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Reassessing inflation and growth

¢ MPC to hike repo rate by 50bps but leave CRR unchanged given the large reduction in
system liquidity since the last policy meet

e MPC to revise the inflation projection to 6.2-6.5% from 5.7%, on the back persistent and
broad-based momentum

¢ Growth forecast may be revised lower to 7% on the back of lower global growth. Recent
indicators show dip in exports but pick-up in credit growth

¢ We continue to see terminal rate at 6%. However, rising oil prices are a risk to our view.
Another greater than 25bps rate hike in August not ruled out given inflation momentum

Reassessing inflation trajectory: Since the off-cycle hike by RBI in May 2022, inflation backdrop has seen
signs of moderation led by supply side measures taken by government: 1) reduction in taxes on petrol and
diesel by Centre and States, 2) imposition of export duties on iron ore and steel, 3) reduction in customs duty
or agriculture infra cess on a number of inputs (Supply side measures to moderate inflationary pressures).
However, crude oil prices have continued their upward march with EU imposing a ban on Russian oil imports
despite OPEC+ agreeing to ramp up output. Qil prices have averaged USD 114/bbl since the last off-cycle hike
compared with USD 106/bbl in April 2022. Global food prices too have continued the upward momentum.
Only metal prices have seen some easing. Notably, RBI did revise its inflation trajectory upwards to 5.7% in
April from 4.5% in February 2022. However, given the inflation backdrop, we believe RBl's new inflation
forecast could be anywhere between 6.2-6.5% (our estimate: 6.5%).

Growth to moderate: Global economic momentum is likely to slowdown in the wake of global monetary
tightening, supply side constraints and inflationary pressures. The impact on growth will be visible through
decline in real incomes and negative wealth effect. As of now, in the current financial year, equity markets
have seen a correction (Nasdaq: -16%, S&P 500: -9%). New home sales in US are also seeing some
moderation given the elevated mortgage rates. Consumer confidence is drifting lower. However, US non-farm
payroll additions and housing prices tell a different tale. Global monetary tightening will have an impact on
asset prices in the coming months. India’s growth will also moderate with inflation impacting discretionary
consumption, moderation in exports with lower global growth (already visible), negative terms of trade and
dip in foreign inflows. We have revised our GDP growth lower to 7% from 7.4% earlier. RBl may also look at
revising growth lower to around 7%.

Liquidity moving towards lower levels: Systemic liquidity as on 3 June stood at INR 3.8tn (~2.3% of
NDTL). It was at INR 7.1tn as on 31 March 2022 and INR 5.4tn at the time of off-cycle hike. The decline in
liquidity is driven by higher demand for currency, FX interventions, CRR build-up and OMO sales. With such a
large scale back in liquidity and estimated INR 3.9tn decline in liquidity from now till end of the financial year,
we believe system liquidity will be around INR 1.5-2tn range in end-March 2023. This is well within RBI's non-
inflationary band of 1.5% of NDTL. Thus, we don’t see RBI raising CRR in the upcoming meet.

A 50bps hike in the offing: In the off-cycle hike, MPC raised repo rate by 40bps along with CRR hike of
50bps. MPC member, Dr Goyal spoke on the fact that rate hike would have been higher if not for CRR hike
(Business Standard: RBI rate hike was moderate as CRR was also raised). While April print of 7.8% did surprise
us (our est: 7.4%), we don't know the extent of surprise to RBI’'s estimate. Even May inflation will be just short
of 7%. With no immediate need for a CRR hike, the inflation and growth assessment calls for 50bps increase in
repo rate. We continue to see terminal repo rate at 6% with back-to-back rate hikes unless inflation trajectory
surprises on the positive side. We do not rule out another greater than 25bps rate hike in the August policy.
Our terminal repo rate view is contingent on oil prices. If oil prices do increase further, we believe terminal
repo rate would have to be higher. Bond yields will move depending upon indication from RBI on terminal rate
and the pace of the rate hikes. Fundamentals point towards higher yields given elevated supply of government
bonds when Centre is spending more and more on subsidies and reducing duties (lower revenues). We see
near-term range between 7.5% and 7.75%.
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Chart 1: Vegetable prices accelerated in May

Chart 2: Crude inched up 9.5% since last policy meet
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Chart 3: Systemic liquidity coming down recently on
account of leakage through the durable liquidity drivers

Chart 4: System liquidity as % of NDTL as come down to
2.3% of NDTL from the highs on 4.6% in September 2021
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Growth Estimates
FY23
Yearly Growth FY19 FY20 FY21 FY22 ° °
estimates (% YoY) (F)
Agriculture 21 55 33 3.0 3.0
Industry 53 -14 33 103 4.9
Services 7.2 6.3 -I18 8.4 9.2
GVA b8 38 -48 8.1 6.8
GDP 6.5 3.7 -6.6 8.7 7.0
Source: MoSPI, ICICI Bank Research
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Disclaimer

This document is issued solely by ICICI Bank Limited (”ICICI Bank’) Any information in this email should not
be construed as an offer, invitation, solicitation, solution or advice of any kind to buy or sell any securities,
financial products or services offered by ICICI Bank) or any other entity, unless specifically stated so. The
contents of this document do not take into account your personal circumstances. Before entering into any
transaction, you should take steps to ensure that you understand the transaction and have made an
independent assessment of the appropriateness of the transaction in light of your own objectives and
circumstances, including the possible risks and benefits of entering into such transaction and should seek
your own financial, business, legal, tax and other advice regarding the appropriateness of investing in any
securities. ICICI Bank (including its branches, affiliates of ICICI Bank) do not provide any financial advice, and
is not your fiduciary or agent, in relation to the securities or any proposed transaction with you unless
otherwise expressly agreed by us in writing.

