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RBI: Focus shifts to bolstering growth

Key takeaways: Against the backdrop of weakening domestic growth momentum and
an uncertain global macroeconomic environment, the RBI's Monetary Policy
Committee (MPC) today, cut the repo rate by 25bp to 6.25%, in line with our expectations.
A Neutral policy stance was retained, reflecting likely concerns over the Rupee’s
depreciation (of more than 2% this calendar year to date). The tone of the policy was
neutral, but Governor Sanjay Malhotra’s remarks regarding deferred implementation
of macro-prudential draft guidelines, such as ECL, LCR and project finance, suggest the
current RBI dispensation is likely to be more pragmatic and consultative. We expect
the MPC to cut the repo rate by another 50bp this easing cycle and expect continued
measures, such as OMO purchases and FX swaps, to address systemic liquidity vs Cash
Reserve Ratio cuts. Peaking of macro-prudential tightening momentum, RBI's
readiness to provide liquidity and measures taken in the Budget (tax rebate and higher

tax deduction limit on Senior Citizen's interest income) bodes well for the NBFC sector.

Balance tilts toward supporting growth: The RBI MPC was of the view inflationary
pressures are on a decline as the concerns on food inflation are easing. This has opened
policy space for the MPC to undertake growth-supportive measures (rate cuts and
liquidity operations). While the neutral stance suggests data dependency, the post
policy conference and Governor's opening remarks suggest that the RBI is taking
comfort from reducing inflationary risks, notwithstanding Rupee depreciation.

In FY26, based on the trajectory the RBI has provided for inflation, we conclude that in
all likelihood, in the absence of huge shocks, inflation will likely be on a receding trend.
We expect FY26E CPI inflation to average ~4.5%, barring any unforeseen supply shocks,
a tad higher than RBI's own estimate of 4.2%. With growth likely to undershoot RBI's
FY26E estimate of 6.7% (Elara estimate of 6.4%), we anticipate another 50bp rate cut. We
however do not rule out another 25bp rate cut towards end-FY26E (overall 100bp) if
growth risks rise incrementally and inflation risks remain tepid.

Growth optimism and ebbing inflation risks: The RBI projects FY26 growth at 6.7% YoY
vs our estimates of 6.4%, while lowering Q1-Q2 estimates by 20bp and 30bp to 6.7% YoY
and 7% YoY, respectively, vs December 2024 projections. RBI remained positive on
growth drivers, led by uptick in private consumption demand in the backdrop of tax
cuts, healthy agricultural activity bolstering rural demand, and external demand
buoyed by services exports. Global risks, however, continue to impart uncertainty into
FY26 growth outlook, as per the RBI.

On the inflation side, the RBI held its confidence that food inflation is likely to subside,
aiding in moderation in headline inflation owing to healthy Kharif production and
favorable seasonality leading to lower vegetable prices, and a healthy sowing outlook
for the Rabicrop. The RBI retained FY25 CPI at 4.8% YoY matching our estimates of 4.8%
and expects FY26 CPI at 4.2% YoY vs our estimates of 4.5% with Ql at 4.5%, Q2 at 4.0%,
Q3 at 3.8%, and Q4 at 4.2%. For FY26 RBI projected a much lower CPI inflation of 4.2%.

No decision on liquidity today but guidance comforting: The RBI recognized the
liquidity strain in the system on the back of advance tax payments, capital outflow, and
forex operations. While the market was disappointed with regards to lack of any new
measures for liquidity infusion, the post policy statements of the Governor offered
succor, as it acknowledged the need to be responsive to the needs of the banking
system and indicated readiness to act when required. The deferred implementation of
LCR guidelines is a net positive for banking sector which is already constrained by
higher cost of funds. We expect the RBI to continue to be proactive in providing liquidity
through open market purchases and term Variable Rate Repo auctions (VRRs). The
weighted average call rate was ~6.5% as on 6 February vs ~6.6% a month ago.

7 February 2025

MPC's first rate cut after five years
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Liquidity in the system has been in deficit
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Research

RBI  downgrades FY26 Q1-Q2 growth

projections...

