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MPC cuts Repo Rate by 25 bps to 5.75%.
The reverse repo rate has also been cut by 25 bps to 5.50%.

The rate for Marginal Standing Facility has been cut by 25 bps and
stands at 6%.

MPC chances stance from 'Neutral’ at ‘Accommodative’.
MPC votes 6-0 to cut repo rate.

MPC voted 6-0 to keep stance at 'Neutral’.

CRR has remained unchanged at 4%.

RBI has revised estimates for GDP growth for 2019-20 from 7.2% in
April to 7%. The range would be 6.4% - 6.7% in H1:2019-20 & 7.2%-
7.5% in H2:2019-20.

A sharp slowdown in investment activity along with a continuing

moderation in private consumption growth is a matter of concern.

CPl inflation seen at 3-3.1 percent in H1 FY20; 3.4-3.7 percent in H2
FY20

RBI to set up working group to review liquidity management
framework

RBI allows on-tap licensing of small finance banks

RBI sets minimum leverage ratio at 4 percent for systemically
important banks; 3.5 percent for all other banks.

RBI would conduct an OMO purchase auction worth INR15000 Cr on
June 13, 2019.
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India's GDP Story

Growth in manufacturing activity
weakened sharply to 3.1% YoY from
6.4% YoY in the previous quarter.

The drag on aggregate demand
from net exports increased in Q4
due to a sharper deceleration in

exports relative to imports.

In the April policy, GDP growth for
FY2019-20 was projected at 7.2% YoY
—in the range of 6.8-7.1% YoY for H1

and 7.3-7.4% YoY for H2.
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GDP - India’s GDP growth for FY2018-19 has been estimated at 6.8% YoY, along
with a sharp deceleration in Q4 GDP number to 5.8% YoY from 6.6% YoY in Q3
and 8.1% YoY in Q4 of FY2017-18. Gross fixed capital formation (GFCF) growth
declined sharply to 3.6% YoY, after remaining in double digits in the previous five
quarters. Private consumption growth also moderated. The drag on aggregate
demand from net exports increased in Q4 due to a sharper deceleration in
exports relative to imports. However, the overall slowdown in growth was
cushioned by a large increase in government final consumption expenditure
(GFCE).

On the supply side, agriculture and allied activities contracted, albeit marginally,
in Q4 of FY2018- 19 due to a decline in rabi production. Growth in manufacturing
activity weakened sharply to 3.1% YoY from 6.4% YoY in the previous quarter.
Service sector growth, however, accelerated, supported by financial, real estate
and professional services, and public administration, defence and other services.
High frequency indicators suggest moderation in activity in the service sector.
Sales of commercial vehicles, tractors, passenger cars, and three and two
wheelers contracted in April. Railway freight traffic growth decelerated.
Domestic air passenger traffic growth contracted in March, but turned around
modestly in April. Two key indicators of construction activity, viz., cement
production and steel consumption, slowed down in April. The PMI services index
moderated to 50.2 in May on subdued growth of new businesses.

Outlook: In the April policy, GDP growth for FY2019-20 was projected at 7.2%
YoY —in the range of 6.8-7.1% YoY for H1 and 7.3-7.4% YoY for H2. According to
the MPC, data for Q4 of FY2018-19 indicate that domestic investment activity
has weakened and overall demand has been weighed down partly by slowing
exports. Weak global demand due to escalation in trade wars may further impact
India’s exports and investment activity. Further, private consumption, especially
in rural areas, has weakened in recent months. However, on the positive side,
political stability, high capacity utilisation, the uptick in business expectations in
Q2, buoyant stock market conditions and higher financial flows to the
commercial sector augur well for investment activity. Taking into consideration
the above factors and the impact of recent policy rate cuts, GDP growth for 2019
-20 is revised downwards by the MPC from 7.2% YoY in the April policy to 7.0%
YoY —in the range of 6.4-6.7% YoY for H1 of FY2019-20 and 7.2-7.5% YoY for H2.
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Inﬂation update

