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The monetary policy committee of the Reserve Bank of India (RBI) on Wednesday 

decided to hike the repo rate by 25 basis points to 6.25 per cent. However, de-

spite having raised the inflation target by 10bps to 4.90, RBI maintained a Neu-

tral stance.  All the members of RBI's MPC voted in favour of a rate hike. The ver-

dict of six-member MPC, headed by RBI Governor Mr. Urjit Patel, came after 

three days of deliberations instead of the usual two days. This is the first 

time MPC has taken this long to reach a decision since its formation in June 2016. 

The RBI had earlier cited 'administrative exigencies' as the reason for the longer 

meeting. The unanimous vote to hike benchmark repo rate comes after more 

than four years.  

 

Here are the highlights of the RBI’s Monetary Policy Committee ( MPC) second bi

-monthly statement for fiscal 2018-19: 

 RBI hikes key lending rate (repo) by 0.25 per cent to 6.25 per cent. 

 The reverse repo rate has also been adjusted to 6 per cent  

 Liquidity remained generally in surplus during April-May. 

 Reverse repo rate stands at 6 per cent, bank rate at 6.50 per cent. 

 Growth projection retained at 7.4 per cent for 2018-19. 

 Projects retail inflation at 4.8–4.9 per cent for April-September, 4.7 per cent 

in H2. 

 Major upside risk to the inflation path as price of crude rose by 12 per cent. 

 Volatile crude oil prices adds to uncertainty to the inflation outlook. 

 Investments recovering well; to get boost from swift resolution under IBC. 

 Geo-political risks, financial market volatility, trade protectionism to impact 

domestic growth. 

 Adherence to budgetary targets by the Centre and states will ease upside 

risks to the inflation outlook. 

 All members of the monetary policy committee voted for 0.25% rate hike. 

 The MPC will meet on on July 31 and later on August 1. 
  



2 

 

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

 

India’s GDP grew at the fastest 
pace in seven quarters in Q4 (Jan-
Mar) of FY2017-18. Growth came 

in at 7.7% YoY in Q4 against a 
revised 7.0%. 

India’s GDP grew at the fastest pace in seven quarters in Q4 (Jan-Mar) of FY2017-
18. Growth came in at 7.7% YoY in Q4 against a revised 7.0% YoY (7.2% YoY 
reported earlier) in the previous quarter. This acceleration in Q4 GDP number 
was mainly due to sharp pickup in the Industry sector and a rebound in 
Government expenditure. Favorable base effect also supported the overall 
number as growth in Q4 FY2016-17 stood at 6% YoY. 
 
Gross value added (GVA) growth increased by 7.6% YoY in Q4 FY2017-18 
compared to 6.6% YoY in Q3. Much of the growth came in from Government 
expenditure as the public Administration, Defence and Other services sector 
grew by 13.3% YoY against 7.7% YoY in the previous quarter. The Government’s 
expenditure was also seen in the GDP figures on the expenditure side, with 
Government Final Consumption Expenditure increased by a massive 16.8% YoY 
against 6.8% YoY in the previous quarter. Growth in Investment (Fixed Capital 
Formation) too improved to 14.4% YoY in Q4 of FY2017-18, reaching at 32.2% 
share in GDP, highest in six quarters. Investment growth stood at 9.1% YoY in Q3 
of FY2017-18. Among the other sectors, Industry as a whole witnessed a 
recovery, with growth in Manufacturing, Mining, Electricity and Construction 
picking up.  
 
Manufacturing growth came in at 9.1% YoY compared with 8.5% YoY in Q3. 
Growth in Mining sector too accelerated to 2.7% YoY from 1.4% YoY in the 
previous quarter. Construction sector witnessed a healthy 11.5% YoY growth 
against 6.6% YoY in Q3. Agricultural growth also remained healthy at 4.5% YoY in 
Q4, despite a higher base (Agricultural GVA stood at 7.1% YoY in Q4 2016-17) of 
last year. Whereas, Trade, hotels, transport and communication sector grew by 
6.8% YoY against 8.5% YoY in Q3 and 5.5% YoY in the same quarter of last year. 
On the other hand, Financial, real estate and professional services grew by 5.0% 
YoY in Q4 against 6.9% YoY in Q3 and 1.0% in Q4 of FY2016-17.  
 
For the whole FY2017-18 growth stood at 6.7% YoY against 6.6% YoY estimated 
by CSO. This was in line with the 6.75% YoY growth forecasted by the Economic 
Survey but down from 7.1% YoY registered in FY2016-17. Growth in GVA terms 
rose 6.5% YoY in FY2017-18, slower than 7.1% YoY in the previous fiscal. 
 
Outlook: With improving capacity utilisation and credit offtake, investment 
activity is expected to remain robust even as there has been some tightening of 
financing conditions in recent months, according to MPC. Global demand has 
also been buoyant, which should encourage exports and provide a further thrust 
to investment. The sharp rise in petroleum product prices, however, is likely to 
impact disposable incomes. Consumption, both rural and urban, remains healthy 
and is expected to strengthen further. According to the early results of the 
Reserve Bank’s IOS, activity in the manufacturing sector is expected to moderate 
marginally in Q2 of FY2018-19 on account of deterioration in the overall business 
situation and order book. On the basis of that, MPC retained its GDP growth for 
FY2018-19 at 7.4% as in the April policy. GDP growth is projected in the range of 
7.5-7.6% in H1 and 7.3-7.4% in H2, with risks evenly balanced. 

