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RBI Acknowledges Limitations of Policy Easing

The Reserve Bank of India (RBI) has decided to keep the policy repo rate unchanged at
5.5%, maintaining its current policy stance. This decision was anticipated, especially
after the central bank implemented a front-loading of rate cuts totaling 100 basis
points since February 2025 and injected liquidity into the system. The effects of these
measures are expected to influence growth only with a lag.

The RBI's outlook for growth remains steady, projecting an average growth rate of
6.5% for FY26, with quarterly estimates closely aligning with this figure. While the RBI's
expression of optimism regarding growth is derived from factors such as a strong
monsoon season, increasing capacity utilization, and supportive monetary, regulatory,
and fiscal policies, the decision to ease monetary policy and provide excess liquidity is
primarily influenced by the current inflation situation. Inflation is projected to average
lower at 3.1% in FY26, with an upward trend anticipated at 4.4%.

Unchanged growth projections imply that the central bank does not foresee any
significant impact from the front-loaded monetary accommodation on growth in the
near term. Additionally, the lower near-term inflation is primarily influenced by
volatile food items, and the predicted rise towards the fourth quarter, which aligns
with the core inflation rate of 4.4%, suggests the RBI may consider one more rate cut
in October 2025.

The cumulative liquidity infusion, estimated at INR 13.16 trillion (5.7% of bank
deposits) and including upcoming Cash Reserve Ratio (CRR) cuts, is expected to
maintain a substantial liquidity surplus in the coming quarters.

What Contributes to RBI's Optimistic Growth Outlook?

The RBI's growth forecast is heavily reliant on resilient demand in less productive rural
areas, despite stagnant urban demand. Private investment continues to decline, with
the MOSPI’s survey guiding for significant cutbacks in planned private capital
expenditure for FY26. The RBI's growth assessment also depends on the performance
of the service sector, as it expects sustained growth in the construction and trade
segments to bolster services in the upcoming months.

However, structural challenges, such as persistent weakness in real household income
growth and a lack of productive employment, continue to affect consumption
demand. Additionally, trade is facing increased uncertainties due to higher U.S. tariffs,
complicating future demand and investment forecasts for corporates, which further
restrains private capital expenditure. While the RBI acknowledges supportive fiscal
policy, the central government remains committed to fiscal consolidation, implying a
procyclical tightening.

The RBI has lowered its inflation projection for FY26 to 3.1% from 3.7% previously,
reflecting subdued demand and ongoing deflation in food prices, particularly for
volatile items like vegetables. However, the core CPl inflation continues to rise, partly
driven by higher gold prices. Considering the uncertainties around volatile food
inflation and the waning high base effect from the previous year, an expected increase
in inflation during the fourth quarter appears reasonable.

Investors are advised to refer disclosures made at the end of the research report.
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Monetary Transmission: Banks Adjusting to Low Lending Growth Expectations

Systemic liquidity has remained in surplus, averaging INR 3 trillion/day since June
2025, and is expected to increase further in response to forthcoming CRR cuts. Due to
sustained margin pressure and a lack of credit demand, fresh term deposit rates have
declined by 87 basis points to an average of 5.75% since January 2025, outpacing the
71 basis point decrease in fresh lending rates to 8.62%.

This surplus liquidity situation is likely to extend the competition in bank lending, with
lower money market rates, such as Commercial Papers and Corporate Bonds,
intensifying margin pressure. Consequently, banks are attempting to optimize their
cost of funds by significantly reducing term deposit rates and aggressively pursuing
CASA deposits along with attempts to control operating costs. Bank credit growth has
already slowed considerably to below 10%, down from a peak of 22% in November
2023.

Additionally, banks are experiencing pressure to adjust lending yields due to a shift in
preference from uncollateralized to collateralized lending amid rising credit cost
concerns, with early signs of stress appearing in MSME lending. This combination of
pro-cyclical credit tightening by lenders and slowing credit growth continues to
adversely impact spreads and profitability.

In summary, while the RBI's decision to maintain the status quo is not surprising, it is
noteworthy that its unchanged growth projections highlight the limitations of policy
easing in revitalizing demand. The structural obstacles to growth, such as faltering
private investment, stagnant household income growth, and insufficient productive
employment, diminish the effectiveness of monetary accommodation. Furthermore,
uncertainties in global trade, especially arising from U.S. tariffs, further impede
corporate investment. Given these challenges and the potential bottoming out of
inflation in the second half of the fiscal year, the scope for further rate cuts appears
limited. It is likely that margin pressures for banks may persist for several more
quarters, particularly due to rising credit costs.