India’s CPI inflation remained unchanged in April, at its March level of 2.9% YoY, with higher inflation in food and
fuel groups being offset by lower inflation in items excluding food and fuel. The April food inflation print showed an
increase to 1.4% YoY from 0.7% YoY in March. Within the food group, vegetables moved out of nine months of
deflation. However, three sub-groups, viz., fruits, pulses and sugar, remained in deflation in April, though the extent
of deflation moderated. Inflation in the fuel and light group rose to 2.6% YoY in April from the February trough of
1.2% YoY, pulled up by prices of liquified petroleum gas due to an increase in international prices. Inflation in
subsidised kerosene also rose, reflecting the impact of the calibrated increase in its administered price. Electricity
prices moved out of three months of deflation in April. CPI inflation excluding food and fuel fell sharply to 4.5% YoY
in April from 5.1% YoY in March — the largest monthly decline since April 2017. The moderation in inflation was
broad-based, with household goods and services, and personal care and effects sub-groups registering the largest
fall in April.
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Inflation expectations of households in the May 2019 round of Reserve Bank’s survey declined by 20 basis points for
the three-month ahead horizon compared with the previous round, but remained unchanged for the one-year
ahead horizon. However, manufacturing firms participating in the Reserve Bank’s industrial outlook survey expect
input cost pressures to intensify on account of higher raw material costs and salaries in Q2. Input price pressures
eased in both agricultural and industrial raw materials. Nominal growth in rural wages and in organised sector staff
costs remained muted.

Outlook: In the bi-monthly monetary policy of April 2019, CPI inflation was projected at 2.4% YoY for Q4 of FY2018-
19, 2.9-3.0% YoY for H1 of FY2019-20 and 3.5-3.8% YoY for H2 of FY2019-20. The headline inflation outcome in Q4 at
2.5% YoY was largely in alignment with the April policy projections. According to the MPC, the baseline inflation
trajectory for FY2019-20 is shaped by several factors. First, the summer pick-up in vegetable prices has been sharper
than expected, though this may be accompanied by a correspondingly larger reversal during autumn and winter.
More recent information also suggests a broad-based pick-up in prices in several food items. This has imparted an
upward bias to the nearterm trajectory of food inflation. Second, a significant weakening of domestic and external
demand conditions appear to have led to a sharp broad-based decline of 60 bps in inflation excluding food and fuel
in April; this has imparted a downward bias to the inflation trajectory for the rest of the year. Third, crude prices
have continued to be volatile. However, its impact on CPI inflation has been muted so far due to incomplete pass-
through. Fourth, near-term inflation expectations of households have continued to moderate. Taking into
consideration these factors, the impact of recent policy rate cuts and expectations of a normal monsoon in 2019, the
path of CPI inflation is revised by the MPC to 3.0-3.1% YoY for H1 of FY2019-20 and to 3.4-3.7% YoY for H2 of FY2019
-20.
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Key Notes from Monetary Policy

® Liquidity in the system turned into an average daily surplus of INR66,000 Cr in early June after remaining in
deficit during April and most of May due to restrained government spending. RBI injected liquidity of INR70,000
Cr in April and INR33,400 Cr in May on a daily net average basis under the LAF. It conducted two OMO purchase
auctions in May amounting to INR25,000 Cr and a US dollar buy/sell swap auction of USS5 billion for a tenor of 3
years in April to inject durable liquidity into the system.

e High frequency indicators suggest moderation in activity in the service sector. Sales of commercial vehicles,
tractors, passenger cars, and three and two wheelers contracted in April. Railway freight traffic growth
decelerated. Domestic air passenger traffic growth contracted in March, but turned around modestly in April.
Two key indicators of construction activity, viz., cement production and steel consumption, slowed down in
April. The PMI services index moderated to 50.2 in May on subdued growth of new businesses.

® Growth in eight core industries decelerated sharply in April, pulled down largely by coal, crude oil, fertilisers and
cement. Credit flows from banks to large industries strengthened, though they remained muted for micro, small
and medium industries. Based on early results of the Reserve Bank’s order books, inventory and capacity
utilisation survey (OBICUS), capacity utilisation (CU) in the manufacturing sector improved to 77% in Q4 from
75.9% in Q3; seasonally adjusted CU, however, slipped marginally to 75.2% in Q4 from 75.8% in Q3.