The Government’s expenditure 
was also seen in the GDP figures 

on the expenditure side, with 
Government Final Consumption 

Expenditure increased by a 
massive 16.8% YoY against 6.8% 

YoY in the previous quarter.  

With improving capacity 
utilisation and credit offtake, 

investment activity is expected to 
remain robust even as there has 

been some tightening of financing 
conditions in recent months 

India’s GDP Story 
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Reversing its trend seen in the last couple of month, India’s Consumer Price Index (CPI) based inflation accelerated to 4.58% 
YoY in April from a 4.28% YoY in March on account of higher core inflation (mainly services). Sequentially also, inflation gained 
momentum and rose 0.4% MoM compared with 0.1% MoM in the preceding three months. Core inflation has been on a rising 
path over the last few months. For the month of April core inflation increased sharply to 5.92% YoY compared with 5.37% in 
March 2018. April’s core inflation print was the highest since August 2014. Most of the increase under core index came from 
acceleration in the transport & communication segment, mainly due to rise in petrol price. This, along with increases in health, 
education and personal care has carries through into higher core inflation print.  
 
Other than that, CPI food and beverages inflation eased to 3.00% YoY in April 2018 from 3.08% YoY in March 2018, primarily 
due to moderating vegetable inflation and negative pulses inflation. Within the food items, vegetable inflation further 
moderated to 7.3% YoY from 11.7% YoY in the previous month and pulses inflation has continued to register negative inflation 
for more than a year. Pulses disinflation stood at 12.35% YoY in April 2018 against 13.41% YoY in March. However, fruits 
became costlier as prices of fruits witness a 4.92% MoM increase which leading to a 9.7% YoY print. CPI inflation for fuel group 
decreased to 5.24% YoY in April from 5.73% YoY in March. However, housing inflation slightly edged up to 8.50% YoY in April 
from 8.31% YoY in the previous few months.  
 
This acceleration in housing inflation witnessed mainly due to rise in house-rental allowance of Central Government 
employees. Within the miscellaneous category, all services witnessed acceleration in prices, with healthcare services inflation 
increased to 5.5% YoY in April from 5.1% YoY in March, followed by transport and communication services inflation which 
increased to 4.6% YoY from 2.9% YoY in March. 
 
Outlook: According to MPC, The headline inflation outlook is driven primarily by two countervailing effects. On the one 
hand, CPI inflation excluding food and fuel rose sharply in April over March by 80 basis points to reach an ex-HRA level of 5.3%, 
suggesting a hardening of underlying inflationary pressures. Furthermore, since the MPC’s meeting in early April, the price of 
Indian basket of crude surged from US$ 66 a barrel to US$ 74. This, along with an increase in other global commodity prices 
and recent global financial market developments, has resulted in a firming up of input cost pressures, as also confirmed in the 
Reserve Bank’s IOS for manufacturing firms in Q2 OF FY2018-19. The resulting pick-up in the momentum of inflation excluding 
food, fuel and HRA has imparted persistence into higher CPI projections for FY2018-19.  

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

Inflation update 

The Index of Industrial Production (IIP) grew by 4.4% YoY in March 2018 against the expectation of 6.1% YoY. IIP growth in last 
4 months (November-February) has been trending in the range of 7-8% YoY. Though moderation was in expected line on 
account of high base of last year, the slowdown was more than expected. IIP growth number for February also re-vised 
downward to 7.0% YoY from 7.1% YoY reported earlier. Lower growth number came in March on account of muted 
performance by manufacturing as well as capital goods sectors.  
 
Manufacturing sector grew by 4.4% YoY in March 2018 against above 8% YoY in February. However, electricity remained 
largely stable, registering 5.9% YoY growth. Mining too registered a growth of 2.8% YoY against a fall of 0.3% YoY in February 
2018, on account of a strong performance by coal output. Capital goods, a barometer of investments, showed a decline in 
output by 1.8% YoY in March against 20% YoY growth registered in February. This could be attributed to a sharply adverse base 
effect and is likely to reverse from April. Meanwhile, infrastructure & construction goods continued to show good momentum, 
growing by 8.8% YoY in March. Consumer non-durables outperformed once again, registering a growth of 10.9% YoY during 
March against 7.4% YoY in February 2018.  
 
On the other hand, consumer durables showed a slowdown in growth of 2.9% YoY against 7.9% YoY in February, mainly due to 
base effect. For the whole fiscal year 2017-18, IIP growth stood at 4.3% YoY as compared to 4.4% YoY in FY2016-17. 

IIP Update 
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Global economic activity has continued to expand, though there has been some easing of momentum. Among advanced 
economies (AEs), the US economy began the year on a weak note on soft private spending and reduced residential 
investment; however, there seems to be a rebound in Q2:2018 with strong retail sales and improved employment data.  
 