Period (%) MPC Dec-24 MPC Feb-24
QI1FY26 6.9 6.7
Q2FY2 7.3 7.0
Q3FY26 6.5
Q4FY26 6.5
FY26 6.7

Source: RBI, Elara Securities Research

...but remains upbeat on inflation risks ebbing

Period (%) MPC Dec-24 MPC Feb-24
Q4FY25 4.4 4.4
FY25 4.8 4.8
QI1FY26 4.5
Q2FY26 4.0
Q3FY26 3.8
Q4FY26 4.2
FY26 4.2

Source: RBI, Elara Securities Research
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Exhibit 1: Quarterly GDP projection; FY26 at 6.7% YoY

Monetary Policy Outlook — we expect another 50bp cut in FY26E: We expect the MPC to cut the repo
rate by another 50bp in FY26E with a total of 75bp rate cut in this easing cycle. We expect FY26E GDP
growth of 6.4% vs RBI's 6.7%. As food inflation pressures ease durably, headline inflation is likely to
be closer to 4.5% in our view, giving the MPC space to address growth concerns. We also price in

moderation in momentum of macro prudential policy tightening in FY26, a move that may be growth
supportive.

The key risk to FY26 projections emerges from global backdrop especially on the trade front. Rising
tariff incidences, continued geopolitical risks, and their spillover on global monetary policies,
divergent Bank of Japan monetary policy vs Developed Markets (DM) peers are the key factors that
warrant attention. If the global central banks (mostly Western DM central banks) fail to deliver the
projected rate cuts in CY25 due to inflationary impulses, spillover on Emerging Markets (EM) financial
conditions is likely to tie the hands of EM central banks including the RBI.

Exhibit 2: FY26 CPI projected at 4.2% YoY
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Exhibit 3: Trade risks increase multifold Exhibit 4: USD-INR volatility on an uptrend
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Note: Data until 6 February 2025; Source: Bloomberg, Elara Securities Research

Raffo (2020), "The Economic Effects of Trade Policy Uncertainty," Journal of Monetary
Economics, 109, pp.38-59, Elara Securities Research
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Exhibit 5: Additional measures related to developmental and regulatory policies

Introduction of forward contracts in Government
securities

Access of SEBI-registered non-bank brokers to
Negotiated Dealing System - Order Matching
(NDS-0M)

Comprehensive review of trading and settlement
timings across various market segments

Enhancing Trust in the Financial Sector through
'bank.in' and ‘fin.in” domains

Enabling Additional Factor of authentication in
cross-border Card Not Present transactions

Introduction of forward contracts in Government
Securities

Access of SEBI-registered non-bank brokers to
Negotiated Dealing System - Order Matching
(NDS-OM)

Comprehensive review of trading and settlement
timings across various market segments

Enhancing Trust in the Financial Sector through
'bank.in' and ‘fin.in’ domains

Enabling Additional Factor of authentication in
cross-border Card Not Present transactions

Source: RBI, Elara Securities Research

Forward contracts will enable long-term investors, such as insurance funds, to manage their interest rate risk across interest rate cycles.
They will also enable efficient pricing of derivatives that use bonds as underlying instruments

To widen access in the secondary market transactions in government securities, it has been decided that non-bank brokers registered with
SEBI can directly access NDS-OM, on behalf of their clients. These brokers may access NDS-OM subject to the regulations and conditions
laid down by the Reserve Bank

It has been decided to set up a Working Group with representation from various stakeholders to undertake a comprehensive review of
trading and settlement timing of financial markets regulated by the Reserve Bank. The Group is expected to submit its report by April 30,
2025

RBI is introducing the 'bank.in' exclusive Internet Domain for Indian banks. This initiative aims to reduce cyber security threats and
malicious activities like phishing, and, streamline secure financial services, thereby enhancing trust in digital banking and payment services

It is proposed to enable AFA for international card not present (online) transactions as well. This will provide an additional layer of security
in cases where the overseas merchant is enabled for AFA. Draft circular will be issued shortly for feedback from stakeholders

Forward contracts will enable long-term investors, such as insurance funds, to manage their interest rate risk across interest rate cycles.
They will also enable efficient pricing of derivatives that use bonds as underlying instruments.

In order to widen access in the secondary market transactions in government securities, it has been decided that non-bank brokers
registered with SEBI can directly access NDS-OM, on behalf of their clients. These brokers may access NDS-OM subject to the regulations
and conditions laid down by the Reserve Bank in this regard

It has been decided to set up a Working Group with representation from various stakeholders to undertake a comprehensive review of
trading and settlement timing of financial markets regulated by the Reserve Bank. The Group is expected to submit its report by April 30,
2025

RBI is introducing the 'bank.in' exclusive Internet Domain for Indian banks. This initiative aims to reduce cyber security threats and
malicious activities like phishing; and streamline secure financial services, thereby enhancing trust in digital banking and payment services.

It is proposed to enable AFA for international card not present (online) transactions as well. This will provide an additional layer of security
in cases where the overseas merchant is enabled for AFA. Draft circular will be issued shortly for feedback from stakeholders
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Appendix
ECL = Expected Credit Loss
LCR = Liquidity Coverage Ratio

OMO = Open Market Operations
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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.
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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