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Introduction to Inflation

❏ Inflation is skyrocketing in all economies around the world, with food and energy prices 

on an unprecedented increase.

❏ Even developed countries with decades of stable inflation rates are having trouble 

keeping it under control. 

❏ India reported 7.01 percent CPI inflation in June 2022,  9.1 percent in USA, 78.6 percent 

in Turkey, 11.9 percent in Brazil, 8.6 percent in Euro Zone and 9.4 percent in UK. 

❏ COVID-19 and Russia Ukraine war are the biggest factor driving up the inflation rate; 

Russia- Ukraine together contribute 25% of wheat exports

❏ Food price inflation in India has increased from 0.68% to 8.38% between September 2021 

and April 2022

❏ Issue briefs:

           1) Food Inflation and supply side factors

           2)  Demand pull factors in current inflation trends.

           3)  India’s performance against other developed nations.



❏ India reported 0.75% Increase in inflation, 3.6% increase in USA, 6.7% increase in Euro Zone, 6.9% 

increase in UK, 2.9% increase in Japan, 2.3% increase in Australia
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Supply Side Factors



Supply Side factors

❏ Supply side factors are usually exogenous in 

nature. To assess the impact of such factors 

on inflation, we have used climatic variables.

❏ Rainfall: Rainfall plays a very important role 

in determining the rate at which the crop is 

growing, the crop output and the soil health. 

❏ Temperature: There are variety of crops 

which depend on specific temperature and 

failing to have that temperature would not 

give a good crop output. 

❏ To assess the relationship between these 

factors and food inflation, we used regression 

analysis.

Source: Infosphere



Regression Analysis

❏ Food Inflation - dependent variable; 

Rainfall and temperature - independent 

variables. 

❏ Negative relationship between food inflation 

and temperature. 

❏ Result is significant at 1% significance level 

(since the p-value is less than 0.01)

❏ The coefficient of temperature means that with 

an increase in temperature of 1 degree would 

reduce the inflation by 7.4169%. 

❏ Limitation: There could be an omitted variable 

bias which could slightly affect the model. 

❏ The purpose of this regression analysis was to 

look at the relationship from a more macro 

level. 
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Regression Visualisation

Y: Food Inflation, X: Temperature Y: Food Inflation, X: Rainfall
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More Indicators
Wholesale Price Index : It is the price of the representative basket of wholesale goods.

Consumer Food Price Index: It is the measure of change in retail prices of food items consumed in the 

country.
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Regression analysis of the indicators

❏ The p-value of temperature in both analysis is less than 0.05, which suggests that they are significant at 
5% level. 

❏ Safe to conclude that exogenous climatic variables significantly affect food inflation. 
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Regression Visualization

The line of best fit on both graphs show that temperature has a positive relationship with both-CFPI and 
WPI. 
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Checking for Stationarity (1)

❏ Used  Augmented Dickey-Fuller 

(ADF) test to check for 

Stationarity.

❏ Stationarity means the statistical 

properties of a time series data 

does not change over time.

❏ The WPI data exhibits a relatively 

predictable upward trend over 

time, while the WPI inflation data 

does not exhibit such a trend. 

❏ Over time the WPI inflation seems 

to be relatively stationary. We can 

confirm this using the ADF test.
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Checking for Stationarity (2)

● In the ADF test , null hypothesis is that the series is 

non-stationary, and the alternative hypothesis is 

that the series is stationary.

● The p-value of the ADF test on the WPI time-series 

is roughly 0.38. As 0.38>0.05, we cannot reject the 

null hypothesis – the series is therefore 

non-stationary.
● The p-value of the ADF test on the WPI inflation 

time-series is roughly 0.0014.  As  0.0014<0.05 – 

the series is stationary.

● Both  statistical tests agree with our intuitions 

based on the plots in the previous slide. We should 

therefore use WPI as the dependent variable.

● We see the same trends in the CFPI data as well. By 

an analogous argument, we also use CFPI as a 

dependent variable.
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Russia’s Invasion of Ukraine. In the months of February and March, 
the UN’s Food and Agriculture Organization (FAO) reported a price 
increase of 12.6% in globally traded food commodities.

Trade sanctions on 
Russia spirals up the 
crude oil prices. They 
spill over commodity 
prices as oil in itself is 
an integral part of the 
supply chains.

Inefficient international 
trade. The pandemic 
introduced the Container 
Crisis to the world. Owing to 
a combination of port 
congestion, slow 
circulatory movement, and 
high shipping rates, the 
supply chains are expected 
to stay disrupted well into 
2022.

Factors affecting current Inflation

❏ Disruption to global supply is such manner is driving up the costs of production, resulting 
in Cost-Push Inflation  

https://www.weforum.org/agenda/2022/05/inflation-rising-economist-explains/
https://www.container-xchange.com/blog/cargo-ship-crisis-2022-what-it-is-and-ways-to-overcome-it/


Demand Side factors



❏ Consumer Confidence is household demand for 

non-essential goods.

❏ It is used as a proxy for consumer demand.

❏ Both CPI and Consumer Confidence data has 

been normalised

❏ From 2018, consumer confidence has been 

gradually declining.

❏ In 2020, consumer confidence took a sudden dip 

to  onset of the pandemic  while CPI consistently 

increased.

❏  We ran regression analysis with CPI as 

dependent variable while consumer confidence 

as independent variable.
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❏ The results of the regression showed that consumer confidence and CPI were negatively related

❏ The results were statistically significant at the 1% level  as the p value was less than critical p for 1% level of 

significance (0.01)

❏ While this shows a strong relationship between consumer confidence and CPI, it does not approximate the 

direction of the relationship (CPI could be affecting confidence and not vice versa).

Note: The initial regression was done with private consumption, as this captures the monetary aspect of demand 

while consumer confidence captures behaviour. But private consumption has not been included in the final analysis 

as the relationship with CPI is quite weak, although significant. The complete table can be found in the appendix.
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❏ Negative relation between 

consumer confidence and CPI

❏ However, Consumer confidence 

has been declining from 2018, 

where as inflation promptly rose in 

the  last year only

❏ We can assume that demand didn’t 

play significant role in current  

inflation trends 
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Government’s 
policy decisions

RBI is consistently increasing repo rates; the rate hiked to 5.40% in 
August 2022 

Banned Wheat export and capped sugar export at 100 lakh tonnes to 
ensure consistent supply

During the current and the next financial year, the government has 
permitted duty free imports of 20 lakh tonnes of crude soybean and 
crude sunflower oil

Reduced central excise duty on petrol by ₹8  per litre and by ₹6 on diesel

❏ Nirmala Sitharaman told the parliament that the centre is not in denial about 
inflation in India and Indian economy is in better situation than developed economies



India against rest of the world

❏ Comparing forecast increase in gdp growth rate and inflation in 2022 Q1 with 2023 Q1.
❏ India and USA has the biggest positive difference, suggesting that they will perform better than 

other countries
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Conclusion

❏ The inflation hike is supply driven, not demand pulled.

❏ Variables driving up inflation are exogenous, they cannot be significantly influenced by 

the governments.

❏ Contractionary monetary and fiscal policies could provide some cushion against the 

inflation.

❏ By 2023 Q1, inflation rate in most developed countries is expected to fall, hinting at a 

tentative timeline for inflationary pressures to relax around the world.

❏ India is and will be performing better than other developed nations



For any inputs, suggestions or 
clarifications, please contact us at 

cnesinfosphere@gmail.com 

Thank you!



Appendix



Regression Analysis table for consumer 
confidence and CPI



ADF test results

Results of ADF Test for WPI time-series Results of ADF Test for WPI inflation time-series


