RBI MPC Minutes

Growth concerns, but divergence in views remains
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The December MPC meeting minutes showed a clear demarcation in views between
the internal and (most of) the external members. Dr Kumar and Professor Singh,
while calling for a repo rate cut, spoke of the lack of impact of monetary policy on
supply-shock led food inflation, while mentioning its effect on consumption and
investment demand. On the other hand, Governor Das and Dr Patra continued to
assert the need for durable disinflation to support growth on a sustained basis, with
Dr Patra attributing the recent growth slowdown to persistent inflation shocks
hurting consumption. Going forward, a new MPC will be facing vastly different policy
challenges amid a diverse global and macro landscape. A rate cut in February
remains tricky.

Clear demarcation in views between new external members

The December MPC minutes show a widening divergence between internal and external
members on the growth-inflation balance, (as evidenced by the 4-2 vote split from 5-1
earlier), even as there was unanimous acknowledgement and concerns around the Q2FY25
growth slowdown. Liquidity concerns were addressed with two members (Dr Kumar and Dr
Ranjan) explicitly calling for a 50bps CRR cut.

External members largely focus on elevated inflation being food-driven

The widest divergence among MPC members was in their assessment of growth-inflation
dynamics. Dr Kumar and Professor Singh (both of whom voted for a 25bps repo rate cut),
opined that monetary policy has little impact on food inflation shocks that are supply-driven,
as has been the case for tomatoes, onions, and potatoes (TOP) in recent months. Professor
Singh also stated that the correlation between food prices and core inflation is quite weak,
with little evidence of a transmission of elevated food prices to core inflation. On the other
hand, the persistent decline in core inflation, along with slower growth, indicates that there is
a wide difference between actual and potential growth. This would allow higher growth without
triggering higher inflation. Similarly, Dr Kumar spoke of the impact of a rate cut on the
manufacturing slowdown, stating that it would bring down the cost of capital and stimulate
both—investment and consumer demand. Bhattacharya once again spoke of the need to
remain cautious and data-dependent.

Internal members contend that durable disinflation is needed to support growth

On the other hand, Governor Das and Dr Patra continued to focus on the need for durable
disinflation as the only way to support growth on a sustained basis. In fact, Dr Patra attributed
the recent growth slowdown to persistent inflation shocks - with higher price pressures
eroding the urban consumer’s spending ability. This, in turn, is slowing down private capex,
as the demand outlook remains uncertain due to higher inflation. He also mentioned the uptick
in core inflation since July as a worrying sign of a spillover from elevated food prices. While
he acknowledged the need for improving the investment outlook, he once again cited the need
to bring about durable disinflation to allow robust revival of domestic demand. Governor Das
had a similar opinion, as he also spoke about the need to maintain the gains achieved on
disinflation so far. In his view, lower inflation will improve domestic demand by enhancing
disposable income and purchasing power. Dr Ranjan mentioned the improving outlook for
both, growth and inflation, for the rest of FY25, along with heightened global and domestic
uncertainty, as the main reason for keeping rates unchanged.

Rate cut cycle depth and timing remains tricky

With this being the last MPC meeting for both, the Governor and Deputy Governor, there will
be two new members at the next MPC meeting in February. This new MPC will be facing
substantially different policy challenges along with a diverse macro and global landscape. The
policy trade-offs are getting acute due to: i) the entrenched state of India's stagflation, ii)
tricky timings and small window of conventional rate cuts as global dynamics turn more fluid,
iii) mounting FX pressure and increasing cost of FX intervention. Thus, the window for a
conventional rate cut is narrowing. A February rate cut call remains tricky.
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Exhibit 1: Summary of the views of members of the Monetary Policy Committee

MPC member Key comments Tone

. 1) Gains achieved so far on disinflation need to be preserved
Governor Shaktikanta Das . . . . . Neutral
2) Biggest support for higher growth will come from price stability

1) Q2FY25 growth shock reveals the damage to economic activity from persistent inflation shocks
Dr Michael Patra 2) Early signs of spillover from primary food prices to other food prices, as well as core inflation Neutral
3) Durable disinflation is necessary to rekindle growth on a sustainable basis

1) Both—growth and inflation—are expected to recover imminently from the recent adverse prints
B . 2) CRR cut is appropriate to provide durable liquidity, and help improve deposit and credit growth over an
Dr Rajiv Ranjan . Neutral
extended period

3) Need of the hour is to remain watchful of incoming data

1) Interest rates have little effect on volatility in fruit and vegetable prices
2) Empirical evidence suggests that the impact of food inflation on core inflation has significantly reduced
3) In such a scenario, keeping interest rates elevated imposes costs on growth that are disproportionately
. higher than the gains from lower inflation .
Professor Ram Singh i ~ i o . . . o . Dovish
4) In a world with higher uncertainty, it is better to aim for inflation within a range rather than a point target
(4%)
5) Present situation of significantly slower growth without material change in inflation outlook warrants a
shift in monetary policy

