Despite inflation relief, interest
rate cuts are still a while away

Inflationary pressures seem to be abating,
with the CPl easing in May to a 25-month low

of 4.25% year-on-year. Thisis inching closer
to RBI's medium-term target of 4%. At this
rate, theheadline CPI inflation could match
RBI's projection of 4.6% for Q1FY24. >P4
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nflationary pressures finally seem

to be abating with the Consumer

Price Index(CPI) easing sharplyin

May to a 25-month low of 4.25%

year onyear (y-o-y). Thisis inching
closer to the Reserve Bank of India's
(RBI) medium-term target of 4%, If
pricing pressures continue to ease in
June, the headline CPI inflation could
comfortably match, or even he lower
than the RET's projection of 4.6% for
the first quarter ([JIFY24).

Well, there are reasons that the
trend may sustain at least through
HIFY24. First, the food and beverages
inflation has fallen sharply to 3.3%in
May. Agreed, there was a favourable
base effect at play. Even so, stripping
that, themonth-on-monthincrease of
0.6%in May isthe lowest forthe month
in the last three years. Moreover,
within the food basket, heavyweight
cereals and fruit inflation eased and
vegetables remained in deflation.

The fuel inflation story looks con-
vincingtoowitha droptoa 26-month
low of 4.6% v-o-y. Global crude oil pri-
ces have remained capped lately,
largely unaffected by the recent
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CPlinflation eased sharply in May to 4.25%,
closer to the RBI's medium term target of 4%,
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announcement of an output cut by
Saudi Arabia, the top OPEC producer.

Beyond the volatile food and fuel
components, core inflation—reflecting
theunderlying pricing pressuresin the
economy is on a downtrend as well.
The Bloombergmeasure of core infla-
tion (excluding food and fuel & light)
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fell from above 6% through most of
FY23t05.1%in May. There has been a
broad-based dropacross most sub-seg-
ments except ‘personal care and
effects,” which is likely impacted by
higher gold and silver prices.
Thereare other supporting factors
that should keep inflation tamed

ahead, First, geopolitical tension and
volatility in global financial markets
seem to have abated in the recent
weeks. Second, global crude cil prices
may remain capped in the near term
amid slowing global growth and higher
Russian oil supplies. Lowercommaodity
prices, weakening household spending
and increased anchoringofl
households’  inflation
expectations, as pointed
out by the RBLhi-monthly
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Besides, the benefit of a favourable
hase effect would also fade in H2F Y24,
Some risks may also stem from
imported inflation concerns on acco-
untofdecoupling of monetary policies.

With inflation running stubbormly
higher than the respective central
hanks' targets in developed economies
likeUS and the Eurozone,
major central banks may
still be tightening rates
while RBI maintains an

surveymay likelyaidadis- THE uncertainty extended pause.
inflationinthe core basket. zll:llgti)tl-slniflngchtl :A':?ﬁ Interest ratedifferentials
Yes, uncertainty sur- meonsoonand Kharff  arising outofthis may weigh
rounding El Nifio and its  sowingis a key risk onthe Indiannupes, trigger-
impact on monsoon and ingimported inflation con-
kharif sowing is a key risk. gal{r:;famurable cerns. Thus, with the REL
However, a significant ti”,seept‘er;ta,;nalnly committed to achieving the
favourable base effect, par- ort an easing inflation target of 4%, and

ticularly till September may
likely support an easing
inflation in HIFY24. With
inflation inIndia much closerto RBI's
medium-term target, a rate pause is
almost certain. But those rooting fora
rate cut may be disappointed.
AstheRBIsaidinthe unemonetary
policy review, the upsiderisks toinfla-
tionarelikely to be more pronounced
during H2FY24, Thisis alsoreflecting
in its higher CPI forecast for Q3.

inflation trajectory

the upside risks appearing
more pronounced in
HIFY 24, the possibility of a
ratecut in FY24 looks slim despite the
recent inflation dipunless growthtakes
aheating, “We believe, REIwould avoid
any prematire policy decisions in this
uncertain environment and put its
credibility at stake, we have not pen-
cilled inrate cutsin CY23," wrote Hitesh
Suvarna of JM Financial Institutional
Securities Ltd ina report on 12 Iune.



