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Inflation up mildly, but multiple (one-off) upside risks ahead

March CPI inflation YoY rose 20bps from Feb to 3.4% YoY. Both food and non-food
inflation picked up. Food due to globally exposed prices of meat, pulses and edible oils,
and non-food due to housing, and fuel (electricity, gas). Going forward, while in the past
rainfall and food prices have been weakly linked, and higher groundwater and reservoir
levels should help, IMD’s projection of a weaker monsoon can be a risk to food prices.
Weaker gold prices mean lower core inflation, but global shortages due to blockades can
drive upside risks. If energy prices remain high, overall prices must rise to destroy the
necessary demand; monetary policy need not respond to one-time shocks, though.

Exhibit 1: Baseline inflation comes off in 2027, but risks in core
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March inflation rises 20bps vs. Feb to 3.4% YoY, due to global food, LPG

March CPI inflation rose mildly to 3.4% YoY (vs. 3.2% in Feb) to the highest level since
Apr’'26. Food inflation increased from 3.4% in Feb to 3.7% in March mainly due to meat,
pulses and edible oils, while non-food inflation picked up due to electricity and gas in housing
(Figs 2-3). Meat, edible oils and pulses largely track global prices, which have increased (Fig
4). An uptick in vegetables was driven more by a specific item (garlic), while the overall
basket tracked prices of potato/onion/tomato where trends are now similar to those seen
last year with the high base fading (Fig 5).

Underlying inflation remains soft, with limited impact of oil, INR so far

Core inflation remained stable, with both RBI’s measure of core inflation and the weighted
median ticking lower (Fig 6). Import and oil price sensitive items are higher in line with global
prices, though the INR weakness is not reflected yet (Fig 6). If oil prices stay elevated, RBI’s
estimated headline inflation at 4.6% for FY27 (Fig 8) would be too low, in our view, and even
below the midpoint of RBI’s fan-chart at 5.3% (Fig 7). The Monetary Policy Review estimated
4.6% at US$85/bbl, but with every 10% upside pushing inflation by 50 bps, a 5% USDINR
weakening from 94 raising inflation by 40 bps and EI-Nino by 20 bps.

IMD monsoon projections add to risks, but reservoir levels healthy for now

The IMD monsoon projection released today shows below average rains (92% of long-term
average, Fig 10). We find that the link between weaker rainfall and higher inflation has
softened of late (Fig 11). Reservoir levels are 10pp higher than normal (Fig 12), which should
soften the blow, given expanding irrigation networks. As should better ground-water levels.
However, risks remain to the upside due to weak rains. Core inflation should ease with the
high gold base, global shortages due to blockades can push up prices.
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Exhibit 2: Headline inflation up on food, electricity/gas
(housing) and tobacco (excise)
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Exhibit 3: Within food, meat and edible oils responsive
to global trends, higher
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Exhibit 4: Global prices of meat and edible oils higher

Source: MOSPI, Axis Bank Research

Exhibit 5: Potato, Onion, Tomato prices, normalised -
high base is gone, but no fresh inflation despite heat
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Exhibit 6: Core inflation numbers are largely flat

