India 29 April 2024

E araCapital

Economics st b

RBI: Rate cut outlook obscured US dollar on an uptrend

DXY index

Key takeaways: Repricing of US inflation risks to the upside and growing 107 -
uncertainties over Fed’s policy course have firmed up the USD and UST,
adding challenges to the entire EM space, including India.
Incrementally, recent geopolitical developments and positive macro- 103
economic data from China have led to firming up of commodity prices.
On the domestic front, healthy growth outlook and risks of sticky food
inflation due to inclement weather conditions remain key risks. In this 99
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backdrop, we expect the MPC to hold policy repo rate through CY25 — TLTYTELRLETOULRLNY
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expect first rate cut only by Q4FY25 versus prior expectation of O3FY25.

Note: Data till 25 April 2024; Source: CEIC, Elara Securities
Research

Fed policy course, the key unknown in CY24/FY25

The recent upturn in US inflation risks led by seasonal and lagged

o ) Metals prices on the rise
components led to the markets repricing rate cut expectation to 1-2 cuts
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versus 6-7 in the start of CY24. We feel the Fed's reaction function :fg
warrants a ‘wait and watch’ approach. While the potential of inflation _ 1o
going down to 2% does not exist, a near about 2.6% inflation (core PCE), S ;8(5)
4% unemployment rate and <2% growth can lead Fed to cut by at least é 95 o
50bps this CY24E, starting in Q3CY24. Falling labor demand (job 90
openings-to-unemployed ratio at 1.35x versus 2x at peak) and wage 3 gg
growth (4.7% in Mar-24 versus 6.7% peak) supplement this view. For RARARRRARARIIRR
now, we assign more probability to rate cuts than hold by the Fed in §8535988385¢88¢
CY24 - stronger-than-expected labor market and re-emergence of EEE :Egﬁ);mals Egg I;/Ioeézlss
supply shocks are the key risks that can move the probability higher for

. Note: Data till 25 April 2024; Source: Bloomberg, Elara
a hold in CY24 than cuts. Securities Research

The uncertain policy course of the Fed with ECB’s guidance to start rate Swap markets pricing in a 25bps rate hike
cuts in Jun-24 is firming up the US Dollar. Geopolitical developments ~ from RBIin next 12 months

and safe haven demand are further aiding USD’s upside. In this scenario 7.2

of firmer USD and rising US rates, if the Fed starts to cut in Q3CY24, the 7.0

RBI is likely to get the policy space to start its cutting cycle too. If Fed g 68

holds for CY24, USD and US rates may see more upside, which can 6.6

prompt the MPC to hold too. The RBI is likely to lean towards a real policy 6.4

rate at 1.5-2% with growth staying robust. 62 +—/—7—F—7——"T—T+++—
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Commodity price rise transitory but needs monitoring g § 5 3 qg:’ g g é g ES § :?

The recent, ‘above consensus’ growth from China and potential of India 1y OIS Repo rate

greater stimulus have injected greater optimism as regards the Chinese Note: Data till 25 April 2024; Source: Bloomberg, Elara
economy. However, the question remains as to how broad-based the Securities Research

growth is, as consumer sentiment remains weak with the real estate US inflation: Projected path through CY24E
sector on the ebb. Chinese growth coincided with geopolitical events

in the Middle East, leading to a further upside in commodity prices, with 5 |
CRB Index rising 3.4% MoM and Brent crude up 3.7% MoM. 4 -
S
g . > 3 —e
We see geopolitical events as transitory unless Israel and Iran (OPEC 2
member] embark on retaliatory actions. Also, the upside impact on 1
industrial metals (2.2% MoM) should be carefully monitored although T
P PR . . : R D IR R R S AN N
the possibility of this price rise getting passed on to India’s CPI is muted C39050385 256253985358
. L L. . . —\_‘<WOZOELL§<§—3\ﬂ<WOZO
given the composition of CPI basket and limited possibility of a hike in Core PCE Core PCE Est.
pump prices in the election season. We are more concerned with AIT

continued stickiness in shipping costs, which trebled in end Jan-24 Source: CEIC, Elara Securities Estimate
compared with end Sep-23 (start of Israel-Hamas conflict spilling over to
Red Sea tensions) and has declined only ~30% since the peak in Jan-24.
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Domestic factors — growth robust, sticky food inflation
to keep RBI’'s hands tied

With India’s GDP growth projected at a robust 7% for
FY25E, the RBI has enough policy room to hold rates at
6.5%. India’s credit growth grew at a robust 16% YoY in
FY24, even when weighted average lending rate
remained elevated at 9.6-9.81% (Apr-Feb FY24)
suggesting that the elevated repo rates are yet to hamper
risk sentiments in the system. High frequency indicators
such as PMlIs, GST collections, rail freight and domestic
passenger growth remain encouraging compared with
the historical standards. As such, risks associated with
growth remain at bay.