From the market standpoint, unchanged policy rate implies that additional support
from the RBI is lesser, though surplus liquidity is favorable for valuations. From the
banking perspective, deceleration in bank lending and decline in inflation does have
an upside potential for GNPA ratio. Going with the past cycles, the NPA cycles typically
last for couple of years at least. Hence, extended period of subdued credit growth and
onset of the NPA cycle forebodes modest returns from banking stocks and guides us
for a selective approach focused on long history of strong underwriting quality and
lenders with high provisioning ratios (HDFC bank, Federal Bank, ICICI bank and Kotak
Bank).
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Exhibit 1: Persistence of surplus liquidity in the system Exhibit 2: Bank Credit growth has significantly moderated
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Exhibit 3: Rate cut transmission remains incomplete with transmission to term deposit
rate more than the lending rate
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Exhibit 4: Jun’25 CPI at 2.1% marks the third lowest recording Exhibit 5: Core inflation continues to inch upwards, 4.4% in Jun’25
after 2017 and 2019, also reflective of weak demand scenario vs 3.2% in Jun’24
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DISCLOSURES/APPENDIX

. ANALYST CERTIFICATION

|, Dhananjay Sinha, Purvi Mundhra, Mahendra Singh, hereby certify that (1) views expressed in this research report accurately reflect my/our personal views about any or all of the
subject securities or issuers referred to in this research report, (2) no part of my/our compensation was, is, or will be directly or indirectly related to the specific recommendations or views
expressed in this research report by Systematix Shares and Stocks (India) Limited (SSSIL) or its group/associate companies, (3) reasonable care is taken to achieve and maintain
independence and objectivity in making any recommendations.

Disclosure of Interest Statement Update
Analyst holding in the stock No
Served as an officer, director or employee No

I.  ISSUER SPECIFIC REGULATORY DISCLOSURES, unless specifically mentioned in point no. 9 below:

1. The research analyst(s), SSSIL, associates or relatives do not have any financial interest in the company(ies) covered in this report.
2. The research analyst(s), SSSIL, associates or relatives collectively do not hold more than 1% of the securities of the company(ies) covered in this report as of the end of the month
immediately preceding the distribution of the research report.
3. The research analyst(s), SSSIL, associates or relatives did not have any other material conflict of interest at the time of publication of this research report.
4. Theresearch analyst, SSSIL and its associates have not received compensation for investment banking or merchant banking or brokerage services or any other products or services
from the company(ies) covered in this report in the past twelve months.
5. The research analyst, SSSIL or its associates have not managed or co-managed a private or public offering of securities for the company(ies) covered in this report in the previous
twelve months.
6. SSSIL or its associates have not received compensation or other benefits from the company(ies) covered in this report or from any third party in connection with this research
report.
7. The research analyst has not served as an officer, director or employee of the company(ies) covered in this research report.
8. The research analyst and SSSIL have not been engaged in market making activity for the company(ies) covered in this research report.
9. Details of SSSIL, research analyst and its associates pertaining to the companies covered in this research report:
Sr. Yes /
Particular:
No. articulars No.
1 Whether compensation was received from the company(ies) covered in the research report in the past 12 months for investment banking transaction by SSSIL. No
2 Whether research analyst, SSSIL or its associates and relatives collectively hold more than 1% of the company(ies) covered in the research report. No
3 Whether compensation has been received by SSSIL or its associates from the company(ies) covered in the research report. No
4 Whether SSSIL or its affiliates have managed or co-managed a private or public offering of securities for the company(ies) covered in the research report in No
the previous twelve months.
5 Whether research analyst, SSSIL or associates have received compensation for investment banking or merchant banking or brokerage services or any other No
products or services from the company(ies) covered in the research report in the last twelve months.

10. There is no material disciplinary action taken by any regulatory authority that impacts the equity research analysis activities.

BUY (B):

STOCK RATINGS

The stock's total return is expected to exceed 15% over the next 12 months.

HOLD (H): The stock's total return is expected to be within -15% to +15% over the next 12 months.

SELL (S):

The stock's total return is expected to give negative returns of more than 15% over the next 12 months.

NOT RATED (NR): The analyst has no recommendation on the stock under review.

INDUSTRY VIEWS

ATTRACTIVE (AT): Fundamentals/valuations of the sector are expected to be attractive over the next 12-18 months.
NEUTRAL (NL): Fundamentals/valuations of the sector are expected to neither improve nor deteriorate over the next 12-18 months.
CAUTIOUS (CS): Fundamentals/valuations of the sector are expected to deteriorate over the next 12-18 months.

DISCLAIMER

The information and opinions contained herein have been compiled or arrived at based on the information obtained in good faith from sources believed to be reliable. Such information
has not been independently verified and no guaranty, representation of warranty, express or implied, is made as to its accuracy completeness or correctness.

