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No Economics Degree? No Problem. A
Practical Guide to Forecast Inflation

Inflation forecasting doesn't have to be a mystery. This note cuts
through the complexity with a simple, yet powerful, DIY
methodology for the everyday person. By tapping into the
predictable seasonal patterns of historical CPI data, you'll gain
a valuable edge in understanding where the economy is headed
and the forces impacting your personal finances. It's not about
perfect predictions; it's about gaining control and making
smarter decisions about your own money.
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Forecasting Inflation: Unlocking the Seasonal Trend

What is CPI Inflation? A Simple Shopping Cart Analogy

Imagine a standard shopping cart that's filled with the same items every single month. This
cart isn't just for groceries; it contains everything from your favourite fruit to the cost of a
haircut, the price you pay for your Netflix subscription, and even your medical bills. This is
what economists call a "fixed basket of goods and services."”

The Consumer Price Index (CPI) is like the total bill for that shopping cart. It's a single
number that tells you the average price of all those items.

Inflation is simply the change in that total bill from one year to the next. The inflation rate
you hear on the news—for example, "inflation is at 5%"—is the Year-over-Year (YoY) change.
This means economists have compared the total bill for a specific month (say, August of
this year) to the bill for the exact same items in August of last year. To summarize:

e Fixed Basket: This is the shopping cart with the same items inside.

e Base Year: This is a past year that's used as a starting point for comparison. It's like
the "original” total bill.

¢ YoY Change: This is the percentage difference between the total bill this year versus
the same total bill last year.

Essentially, inflation measures how much more (or less) money you need today to buy the
same things you bought a year ago.

What are the key components in India’s CPI basket and their weights?

CPI Component Weight (%) India’s CPI basket is
1. FoodcqndlBev:rog(jes 495%9 dominated by  food
. eredls and products o . _ o
e Milk and products 6.6 componen’rs with ~46%
e Vegetables 6.0 weight.
e Prepared meals, snacks, sweets efc. 5.6
2. Miscellaneous 28.3 Core inflation is CPI
e Transport and communication 8.6 inflation excluding food
» Health >.9 and fuel components
e Education 4.5 .
e Personal care and effects 3.9 which  fogether  have
3. Housing 10.1 weight of ~53%
4. Fuel and Light 6.8 :
5. Clothing and Footwear 6.5 Economists  use  core
6. Pan, tobacco, and intoxicants 2.4 |anaT|on to MECELE
Total (142+3+4+5+6) 100.0 persistent movement in

prices, filtering shocks
from volatile food and
fuel components.

Source: MoSPI, HDFC TRU
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India’s Inflation Trend (last 12 months)

7.0% 6.2% CPI inflation in Jul 2025 at
6.0% 1.6% was lowest in 8 years.
5.0% :

037% As can be seen in fthe

0, . . .
4.0% /_— chart, CPI inflation tends
3.0% 4.0% :
0% to be very \volatile

3.3% 16% . .
20% 6% compared to core inflation
0% due to volatile food and
. (o] .
fuel prices.

0.0%

X . . .
> A A P P DD <° N Core inflation helps in

S L 5\ & NP .

W W F O Ss understanding long-term
demand driven  price
frends in the economy.

e CPI Inflation Core CPI Inflation

Source: MoSPI, HDFC TRU
Forecasting Inflation: A Simple DIY Method

Inflation is a critical economic variable for multiple stakeholders, including economists,
centfral banks, governments, policymakers, corporations, investors, and individuals. Hence,
the need to forecast its direction is universal, yet the task remains one of the greatest
challenges in economics. Even the world's most brilliant minds at central banks and global
financial institutions struggle to predict its path with precision, as it's governed by a complex
and often unpredictable interplay of global and local factors. Acknowledging this profound
difficulty, we present a simple, actionable methodology for you to create a personal inflation
forecast.

While a simple year-over-year (YoY) comparison offers a basic starting point, a more
nuanced approach is needed to capture the rhythm of the economy. By analysing historical
seasonal patterns, you can build a more refined forecast that moves beyond a single data
point. This methodology taps into the predictable month-to-month (MoM) movements that
define the "seasonal DNA" of inflation. Here are the steps to execute this powerful approach:

e Calculate the Monthly DNA: For the last five years, calculate the MoM percentage change
for each month. This means you will have five separate MoM values for January, five for
February, and so on.

e Find the Average Pulse: Take the average of the five MoM values you calculated for each
specific month. This average represents the historical seasonal trend for that month. For
example, the average MoM for January over the past five years will give you a seasonal
benchmark for all future January months.

e Project the Near-Term Trend: Apply this calculated average seasonal trend to the most
recent CPI index value to project the next month's inflation.
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Example Calculation

Let’s assume we have the following hypothetical MoM inflation data for January over the
last five years.

Year 1 Year 2 Year 3 Year 4 Year 5
1.6% 0.9% 0.6% 0.5% 0.2%

e Step 1: Calculate average MoM inflation for January. For above values it is 0.8%

e Step 2: Now assume that CPI index for December was 100. To forecast the January CPI,
you would apply the MoM change calculated in step 1. The CPI index for January will be
100.8 [100*(1+0.8%)].

e Step 3: Use this index to calculate YoY change with previous year’s January CPI index.
Suppose previous January index was 95. The YoY change or inflation for January will be
6.1% [(100.8/95)-1]

Below table shows the actual 5-year average MoM change for next 12 months. For instance,
the Aug’25 figure of 0.2% has been derived by taking the average % MoM change for August
months of previous five years (2020-2024).