Source: DCA, Axis Bank Research

Exhibit 7: RBI fan chart shows upside risks to inflation,
with the centre of the grey region at 5.2%
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Exhibit 8: RBI headline forecasts are lower than fan Exhibit 9: El Nino and Indian Ocean Dipole metrics
chart and our own projections potentially indicating a less good monsoon this year
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Exhibit 10: Probability of monsoon this year - well to Exhibit 11: CPIl inflation and crop output with rains -
the left of normal relationship is weaker
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Exhibit 12: Reservoir storage (%capacity) above long Exhibit 13: Core still seen coming lower because of high
term levels gold base and weaker growth, but this is another risk
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Disclaimer: The report and information contained herein is of confidential nature and meant only for the selected recipient and should
not be altered in any way, transmitted to, copied, or distributed, in any manner and form, to any other person or to the media or
reproduced in any form, without prior written approval of Axis Bank. The material in this document/report is based on facts, figures and
information that are obtained from publicly available media or other sources believed to be reliable and hence considered true, correct,
reliable and accurate but Axis Bank does not guarantee or represent (expressly or impliedly) that the same are true, correct, reliable
and accurate, not misleading or as to its genuineness, fitness for the purpose intended and it should not be relied upon as such. Artificial
Intelligence tools may have been used (i) during the information gathering stage for compiling or collating data from (a) publicly available
sources, (b) databases to which Axis Bank subscribes, and (c) internally generated research data; and/or (ii) for compiling summaries of
this report. The opinion expressed (including estimates, facts, figures and forecasts) is given as of the date of this document is subject
to change without providing any prior notice of intimation. Axis Bank shall have the rights to make any kind of changes and alterations
to this report/ information as may be required from time to time. However, Axis Bank is under no compulsion to maintain or keep the
data/information updated. This report/document does not mean an offer or solicitation for dealing (purchase or sale) of any financial
instrument or as an official confirmation of any transaction. Axis Bank or any of its affiliates/ group companies shall not be answerable
or responsible in any way for any kind of loss or damage that may arise to any person due to any kind of error in the information
contained in this document or otherwise. This document is provided for assistance only and should not be construed as the sole
document to be relied upon for taking any kind of investment decision. The recipient is himself/herself fully responsible for the risks of
any use made of this information. Each recipient of this document should make his/her own research, analysis and investigation as
he/she deems fit and reliable to come at an independent evaluation of an investment in the securities of companies mentioned in this
document (including the merits, demerits and risks involved), and should further take opinion of own consultants, advisors to determine
the advantages and risks of such investment. The investment discussed or views expressed herein may not suit the requirements for all
investors. Axis Bank and its group companies, affiliates, directors, and employees may: (a) from time to time, have long or short positions
in, and deal (buy and/or sell the securities) thereof, of company (ies) mentioned herein or (b) be engaged in any other transaction
involving such securities and earn commission/brokerage or other compensation or act as advisor or lender/borrower to such company
(ies) or have other potential conflict of interest with respect to any recommendation and related information and opinions. The
applicable Statutory Rules and Regulations may not allow the distribution of this document in certain jurisdictions, and persons who
are in possession of this document, should inform themselves about and follow, any such restrictions. This report is not meant, directed
or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or
other jurisdiction, where such distribution, publication, availability or use would not be in conformation to the law, regulation or which
would require Axis Bank and affiliates/ group companies to obtain any registration or licensing requirements within such jurisdiction.
Neither Axis Bank nor any of its affiliates, group companies, directors, employees, agents or representatives shall be held responsible,
liable for any kind of consequential damages whether direct, indirect, special or consequential including but not limited to lost revenue,
lost profits, notional losses that may arise from or in connection with the use of the information. Prospective investors and others are
cautioned and should be alert that any forward-looking statements are not predictions and may be subject to change without providing
any notice. Past performance should not be considered as a reference to future performance. The disclosures of interest statements if
any included in this document are provided only to enhance the transparency and should not be construed as confirmation of the views
expressed in the report. The views expressed in this report reflect the personal views of the author of the report and do not reflect the
views of Axis Bank or any of its associate and group companies about the subject company or companies and its or their securities.

Disclaimer for Singapore clients: This document is published by Axis Bank Limited, India (“Axis Bank”) and is distributed in Singapore
by Axis Bank. This document is not a research analysis or report concerning any investment product. This document does not provide
or purports to provide individually tailored investment advice, commentary or opinion. The contents in this document have been
prepared and are intended for general distribution strictly to accredited investor, expert investor or institutional investor. A recipient
of this document shall not provide or circulate this document to any other person. The contents in this document do not take into
account the specific investment objectives, financial situation, or particular needs of any particular person. The instruments and
product types mentioned in this document may not be suitable for all investors. You should independently evaluate particular
investments or product types and seek independent advice from a financial adviser regarding the suitability of such instruments or
product types, taking into account your specific investment objectives, financial situation and particular needs, before making a
commitment on any instruments or product types. This is because the appropriateness of a particular instrument or product type will
depend on your individual circumstances and investment objectives, financial situation and particular needs. The instruments and
product types mentioned in this document may not be suitable for all investors, and certain investors may not be eligible to purchase
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Disclaimer for DIFC clients: Axis Bank Limited (DIFC branch) is duly licensed and regulated in the Dubai International Financial Centre
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