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Inflation under control for a deeper rate cut cycle

CPI inflation remained comfortable at 3.3% in March with continued
moderation in food prices. We expect inflation to remain around the RBI's 4%
target for most of FY2026. Based on our growth-inflation mix and the RBI's
shift in stance to accommodative, we continue to factor in another 75-100
bps of rate cuts by end-FY2026E.

Food price inflation moderates to 2.7%

March CPl inflation moderated to 3.3% (Kotak: 3.5%; Consensus: 3.6%; February:
3.6%). Headline CPI fell by 0.3% mom, led by a decline in food prices. Food
inflation fell to 2.7%, led by a sharp decline in prices of vegetables, eggs, pulses
and spices. Both durable and volatile food inflation remained benign at 2.5% and
3.8%, respectively. CPI excluding vegetables was stable at 4% (see Exhibits 1-4).
High-frequency data for April shows a mixed picture across categories. Inflation
has likely bottomed out in March but will remain around the RBI's 4% target in
the near term. Urban and rural inflation have eased; however, rural inflation has
eased more than urban inflation in March (see Exhibit 5).

Core inflation gradually inches higher

Core inflation (CPI excluding food, beverages and fuel) inched up to 4.1%
(Kotak: 4.3%; February: 4%). Core inflation increased 0.2% mom, driven by a
sharp increase in personal effects prices (mostly gold). Gold prices increased
2.7% mom in March, and the momentum is expected to continue in April.
Various core inflation metrics indicate similar hardening (see Exhibit 6).

Comfortable inflation dynamics through FY2026

We expect inflation to remain benign for most of FY2026 given muted growth
and expectations of favorable monsoons. Global trade disruptions, while posing
downside risks to growth, may impart disinflationary pressures worldwide as
export-oriented countries push excess production. IMD’s forecast of an “above
normal” monsoon supports the declining inflationary path. Meanwhile, core
inflation is likely to inch marginally higher on the back of base effects and a
pickup in gold prices. We expect the FY2026 average headline inflation estimate
to be 4% and expect the quarterly inflation to range between 3.6% and 4.4% (see
Exhibits 7-8). We estimate average core inflation at 4.2% in FY2026E.

Continue to pencil in another 75-100 bps of repo rate cuts

As the inflation trajectory remains well anchored below 4% (see Exhibit 9) over
the next 2-3 quarters while downside risks to growth persist, we see enough
room for the RBI to prioritize growth. The RBI's shift in stance to
accommodative, along with proactive liquidity infusion, signals a willingness to
continue monetary easing. We continue to expect another 75-100 bps of repo
rate cut to 5-5.25% by end-FY2026E given our FY2026E growth-inflation mix
(GDP: 6%, CPI inflation: 4%) and the RBI's tolerance for two-way INR moves. We
expect the RBI to keep banking system liquidity in surplus, at least over the next
few months, to ensure a smooth policy transmission and avoid any credit
squeeze in the event of any global trade-led disruption.
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UPDATE

Summary of key macro metrics for India

2023 2024 2025E 2026E

Real economy

Real GDP growth (%) 7.6 9.2 6.5
Nominal GDP growth (%) 140 120 9.9
CPlI Inflation (avg., %) 6.7 54 47
Public finance

Center's GFD/GDP (%) 6.4 56 4.8
Monetary policy

Repo Rate (%, eop) 6.50 650 625
SDF Rate (%, eop) 625 625 6.00
CRR (%, eop) 45 45 40

External sector

Current Account Balance (% of GDP) (2.00 (0.7) (0.6)
Brent crude oil price (avg., USD/bbl) 954 829 789
USD/INR (avg.) 803 828 846

Source: CEIC, Bloomberg, RBI, Kotak Economics Research estimates
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Inflation declines sequentially in March

I Exhibit 1: Trend in momentum, base effect, and monthly change in CPI inflation (%)
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Source: CEIC, Kotak Economics Research
Headline inflation softening led by moderation in food prices
I Exhibit 2: Contribution to CPI inflation by major segments (%)
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Food inflation moderates due to decline in prices of vegetables, eggs, pulses, and spices
l Exhibit 3: Contribution to CPI food inflation by major segments (%)
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Both durable and volatile food inflation decelerated
l Exhibit 4: Trend in various measures of food inflation
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Notes:

(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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Rural inflation eases more than urban inflation

I Exhibit 5: Rural and urban CP! inflation (%)
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Source: CEIC, Kotak Economics Research

Core inflation continues to inch up

I Exhibit 6: Trend in various measures of core CPI inflation (%)
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(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

CPl inflation estimate revised down to 4% in FY2026

I Exhibit 7: RBI's estimates for CPI inflation across various policies, March fiscal year-ends (%)

CPI inflation estimate in RBI policy (%)
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We estimate FY2026 average headline inflation at 4%

I Exhibit 8: Trend in headline CPI and core inflation (%)
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Majority of sub-components exhibit inflation below 4%
l Exhibit 9: Number of items in CPI inflation above 4% and 5% (% of total sub-components)
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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: Upasna Bhardwaj, Suvodeep Rakshit, Harsh Doshi, Swarupjit Palit.”

Ratings and other definitions/identifiers
Definitions of ratings

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
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
30.1% expect this stock to deliver more than 15% returns over
30% 26.9% the next 12 months; Add = We expect this stock to deliver
22.4% 20.6% 5-15% returns over the next 12 months; Reduce = We
20% - expect this stock to deliver -5-+5% returns over the next
12 months; Sell = We expect this stock to deliver less than
-5% returns over the next 12 months. Our target prices
10% 5.6% 49% 28% 45% are algo on a.12—month horizop basis: These ratings are
used illustratively to comply with applicable regulations. As
0% of 31/03/2025 Kotak Institutional Equities Investment
BUY ADD REDUCE SELL Research had investment ratings on 286 equity securities.

Source: Kotak Institutional Equities

As of March 31, 2025

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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