Seasonal Trend
Month (% MoM)
Aug’25 0.2%
Sep’25 0.3%
Oct’25 1.1% Using these values, annual inflation
Nov’25 0.3% (% CPI YoY) forecast for next 3
Dec’25 -0.5% months is shown below:
Jan’26 -0.3%
Feb’26 0.1% Aug’25 | Sep’25 | Oct’25
Mar’26 0.2% 1.8% 1.4% 1.2%
Apr’26 0.7% Source: HDFC TRU calculation
May’26 0.8%
Jun’26 0.8%
Jul'26 1.3%

Source: MoSPI, HDFC TRU calculation

Efficacy of DIY Inflation Model

To check the efficacy of our DIY inflation model, we tested it against historical CPI data. We
forecasted CPI from January 2019 onward, using the seasonal trend calculated from the
five preceding years (starting 2014). For each month, we applied this seasonal tfrend to the
previous month's index value. The inflation calculated using our method largely aligned with
the actual CPI data, demonstrating the model's effectiveness.
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CPI inflation trend - DIY Method vs. Actual CPI
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= DIY Method CPI (% YOY) e Actual CPI (% YoY)

Conclusion

This DIY methodology, while simple, provides powerful directional insights that can align
with the actual inflation trajectory. The fact remains that forecasting inflation precisely, both
in terms of value and direction, is a complex task at which even experts can fail. This simple
model has its limitations as it does not account for future economic shocks, changes in
government policy, or unforeseen events that could significantly alter the price of goods.
However, it provides a valuable tool for individuals to understand the underlying direction
of inflation.
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Disclaimer

This communication is being sent by the Investment Advisory Group of HSL IA, registered under
SEBI (Investment Advisors) Regulations, 2013 under the Registration number INAOO0011538.

This note has been prepared exclusively for the benefit and internal use of the recipient and does not
carry any right of reproduction or disclosure. Neither this note nor any of its contents maybe used
for any other purpose without the prior written consent of HSL IA, Investment Advisory Group (HSL
IA). In preparing this note, we have relied upon and assumed, without any independent verification,
accuracy and completeness of all information available in public domain or from sources considered
reliable. This note contains certain assumptions and views, which HSL IA considers reasonable at
this point in time, and which are subject to change. Computations adopted in this note are indicative
and are based on current market prices and general market sentiment. No representation or
warranty is given by HSL IA as to the achievement or reasonableness or completeness of any idea
and/or assumptions. This note does not purport to contain all the information that the recipient may
require. Recipients should not construe any of the confents herein as advice relating fo business,
financial, legal, taxation, or other matters and they are advised fo consult their own business,
financial, legal, taxation and other experts / advisors concerning the company regarding the
appropriateness of investing in any securities or investment strategies discussed or recommended
in this note and should understand that statements regarding future prospects may not be realized.
It may be noted that investments in equity and equity-related securities involve a degree of risk and
investors should not invest any funds unless they can afford to take the risk of losing their investment.
Investors are advised tfo undertake necessary due diligence before making an investment decision.
For making an investment decision, investors must rely on their own examination of the Company
including the risks involved. Investors should note that income from investment in such securities, if
any, may fluctuate and that each security’s price or value may rise or fall. Accordingly, investors may
receive back less than originally invested. Neither HSL IA 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. This note does not
constitute an offer for sale, or an invitation to subscribe for, or purchase equity shares or other assets
or securities of the company and the information contained herein shall not form the basis of any
contract. It is also not meant to be or fo constitute any offer for any fransaction. HSL IA and its
affiliates, officers, directors, key managerial persons and employees, including persons involved in
the preparation or issuance of this material may from fime fo time, have long or short positions in,
and buy or sell the securities thereof, of company (ies) mentioned herein. HSL IA may at any time
solicit or provide commercial banking, credif, advisory or other services to the issuer of any security
referred to herein. Accordingly, information may be available to HSL IA, which is not reflected in this
material, and HSL IA may have acted upon or used the information prior to, orimmediately following
its publication.

HSL IA 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 opinions. Further, HSL IA disclaims all liability in
relation to use of data or information used in this report which is sourced from third parties.

Please note that HDFC Securities has a proprietary trading desk. This desk maintains an arm’s length
distance with the HSL IA tfeam and all its activities are segregated from HSL IA activities. The
proprietary desk operates independently, potentially leading to investment decisions that may
deviate from research views.
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HDFC securities Limited, I Think Techno Campus, Building - B, "Alpha", Office Floor 8, Near
Kanjurmarg Station, Opp. Crompton Greaves, Kanjurmarg (East), Mumbai 400 042 Phone: (022) 3075
3400 Fax: (022) 2496 5066

Compliance Officer: Murli V Karkera Email: complianceofficer@hdfcsec.com Phone: (022) 3045 3600

For grievance redressal contact Customer Care Team Email: customercare@hdfcsec.com Phone:
(022) 3901 9400

HDFC Securities Limited, SEBI Reg. No.: NSE, BSE, MSEI, MCX: INZ000186937; AMFI Reg. No. ARN:
13549; PFRDA Reg. No. POP: 11092018; IRDA Corporate Agent License No.: CAO062; SEBI Research
Analyst Reg. No.. INHO00002475; SEBI Investment Adviser Reg. No.. INAO0O0011538; CIN -
U67120MH2000PLC152193

Investment in securities market is subject fo market risks. Read all the related documents carefully
before investing.

Mutual Fund Investments are subject fo market risk. Please read the offer and scheme related
documents carefully before investing.

Registration granted by SEBI, membership of BASL (in case of IAs) and certification from NISM in
no way guarantee performance of the intermediary or provide any assurance of returns fo investors.

This information is for educational/information purposes only.
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