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CPl inflation- May 2022
Event Update

Domestic inflation based on Consumer Price Index (CPI) for May 2022 moved in line with the general market
expectations and came in at 7.04% YoY, lower than that for April 2022 at 7.79% YoY. That said, retail inflation remained
above the upper end of the RBI's flexible inflation target of 4% (+-2%) for five consecutive months. The decline in CPI
inflation was largely on account of the base effect of last year, wherein inflation in the month of May 2021 had jumped to
6.30% YoY. In May 2022, there was a broad-based rise in the CPI across various sub-segments. On a month on month
(MoM) basis, CPI inflation rose to 0.94% in May 2022 from 1.43% in April 2022. Inflation in Consumer Food Prices came
in at 7.97% YoY in May 2022 as against 8.31% YoY in April 2022. Core CPI inflation (ex Food and Fuel but including
‘Transport and communication’) also came in lower at 6.09% YoY in May 2022 as compared to 6.97% YoY in the
previous month.
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against 10.67% YoY April 2022, stood at 1.39% MoM in May 2022 as against 2.99% MoM in the previous month.

Going forward the trajectory of inflation is likely to remain under pressure as the factors that have been pushing inflation
higher, continue to persist. In its latest monetary policy, the RBI has also revised its inflation target upwards and now
expects CPI inflation to be at 6.7% YoY in FY23, with Q1FY23 at 7.5%; Q2FY23 7.4%; Q3FY23 at 6.2%; and Q4FY at
5.8%. In the April monetary policy, the RBI had forecasted inflation to be at 5.7% for FY23. Crude oil prices continue to
rise and have stayed elevated, which can lead to a structural rise in overall inflation. Persisting supply chain disruptions
due to the geopolitical tensions between Russia and Ukraine are also likely to continue putting upward pressure on
domestic inflation. In terms of food prices, monsoon would be a key monitorable in the near term. While the forecast of a
normal monsoon is positive from food prices perspective, any negative developments thereof could add to the domestic
inflation woes, as globally also food prices have been on the rise. The recent measures of the government to help
contain inflation could have a positive impact on rising inflation to some extent, in the very near term. More such
measures by the government cannot be ruled out as the monetary policy alone cannot address the issue of current high
inflation given that large part of the inflationary pressures are due to supply side issues. CPI inflation is likely to remain
closer to the 6% mark in the near to medium term given that the inflationary pressures are not likely to abate any time
soon. Thus, it is likely that the RBI hikes the policy rate to the Pre-Covid level rather quickly and then act depending upon
the incoming date on inflation.

Fixed income view:

The bond markets were trading on a marginally positive note as inflation came in line with market expectations. Yield on
the 10 year benchmark, the 6.54% G-sec 2032 bond, was trading at a level of 7.58% at the time of writing this note as
against its previous close of 7.60%. The current yield curve seems to be factoring in aggressive monetary policy
tightening by the RBI, in light of the elevated inflation. At the longer end of the yield curve the yields are also pricing in
the higher supply of government bonds. Currently, the inflation trajectory that the RBI has forecasted, and also what the
markets are expecting seems to have been priced into the bond yields. However, if inflation surprises beyond the
expected trajectory, the yield curve could shift upwards from the current levels. At the shorter end of the yield curve, the
movement in the system liquidity is also likely to influence the bond yields. Additionally, certain other macro-economic
variables also require close monitoring such as Current Account Balance, Fiscal Deficit, and movement in Rupee
amongst others, as any further deterioration, is likely to push bond yields higher from here on. Expectations of faster
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monetary policy tightening by the major global central banks is also leading to volatility in domestic bond markets which
is also another variable that will require close monitoring.

Fixed Income Mutual Fund Strategy: - Thus, considering the expected volatility, investors who have relatively
longer investment horizon could look at Target Maturity Index Funds that invest in a mix of high credit quality
securities. Investors with an investment horizon of 12 months and above can look at Short Duration Funds,
Money Market Funds, Ultra Short Duration and Low Duration Funds. Investors with a horizon of 15 months and
above can start looking at Corporate Bond Funds and Banking & PSU Debt Funds. With the rise in yields at
longer end of the yield curve, investors who are comfortable with volatility and have a longer investment horizon
could gradually start looking at Dynamic Bonds for a horizon of 24 months and above. For a horizon of 3
months and above Arbitrage Funds can be considered. Whereas, for a horizon of upto 3 months investors can
consider Overnight Funds and Liquid Funds. Investors should invest in line with their risk profile and product
suitability.

Disclaimer: This document has been prepared on the basis of publicly available information, internally developed data and
other sources believed to be reliable. HDFC Bank Limited ("HDFC Bank") does not warrant its completeness and accuracy.
This information is not intended as an offer or solicitation for the purchase or sale of any financial instrument / units of Mutual
Fund. Recipients of this information should rely on their own investigations and take their own professional advice. Neither
HDFC Bank nor any of its employees shall be liable for any direct, indirect, special, incidental, consequential, punitive or
exemplary damages, including lost profits arising in any way from the information contained in this material. HDFC Bank and its
affiliates, officers, directors, key managerial persons and employees, including persons involved in the preparation or issuance
of this material may, from time to time, have investments / positions in Mutual Funds / schemes referred in the document.
HDFC Bank may at any time solicit or provide commercial banking, credit or other services to the Mutual Funds / AMCs
referred to herein.

Accordingly, information may be available to HDFC Bank, which is not reflected in this material, and HDFC Bank may have
acted upon or used the information prior to, or immediately following its publication. HDFC Bank neither guarantees nor makes
any representations or warranties, express or implied, with respect to the fairness, correctness, accuracy, adequacy,
reasonableness, viability for any particular purpose or completeness of the information and views. Further, HDFC Bank
disclaims all liability in relation to use of data or information used in this report which is sourced from third parties.

HDFC Bank House, 1 st Floor, C.S. No. 6 \ 242, Senapati Bapat Marg, Lower Parel, Mumbai 400 013. Phone: (91)-22-
66527100, ext 7111, Fax: (91)-22-24900983 \ 24900858

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.

Classification - Internal



