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The one instrument that has relative
political autonomy is monetary policy.

Mohamed El-Erian

EXECUTIVE SUMMARY

The US Federal Reserve kept rates on hold and indicated that the central bank would likely be
reactive instead of pre-emptive in the current uncertain environment. The US Fed’s statement
noted the strength in economic activity, however, with rising stagflation risk. President Trump's
policies will continue to take centre stage and the impact of the same will likely determine the
Fed’s next move. Meanwhile, the longer-end US treasury continued its weakness in May with
yields rising on the back of the ‘Big Beautiful Bill’, with the US 30-year treasury breaching 5%,
before a modest recovery. Moody’s also stripped the US of its pristine AAA sovereign rating
citing fiscal concerns. In addition to tariffs flip flop, the focus is shifting to US fiscal policy with
markets attaching significant term premiums seen in higher longer-end yields. Fading US
exceptionalism, fiscal concerns, asset re-allocation, and tariff uncertainty — all of them are
supporting softer USD and higher US yields. Barring sharp negative economic shocks, the US
Fed will also not be in a hurry to act. Uncertainty continues to weigh on markets for now.

On the domestic front, geo-political tensions dominated the earlier part of the month with
volatility in local currency assets. Markets regained their calm once the tensions eased, with
rates rallying and currency moderating. Data-wise, inflation continued to moderate,
strengthening the case for a deeper rate-cut cycle. Liquidity conditions continued to ease with
additional Open Market Operations by the central bank. The Q4GDP growth came in better than
expectations while domestic concerns remain due to headwinds from trade disruptions and
global slowdown. On the currency front, INR benefits from an overall weaker USD. However, we
believe the central bank will likely buffer up its reserves, which they spent since the peak in
September-October last year (US$100 billion as per market estimates to defend INR).



RETAIL INFLATION DROPS TO ITS LOWEST IN NEARLY 6 YEARS, FOOD
PRICE-LED DOWNWARD TRAJECTORY MAY CONTINUE

India’s retail inflation, which is measured by the consumer price index (CPI) slipped further by
18 basis points month-on-month (MoM) to 3.16% YoY in April 2025, the lowest since July 2019.
This can be attributed to a sharp MoM decline of 91 basis points in food inflation to 1.78%,
which is the lowest since October 2021. However, core inflation, which excludes volatile food
and energy prices, remained unchanged at 4.1% compared to the previous month. The fall in
food inflation is driven by subdued food prices of vegetables, pulses, fruits, meat and fish. With
this, the retail inflation stayed within the RBI's medium-term target for three straight months.

The wholesale inflation fell to its lowest level in 13 months to 0.85% in April 2025 due to
softening food inflation. It was lower than market estimates of 1.4% and 1.19% in April 2024.
All three major segments of WPI — primary articles, fuel & power, and manufactured products
— witnessed a moderation in inflation. Inflation for primary articles contracted to 1.44% in April
for the first time in nearly two years primarily due to crude oil and natural gas inflation that fell
to a 22-month low of 15.55% in April. Inflation in manufactured products, which accounts for
over 60% of the overall basket, slowed to 2.62% in April from 3.07% in March. The fuel and
power category witnessed a deflation of 2.18% in April against an inflation of 0.2% in March
driven by a decline in prices of LPG, petrol, and diesel.

The deceleration in inflation is expected to provide RBI the needed comfort to continue with the
rate cut cycle, with another 25-bps cut in FY26 being likely. Since the beginning of this calendar
year, the central bank reduced the repo rate by 100 bps to 5.5% with a larger-than-expected cut
of 50 basis points in June. The downside potential in India’s inflation trajectory remains strong
due to lower global oil prices (with an expected pass-through) and an anticipated normal
monsoon and higher foodgrain production, along with a favourable base. The rate cut cycle
could get even deeper if the domestic economy experiences a slowdown below RBI's growth
projections for the year (6.5%).
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INDUSTRIAL OUTPUT GROWTH AT 8-MONTH LOW, MINING AND
ELECTRICITY SECTORS SLOW DOWN

The growth in India’s industrial output, which is measured by the Index of Industrial Production
(1IP), fell to an 8-month low of 2.7% YoY in April 2025 from an upwardly revised 3.9% in March
2025. This decline is attributed to the deceleration in mining and electricity sector growth.
Mining sector output shrank 0.2% YoY, the lowest since August 2024, while the electricity
sector output growth slowed to 1.1% YoY considering the early start of monsoons. This
happened despite the 3-month high growth in the manufacturing sector, the largest in the IIP

core sectors, to 3.4% YoY in April 2025. Within the sector, 16 of 23 industry groups showed
positive growth in April 2025.

By use-based classification, capital goods reported the strongest growth of 20.3% YoY, which
was an 18-month high, followed by consumer durables (6.4%), intermediate goods (4.1%), and
construction goods (4%). Consumer non-durable goods remained in the negative territory with
a 1.7% fall in output, indicating weakness in private consumption. While external headwinds
remain a concern, domestic demand led by government spending, favourable rural outlook, and
low energy prices is expected to boost domestic growth.