® India Meteorological Department (IMD) has predicted that south-west monsoon rainfall (June to September) is
likely to be normal at 96 per cent of the long period average (LPA). The current weak El Nifio conditions over the
Pacific are likely to continue during the monsoon. However, currently prevailing neutral Indian Ocean Dipole
(10D) conditions may turn positive in the middle of the monsoon season and persist thereafter, which augur well
for the rainfall outlook.

e Financial markets have been driven by uncertainties surrounding US-China trade negotiations and Brexit. In the
US, the equity market has experienced some selling pressures since early May on escalation of trade tensions
with China and recently, with Mexico. Equity markets in most EMEs have lost steam due to the waning risk
appetite on rising geo-political uncertainties and weakening global trade prospects. Bond yields in the US picked
up in April on better GDP data for Q1, but declined in May on subdued economic data and expectations of a
dovish monetary policy stance.

e High frequency indicators suggest moderation in activity in the service sector. Sales of commercial vehicles,
tractors, passenger cars, and three and two wheelers contracted in April. Railway freight traffic growth
decelerated. Domestic air passenger traffic growth contracted in March, but turned around modestly in April.
Two key indicators of construction activity, viz., cement production and steel consumption, slowed down in
April. The PMlI services index moderated to 50.2 in May on subdued growth of new businesses.
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Indian Government 10 Year Bond Yield

India’s CPlI and WPI Trend
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Key Quotes by MPC

The MPC notes that growth impulses have weakened significantly as reflected in a further widening of the
output gap compared to the April 2019 policy. A sharp slowdown in investment activity along with a
continuing moderation in private consumption growth is a matter of concern

Risks around the baseline inflation trajectory emanate from uncertainties relating to the monsoon,
unseasonal spikes in vegetable prices, international fuel prices and their pass-through to domestic prices,
geo-political tensions, financial market volatility and the fiscal scenario.

High frequency indicators suggest moderation in activity in the service sector. Sales of commercial vehicles,
tractors, passenger cars, and three and two wheelers contracted in April. Railway freight traffic growth
decelerated.
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India’s GDP Growth Trend

INR Vs US Dollar

Source: RBI, Bloomberg, SMIFS Research
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Market Impact
The cut in Repo rate by 25 bps, further highlightens the fact that the growth in the economy is slowing down &
inflation is below estimates. Globally, many central banks have cut interest rates & have adopted dovish policy. The

Accommodative policy by RBI is encouraging as the liquidity crunch could be tackled to some extent.

NBFCs & Auto stocks would be in focus, as the interest rate cut would help demand pick up. One point of concern
would surely be the rate transmission by Banks & NBFCs.

The rate cut would also help the rural slowdown as consumption demand in the rural sector has remained flat.

Intraday Indian Government 10Y Bond Yield Chart

There was a sharp fall in the 10
year Benchmark Yield Curve
post decision by RBI to cut
Repo rate by 25 bps.
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Analyst Certification:

We /I, Sudip Dugar, Sutapa Biswas, Research Analyst(s) of Stewart & Mackertich Wealth Management Limited (in short “Stewart &
Mackertich/ the Company”), authors and the names subscribed to this Research Report, hereby certify that all of the views expressed
in this Research Report accurately reflect our views about the subject issuer(s) or securities. We also certify that no part of our
compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this Research Report. It is
also confirmed that We/I the above mentioned Research Analyst(s) of this Research Report have not received any compensation from
the subject companies mentioned in the Research Report in the preceding twelve months and do not serve as an officer, director or
employee of the subject companies mentioned in the Research Report.

Terms & Conditions and Other Disclosures:

Stewart & Mackertich Wealth Management Ltd is engaged in the business of Stock Broking, Depository Services, Portfolio Management
and Distribution of Financial Products. Stewart & Mackertich Wealth Management Ltd Limited is a registered as Research Analyst Entity
with Security & Exchange Board of India (SEBI) with Registration Number — INH300001474.

Stewart & Mackertich and our associates might have investment banking and other business relationship with a significant percentage
of companies covered by our Investment Research Department. Stewart & Mackertich generally prohibits its analysts, persons
reporting to analysts and their relatives from maintaining a financial interest in the securities or derivatives of any companies that the
analysts cover.

