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Repo Rate unchanged at 6.00% 
 

Reverse Repo Rate stands at 5.75% 
 

Marginal Standing Facility and Bank 
rate at 6.25%. 

Anupam Goswami 
Anupam.goswami@smifs.co.in 

Maintains status quo...Neutral Stance 

The Reserve Bank of India (RBI), in its first Bi-Monthly Monetary Policy 
Review (FY2018-19), kept the policy repo rate under the liquidity 
adjustment facility (LAF) unchanged at 6.0 per cent. Five of the six 
members of the MPC voted in favor of the rate decision, whereas one 
voted for an increase in the policy rate of 25 basis points. 
 
Consequently, the reverse repo rate under the LAF remains at 5.75 per 
cent, and the marginal standing facility (MSF) rate and the Bank Rate at 
6.25 per cent. The decision of the MPC is consistent with the neutral 
stance of monetary policy in consonance with the objective of achieving 
the medium-term target for consumer price index (CPI) inflation of 4 per 
cent within a band of +/- 2 per cent, while supporting growth. 
 
For growth outlook, RBI says several factors are expected to accelerate 
the pace of economic activity in 2018-19. First, there are now clearer 
signs of revival in investment activity as reflected in the sustained 
expansion in capital goods production and still rising imports, albeit at a 
slower pace than in January. Second, global demand has been 
improving, which should encourage exports and boost fresh investment. 
On the whole, GDP growth is projected to strengthen from 6.6 per cent 
in 2017-18 to 7.4 per cent in 2018-19 – in the range of 7.3-7.4 per cent in 
H1 and 7.3-7.6 per cent in H2.  

On account of a robust performance by manufacturing sector, India’s 
Industrial Production continued the growth momentum to rise 7.5% YoY 
in January 2018, following a 7.1% YoY growth registered in December. In 
November production growth was at a 25-month high of 8.4% YoY. 
Cumulative IIP growth for the period of April-January FY2017-18 stood at 
4.1% YoY against 4.8% YoY in the same period a year ago. Higher growth 
number came in January on account of robust performance by 
manufacturing as well as higher off take of capital goods and consumer 
durables goods sectors. The growth can also be attributed to a lower 
base in the year-ago period when demonetization hurting demand. 
Growth stood at 3.5% YoY in January last year. 
 
During January 2017, Manufacturing sector grew by 8.7% YoY compared 
to just 2.5% YoY in January 2017. Capital goods, a barometer of 
investments, showed a sharp increase in output by 14.6% YoY in 
January, 2018 as against a decline of 0.6% YoY year ago. On the other 
hand, consumer durables too showed an increase of 8.0% YoY against 
contraction of 2.0% YoY in January 2017. 

Clear signs of revival in investment 
activity  as reflected in the sustained 

expansion in capital goods 
production and improving Global 

demands. 

The next meeting of the MPC is 
scheduled on June 5 and 6, 2018. 
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The MPC notes that growth has 
been recovering and the output gap 
is closing. This is also reflected in a 
pick-up in credit offtake in recent 

months. 
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India’s Consumer Price Index (CPI) based Inflation slowed for the second straight month to 4.44% YoY in February 
2018, due to lower food and fuel prices. January saw CPI inflation of 5.07% YoY, off the December figure of 5.2% 
YoY, which was the highest rate in 17 months.  Meanwhile, core inflation (ex-oil, precious metals) also remained 
stable although somewhat elevated at 5.3% YoY in February mainly led by HRA allowance hike.  
 
The consumer food price index (CFPI) eased to 3.26% YoY in February from 4.70% YoY in the previous month. 
Inflation rate for food and beverages segment moderated to 3.38% YoY in February from 4.58% YoY in the previous 
month. Inflation in the vegetable basket slowed to 17.57% YoY against 26.97% YoY in January. Prices of fruits too 
rose at a slower pace of 4.80% YoY in February compared with 6.24% YoY recorded in the preceding month. 
  
During February, fuel and light inflation decelerated to 6.8% YoY compared with 7.73% YoY in January, while housing 
inflation stood at 8.28% YoY from 8.33% YoY in the previous month. Inflation rate for pan, tobacco and intoxicants 
eased to 7.34% YoY in February 2018. 
 
India's Wholesale Price Index (WPI) based Inflation eased to 2.48% YoY in February for the third straight month after 
touching an eight-month high in November, helped by a softer rise in food and fuel prices, government data showed 
on Wednesday. Annual WPI Inflation stood at 2.84% YoY rise in January.WPI food prices in February rose 0.07% YoY 
compared with a 1.65% YoY rise a month earlier. Fuel & Power Inflation stood at 3.81% YoY against 4.08% in January 
2018. 

