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Inflation remains steady in May Summary of India’s key macro metrics
Headline CPI inflation at 4.75% and core inflation at 3% were marginally lower 2023 2024E  2025E  2026E
than April levels. Inflation continues to pan out as we had expected—only a Bealleconom
) s . . Real GDP growth (%) 7.0 82 69 6.7
gradual moderation toward the RBI's 4% target. We maintain our FY2025 Nominal GDP growth (%) 142 96 13 112
average inflation estimate at around 4.4%. We continue to expect a shallow Esl‘)l'i”cﬂf?;f;cfm"%) 67 54 44 42
rate cut cycle, starting in December, with the stance changing to neutral either Center's GFD/GDP (%) 64 56 50 45
. . . . Monetary policy
in October policy or along with rate action. Repo Rate (%,c0p) 650 650 600 550
SDF Rate (%, eop) 625 625 575 525
Food inflation remained elevated in May CRR (*, eop) 45 45 45 45
External sector
May CPI inflation at 4.75% (Kotak: 4.8%) remained around the April print of Current Account Balance (% of D) (20)  (08) (1)  (1.1)
K i i i K Brent crude oil price (avg., USD/bbl) 95.4 83.0 85.0 80.0
4.83%. Food inflation was at 8.7% (April: 8.7%), with a mom increase of 0.7% USD/INR (avg.) 803 828 831 840

(April: 0.7% mom), led by meat and fish, eggs, vegetables and pulses (Exhibits
1-3). Durable food inflation fell to 6.3% from the April print of 6.8% (Exhibit 4).

Source: CEIC, Bloomberg, RBI, Kotak Economics Research estimates

Core inflation continues to fall

Core inflation (CPI excl. food, beverages, and fuel) continued to fall and was at
3% (April: 3.2%)—the lowest since the start of the series. Core CPI increased
0.2% mom (April: 0.5% mom). Various core inflation metrics continued trending
down (currently at levels below 3.5%) and will continue to provide comfort to

Quick Numbers

May headline inflation at 4.75% and core inflation at 3%

the RBI (Exhibit 5). We expect core inflation to average 3.8% in FY2025. May CPI excluding vegetables inflation was at 3.4%
(3.6% in April); durable food inflation at 6.3% (6.8% in

Gradual decline in inflation April)

We continue to see only a gradual moderation in headline inflation toward the April IIP growth at 5% (5.4% in March)

RBI's 4% target. Inflation has panned out broadly in line with our expectations.

However, we remain wary of the last mile disinflation pace as risks persist from We estimate FY2025 average headline inflation at

(1) geopolitics impacting commodity prices and subsequent price transmission around 4.4%

to finished goods; and (2) adverse weather impacting food inflation. We Maintain our call for 50 bps of repo rate cut in FY2025

maintain our FY2025 average headline inflation estimate at 4.4% (Exhibit 6). starting from December policy; 75-100 bps of rate cut
in this cycle

IIP growth remains steady in April

IIP growth in April was at 5% (March: 5.4%). According to the sectoral
classification, manufacturing activity increased 3.9% (March: 5.8%), mining
increased 6.7% (1.3%) and electricity production increased 10.2% (8.6%)
(Exhibit 7). According to the use-based classification, all categories registered
positive growth, except for consumer non-durables (Exhibit 8).

Maintain our call for a shallow rate-cut cycle

The domestic growth-inflation dynamics will support the RBI's focus on guiding

inflation toward the 4% target durably. An asynchronous global monetary policy

cycle will encourage the RBI to be in a wait-and-watch mode. The Fed has

revised down its rate-cut expectations (dot-plot based) to one in CY2024. This Related Research

would reduce any pressure on the RBI to take cues from the global monetary > RBI Policy: Wait and watch
policy cycle and continue to focus on India’s disinflation process. Based on our
domestic and global economic conditions expectations, we maintain our call
for a shallow rate cut cycle (75-100 bps) from the December policy and stance
changing either in October or along with the rate action.

- Inflation panning out as expected

- Inflation on a path of gradual moderation
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Headline inflation was broadly unchanged in May

I Exhibit 1: Trend in momentum, base effect, and monthly change in CPI inflation (%)
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Source: CEIC, Kotak Economics Research

Food and beverages contribution to headline inflation was steady in May

I Exhibit 2: Contribution to CPI inflation by major segments (%)
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Source: CEIC, Kotak Economics Research
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Cereals and vegetables inflation keep food inflation elevated

I Exhibit 3: Contribution to CPI food inflation by major segments (%)

mmmmm Cereals and products mmmm Milk and milk product Vegetables
mmmm Prepared meals, snacks, sweets, etc  mmmm Meat and fish mmmm Oils and fats
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Durable food inflation was lower in May
I Exhibit 4: Trend in various measures of food inflation
—— CPI F&B- durable CPI F&B - non-durable —— CPIF&B excl. vegetables and fruits
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Note:

(a) F&B represents food and beverages.

