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West Asia Turmoil Tests RBI’s Policy Resolve Ahead of April MPC
Factors That May Influence RBI’s Decision:

External Factors: April’'s MPC comes at a more fragile juncture versus February. Since
then, escalation in West Asia has sharply altered global risk sentiment. Brent crude has
risen ~40% (as of April 1, 2026) amid supply and shipping concerns. Simultaneously,
capital flows to EMs have turned cautious, exerting pressure on the rupee, which has let
to depreciation of rupee vis-a-vis dollar.

Liquidity Conditions: RBI has maintained comfortable system liquidity through OMOs
and VRR operations. As of April 1, 2026, liquidity stands at ~X1.84 lakh crore, keeping
overnight rates comfortable. However, global risk aversion and intermittent capital
outflows have introduced volatility in domestic markets.

Inflation: Headline CPI increased from 2.74% (Jan’26) to 3.21% (Feb’26), remaining
within the RBI’s 4% target. However, elevated crude prices pose upside risks via fuel,
LPG, transport, and broader input costs.

Growth: Growth has remained steady so far, with GDP at 7.8% YoY in Q3FY26 (vs. 8.4%
in Q2, 6.7% in Q1). That said, sustained high energy prices could compress corporate
margins and weaken household purchasing power. External demand remains uncertain
amid slowing global growth, while higher fuel and fertilizer costs may weigh on rural
demand and manufacturing sentiment.

Indian Bond Market: The 10Y G-Sec yield is trading above ~7%, while US 10Y stands at
~4.30%, implying a spread of ~270 bps. Widening spread reflects a higher risk premium
amid external uncertainty. Indian Markets appear to be pricing in >100 bps of potential
tightening, indicating that a significant portion of risks may already be priced in.

Policy Expectation:

= We expect the most likely outcome to be a continuation of the status quo, with
policy repo rate held unchanged at 5.25% and monetary stance remaining
neutral, while preserving flexibility to respond if external pressures intensify.

= RBI is likely to revise its growth projection lower to 6.5% from 7.0% for
H1FY2027, while raising its inflation forecast to 4.5% from 4.1% for same period.

= Given that current risks are largely externally driven, aggressively tightening financial
conditions could impose disproportionate costs on domestic growth. Accordingly,
the RBI is likely to tone the policy with carefully balancing inflation management
with the need to sustain underlying economic momentum.

Source: KMAMC Internal Research, Bloomberg and RBI Website | Data as on 7t April 2026, Details as per latest data available publicly
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Disclaimer Mutual Fund

The information contained in this (document) is extracted from different public sources/KMAMC
internal research. The document includes statements/opinions which contain words or phrases
such as "will", "believe", "expect" and similar expressions or variations of such expressions that are
forward looking statements. Actual results may differ materially from those suggested by the
forward looking statements due to risk or uncertainties associated with the statements mentioned
with respect to but not limited to exposure to market risks, general economic and political
conditions in India and other countries globally, which may have an impact on
services/investments, the monetary and interest policies of India, inflation, deflation, unanticipated
turbulence in interest rates, foreign exchange rates, equity prices or other rates or prices etc.

All reasonable care has been taken to ensure that the information contained herein is not
misleading or untrue at the time of publication. This is for the information of the person to whom it
is provided without any liability whatsoever on the part of KMAMC or any associated companies or
any employee thereof. This should not be considered as a recommendation of any kind. Investors
may consult their financial advisors and/or tax advisors before making any investment decision.
Past performance may or may not be sustained in future. Investors should make any investment
decision post considering their risk appetite. KMAMC / Kotak Mutual Fund is not guaranteeing or
promising any future returns/performance. These materials are not intended for distribution to or
use by any person in any jurisdiction where such distribution would be contrary to local law or
regulation. The distribution of this document in certain jurisdictions may be restricted or totally
prohibited and accordingly, persons who come into possession of this document are required to

inform themselves about, and to observe, any such restrictions.

MUTUAL FUND INVESTMENTS ARE SUBJECT TO MARKET RISKS,
READ ALL SCHEME RELATED DOCUMENTS CAREFULLY.
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