The information and opinions in this Research Report have been prepared by Stewart & Mackertich and are subject to change without
any notice. The Research Report and information contained herein is strictly confidential and meant solely for the selected recipient
and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of Stewart & Mackertich Wealth Management Ltd. While we would endeavor to
update the information herein on a reasonable basis, Stewart & Mackertich is under no obligation to update or keep the information
current. Also, there may be regulatory, compliance or other reasons that may prevent Stewart & Mackertich from doing so. Non-rated
securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with
applicable regulations and/or policies of Stewart & Mackertich Wealth, in circumstances where Stewart & Mackertich might be acting
in an advisory capacity to this company, or in certain other circumstances.

This Research Report is based on information obtained from public sources and sources believed to be reliable, but no independent
verification has been made nor is its accuracy or completeness guaranteed. This Research Report and information herein is solely for
informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for
securities or other financial instruments. Though disseminated to all the customers simultaneously, not all customers may receive this
Research Report at the same time. Stewart & Mackertich will not treat recipients as customers by virtue of their receiving this Research
Report.
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Nothing in this Research Report constitutes investment, legal, accounting and tax advice or a representation that any investment or
strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this Research
Report may not be suitable for all investors, who must make their own investment decisions, based on their own investment
objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent
judgment by any recipient. The recipient should independently evaluate the investment risks. The value and return on investment may
vary because of changes in interest rates, foreign exchange rates or any other reason. Stewart & Mackertich accepts no liabilities
whatsoever for any loss or damage of any kind arising out of the use of this Research Report. Past performance is not necessarily a
guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks associated before investing
in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not
predictions and may be subject to change without notice.

Since associates of Stewart & Mackertich are engaged in various financial service businesses, they might have financial interests or
beneficial ownership in various companies including the subject company/companies mentioned in this Research Report.

Stewart & Mackertich or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity
securities of the Company mentioned in the Research Report as of the last day of the month preceding the publication of the Research
Report.

Stewart & Mackertich encourages independence in Research Report preparation and strives to minimize conflict in preparation of
Research Report. Accordingly, neither Stewart & Mackertich and their Associates nor the Research Analysts and their relatives have
any material conflict of interest at the time of publication of this Research Report or at the time of the Public Appearance, if any.

Stewart & Mackertich or its associates might have managed or co-managed public offering of securities for the subject company or
might have been mandated by the subject company for any other assignment in the past twelve months.

Stewart & Mackertich or its associates might have received any compensation from the companies mentioned in the Research Report
during the period preceding twelve months from the date of this Research Report for services in respect of managing or co-managing
public offerings, corporate finance, investment banking, brokerage services or other advisory service in a merger or specific transaction

from the subject company.

Stewart & Mackertich or its associates might have received any compensation for products or services other than investment banking
or brokerage services from the subject companies mentioned in the Research Report in the past twelve months.

Stewart & Mackertich or its associates or its Research Analysts did not receive any compensation or other benefits whatsoever from
the subject companies mentioned in the Research Report or third party in connection with preparation of the Research Report.

Compensation of Research Analysts is not based on any specific Investment Banking or Brokerage Service Transactions.
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The Research Analysts might have served as an officer, director or employee of the subject company.

Neither the Research Analysts nor Stewart & Mackertich have been engaged in market making activity for the companies mentioned in

the Research Report.

Stewart & Mackertich may have issued other Research Reports that are inconsistent with and reach different conclusion from the in-

formation presented in this Research Report.

Stewart & Mackertich submit’ s that no material disciplinary action has been taken on the Company by any Regulatory Authority im-

pacting Equity Research Analysis activities.

This Research Report 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 Stewart & Mackertich and affiliates to any registration or licensing requirement within such ju-
risdiction. The securities described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Per-
sons in whose possession this document may come are required to inform themselves of and to observe such restriction.

For queries related to compliance of the report, please contact: -
Sudipto Datta, Compliance Officer

Stewart & Mackertich Wealth Management Ltd.

Vaibhav, 4 Lee Road, Kolkata 700020, West Bengal, India.
Contact No.: +91 33 4011 5414 /91 33 6634 5414

Email Id.: compliance@smifs.com / sudipta@smifs.com
Website: www.smifs.com
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