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CPI inflation- March 2021  

Event Update  
 

Domestic retail inflation based on Consumer Price Index (CPI) rose in the month of March 2021, and came in at 5.52% 

YoY, as against 5.03% YoY in February 2021. While the rise in inflation was largely expected, it was higher than 

consensus expectations of ~5.40% YoY. There was a broad-based rise in inflation across most of the segments of CPI in 

the month of March 2021, which along with an unfavorable base effect led to rise in inflation. CPI food inflation rose and 

came in at 4.94% YoY in March 2021 as against 3.87% YoY in the previous month. Core CPI inflation (ex Food and Fuel, 

but including ‘Transport and communication’) continued to remain sticky and stood at 5.96% YoY in March 2021, 

compared with 5.88% YoY in February 2021. 

Within the CPI food basket, most of the internal items 

saw rise in prices on a YoY basis, barring items like 

‘Cereals and products’, Eggs, ‘Milk and products’ and 

Spices. Deflation in vegetable prices declined and stood 

at 4.83% YoY in March 2021 as against a deflation of 

6.27% YoY in February 2021. Inflation in prices of fruits 

stood at 7.86% YoY in March 2021 as against 5.99% 

YoY in the previous month. Inflation in prices of ‘Meat 

and fish’ rose in March 2021, after witnessing a decline 

for the past four consecutive months, and came in at 

15.09% YoY as against 11.46% YoY in the previous 

month. Within Core CPI inflation, the only three 

segments that witnessed a decline in YoY inflation were 

‘Pan, tobacco and intoxicants’, Health and ‘Personal 

care and effects’. Inflation in ‘Transport and 

communication’ increased to 12.55% YoY in March 2021 

from 11.36% YoY in February 2021. Inflation in ‘Fuel and light’ stood at 4.50% YoY in March 2021 as against 3.53% YoY 

in the previous month. 

The average CPI inflation for Q4FY21 (at ~4.87%) is within the RBI’s latest forecast of 5% YoY for the quarter. In the 

very near term, the base effect is favorable for the month April 2021, and hence inflation could see some decline in the 

month. However, inflationary pressures are likely to continue going forward. These inflationary pressures could come 

from 1. Seasonal movement in food prices (prices generally rise in summer months); 2. Localised lockdowns that could 

impact the supply of goods and services, thereby leading to rise in prices; 3. Rise in commodity prices including Crude 

oil, leading to further rise in input costs and; 4. Rise in global inflationary trend. Additionally, the sticky and rising Core 

inflation could also continue to put upward pressure on the headline inflation. 

Fixed income view: 
Yield of the 10-year benchmark G-sec, 5.85% 2030 bond was trading at a level of 6.03% at the time of writing this note, 
as compared to its previous close of 6.01%. Going forward in the near to medium term, while the rise in inflation is 
expected and even RBI has upped its inflation forecast marginally, the RBI is likely to stay accommodative and use 
various tools available at its disposal for the smooth functioning of the financial markets and to support the economic 
recovery. This was made amply clear in the latest monetary policy in April 2021. Thus, given the near term visibility on 
the monetary policy stance, bond yields may trade in a range and any major spike is likely to be contained, with the help 
of RBI’s support measures (most prominent being the G-SAP). However, the second wave of Covid-19 infections 
domestically, has brought in some amount of uncertainty on various macro-economic variables (growth, inflation, fiscal 
deficit, currency movement amongst others); the interplay of which may have implications on the monetary policy, as well 
as movement of bond yields. Thus, further developments in the second wave of Covid-19 infections, the progress of the 
vaccination drive and their impact on the macro variables need to tracked very closely, to gauge the movement in bond 
yields going forward. 
 
Fixed Income Mutual Fund Strategy: - Currently investors should look at Arbitrage Funds for a horizon of 3 
months and above. Investors with an investment horizon of 12 months and above can look at short duration 
funds. 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. 
 
Please refer to Disclaimer on the next page 

 
 

 



 

 

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 

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