1) Data suggests that the impact of rate hikes on aggregate demand was much lower, while having a bigger
impact on lowering inflation and inflation expectations
2) High interest costs do not seem to be contributing to the growth slowdown
Saugata Bhattacharya . . . . Neutral
3) Growth-inflation balance has turned adverse on both, growth and inflation
4) Prevailing conditions make it appropriate to “*make haste slowly”; greater risk of a policy error now than

earlier

1) Slowdown in growth largely on account of weakness in industrial sector

2) Monetary policy has limitations in addressing inflation that is largely driven by supply-side issues .
Dr Nagesh Kumar . X L . Dovish

3) However, slowdown in manufacturing can be addressed by bringing down the cost of capital

4) Risk of further currency appreciation, if rate normalization is not initiated

Source: RBI, Emkay Research’s assessment of tone
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RESTRICTIONS ON DISTRIBUTION
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country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation. Except otherwise restricted by
laws or regulations, this report is intended only for qualified, professional, institutional or sophisticated investors as defined in the laws and regulations of
such jurisdictions. Specifically, this document does not constitute an offer to or solicitation to any U.S. person for the purchase or sale of any financial
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confirmation of any transaction. No part of this document may be distributed in Canada or used by private customers in United Kingdom.

ANALYST CERTIFICATION BY EMKAY GLOBAL FINANCIAL SERVICES LIMITED (EGFSL)

The research analyst(s) primarily responsible for the content of this research report, in part or in whole, certifies that the views about the companies and
their securities expressed in this report accurately reflect his/her personal views. The analyst(s) also certifies that no part of his/her compensation was, is,
or will be, directly or indirectly, related to specific recommendations or views expressed in the report. The research analyst (s) primarily responsible of the
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notwithstanding the fact that the scheme has investments in securities in respect of an issuer or a new listing applicant.
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2. EGFSL, and/or Research Analyst does not market make in equity securities of the issuer(s) or company(ies) mentioned in this Report
Disclosure of previous investment recommendation produced:

3. EGFSL may have published other investment recommendations in respect of the same securities / instruments recommended in this research report
during the preceding 12 months. Please contact the primary analyst listed in the first page of this report to view previous investment
recommendations published by EGFSL in the preceding 12 months.

4. EGFSL, its subsidiaries and/or other affiliates and Research Analyst or his/her relative’s may have material conflict of interest in the securities
recommended in this report as of December 22, 2024

5. EGFSL, its affiliates and Research Analyst or his/her associate/relative’s may have actual/beneficial ownership of 1% or more securities of the
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6. EGFSL or its associates may have managed or co-managed public offering of securities for the subject company in the past twelve months.
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OTHER DISCLAIMERS AND DISCLOSURES:

Other disclosures by Emkay Global Financial Services Limited (Research Entity) and its Research Analyst under SEBI (Research Analyst)
Regulations, 2014 with reference to the subject company(s) -:

EGFSL or its associates may have financial interest in the subject company.
Research Analyst or his/her associate/relative’s may have financial interest in the subject company.

EGFSL or its associates and Research Analyst or his/her associate/ relative’s may have material conflict of interest in the subject company. The research
Analyst or research entity (EGFSL) have not been engaged in market making activity for the subject company.

EGFSL or its associates 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 public appearance or publication of Research Report.

Research Analyst or his/her associate/relatives 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 public appearance or publication of Research Report.

Research Analyst may have served as an officer, director or employee of the subject company.

EGFSL or its affiliates may have received any compensation including for investment banking or merchant banking or brokerage services from the subject
company in the past 12 months. . Emkay may have issued or may issue other reports that are inconsistent with and reach different conclusion from the
information, recommendations or information presented in this report or are contrary to those contained in this report. Emkay Investors may visit
www.emkayglobal.com to view all Research Reports. The views and opinions expressed in this document may or may not match or may be contrary with
the views, estimates, rating, and target price of the research published by any other analyst or by associate entities of Emkay; our proprietary trading,
investment businesses or other associate entities may make investment decisions that are inconsistent with the recommendations expressed herein. EGFSL
or its associates may have received compensation for products or services other than investment banking or merchant banking or brokerage services from
the subject company in the past 12 months. EGFSL or its associates may have received any compensation or other benefits from the Subject Company or
third party in connection with the research report. EGFSL or its associates may have received compensation from the subject company in the past twelve
months. Subject Company may have been client of EGFSL or its affiliates during twelve months preceding the date of distribution of the research report and
EGFSL or its affiliates may have co-managed public offering of securities for the subject company in the past twelve months.
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