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RATE CUTS ON A DISTANT HORIZON, MARKETS PRICING IT CLOSER

While the US continues to display massive uncertainty regarding rate actions, a few developed markets (ECB,
BOC, and Swiss SNB) have pivoted to cut rates. Having said that, RBI has made it clear that its actions are not
solely a function of US FED. While RBI will consider the impact of the US and/other developed markets’ policy
changes, their rate decision is majorly influenced by domestic growth and inflation dynamics. Domestically,
within the MPC, there is increasing divergence, with one more member wanting to change stance and cut rates.
Prof. Varma who has consistently voted for rate cuts in the past, this time was joined by Dr. Goyal in voting for
a rate cut.

With one more pause this time, the MPC has continued with status-quo eight times in a row! Overall, RBI has
nudged up the growth expectations for the year. The expectation of a normal monsoon is positive for agriculture
and rural demand, while sustained momentum in manufacturing and services activity is likely to enable a revival
in private consumption. Having said that, geopolitical tensions will be a factor to watch out for in global and
consequently domestic growth. Inflation, while not spiking, continues to be an area of concern, with food
inflation, volatility in crude prices, and firm non-energy commodity prices being speed bumps. Below is a
brief snapshot of the policy for reference.
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POLICY SNAPSHOT:

m 07 - Jun — 24 05 — Apr — 24

Action Repo Rate unchanged at 6.50% Repo Rate unchanged at 6.50%
Term Target | CPI 4% band +/- 2%, while supporting growth | CPI 4% band +/- 2%, while supporting growth
Stance Withdrawal of Accommodation Withdrawal of Accommodation
CPJ |nf|aTion FY25 @ 4.5% CPl |nﬂaﬂOﬂ FY25 @ 4.5%
QT FY25 @ 4.9%, Q2 FY25 @ 3.8% Q1 FY25 @ 4.9%, Q2 FY25 @ 3.8%
CPI Outlook Q3 FY25 @ 4.6%, Q4 FY25 @ 4.5% Q3 FY25 @ 4.6%, Q4 FY25 @ 4.5%
Risk evenly balanced Risk evenly balanced
Real GDP Growth Projection FY25 @ 7.2% | Real GDP Growth Projection FY25 @ 7.0%
Q1 FY25 @ 7.3%, Q2 FY25 @ 7.2% Q1 FY25 @ 7.1%, Q2 FY25 @ 6.9%
GDP Outlook | 3 Fy25 @ 7.3%, Q4 FY25 @ 7.2% Q3 FY25 @ 7.0%, Q4 FY25 @ 7.0%
Risk broadly balanced Risk broadly balanced
Reiterates the need to continue with the Monetary Policy must continue to be
disinflationary stance, until a durable alignment actively disinflationary to ensure the
of headline CPI with the target is achieved. anchoring of inflation expectations and
Price stability sefs a strong foundation for a fuller transmission.
sustained period of high growth.
Key Point MPC will remain resolute in its commitment | MPC will remain resolute in its commitment
to aligning inflation to the target. Remain to aligning inflation to the target. Remain
focused on withdrawal of accommodation to | focused on withdrawal of accommodation
ensure inflation progressively aligns with the | to ensure inflation progressively aligns with
target, while supporting growth. the target, while supporting growth.
Vote for keep rates unchanged Vote for keep rates unchanged
Shri Das: unchanged + in favour of stance | Shri Das: unchanged + in favour of stance
Rate Act Dr. Ranjan: unchanged + in favour of stance | Dr. Ranjan: unchanged + in favour of stance
a eSt chon Dr. Patra: unchanged + in favour of stance | Dr. Patra: unchanged + in favour of stance
+ Stance Dr. Bhinde: unchanged + in favour of stance | Dr. Bhinde: unchanged + in favour of stance
Dr. Goyal: 25 bps cut+ Neutral Dr. Goyal: unchanged + in favour of stance
Prof. Varma: 25 bps cut + Neutral Prof. Varma: 25 bps cut + Neutral

Source: RBI database
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RBI GOVERNOR ON INFLATION:

INFLATION PROJECTION (FY25)
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CPI headline inflation softened further during March-April, though persisting food inflation pressures offset the
gains of disinflation in core and deflation in the fuel groups. Despite some moderation, pulses and vegetables
inflation remained firmly in double digits. Vegetable prices are experiencing a summer uptick following a
shallow winter season correction. The deflationary trend in fuel was driven primarily by the LPG price cuts in
early March. Core inflation softened for the 11th consecutive month since June 2023. Services inflation
moderated to a historic low and goods inflation remained contained.

