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FOOD INFLATION HIGHER IN URBAN AREAS
Relevant for: Indian Economy | Topic: Issues relating to Growth & Development - Inflation & Monetary Policy

There has been a sudden change in trend so far as food inflation is concerned, in the current
financial year, for urban and rural areas, the Economic Survey said, highlighting higher food
inflation in urban areas.

“Since July 2019, urban areas have registered much higher food inflation when compared to
rural areas. Divergence in rural-urban food inflation in 2019-20 was mainly led by cereals, eggs,
fruits, vegetables etc.,” the economic survey said.

Headline inflation has been consistently higher for urban areas since July 2018, which is in
contrast to the earlier experience, and the divergence has been mainly due to differential rates
of food inflation between rural and urban areas.

“The slide in rural inflation could be because of a fall in the growth of real rural wages,” the
survey said.

The report further noted that the divergence in rural-urban inflation was not just observed in the
food component, but also in other components like clothing and footwear.

“The decline in rural inflation in items like clothing and footwear, fuel and light could be due to
fall in growth of real rural wages, while rise in rural price index for items like education, health,
personal care, etc., also raises the question of affordability of these items to the rural segment,”
the survey said.

Strong effects

Observing that food and fuel inflation in India have had strong secondary effects leading to
persistence in household inflation expectations, the report said one way to check for the
presence of secondary effects of food and fuel inflation was to look at the swiftness with which
headline inflation converged to core inflation after the occurrence of a food or fuel price shock.

The report cautioned that if headline inflation did not completely revert to core inflation within a
reasonably short span of time, it may indicate the presence of strong secondary effects.

“The reversion of headline inflation to core inflation has considerable implications for the conduct
of monetary policy in an inflation targeting framework. In an economy with strong secondary
effects, monetary policy may have to be tighter in an event of a food or fuel price shock
compared to an economy where such effects are minimal,” it said.
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