(b) Durable food items include cereals, pulses, milk, meat & fish, spices, non-alcoholic beverages, and prepared meals & snacks. Non-durable are the remaining
items including vegetables, fruits, etc.

Source: CEIC, Kotak Economics Research
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Various measures of core inflation at around 3% levels will continue to provide comfort to the RBI

I Exhibit 5: Trend in various measures of core CPI inflation (%)

Core inflation Core inflation (excl. pan tobacco)
75 Core-core inflation — Super-core inflation
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Note:
(a) Core is defined as headline excluding food and fuel.
(b) Core-core is defined as core excluding petrol and diesel.
(c) Super-core is defined as core-core excluding gold and silver.
Source: CEIC, Kotak Economics Research estimates
We maintain our FY2025 average headline inflation estimate at around 4.4%
I Exhibit 6: Trend in headline CPI and core inflation (%)
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Source: CEIC, Kotak Economics Research estimates
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Factory activity remained steady around 5% in April

I Exhibit 7: Sectoral classification of IIP growth, March fiscal year-ends, 2023-25 (%)

Mining (%) Manufacturing (%) Electricity (%) General (%)
2023 2024 2025 2023 2024 2025 2023 2024 2025 2023 2024 2025
April 8.4 5.1 6.7 5.6 5.5 3.9 11.8 (1.1) 102 6.7 4.6 5.0
May 11.2 6.4 20.7 6.3 23.5 0.9 19.7 57
June 7.8 7.6 12.9 3.5 16.4 4.2 12.6 4.0
July (3.3) 107 3.1 53 2.3 8.0 2.2 6.2
August (39) 123 (0.5 10.0 14 153 (0.7) 109
September 52 11.5 2.0 5.1 11.6 9.9 3.3 6.4
October 26 131 (5.8) 106 12 204 (4.1) 119
November 9.7 7.0 6.7 1.3 12.7 5.8 7.6 2.5
December 10.1 52 3.6 4.6 10.4 1.2 5.1 4.4
January 9.0 6.0 4.5 3.6 12.7 5.6 5.8 4.2
February 4.8 8.1 59 49 8.2 7.5 6.0 56
March 6.8 1.3 1.5 5.8 (1.6) 8.6 1.9 5.4
Average 5.7 7.9 5.0 5.5 9.2 7.2 5.5 6.0
Source: CEIC, Kotak Economics Research
Factory production growth aided by most sectors
l Exhibit 8; Use-based classification of IP growth, March fiscal year-ends, 2023-25 (%)
Primary goods Capital goods Intermediate goods Infra and construction Consumer durables Consumer non-durables
2023 2024 2025 2023 2024 2025 2023 2024 2025 2023 2024 2025 2023 2024 2025 2023 2024 2025
April 03 19 70 12.0 44 31 7.1 17 3.2 40 134 80 72 (23) 98 (08) 114  (24)
May 17.8 3.6 53.3 8.1 17.5 3.4 184 13.0 59.1 1.5 1.4 8.9
June 13.8 53 28.6 29 10.5 52 9.4 13.3 252 (6.8) 29 0.5
July 25 7.7 5.1 5.1 3.7 3.2 48 126 23 (3.6) (29) 83
August 17 124 43 131 13 7.4 30 157 (44) 60 (90) 99
September 9.5 8.0 11.4 8.4 1.7 6.1 8.2 101 (5.5) 1.0 (5.7) 2.7
October 21 114 (2.9) 217 (23) 95 1.7 126 (18.1)  15.9 (13.0) 93
November 48 84 207  (1.1) 35 3.4 143 15 5.0 (4.8) 100  (34)
December 8.5 4.8 7.8 37 1.5 3.7 11.0 5.5 (11.2) 52 7.9 3.0
January 9.8 29 10.5 32 1.4 53 11.3 5.5 (8.2) 11.6 6.5 0.3
February 70 59 11.0 1.0 1.0 8.7 90 85 4.1 124 125  (3.5)
March 33 30 10.0 6.6 18 55 72 74 (80) 95 (19) 53
Average 7.6 6.3 14.3 6.4 4.1 5.3 8.5 9.9 3.3 3.8 0.7 4.4

Source: CEIC, Kotak Economics Research
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“Each of the analysts named below hereby certifies that, with respect to each subject company and its securities for which the analyst is
responsible in this report, (1) all of the views expressed in this report accurately reflect his or her personal views about the subject companies
and securities, and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific recommendations or
views expressed in this report: Suvodeep Rakshit, Upasna Bhardwaj.”
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BUY. We expect this stock to deliver more than 15% returns over the next 12 months.