The exceptionally hot summer season and low reservoir levels may put stress on the summer crops of vegetables
and fruits. The rabi arrivals of pulses and vegetables need to be carefully monitored. Global food prices have
started inching up. Prices of industrial metals have registered double-digit growth in the current calendar year
so far. These trends, if sustained, could accentuate the recent uptick in input cost conditions for firms.

On the other hand, the forecast of above normal monsoon bodes well for the kharif season. Wheat procurement
has surpassed last year's level. The buffer stocks of wheat and rice are well above the norms. These
developments could bring respite to food inflation pressures, particularly in cereals and pulses. The outlook on
crude oil prices remains uncertain due to geo-political tensions. Assuming a normal monsoon, CPI inflation for
2024-25 is projected at 4.5 percent with Q1 at 4.9 percent; Q2 at 3.8 percent; Q3 at 4.6 percent; and Q4 at
4.5 percent. The risks are evenly balanced.
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RBI GOVERNOR ON GROWTH:

GROWTH PROJECTION (FY25)
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National Statistical Office (NSO) placed India’s real gross domestic product (GDP) growth at 8.2 percent in
2023-24. During 2024-25 so far, domestic economic activity has maintained resilience. Manufacturing activity
continues to gain ground on the back of strengthening domestic demand. The eight core industries posted
healthy growth in April 2024. Purchasing managers’ index (PMI) in manufacturing continued to exhibit strength
in May 2024 and is the highest globally. The services sector maintained buoyancy as evident from available high
frequency indicators. PMI services stood strong at 60.2 in May 2024 indicating continued and robust expansion
In activity.

Private consumption, the mainstay of aggregate demand, is recovering, with steady discretionary spending in
urban areas. Revival in rural demand is getting a fillip from improving farm sector activity. Investment activity
continues fo gain fraction, on the back of ongoing expansion in non-food bank credit. Merchandise exports
expanded in April with improving global demand. Non-oil non-gold imports entered positive territory. Services
exports and imports rebounded and posted a strong growth in April 2024.

Looking ahead, the forecast of above normal southwest monsoon by the India Meteorological Department (IMD)
is expected to boost kharif production and replenish the reservoir levels. Strengthening agricultural sector
activity is expected to boost rural consumption. On the other hand, sustained buoyancy in service activity should
continue to support urban consumption. The healthy balance sheets of banks and corporates; the government's
continued thrust on capex; high capacity utilisation; and business optimism augur well for investment activity.
External demand should get a fillip from improving prospects of global trade. Taking all these factors into
consideration, real GDP growth for 2024-25 is projected at 7.2 percent with Q1 at 7.3 percent; Q2 at 7.2
percent; Q3 at 7.3 percent; and Q4 at 7.2 percent. The risks are evenly balanced.
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MARKET VIEW:

Readers will recollect our previous strategy note (link) wherein we highlighted the fact that ““Domestic cuts
(policy action) will be driven by local macros™. In this policy, the RBI governor has reiterated the same by
saying, “I would like to unambiguously state that while we do keep a watch on whether clouds are building
up or clearing out in the distant horizon, we play the game according to the local weather and pitch
conditions. In other words, while we do consider the impact of monetary policy in advanced economies on
Indian markets, our actions are primarily determined by domestic growth-inflation conditions and the outlook”.

