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A Tightrope Walk: RBI Navigates Tough External Environment

External Factors: Ongoing US-Iran / West Asia conflict has disrupted global
energy markets, with Brent crude peaking near $120/bbl and currently around
$96/bbl, driving supply and shipping concerns. Fed remains cautious, with Fed
fund futures indicating possibility of hikes ahead.

Inflation: While CPI remains benign at 3.48%, underlying inflation pressures are
rising sharply, with WPI at 8.30%, led by fuel inflation at 24.71%; reflecting
crude-led cost pressures. Retail fuel price pass-through has just begun, while risks
from a below-normal monsoon (El Nifio) could reverse the currently favourable
food inflation trend.

Growth: India’s growth remains strong at 7.6% (FY26) as per second advance
estimate, but the forward trajectory is becoming less certain. External shocks
from the West Asia conflict, higher energy costs, and weaker global demand are
expected to drag growth lower.

Indian Bond Market: RBI has actively maintained comfortable system liquidity,
however Bond market is reflecting rising macro uncertainty, with the 10Y G-sec
yield hardening to ~7.00% and the spread over US yields widening to ~250 bps.
Elevated yields indicate higher risk premia amid global volatility and crude-led
uncertainty, with markets already pricing in tightening bias, even as RBI
navigates a complex trade-off.

Policy Expectation:

Given the backdrop, we expect the Governor’s commentary to skew

distinctly to hawkish with RBI signalling the following:

= Upward revision in inflation projections (closer to 4.80-4.90% for
FY27)

= Marginal downward revision in GDP growth (possibly to 6.7-6.8%)

= Continued emphasis on non-monetary tools for rupee defence—forex
interventions, swap auctions, and possibly corridor-widening
measures

We expect the RBI to maintain the repo rate at 5.25%, with only a slim
possibility of a hike, while keeping its policy stance neutral.

Source: KMAMC Internal Research, Bloomberg and RBI Website | Data as on 4th June 2026, Details as per latest data available publicly
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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.
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