ADD. We expect this stock to deliver 5-15% returns over the next 12 months.

REDUCE. We expect this stock to deliver -5-+5% returns over the next 12 months.

SELL. We expect this stock to deliver <-5% returns over the next 12 months.

Our Fair Value estimates are also on a 12-month horizon basis.

Our Ratings System does not take into account short-term volatility in stock prices related to movements in the market. Hence, a particular Rating may

not strictly be in accordance with the Rating System at all times.

Distribution of ratings/investment banking relationships
Kotak Institutional Equities Research coverage universe

|:| Percentage of companies covered by Kotak Institutional

70% o o o
Equities, within the specified category.
60% -~
|:| Percentage of companies within each category for which
50% - Kotak Institutional Equities and or its affiliates has
provided investment banking services within the previous
12 months.
40% - * The above categories are defined as follows: Buy = We
31.9% 33.1% expect this stock to deliver more than 15% returns over
30% - the next 12 months; Add = We expect this stock to deliver
5-15% returns over the next 12 months; Reduce = We
N 19.0% expect this stock to deliver -5-+5% returns over the next
20% 16.0% 12 months; Sell = We expect this stock to deliver less than
-5% returns over the next 12 months. Our target prices
10% 57% are also on a 12-month horizon basis. These ratings are
3.8% 1.9% 1.9% used illustratively to comply with applicable regulations. As
0% of 31/03/2024 Kotak Institutional Equities Investment
BUY ADD REDUCE SELL Research had investment ratings on 263 equity securities.

Source: Kotak Institutional Equities

As of March 31, 2024

Coverage view

The coverage view represents each analyst’s overall fundamental outlook on the Sector. The coverage view will consist of one of the following
designations: Attractive, Neutral, Cautious.

Other ratings/identifiers

NR = Not Rated. The investment rating and fair value, if any, have been suspended temporarily. Such suspension is in compliance with applicable
regulation(s) and/or Kotak Securities policies in circumstances when Kotak Securities or its affiliates is acting in an advisory capacity in a merger or
strategic transaction involving this company and in certain other circumstances.

CS = Coverage Suspended. Kotak Securities has suspended coverage of this company.
NC = Not Covered. Kotak Securities does not cover this company.

RS = Rating Suspended. Kotak Securities Research has suspended the investment rating and fair value, if any, for this stock, because there is not a
sufficient fundamental basis for determining an investment rating or fair value. The previous investment rating and fair value, if any, are no longer in
effect for this stock and should not be relied upon.

NA = Not Available or Not Applicable. The information is not available for display or is not applicable.

NM = Not Meaningful. The information is not meaningful and is therefore excluded.
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Copyright 2024 Kotak Institutional Equities (Kotak Securities Limited). Al rights reserved.
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States and, therefore, is not subject to US rules regarding the preparation of research reports and/or the independence of research analysts.
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In the United States, this research report is available solely for distribution to major US institutional investors, as defined in Rule 15a - 6 under the Securities Exchange Act of 1934. This research report is distributed in the United States by
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www.kotaksecurities.com. Correspondence Address: Infinity IT Park, Bldg. No 21, Opp. Film City Road, A K Vaidya Marg, Malad (East), Mumbai 400097. Telephone No: 42856825. SEBI Registration No: INZ000200137(Member of NSE, BSE,
MSE, MCX & NCDEX), AMFI ARN 0164, PMS INP000000258 and Research Analyst INH000000586. NSDL/CDSL: IN-DP-629-2021. Compliance Officer Details: Mr. Hiren Thakkar. Call: 022 - 4285 8484, or Email: ks.compliance@kotak.com
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Details of Contact Person Address Contact No. Email ID

Customer Care/ Complaints Mr. Ritesh Shah Kotak Towers, 8th Floor, Building No.21, Infinity 18002099393 ks.escalation@kotak.com
Head of Customer Care Mr. Tabrez Anwar Park, Off Western Express Highway, Malad (East), 022-42858208 ks.servicehead@kotak.com
Compliance Officer Mr. Hiren Thakkar Mumbai, Maharashtra - 400097 022-42858484 ks.compliance@kotak.com
CEQ Mr. Shripal Shah 022-42858301 ceo.ks@kotak.com

In absence of response/complaint not addressed to your satisfaction, you may lodge a complaint with SEBI at SEBI, NSE, BSE, Investor Service Center | NCDEX, MCX. Please quote your Service Ticket/Complaint Ref No. while raising your
complaint at SEBI SCORES/Exchange portal. Kindly refer https://www kotaksecurities.com/contact-us/ and for online dispute Resolution platform - Smart ODR
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