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RBI’s Sixth Bi-Monthly Monetary Policy Review
(2016-17)

Status Quo..Neutral Stance

The Reserve Bank of India (RBI), in its Sixth Bi-Monthly Monetary Policy Review
(2016-17) , maintained status quo on the Policy Repo rate yet again which stands at 6.25
per cent. The decision was unanimous with all the six members voting in favor of

maintaining status quo.

Consequently, the Reverse Repo Rate under the Liquidity Adjustment Facility (LAF)
remains unchanged at 5.75 per cent and the Marginal Standing Facility (MSF) rate and the
Bank Rate at 6.75 per cent.

The RBI also left the Cash Reserve Ratio (CRR) of scheduled Banks unchanged at 4% of
their net demand and time liability (NDTL).

The decision of the MPC is consistent with a neutral stance of monetary policy in
consonance with the objective of achieving consumer price index (CPI) inflation at 5 per
cent by Q4 of 2016-17 and the medium-term target of 4 per cent within a band of +/- 2 per

cent, while supporting growth.

The move to keep the benchmark rates unchanged was correctly predicted by only 5 of 39
economists in a Bloomberg survey, while 34 expected a cut of 25 bps to 6 per cent. Hence

the decision was against the majority consensus.

WPI Update

India’s WPI inflation accelerated to 3.39 percent in December from 3.15 percent in
November. Food articles inflation for the month was in negative, indicating a 0.7 percent
fall in food prices in December as compared to 1.54 percent rise in the previous month.
This is the first fall in wholesale food prices since August 2015. Fuel and Power inflation
also rose sharply to 8.65 percent in December from 7.07 percent in November and core

inflation was up at 2.2 percent in December as compared to 1.6 percent in November.

CPI Update

India’s CPI inflation eased further to nearly 3-year low of 3.41 percent in December 2016.
This is the lowest level since January 2014. Inflation stood at 3.63 per cent in November
2016. The decline in inflation has been mainly on account of falling prices of vegetables

and pulses.
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ITP

The index of Industrial Production (lIP) rose to a 13-month high of 5.7 percent in November 2016 compared with a contraction of
1.8 percent in the month of October. This sudden jump is mainly on account of base effect. IIP in November last year was negative -
3.4 percent.

Key Notes

¢ The committee decided to change the stance from accommodative to neutral while keeping the policy rate on hold to assess

how the transitory effects of demonetisation on inflation and the output gap play out.
e GVA growth for 2016-17 is projected at 6.9 per cent with risks evenly balanced around it. The earlier target was 7.1 per cent.

e  GVA growth for 2017-18 is projected at 7.4 per cent with risks evenly balanced . The committee expects growth to recover
sharply in 2017-18 as discretionary consumer demand held back by demonetisation is expected to bounce back, economic
activity in cash-intensive sectors such as retail trade, hotels and restaurants, and transportation, as well as in the unorganised
sector, is expected to be rapidly restored, reduced MCLRs is expected to spur a pick-up in both consumption and investment
demand and lastly the Union Budget focus on increased capital expenditure, boost in rural economy and affordable housing

should also contribute to growth.

e Headline CPI inflation in Q4 of 2016-17 is likely to be below 5 per cent and as growth picks up and the output gap narrows, it
is expected to pick up momentum post Q1 of 2017-18. Inflation is projected in the range of 4.0 to 4.5 per cent in the first half
of the financial year and in the range of 4.5 to 5.0 per cent in the second half.

e The Committee believes that the environment for timely transmission of policy rates to banks lending rates will be
considerably improved if (i) the banking sector’s nonperforming assets (NPAs) are resolved more quickly and efficiently; (ii)
recapitalisation of the banking sector is hastened; and, (iii) the formula for adjustments in the interest rates on small savings

schemes to changes in yields on government securities of corresponding maturity is fully implemented.
¢ The Current Account Deficit is likely to remain muted and below 1 per cent of GDP in FY17

¢ Rising crude oil prices, volatility in the exchange rate on account of global financial market developments and fuller effects of
the house rent allowances under the 7th Central Pay Commission (CPC) award which have not been factored in the

baseline inflation path remain as the key risks.

¢ During the review, RBI has also relaxed cash withdrawal limits. RBI has raised the cash withdrawal limits for savings
account from the existing INR24,000 to INR50,000 per week, staring February 28. Further, all cash limits will be removed
with effect from 13th March 2017.