Global trade growth has continued to strengthen, though geo-political tensions have contributed recently to declining 
export orders and air freight. 
 
Crude oil prices rose sharply till May 24 on heightened geo-political tensions, but moderated thereafter on expectations of 
easing of supplies by the Organisation of Petroleum Exporting Countries (OPEC) and Russia. 
 
The Reserve Bank of India allowed banks to spread April-June mark-to-market losses over four quarters, starting from 
three months ended June 2018. The circular in this regard will be issued within a week. 
 
Projected CPI inflation for 2018-19 is revised to 4.8-4.9 per cent in H1 and 4.7 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 4.6 per cent in H1 and 4.7 per cent in H2.  
 
Investment activity is expected to remain robust even as there has been some tightening of financing conditions in recent 
months.  
 
Geo-political risks, global financial market volatility and the threat of trade protectionism pose headwinds to the domestic 
recovery.  
 
GDP growth for 2018-19 is retained at 7.4 per cent as in the April policy. GDP growth is projected in the range of 7.5-7.6 
per cent in H1 and 7.3-7.4 per cent in H2, with risks evenly balanced. 

Key Notes from Monetary Policy  

India’s trade deficit increased to $13.72 billion in April 2018 from $13.69 billion in March and compared with the $13.25 billion 
shortfall in the same month last year, mainly due to higher oil prices. Merchandise exports rebounded from a contraction in 
the preceding month and increased 5.17% YoY to $25.91 billion from $24.64 billion in April 2017. Exports had shrunk 0.66% YoY 
in March 2018 to $29.11 billion. Major commodity groups that showed positive export growth include engineering goods 
(17.63%), organic and inorganic chemicals (38.84%), drugs and pharmaceuticals (13.56%), cotton yarn/handloom products 
(15.66%) and plastic and linoleum (30.03%).  
 
Imports during April 2018 were valued at $39.63 billion which was 4.6% YoY higher over the same month of last year, with 
petroleum and crude oil shipments continuing to inflate the bill. Inbound shipments of machinery, organic and inorganic 
chemicals rose, while pearls and precious stones imports dropped significantly. The rally in crude oil prices, triggered by the 
conflict in the Middle East and re-imposition of the U.S. sanctions on Iran has had a bearing on India’s import bill, as it imports 
over 80% of its oil needs. Brent crude price rallied nearly 35.2% YoY to $78.9 per barrel in April. The growth in imports was 
backed by commodities groups such as petroleum, crude and products (41.49%), electrical/non-electrical machinery (9.11%), 
coal, coke and briquettes (20.43%). However, gold imports dipped by 33.05% YoY, while that of Silver rose by 36.51% YoY. 

Trade Balance  
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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 –  
 

 Crude oil prices have been volatile recently and this imparts considerable uncertainty to the inflation outlook – both 
on the upside and the downside. 
 

 Global financial market developments have emerged as another important source of uncertainty. 
 

 The significant rise in households’ inflation expectations could feed into wages and input costs in the coming 
months. However, the pass-through to output prices remains muted presently. 
 

 The staggered impact of HRA revisions by various state governments may push headline inflation up. 
 

 The impact of the revision in the MSP formula for kharif crops is not possible to assess at this stage in the absence 
of adequate details. 
 

 If the monsoon is normal and well-distributed temporally and spatially, it may help keep food inflation benign. 

RBI’s Monetary Policy Stance 

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

Key Quotes by MPC 
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India’s GDP Growth Trend INR Vs US Dollar 

India’s Fiscal Deficit Trend     India’s Trade Deficit Trend 

Brent Crude Price Trend (In $/bbl)      India’s Industrial Production Trend 

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

Source: RBI, Bloomberg, SMIFS Research 
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Indian equity benchmarks snapped their three-day losing streak after on a quite a surprising move Reserve Bank of India 
maintained its neutral stance while raising repo rate by 25 basis points for first time since 2014 to keep inflation under check. 
We believe the move was realistic and the rate hike to be positive for the economy given the rise in food and fuel prices and 
the inflationary pressures.  In spite of a rate hike, RBI has maintained a neutral stance which indicates that RBI is going to be 
data dependent in future.  The inflation projections for the future are kept high which indicates that going ahead there could 
be another rate hike by the RBI and eventually it could turn to hawkish stance. However, If monsoon is good as being predict-
ed, we may see no change in rate policy in August 2018.  
 
RBI’s decision to allow banks to spread Mark to market losses for Available for sale (AFS) and Held to maturity (HTM) equally 
over a period of 4 quarters will be giving in much relief to the banks. The GDP growth forecast maintained by RBI is due to 
strengthening rural and urban consumption and debt resolution under the IBC. 
 
We may see reversal in FII investment in the days to come hence market is likely to remain strong. We expect Nifty levels of 
10900-10600 for June 2018. 
 
The RBI decision had a positive impact today on the equity market as the benchmark Nifty 50 and Bank Nifty rose upward 
after the announcement. Nifty ended 91.5 points up at 10684.65 and Bank Nifty ended 116.6 points up at 26367.60  

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

Intraday Indian Government 10Y Bond Yield Chart 

Market Impact 

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