On the food inflation front, we expect rising temparatures
across the Indian peninsula to keep food inflation sticky.
While forecast of normal monsoons is likely to keep the
RBI in comfort zone, the spatial inter-temporal distribution
of monsoon has been a risk. CYTD, we already have seen
68.5% of the days with above normal rainfall in Jan-24 to
Apr till date.

As such, in H1FY25, RBI MPC may stay focused on global
developments than domestic factors unless any adverse
growth shocks emerge (the possibility of which is low at
present).
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Disclosures & Confidentiality for non U.S. Investors

The Note is based on our estimates and is being provided to you (herein referred to as the “Recipient”) only for information purposes. The sole purpose of this Note
is to provide preliminary information on the business activities of the company and the projected financial statements in order to assist the recipient in understanding
/ evaluating the Proposal. Nothing in this document should be construed as an advice to buy or sell or solicitation to buy or sell the securities of companies referred
to in this document. Each recipient of this document should make such investigations as it deems necessary to arrive at an independent evaluation of an investment
in the securities of companies referred to in this document (including the merits and risks involved) and should consult its own advisors to determine the merits and
risks of such an investment. Nevertheless, Elara Securities (India) Private Limited or any of its affiliates is committed to provide independent and transparent
recommendation to its client and would be happy to provide any information in response to specific client queries. Elara Securities (India) Private Limited or any of
its affiliates have not independently verified all the information given in this Note and expressly disclaim all liability for any errors and/or omissions, representations
or warranties, expressed or implied as contained in this Note. The user assumes the entire risk of any use made of this information. Elara Securities (India) Private
Limited or any of its affiliates, their directors and the employees may from time to time, effect or have effected an own account transaction in or deal as principal or
agent in or for the securities mentioned in this document. They may perform or seek to perform investment banking or other services for or solicit investment banking
or other business from any company referred to in this Note. Each of these entities functions as a separate, distinct and independent of each other. This Note is
strictly confidential and is being furnished to you solely for your information. This Note should not be reproduced or redistributed or passed on directly or indirectly
in any form to any other person or published, copied, in whole or in part, for any purpose. This Note is not directed or intended for distribution to, or use by, any
person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or use
would be contrary to law, regulation or which would subject Elara Securities (India) Private Limited or any of its affiliates to any registration or licensing requirements
within such jurisdiction. The distribution of this document in certain jurisdictions may be restricted by law, and persons in whose possession this document comes,
should inform themselves about and observe, any such restrictions. Upon request, the Recipient will promptly return all material received from the company and/or
the Advisors without retaining any copies thereof. The Information given in this document is as of the date of this report and there can be no assurance that future
results or events will be consistent with this information. This Information is subject to change without any prior notice. Elara Securities (India) Private Limited or any
of its affiliates reserves the right to make modifications and alterations to this statement as may be required from time to time. However, Elara Securities (India) Private
Limited is under no obligation to update or keep the information current. Neither Elara Securities (India) Private Limited nor any of its affiliates, group companies,
directors, employees, agents or representatives shall be liable for any damages whether direct, indirect, special or consequential including lost revenue or lost profits
that may arise from or in connection with the use of the information. This Note should not be deemed an indication of the state of affairs of the company nor shall
it constitute an indication that there has been no change in the business or state of affairs of the company since the date of publication of this Note. The disclosures
of interest statements incorporated in this document are provided solely to enhance the transparency and should not be treated as endorsement of the views
expressed in the report. Elara Securities (India) Private Limited generally prohibits its analysts, persons reporting to analysts and their family members from
maintaining a financial interest in the securities or derivatives of any companies that the analysts cover. The analyst for this report certifies that all of the views
expressed in this report accurately reflect his or her personal views about the subject company or companies and its or their securities, and no part of his or her
compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this report.

Any clarifications / queries on the proposal as well as any future communication regarding the proposal should be addressed to Elara Securities (India) Private
Limited. It is important to note that any dispute with respect to this research report, would not have access to stock exchange investor redressal forum or arbitration
mechanism.

Elara Securities (India) Private Limited was incorporated in July 2007 as a subsidiary of Elara Capital (India) Private Limited.

Elara Securities (India) Private Limited is a SEBI registered Stock Broker in the Capital Market and Futures & Options Segments of National Stock Exchange of India
Limited [NSE], in the Capital Market Segment of BSE Limited [BSE] and a Depository Participant registered with Central Depository Services (India) Limited [CDSL].