India’s Trade Deficit narrowed to a five-month low of $12 billion in February after widening to a 56-month high a 
month ago. Merchandise exports rose 4.5% YoY in February while such imports rose 10.4% YoY during the month. In 
the 11 months to February, Trade Deficit expanded to $143 billion against $120 billion in the same period a year ago 
as imports grew faster than exports. Export growth was dampened by contraction in textiles (-10.3%), engineering 
goods (-2%) and gems and jewellery (-5.1%).  
 
However, during Q3 (October-December), FY2017-18, India’s Current Account Deficit widened sharply, driven by 
higher imports. Current Account Deficit widened to 2.0% of GDP, or $13.5 billion, up from 1.4%, or $8.0 billion, in 
the corresponding period a year ago. 

RBI’s First Bi-Monthly Monetary Policy Review (2018-19) 

Inflation update 

Trade Balance  
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RBI’s First Bi-Monthly Monetary Policy Review (2018-19) 

Financial markets turned volatile in February-March, triggered by uncertainty regarding the pace of 
normalisation of US monetary policy, and concerns surrounding global trade. 
  
Equity markets globally have shed most of the gains of the previous quarter in a heavy sell off in February-
March, caused by optimistic US job reports and the US imposition of new tariffs on Chinese goods. 
 
For Q4, high frequency indicators point to a further strengthening of demand conditions. Private consumption 
seems to be improving on the back of strong growth in domestic air passenger traffic and foreign tourist arrivals, 
rising sales growth of passenger vehicles and a strong upturn in the production of consumer durables. 
 
The growth in sales of two-wheelers and tractors reflects buoyant rural consumption. Capital goods production 
registered a 19-month high growth in January 2018, indicative of the likely traction in investment demand. 
 
Projected CPI inflation for 2018-19 is revised to 4.7-5.1 per cent in H1:2018-19 and 4.4 per cent in H2, including 
the HRA impact for central government employees, with risks tilted to the upside. Excluding the impact of HRA 
revisions, CPI inflation is projected at 4.4-4.7 per cent in H1:2018-19 and 4.4 per cent in H2. 
 
The next meeting of the MPC is scheduled on June 5 and 6, 2018. 

Key Notes from Monetary Policy  
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   Indian Government 10 Year Bond Yield India’s CPI and WPI Trend 

The MPC notes that there are several uncertainties surrounding the baseline inflation path –  
 

 The revised formula for MSP as announced in the Union Budget 2018-19 for kharif crops 

 The staggered impact of HRA revisions by various state governments 
 Any further fiscal slippage from the Union Budget estimates for 2018-19 

 Should the monsoon turn deficient temporally and/or spatially, it may have a significant bearing on food 
inflation 

 Firms polled in the Reserve Bank’s Industrial Outlook Survey expect input and output prices to rise, going 
forward 

 Recent volatility in crude prices has imparted considerable uncertainty 
 
The MPC reiterates its commitment to achieving the medium-term target for headline inflation of 4 per 
cent on a durable basis. The MPC notes that growth has been recovering and the output gap is closing. 
The deterioration in public finances risks crowding out private financing and investment. 

RBI’s Monetary Policy Stance 

RBI’s First Bi-Monthly Monetary Policy Review (2018-19) 
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India’s GDP Growth Trend 
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India’s Fiscal Deficit Trend 
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Source: RBI, Bloomberg, SMIFS Research 
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The RBI’s decision to keep the policy repo rate unchanged was on expected lines but lowered its inflation call, re-
ducing the odds of a near-term rate hike and spurring a rally in stocks and bonds. The Policy was more dovish than 
expected, particularly the cut in inflation forecasts of April-September to 4.7-5.1%, from a previous range of 5.1-
5.6% that it had released in February. We believe this is more of a realistic projection given that Inflation concerns 
have eased substantially in recent weeks following a crash in vegetable prices and sugar prices, which are expected 
to keep price pressures soft for the next few months. Although RBI has sited oil prices remain a risk to inflation 
forecast but here also we believe oil price to stay range bound and not rise much from current levels.  
 
The RBI decision had a fair impact on the equity market as the benchmark Nifty 50 and Bank Nifty rose upward 
after the announcement. Nifty ended 196 points up at 10325.15 and Bank Nifty ended 630 points up at 24759.80  

There has been a drop in 
yield post monetary policy 
results were out. 

Intraday Indian Government 10Y Bond Yield Chart 

Market Impact 
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Any document, including this report, which is prepared by the research team of Stewart & Mackertich Wealth Management Ltd. (SMIFS) is circulated for 
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