¢  The next meeting of the MPC is scheduled on April 5 and 6, 2017

8th February 2017
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Indian Government 10 Year Bond Yield India’s CPI and WPI Trend
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Key Quotes by MPC

e  Remonetisation and balanced budget should aid narrowing output gap.
e  RBI awaits clearer assessment of inflation and demonetization.

e  They see some pressure on Net Profit of Banks to continue and few banks may be required to raise additional capital.

However, bad loan ratios have come down in few banks and NPA reduction shows level of provisioning is adequate
e Believe that there is still scope for banks’ lending rates to come down.

e Notes in circulation at INR9.92 lakh crore including all notes as of January 2017.

RBI’'s Monetary Policy Stance
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Impact On Market post RBI Policy Meet

Indian Government 10 Year Bond Yield ( One Year Trend) Nifty Bank Index Intraday Chart
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Yet again an unexpected decision by RBI to keep the benchmark rate unchanged for second straight meeting and
changing its stance from accommodative to neutral lead to crash in 10 Year Indian Government Bond prices. The Indi-
an sovereign bonds headed for their biggest loss since 2013. Foreign holdings of rupee denominated government and

corporate notes have fallen for four consecutive months which is the longest stretch since 2013.

The 10 Year bond yields due 2026 surged 25 bps to 6.68 per cent post RBI meet, the biggest jump in 10 year bonds since
Sept 2013. The rupee rose 0.2 per cent to 67.3075 per dollar.

8th February 2017
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India’s GDP Growth Trend INR Vs US Dollar
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Source: RBI, Bloomberg, SMIFS Research
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Any document, including this report, which is prepared by the research team of Stewart & Mackertich Wealth Manage-
ment Ltd. (SMIFS) is circulated for the purpose of information only to the intended recipient and should not be repli-
cated or quoted or circulated to any person/corporate or legal entities in any form. This document/ documents/ re-
ports/ opinion should not be interpreted as an Investment/ taxation/ legal advice. While the information contained in
the report has been procured in good faith, from sources considered/ believed to be reliable, all/ part of the state-
ment/ statements/ opinion/ opinions/ view/ views in the report may not be considered to be complete or accurate.
Therefore, it should only be relied upon at the recipients own risk.

Research Analysts/ Economists/ Advisors/ Investment Strategists or any other spokes persons of the company
(SMIFS) are often sought after for expressing their views on print/ electronic/ web media. The views expressed
are purely based on their assumption/ understanding on fundamental approach/ technical and historic facts
on the subject. The views expressed should not be construed as an offer to buy/ sell or hold equity/ commodi-
ty/ currencies or their derivatives. The views/ opinions expressed is for information purpose only, and may
change due to underlying factors, related or unrelated or other market conditions and may or may not be up-
dated.

Stewart & Mackertich Wealth Management Ltd, its subsidiaries, or any of its directors, employees, agents, and repre-
sentatives shall not be liable for any damages whether direct or indirect, incidental, special or consequential including
lost revenue or lost profits that may arise from or in connection with the use of the information/ research reports/
opinions expressed.

Disclosure: Clients/ associates of SMIFS Group may be holding positions in equities or their derivatives on which the
research report is made or opinion is formed or views are expressed in print or electronic media. We ensure all compli-
ance is adhered to with this report/ reports/ opinion or views expressed.

Analyst ownership of the stock — NIL
Analyst’s dependent relatives’ ownership in the stock — NIL

Analyst Certification: The matter related to the report has been taken from sources believed reliable and the views ex-
pressed about the subject or issues in this report accurately reflect the personal views of the analyst/ analysts. Stewart
& Mackertich Wealth Management Ltd. does not compensate partly or in full, directly or indirectly, related to specific rec-
ommendations or views expressed by the research analysts/ market strategists/ Portfolio Managers.

REGISTRATION as required under SEBI (Research Analyst) Regulation 2014 has been granted by Securities & Ex-
change Board of India (SEBI), registration number being INH300001474.

Stewart & Mackertich Wealth Management Ltd.
Vaibhav, 4 Lee Road, Kolkata 700020, West Bengal, India.
Tel.: +91 33 3051 5408 /, Fax: 91 33 22893401

Website: www.smifs.com

For queries related to compliance of the report, please contact:
- Sudipto Datta, Compliance Officer

Contact No.: +91 33 30515414 / 4011 5414

Email Id.: compliance@smifs.com / sudipta@smifs.com
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