Elara Securities (India) Private Limited's business, amongst other things, is to undertake all associated activities relating to its broking business.

The activities of Elara Securities (India) Private Limited were neither suspended nor has it defaulted with any stock exchange authority with whom it is registered in
last five years. However, during the routine course of inspection and based on observations, the exchanges have issued advise letters or levied minor penalties on
Elara Securities (India) Private Limited for minor operational deviations in certain cases. Elara Securities (India) Private Limited has not been debarred from doing
business by any Stock Exchange / SEBI or any other authorities; nor has the certificate of registration been cancelled by SEBI at any point of time.

Elara Securities (India) Private Limited offers research services primarily to institutional investors and their employees, directors, fund managers, advisors who are
registered or proposed to be registered.

Details of Associates of Elara Securities (India) Private Limited are available on group company website www.elaracapital.com
Elara Securities (India) Private Limited is maintaining arms-length relationship with its associate entities.

Research Analyst or his/her relative(s) may have financial interest in the subject company. Elara Securities (India) Private Limited does not have any financial interest
in the subject company, whereas its associate entities may have financial interest. Research Analyst or his/her relative does not have actual/beneficial ownership of
1% or more securities of the subject company at the end of the month immediately preceding the date of publication of Research Report. Elara Securities (India)
Private Limited does not have actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding the date
of publication of Research Report. Associate entities of Elara Securities (India) Private Limited may have actual/beneficial ownership of 1% or more securities of the
subject company at the end of the month immediately preceding the date of publication of Research Report. Research Analyst or his/her relative or Elara Securities
(India) Private Limited or its associate entities does not have any other material conflict of interest at the time of publication of the Research Report.

Research Analyst or his/her relative(s) has not served as an officer, director or employee of the subject company.

Research analyst or Elara Securities (India) Private Limited have not received any compensation from the subject company in the past twelve months. Associate
entities of Elara Securities (India) Private Limited may have received compensation from the subject company in the past twelve months. Research analyst or Elara
Securities (India) Private Limited or its associate entities have not managed or co-managed public offering of securities for the subject company in the past twelve
months. Research analyst or Elara Securities (India) Private Limited or its associates have not received any compensation for investment banking or merchant banking
or brokerage services from the subject company in the past twelve months. Research analyst or Elara Securities (India) Private Limited or its associate entities may
have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the subject company or
third party in connection with the Research Report in the past twelve months.

Disclaimer & Standard warning

Registration granted by SEBI and certification from NISM in no way guarantee performance of the intermediary or
provide any assurance of returns to investors.

Investment in securities market are subject to market risks. Read all the related documents carefully before investing.
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Disclaimer for non U.S. Investors

The information contained in this note is of a general nature and is not intended to address the circumstances of any particular individual or entity. Although we
endeavor to provide accurate and timely information, there can be no guarantee that such information is accurate as of the date it is received or that it will
continue to be accurate in the future. No one should act on such information without appropriate professional advice after a thorough examination of the
particular situation.

Disclaimer for U.S. Investors

This material is based upon information that we consider to be reliable, but Elara Capital Inc. does not warrant its completeness, accuracy or adequacy and it
should not be relied upon as such.

This material is not intended as an offer or solicitation for the purchase or sale of any security or other financial instrument. Securities, financial instruments or
strategies mentioned herein may not be suitable for all investors. Any opinions expressed herein are given in good faith, are subject to change without notice,
and are only correct as of the stated date of their issue. Prices, values or income from any securities or investments mentioned in this report may fall against the
interests of the investor and the investor may get back less than the amount invested. Where an investment is described as being likely to yield income, please
note that the amount of income that the investor will receive from such an investment may fluctuate. Where an investment or security is denominated in a
different currency to the investor’s currency of reference, changes in rates of exchange may have an adverse effect on the value, price or income of or from that
investment to the investor. The information contained in this report does not constitute advice on the tax consequences of making any particular investment
decision. This material does not take into account your particular investment objectives, financial situations or needs and is not intended as a recommendation of
particular securities, financial instruments or strategies to you. Before acting on any recommendation in this material, you should consider whether it is suitable
for your particular circumstances and, if necessary, seek professional advice.

Certain statements in this report, including any financial projections, may constitute “forward-looking statements.” These “forward-looking statements” are not
guarantees of future performance and are based on numerous current assumptions that are subject to significant uncertainties and contingencies. Actual future
performance could differ materially from these “forward-looking statements” and financial information.
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