Growth, while looking stronger, is prone to global and domestic vagaries. Having said that, one must take a
much more nuanced view that growth has still not recovered from what was lost in COVID phase. So, while we
might be growing and growing well, viewed from medium- term trajectory and where we should have been —
ideally we should have been a bigger economy, growing more and rate action might be the additional boost for
that. Though CPI is not at a four percent rate as desired by RBI, we are consistently within the tolerance band.
However, with RBI having reiterated its inflation fighting focus, it will be looking for a clear glide path to four
percent on a durable basis. The spike in food inflation, and consequent spillover to headline inflation, coupled
with the behaviour of core components is what one has to be watchful of. Having said that expectations of
normal monsoon and the government being proactive in alleviating pain if any with prompt supply side measures
are positives in the food inflation equation.

Post elections, the continuation, and the mix of fiscal consolidation is what we will be looking at from the medium
to long-term trajectory of the Indian market's healthy and structural journey. While at an aggregate level, it has
been fantastic, the continuation of the same s critical from an overall perspective to not wither away hard-fought
gains. However, a few basis points of dilution in terms of higher revenue expenditure cannot be completely
ruled out keeping in mind the various pulls and pushes the new dispensation might have to face.

From a global perspective, India's fixed-income market is very aftractive in terms of its structural advantages,
policy continuation, attractive inflation growth dynamics, and strong macros. While, USD 25 billion of bond
index inflows might be the start, a higher inflow directly or indirectly will likely materialise over some time.
Although the US markets offer aftractive high yields, a strategic and disciplined asset allocation is crucial,
particularly given that Indian bonds are underrepresented in global investment portfolios. Overall, the market
has positive growth inflation dynamics locally, and coupled with favourable demand-supply dynamics on the
market side, is likely to prevent any significant spike in interest rates on a sustained basis making the risk-reward
equation atfractive.
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INVESTMENT OUTLOOK:

We run a dynamic strategy that takes advantage of the best opportunities across the maturity and rating curve.

In a currently non-directional market, with positive bias (fall in interest rates likely over some time), we are running
a dynamic barbell strategy. Long duration positions as tactical investments to take advantage of fall in interest
rates led to amplified capital gains on one side, along with well-researched, and well-covenanted high yield short
maturity instruments to earn constant high carry on the other side, is our current strategy. The endeavour here is
twin-pronged — stable earnings of high constant ability also capturinge capital appreciation. The focus is on
building a stable portfolio that is well poised to capture the capital gains led by interest rate movement while
earning constant high carry.

With all fixed -income products now getting the same taxation treatment, vis a vis certain vehicles enjoying
favourable tax treatment earlier, leading to forced misallocation and/or mispricing of risk, investors now have an
advantage of picking and choosing the most appropriate strategy/portfolio. This customisation will help investors
earn additional alpha based on respective risk reward appetite more holistically and scientifically as compared
to earlier tax arbitrage-biased investment decisions.

As always, we stay watchful of evolving situations, understand them fine-tune investment thesis, and resultant
investment actions.

HAPPY INVESTING!

MALAY SHAH
Fund Manager, Fixed Income
Ambit Asset Management
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For any queries, please contact:

Umang Shah - Phone: +91 22 6623 3281, Email - ailapms@ambit.co
Registered Address: Ambit Investment Advisors Private Limited -
Ambit House, 449, Senapati Bapat Marg,

Lower Parel, Mumbai - 400 013

Corporate Address: Ambit Investment Advisors Private Limited -
2103/2104, 21st Floor, One Lodha Place,
Senapati Bapat Marg, Lower Parel, Mumbai - 400 013

Risk Disclosure & Disclaimer

Ambit Investment Advisors Private Limited (“Ambit”), is a registered Portfolio Manager with Securities and Exchange Board of India vide registration
number INPOOO005059.

The performance of the Portfolio Manager has not been approved or recommended by SEBI nor SEBI certifies the accuracy or adequacy of the
performance related information contained therein. Returns are calculated using TWRR method as prescribed under revised SEBI (Porifolio
Managers) Regulations, 2020. Performance is net of all fees and expenses. Past performance is not a reliable indicator of future results. Please note
that performance of your portfolio may vary from that of other investors and that generated by the Investment Approach across all investors because
of 1) the timing of inflows and outflows of funds; and 2) differences in the portfolio composition because of restrictions and other constraints. For
comparative Performance relative to other Portfolio Managers within the selected Strategy, please visit: bit.ly/APMI_PMS

