetables inflation rose to -8.3% from -15.6% 

the previous month, with the statistical benefit of a low base fading. Inflation in other categories also nosed up – 

in fruits by 250 bps compared with January, and in oils and fats by 70 bps, reflecting the pick-up in global prices 

of edible oils.  

 Fuel inflation continued to pick up, given rising global oil prices and a weakening rupee. This was reflected in the 

transport and communication category, where inflation touched 5.4%, while in fuel and light, inflation rose 60 bps 

to 3.9%. So far this fiscal (April to February of fiscal 2017), global crude oil prices have risen nearly 9% on-year, 

while the rupee is 3% weaker, buoying domestic fuel inflation. 

 The worry, however, is core inflation (CPI excluding food, fuel and light), which has stayed sticky around 5% for 

the past six months. Also, so far this fiscal, core inflation has hardly shown any softening and has stayed at 4.9%, 

which could constrain further reduction in overall inflation.  

 

IIP climbs despite DeMo, though still weak  

Index of Industrial Production (IIP) expanded 2.7% on-year in January, after contracting by 0.1% (estimated earlier 

at 0.4%) in December, suggesting the impact of demonetisation is waning and that remonetisation is well underway 

and businesses may be back to business as usual. The growth, however, is also in part due to a favourable base 

effect as industrial activity had declined 1.6% in the same month last year. Despite this slight uptick in January, the 

overall industrial growth remains fragile. Cumulatively, IIP has grown a meagre 0.6% during April-January 2017, 

compared with 2.7% in the year-ago period.  

 Industrial activity showed some improvement, with IIP growth at 2.3%, up from -0.1% (revised from -0.4% earlier) 

in December. However, it may be difficult to say whether this improvement suggests the impact of demonetisation 

is over since there is a favourable base effect at play – IIP growth was negative in January last year. That said, 

manufacturing activity, growing 2.3%, was the biggest contributor to the January IIP growth. Manufacturing has 
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roughly 75% weightage in overall IIP. Nine out of 22 manufacturing industries grew positively over the year. The 

other IIP sectors, mining and electricity, also displayed healthy growth at 5.3% and 3.9%, respectively.  

 The positive IIP growth in January was largely on account of improvement shown by some components of 

industrial and investment-oriented sectors (up 5.7%) even as consumer-oriented sectors remained a drag 

(growth at -2.2%). Within investment-oriented categories, basic metals grew 12.4%, chemical & chemical 

products by 7.4% and electrical machinery & apparatus by 42.4%. Within consumer goods categories, the biggest 

drag came from food products and beverages which grew -14.8%, followed by textiles (-0.3%), rubber and plastic 

products (-5.7%). The consumer oriented categories that grew positively and limited the downside included motor 

vehicles (8.3%), radio, TV and communication equipment & apparatus (21.8%) and wearing apparel; dressing 

and dyeing of fur (9.5%). 

 According to the use-based classification, basic goods led the IIP growth, rising 5.3% in January. There was 

some contribution by capital goods, too, which grew 10.7%. This healthy rate of growth, however, should be 

looked at with caution as it not only came on a weak base but was also helped by high growth in some volatile 

categories such as cable, rubber insulated which registered a staggering 283% growth. Consumer goods 

continued to display weakness, with a growth of -1.0% in January – the second consecutive month of negative 

growth. Consumer non-durables (-3.2% growth) were the drag, even as consumer durables grew positively at 

2.9%.  
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