The information, opinions and material in this document (i) are derived from sources that ICICI Bank believes
to be reliable but the reliability or accuracy of which have not been independently verified (ii) are given as
part of ICICI Bank’s internal research activity and not as manager of or adviser in relation to any assets or
investments and no consideration has been given to the particular needs of any recipient; and (iii) may
contain forward looking statements, which may be materially affected by various risk, uncertainties and other
factors. The opinions contained in such material constitute the judgment of ICICI Bank in relation to the
matters which are the subject of such material as at the date of its publication, all of which are expressed
without any responsibility on ICICI Bank’s part and are subject to change without notice. ICICI Bank has no
duty to update this document, the opinions, factual or analytical data contained herein. ICICI Bank and/or its
affiliates makes no representation as to the accuracy, completeness or reliability of any information contained
herein or otherwise provided and hereby disclaim any liability with regard to the same. The recipient of the
information should take necessary steps as they deem necessary prior to placing reliance upon it. Nothing
contained in this publication shall constitute or be deemed to constitute an offer to sell/purchase or as an
invitation or solicitation to do so for any securities or financial products/ instruments of any entity.
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This document is intended solely for customers of ICICI Bank and may contain proprietary, confidential or
legally privileged information. No part of this report may be copied, disseminated or redistributed by any
recipient for any purpose without ICICI Bank’s prior written consent. If the reader of this message is not the
intended recipient and has received this transmission in error, please immediately notify ICICI Bank,
Economic Research Group, E-mail: erg@icicibank.com or by telephone at +91-22-2653-7233 and delete this
message from your system.

Please also note that ICICI Bank (including its branches, and affiliates) is unable to exercise control or ensure
or guarantee the integrity of/over the contents of the information contained in e-mail transmissions and / or
attachments and that any views expressed in this e-mail and / or attachments are not endorsed by/binding on
ICICI Bank. Before opening any attachments please check them for viruses and defects and please note that
ICICI Bank accepts no liability or responsibility for any damage caused by any virus that may be transmitted
by this email and/ or attachments thereto.

DISCLAIMER FOR DUBAI INTERNATIONAL FINANCIAL CENTRE (“DIFC”) CLIENTS:

This marketing material is distributed by ICICI Bank Limited., Dubai International Financial Centre (DIFC)
Branch, a category 1 Authorized Firm and regulated by the Dubai Financial Services Authority. This marketing
material is intended to be issued, distributed and/or offered to a limited number of investors who qualify as
‘Professional Clients’ pursuant to Rule 2.3.3 of the DFSA Conduct of Business Rulebook, or where applicable
a Market Counterparty only, and should not be referred to or relied upon by Retail Clients and must not be
relied upon by any person other than the original recipients and/or reproduced or used for any other
purpose.

DISCLOSURE FOR RESIDENTS IN THE UNITED ARAB EMIRATES (“UAE"):

Investors should note that any products mentioned in this document, any offering material related thereto
and any interests therein have not been approved or licensed by the UAE Central Bank or by any other
relevant licensing authority in the UAE, and they do not constitute a public offer of products in the UAE in
accordance with the Commercial Companies Law, Federal Law No. 8 of 1984 (as amended) or otherwise.

DISCLOSURE FOR RESIDENTS IN HONGKONG

This document has been issued by ICICI Bank Limited in the conduct of its Hong Kong regulated business
(i.e. type 1 license) for the information of its institutional and professional investor (as defined by Securities
and Future Ordinance (Chapter 571 of Laws of Hong Kong) (the “SFQ")) customers; it is not intended for and
should not be distributed to retail or individual investors in Hong Kong. Any person who is not a relevant
person should not act or rely on this document or any of its contents. This document has not been reviewed,
authorized or approved by any regulatory authority.

ICICI Bank and/or its affiliates are full service financial institutions engaged in various activities which may
include securities trading, commercial and investment banking, financial advice, investment management,
principal investment, hedging, financing and brokerage activities. As a result, you should be aware that a
conflict of interest may exist. In accordance with the regulatory requirements and its own conflicts of interest
policies, ICICI Bank has in place arrangements, internal policies and procedures to manage conflicts of
interest that arise between itself and its clients and between its different clients. Where it does not consider
that the arrangements under its conflicts of interest policies are sufficient to manage a particular conflict, it
will inform you of the nature of the conflict so that you can decide how to proceed.

DISCLOSURE FOR RESIDENTS IN SINGAPORE

ICICI Bank Limited, India (“ICICI India”) is incorporated under the laws of India and is regulated by the Reserve
Bank of India. ICICI Bank Limited, Singapore branch (“ICICI”) is regulated by the Monetary Authority of
Singapore.

As mentioned, ICICI India is regulated by the Reserve Bank of India. Hence, in relation to your dealing with
ICICI India, you understand that your interest will be subject to protection of local laws and regulations in
India, which may offer different or diminished protection than available under Singapore laws and
regulations. You also understand that the Monetary Authority of Singapore will be unable to compel the
enforcement of the rules of the local regulators.
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