Index of Industrial Production, IIP (YoY%)
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INDIA'S 04 GROWTH SUPRISES, FY26 OUTLOOK REMAINS POSITIVE

India’s real GDP growth in Q4FY25 came in at 7.4% YoY, surpassing the market estimates by 40
basis points as well as the previous quarter’s growth of 6.4%. The 5-quarter-high growth is
attributed to higher agriculture output led by foodgrain production and acceleration in industrial
activity led by manufacturing, construction, and mining activities even though private
consumption demand has slowed down due to weak urban demand.

The higher-than-expected Q4 growth led to an expected growth of 6.5% YoY for FY25, which is
not overwhelming though as it decelerated to a 4-year low. The slowdown is attributable to
lower growth in Industrial (5.9% in FY25 vs. 10.8% in FY24) and Services (7.2% in FY25 vs. 9%
in FY24) activities. The agriculture sector was the shining star in the year with growth
accelerating to 4.6% in FY25 from 2.7% in FY24 due to record Kharif production, favourable
monsoon, and improved rural demand.

India’s Real GDP Growth (YoY, %)
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Going forward, the GDP growth is expected to be positively driven by a recovery in urban
demand led by tax cuts and sustained low inflation level, buoyant rural demand on the back of
above-normal monsoon and higher foodgrain production, lower crude prices, and continued
monetary easing by the central bank (at least an additional 25 bps cut after June meeting).
However, geopolitical tensions and a fall in demand for India’s exports due to a slowdown in the
US economy will be concerns affecting the growth in the current fiscal year.

Real GDP Growth Forecasts
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GLOBAL CRUDE OIL MARKET FALTERS, FURTHER DIPS ARE LIKELY

Global crude oil prices (Brent) declined ~21% from the January peak of ~USS$82/barrel to
~USS$65/barrel on June 5th. This is the first time in nearly four years that crude oil prices have

dipped below USS$70 owing to several factors. However, the downward trajectory is expected to
continue!

Demand side concerns due to a potential slowdown in the US, China, and global growth led to
the primary fall in prices. The Organisation for Economic Cooperation and Development
(OECD) recently lowered its global economic growth outlook from 3.3% in 2024 to 2.9% in 2025
and the next year, with the slowdown expected to be heavily concentrated in the US, Canada,
Mexico and China. What added fuel to the fire was the Organization of the Petroleum Exporting
Countries Plus (OPEC+) move on May 3 to a collective output hike of 4,11,000 barrels per day
(bpd) from June. The oil cartel decided to raise production for the third month in a row leading
to further dips in crude prices. OPEC+ steadily reversed nearly half of the 2.2 million bpd
“voluntary” output cuts announced by eight of its members in 2023, which was meant to raise
global oil prices. It is highly likely that the full 2.2 million bpd cut will be materialised by October

2025. The International Energy Agency (IEA) predicted oil demand to grow by a meagre 0.73%
adding to the pain of an oversupplied market.
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US INFLATION FALLS TO ITS LOWEST LEVEL IN OVER 4 YEARS

Consumer price inflation in the US dropped to 2.3% in April 2025 from 2.4% in March, which is
the smallest annual increase since February 2021. The consumer price index rose 0.2% in April
on a seasonally adjusted basis below the market forecast of a 0.3% increase. The prices for
gasoline and fuel oil fell sharply (-11.8% and -9.6% MoM, respectively) leading to a 3.7% decline
in the energy index, which continued its declining trajectory. The other factor contributing to the

slowdown in inflation was the food index, which fell 2.8% MoM primarily driven by a 12.7%
decrease in egg prices.

The US Federal Reserve held the repo rate steady in its last meeting citing upside inflation risks.
The US Fed kept the federal funds rate unchanged at 4.25%-4.5%, extending its pause in rate

cuts since January. Hence, despite falling inflation, the US Fed is unlikely to cut rates in the near
term due to concerns about tariff-led inflation.

US CPI(YoY, %)
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Purchasing Manager’s Index

Manufacturing:
| Countries [ Apr2025 | Mar2025 |
India 58.2 58.1
us 50.2 50.2
UK 45.4 44.9
Eurozone 49.0 T 48.6
China 50.4 J, 51.2
Japan 48.7 48.4
Note: A reading below 50 indicates contraction and above indicates expansion in output.
Services:
| Countries [ Apr2025 | Mar2025 |
India 58.7 T 58.5
us 50.8 \l, 54.4
UK 49.0 J, 52.5
Eurozone 50.1 |, 51.0
China 50.7 J, 51.9
Japan 52.4 50.0

Note: A reading below 50 indicates contraction and above indicates expansion in output.

Monthly Data Snapshot
Currencies US Bond Yields (%)
30 way | 30 Apr| 30 way 30 Apr|
EUR/USD 1.13 1.13 US 30-yr Treasury 4.92 4.68
GBP/USD 1.35 1.33 US 10-yr Treasury 4.40 4.18
USD/INR 85.50 84.57 US 2-yr Treasury 3.90 3.62
USD/CNH 7.20 7.27

1y Forward Premia (%) 1.96 2.29

Commodities (USS)

Crude Oil (per barrel) 63.90 63.12
Natural Gas (per MMBtu) 2.86 3.12
Gold (per ounce) 3,289 3,288
Silver (per ounce) 32.97 32.59
Copper (per pound) 4.65 4.54

Source: Refinitiv
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