
As India grapples with infla-
tionarypressure in thewakeof
theUkrainewar,themootques-
tion is how representative our
current inflation gauges have
been to capture the real price
pressure in the economy. The
consumer price index (CPI),
which is used by the central
bankforits inflation-targetting
framework, has been in exis-
tence foradecadenowwithout
any revision.PronabSen, for-
mer chief statistician and the
then chairman of the National
Statistical Commission, says
the currentCPI is outdated.
In an interview with

Banikinkar Pattanayak and
KG Narendranath, Sen says
retail inflation could havepos-
sibly come in higher than the
current reading of 6%had the
indexbeenrevisedontime.The
RBI, somewould say, is behind
the curve; but that's probably
because it doesn't know what
the real curve is, given the out-
dated index,Senadds.
He says the current export

boommayhavebeenpartlydri-
ven by the producers’move to
utilise vast idle capacity,mir-
roringthevent-for-surplusthe-
ory. Edited excerpts:

The current consumer price
index (CPI) hasn’t been
revamped for a decade now.
Is it still a representative
indicator of inflationary
pressure in theeconomy?
Over the last ten years,

there have been a lot of struc-
tural changes in theeconomy.
As a result of that, the current
consumer price index (CPI) is
seriouslyout ofdate.
A decision was taken to

revise the CPI and thewhole-
sale price index (WPI) every
fiveyearstobettercapturethe
structural changes. So, 2017-
18was the nearest year for a
revision. But the consumer
expenditure survey for that
yearisnowjunked(bythegov-
ernment), sowemustwait for
thenext survey.

And the earliest that can
come is 2022-23.Thismeans
you are not going to get the
survey data until the begin-
ning of 2024. Only then you
can start the process of revis-
ing the CPI. I don’t think we
will get a revised CPI before
the endof2024or in2025.

Until the revision is done,
what is the consequence of
measuring retail inflation
based on an inadequately
representativeCPI?
Twothingsarecriticalhere.

First, income distribution
changes overa periodof time.
So, the consumption pattern
of a particular class can
become more or less domi-
nant.Currently(afterthepan-
demic), it’s more gravitated
towards
thehigh-incomegroups.
Second, as new products

come in, the composition (of
the price index) changes for
everycategoryaswell.So,both
have their impact on theprice
index but which way it will
swingmorecan’tbepredicted
now.Because,in that case,you
have to know the inflation of
each of these products.That’s
impossible topredict apriori.
If the main driver of CPI

inflation is food, as it was in
the past, then the question to
ask is within the category,
which one is driving the con-

sumption pattern more —
cereals or basic food items or
horticultureproducts,etc.The
poorer people aremuchmore
into staples and the richer
people have horticulture and
animalproducts.Butifyousee
the inflation behaviour in
recentyears,ithasbeendriven
more by non-food items,
which are a more diversified
category.

If non-food products had
appropriate weight in the
index and the CPI had been
more representative, keep-
ingwiththecurrentrealities,
would the current retail
inflation measured higher
than6%?
Yes, it could have been

higher.But, as I said, it’s diffi-
cult to predict a priori, so the
index revision needs to be
done first.

Don’t you think services
aren’t adequately repre-
sented in theCPInow?
In services, there is an

issue, and that’s probably the
case across the globe. In this
category, it’s very difficult to
define aproductbecause they
are very heterogenous. In the
currentCPI,healthandeduca-
tion expenditures are cap-
tured, and a whole bunch of
otherservicescanbeincluded.
However, the problem, again,
is how to define such a prod-
uct.Evenwithingoods,this isa
problem, albeit to a lesser
extent.
That’s because when you

define averyspecific product,
what you are essentially
assuming is that all the other
products in that same cate-
gorywill have the same price
behaviour. So, if you are look-
ing at toothpaste and Colgate
as a representative product,
you are assuming all other
toothpastes move alongwith
it. Itmaynot be true in case of
certain goods,and in services,
it’s almost certainlynot true.

(For full interview, log on to
www.financialexpress.com)
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‘Current CPI seriously out of date’
● INTERVIEW: PRONABSEN, former chief statistician

Housing rates to rise
10-15%nextmonth

●CREDAI-MCHI REPORT

FE BUREAU
Mumbai, March 28

HOUSINGPRICESCOULDgo
up by 10-15% inApril due to
sharp increase of `400-600
persquarefeetinconstruction
costs with rising inflation in
key commodities like steel,
cement, among others, real
estatedevelopers’bodyCredai-
MCHIsaidonMonday.
The cost increase will not

onlyimpactthe2,773projects
which were approved by
Municipal Corporation of
Greater Mumbai (MCGM) in
2021 but projects comprising
260,000units over the course
of thenext threeyears,it said.
The developers’ body has

alsoapproachedthestateand
centralgovernmentwithpro-
posals aimed at arresting the
risingpriceof residential real
estate forhomebuyersamidst
rising inputcosts.These steps
include considering giving
relief to the industry by
reducingstampdutyandGST
rates, besides allowing input
tax credit (ITC) to developers.
Speaking to reportersover

a virtual conference call,
Dhaval Ajmera, secretary,
CREDAI-MCHI said, “Devel-
opers have absorbed this
incremental cost for a long

timenowandwillnowlookat
passing itonto thehomebuy-
ers as theyhaveno choice.We
will continue to engage in
dialogues with various min-
istriesandconcernedauthor-
ities to consider our recom-
mendations regarding
gradual reduction in steel
exports, input tax credits
being allowed under the GST
scheme and the tax-saving
option of section 80-IB to be
extended to the affordable
housing category.”
However, Ajmera denied

claimsofhaltingconstruction
work in thestateasofnowbut
will consider if other ongoing

measures do not provide nec-
essaryrespite.
There has been a steep rise

in prices of steel, cement, alu-
minum,PVCwhich have risen
sharply between 30-100%
duringthelastoneyear,result-
inginmorethan40%increase
in rawmaterialprices.
“As an impact of the war,

risingcementandsteelprices
along with the rise in prices
for fuel,have turned into one
of themainpointsofconcern.
The rise in prices of pet coke,
coal, and fuel costs, aswell as
freight rates, are all con-
tributing to an increase in
cement prices — one of the
most integral rawmaterials
for the real estate industry,”
Ajmera said.
A recent report by

CREDAI-MCHI drew insights
based on the analytics drawn
in the MMRHousing report,
which foresees a 7-8% price
rise over the next 12months
if the quarterly rise of 2%
price hike continues into the
current year.
CREDAI forecasts that

prices will rise muchmore in
the coming quarter given the
current disruptions in Russ-
ian andUkrainian businesses
as well as daily increment in
fuel prices.
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