This presentation / newsletter / report is strictly for information and illustrative purposes only and should not be considered to be an offer, or
solicitation of an offer, to buy or sell any securities or to enter into any Portfolio Management agreements. This presentation / newsletter / report is
prepared by Ambit sirictly for the specified audience and is not intended for distribution to public and is not to be disseminated or circulated to any
other party outside of the intended purpose. This presentation / newsletter / report may contain confidential or proprietary information and no part
of this presentation / newsletter / report may be reproduced in any form without its prior written consent to Ambit. All opinions, figures, charts/
graphs, estimates and datfa included in this presentation / newsletter / report is subject to change without notice. This document is not for public
distribution and if you receive a copy of this presentation / newsletter / report and you are not the intended recipient, you should destroy this
immediately. Any dissemination, copying or circulation of this communication in any form is strictly prohibited. This material should not be circulated
in countries where restrictions exist on soliciting business from potential clients residing in such countries. Recipients of this material should inform
themselves about and observe any such restrictions. Recipients shall be solely liable for any liability incurred by them in this regard and will indemnify
Ambit for any liability it may incur in this respect.

Neither Ambit nor any of their respective affiliates or representatives make any express or implied representation or warranty as to the adequacy or
accuracy of the statistical data or factual statement concerning India or its economy or make any representation as to the accuracy, completeness,
reasonableness or sufficiency of any of the information contained in the presentation / newsletter / report herein, or in the case of projections, as
to their attainability or the accuracy or completeness of the assumptions from which they are derived, and it is expected each prospective investor
will pursue its own independent due diligence. In preparing this presentation / newsletter / report, Ambit has relied upon and assumed, without
independent verification, the accuracy and completeness of information available from public sources. Accordingly, neither Ambit nor any of its
affiliates, shareholders, directors, employees, agents or advisors shall be liable for any loss or damage (direct or indirect) suffered as a result of
reliance upon any statements contained in, or any omission from this presenfation / newsletter / report and any such liability is expressly disclaimed.
Further, the information contained in this presentation / newsletter / report has not been verified by SEBI.

You are expected fo take info consideration all the risk factors including financial conditions, risk-return profile, tax consequences, efc. You
understand that the past performance or name of the portfolio or any similar product do not in any manner indicate surety of performance of such
product or portfolio in future. You further understand that all such products are subject to various market risks, seftlement risks, economical risks,
political risks, business risks, and financial risks etc. and there is no assurance or guarantee that the objectives of any of the strategies of such product
or portfolio will be achieved. You are expected to thoroughly go through the terms of the arrangements / agreements and understand in detail the
risk-return profile of any security or product of Ambit or any other service provider before making any investment. You should also take professional
/ legal /tax advice before making any decision of investing or disinvesting. The investment relating to any products of Ambit may not be suited 1o all
categories of investors. Ambit or Ambit associates may have financial or other business inferests that may adversely affect the objectivity of the views
contained in this presentation / newsletter / report.

Ambit does not guarantee the future performance or any level of performance relating to any products of Ambit or any other third party service
provider. Investment in any product including mutual fund or in the product of third party service provider does not provide any assurance or
guarantee that the objectives of the product are specifically achieved. Ambit shall not be liable for any losses that you may suffer on account of any
investment or disinvestment decision based on the communication or information or recommendation received from Ambit on any product. Further
Ambit shall not be liable for any loss which may have arisen by wrong or misleading instructions given by you whether orally or in writing. The name
of the product does not in any manner indicate their prospects or return.

The product ‘Ambit Coffee Can Portfolio” has been migrated from Ambit Capital Private Limited to Ambit Investments Advisors Private Limited. Hence
some of the information in this presentation may belong to the period when this product was managed by Ambit Capital Private Limited.

The performance data for coffee can product between 6th march 2017 - 19th June 2017 represents model portfolio returns. First client was
onboarded on 20th June 2017. The performance data for G&C product between Tst June 2016 to st April 2018 also includes returns for funds
managed for an advisory offshore client. Returns are calculated using TWRR method as prescribed under revised SEBI (Portfolio Managers)
Regulations, 2020

You may contact your Relationship Manager for any queries.
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