This document is for information purposes only. This report is based on information that we consider reliable; we do not represent that it is accurate or complete and one should exercise
due caution while acting on it. Description of any company(ies) or its/their securities mentioned herein are not complete and this document is not and should not be construed as an offer
or solicitation of an offer to buy or sell any securities or other financial instruments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss
of original capital may occur. All opinions, projections and estimates constitute the judgment of the author as on the date of the report and these, plus any other information contained
in the report, are subject to change without notice. Prices and availability of financial instruments are also subject to change without notice. This report is intended for distribution to
institutional investors.
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This report is not directed to or intended for display, downloading, printing, reproducing or for distribution to or use by, any person or entity that is a citizen or resident or located in any
locality, state, country or other jurisdiction where such distribution, publication, reproduction, availability or use would be contrary to law or regulation or what would subject to SSSIL or
its affiliates to any registration or licensing requirement within such jurisdiction. If this report is inadvertently sent or has reached any individual in such country, especially USA, the same
may be ignored and brought to the attention of the sender. Neither this document nor any copy of it may be taken or transmitted into the United States (to U.S. persons), Canada, or
Japan or distributed, directly or indirectly, in the United States or Canada or distributed or redistributed in Japan or to any resident thereof. Any unauthorized use, duplication, redistribution
or disclosure of this report including, but not limited to, redistribution by electronic mail, posting of the report on a website or page, and/or providing to a third party a link, is prohibited
by law and will result in prosecution. The information contained in the report is intended solely for the recipient and may not be further distributed by the recipient to any third party.

SSSIL generally prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or derivatives of any companies
that the analysts cover. Additionally, SSSIL generally prohibits its analysts and persons reporting to analysts from serving as an officer, director, or advisory board member of any companies
that they cover. Our salespeople, traders, and other professionals or affiliates may provide oral or written market commentary or trading strategies to our clients that reflect opinions that
are contrary to the opinions expressed herein. Our proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations expressed
herein. The views expressed in this research report reflect the personal views of the analyst(s) about the subject securities or issues and no part of the compensation of the research
analyst(s) was, is, or will be directly or indirectly related to the specific recommendations and views expressed by research analyst(s) in this report. The compensation of the analyst who
prepared this document is determined exclusively by SSSIL; however, compensation may relate to the revenues of the Systematix Group as a whole, of which investment banking, sales
and trading are a part. Research analysts and sales persons of SSSIL may provide important inputs to its affiliated company(ies).

Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations which could have an adverse effect on their value or price or the income derived
from them. In addition, investors in securities such as ADRs, the values of which are influenced by foreign currencies, effectively assume currency risk. SSSIL, its directors, analysts or
employees do not take any responsibility, financial or otherwise, of the losses or the damages sustained due to the investments made or any action taken on the basis of this report
including but not restricted to fluctuation in the prices of shares and bonds, changes in the currency rates, diminution in the NAVs, reduction in the dividend or income, etc.

SSSIL and its affiliates, officers, directors, and employees subject to the information given in the disclosures may: (a) from time to time, have long or short positions in, and buy or sell, the
securities thereof, of company (ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation (financial interest)
or act as a market maker in the financial instruments of the company (ies) discussed herein or act as advisor or lender / borrower to such company (ies) or have other potential material
conflict of interest with respect to any recommendation and related information and opinions. The views expressed are those of the analyst and the company may or may not subscribe
to the views expressed therein.

SSSIL, its affiliates and any third party involved in, or related to, computing or compiling the information hereby expressly disclaim all warranties of originality, accuracy, completeness,
merchantability or fitness for a particular purpose with respect to any of this information. Without limiting any of the foregoing, in no event shall SSSIL, any of its affiliates or any third
party involved in, or related to, computing or compiling the information have any liability for any damages of any kind. The company accepts no liability whatsoever for the actions of third
parties. The report may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the report refers to website material of the company, the company has
not reviewed the linked site. Accessing such website or following such link through the report or the website of the company shall be at your own risk and the company shall have no
liability arising out of, or in connection with, any such referenced website.

SSSIL will not be liable for any delay or any other interruption which may occur in presenting the data due to any technical glitch to present the data. In no event shall SSSIL be liable for
any damages, including without limitation, direct or indirect, special, incidental, or consequential damages, losses or expenses arising in connection with the data presented by SSSIL
through this presentation.

SSSIL or any of its other group companies or associates will not be responsible for any decisions taken on the basis of this report. Investors are advised to consult their investment and
tax consultants before taking any investment decisions based on this report.

Registration granted by SEBI to SSSIL and certification from NISM to the analyst in no way guarantee performance of SSSIL or to provide any assurance of returns to investors.
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