CPI Inflation — June 2024

Consumer Price Index (CPI) based inflation for June 2024 accelerated to 5.08% YoY, higher than the previous month’s print of 4.75% YoY and the . . o
market expectations of 4.8% YoY. While the headline inflation reversed its downward trend, it remains within the RBI’s target band of 2-6%. India CPI Inflation (% YoY)
m— Headline CPI

CPl inflation came in higher due to increase in food inflation mainly on account of rise in prices of vegetables, pulses, and cereals.
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Food Inflation, as depicted by the Consumer Food Price Index (CFPI), inched higher to 9.36% YoY in June 2024 compared to 8.69% YoY in the 8
previous month. The vegetable (6.04% weights in CPI basket) prices rose by 29.32% YoY in June 2024 as compared to 27.33% YoY in the previous
month due to heatwaves. Furthermore, prices of cereals (9.67% weights in CPI basket) and pulses (2.38% weights in CPI basket) inched higher by

8.75% YoY and 16.07% YoY, respectively and hence kept the pressure on inflation.

Core CPI inflation (ex-Food and Fuel) further marginally quickened to 3.14% YoY in June 2024 as against 3.12% YoY in the previous month. Even
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though the core inflation witnessed a marginal uptick it remains low.
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Expectations:- While the inflation print for June 2024 was higher than the market expectations, it is likely to fall below 4% YoY in Q2 FY25 on the back 0 AIIIIIINYN R R A A A A
of base-effect and improvement in monsoon conditions. sl wag oot Swayg 2ocas LS
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Implication on Monetary Policy:- The RBI may remain disinflationary due to volatility in food prices and may not look to cut policy rates till the inflation Source:-Ministry of Statistics and Program Implementation
remains consistently below its target rate of 4%. Furthermore, the RBI may track the temporal and spatial distribution of monsoon rainfall to gain
confidence that food prices cool-off and overall inflation trends lower on a durable basis. If the inflation eases in the upcoming prints also, then this may CPI Inflation (% YOY)
nudge the RBI to at least ease liquidity into the system. ) )
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Implication on Markets:- The higher-than-expected inflation print remains negative for bond market and the bond yields may inch higher in the near | 16
term. However, the flows regarding the index inclusion and expectation of inflation to ebb lower in the current quarter due to base effect may limit the 1‘2‘
rise in yields in the medium term. Furthermore, in the medium term, the market is likely to take cues from the Union budget for the government’s pace of io
fiscal consolidation, the US market, and the liquidity measures of the RBI. 8
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Fixed Income Mutual Fund Investment Strategy:- Domestically, while more members of the RBI's MPC are now inclined towards easing monetary ‘2‘
conditions, the RBI governor in a recent interview clearly stated that the central bank would look for consistent deceleration in inflation towards its target | g
rate of 4% to take call on the rates. However, as the deceleration in the inflationary trend starts, the RBI may become accommodative on the system | -2
liquidity. Hence, the shorter end of the yield curve may react more than the longer end, which has already reacted due to favourable supply-demand | -4
dynamics. With the long end of the curve remaining lower, gains from duration play could be limited in the near term. Accrual opportunities at the 2-4- 6 NNNNNNNNNNNO o mmom;oon < < <<t
years segment of the corporate bond curve remains attractive for incremental investment, from risk-reward perspective until fresh triggers appear to A A Y ey N T L e A YT ST LY
suggest further decline in yields at the longer end. Hence, investors can look at Corporate Bond Funds and Short duration funds for a horizon of 15 & ‘§“ g g 33 8 o S88y g g g 33 4 o S8y § g g 3

months and above. For a horizon of 3 months and above, investors can consider Arbitrage Funds. Whereas for a horizon of up to 3 months, investors

can consider Overnight Funds and Liquid Funds. Investors can also look at Multi-asset allocation funds for a horizon of 36 months and above. Investors Source:-Ministry of Statistics and Program Implementation
should invest in line with their risk profile and product suitability.
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HDFC BANK is a AMFI-registered Mutual Fund Distributor & a Corporate Agent for insurance products.

Mutual Fund investments are subject to market risks, read all scheme related documents carefully.
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