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 MPC cuts Repo Rate by 25 bps to 6.25%. 

 The reverse repo rate has also been cut by 25 bps to 6%. 

 The rate for Marginal Standing Facility has been cut by 25 bps and 

stands at 6.50%. 

 MPC keeps stance at ‘Neutral’. 

 MPC votes 4-2 to cut repo rate. 

 MPC pegs GDP growth for FY19 — 20 at 7.4%. 

 MPC cuts inflation for Q4 FY19 at 2.8%. 

 MPC pegs inflation for H1 FY20 at 3.2% — 3.4% and for Q3 FY20 at 

3.9%. 

 MPC voted unanimously to keep stance at 'Neutral’. 

 CRR has remained unchanged at 4%. 

 Short-term outlook for food inflation appears benign, despite adverse 

base effects. 

 Trade tensions and associated uncertainties appear to be moderating 

global growth. 

 Output gap has opened up modestly as actual output has inched lower 

than potential. 

 Bank credit and overall financial flows to the commercial sector 

continue to be strong, but are yet to be broad-based. 

 GVA growth is set to soften due to subdued activity in trade, hotels, 

transport, communication and other services.  

  Index of industrial production (IIP), slowed down in November.  
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The Central Statistics Office (CSO) in 
its first advance estimates (FAE) for 

FY19 estimated India’s GDP growth at 
7.2%.  

The Central Statistics Office (CSO) in its first advance estimates (FAE) for FY19 
estimated India’s GDP growth at 7.2%. The advance estimates featured 
acceleration in gross fixed capital formation (GFCF) and a slowdown in 
consumption expenditure (both private and government). On the supply side, 
real gross value added (GVA) growth estimated at 7.0% in FY19. The estimates 
incorporated a slowdown in agricultural GVA growth and acceleration in 
industrial GVA growth. Services GVA growth is set to soften due to subdued 
activity in trade, hotels, transport, communication and other services. Growth in 
public administration and defence services is also likely to moderate.  
 
After exhibiting an uptick in the festive month of October, industrial activity, 
measured by the index of industrial production (IIP), slowed down in November. 
Growth in core industries decelerated to 2.6% YoY in December, pulled down by 
a slowdown in the production of electricity and coal; and contraction in 
petroleum refinery products, crude oil and fertilizers output. High-frequency 
indicators of the services sector suggest some moderation in the pace of activity. 
Sales of motorcycles and tractors imply weakening of rural demand in December. 
Sales of passenger cars – an indicator of urban demand – contracted, possibly 
reflecting volatility in fuel prices and mandated long-term insurance premium 
payments. Commercial vehicle sales also shrank in December 2018 from a high 
base of the previous year. Lead indicators for the hotels sub-segment, viz., 
foreign tourist arrivals and air passenger traffic, point to softening in November-
December. In the communication sub-segment, the telephone subscriber base 
contracted in October-November, while that of broadband continued to expand 
in October. The services PMI continued to expand in January 2019 despite a dip 
from the previous month. Indicators of the construction sector, viz., 
consumption of steel and production of cement, continued to show healthy 
growth, though growth in cement production inched lower in November 2018, 
reflecting a base effect. 
 
Outlook: GDP growth for FY19 in the December policy was projected at 7.4% (7.2
-7.3% in H2) and at 7.5% for H1 of FY20, with risks somewhat to the downside. 
According to MPC, going forward, the growth outlook is likely to be influenced by 
the following factors - first, aggregate bank credit and overall financial flows to 
the commercial sector continue to be strong, but are yet to be broad-based. 
Secondly, in spite of soft crude oil prices and the lagged impact of the recent 
depreciation of the Indian rupee on net exports, slowing global demand could 
pose headwinds. In particular, trade tensions and associated uncertainties 
appear to be moderating global growth. Taking into consideration the above 
factors, the MPC projected GDP growth of 7.4% for FY20 – in the range of 7.2-
7.4% in H1, and 7.5% in Q3 – with risks evenly balanced. 

On the supply side, real gross value 
added (GVA) growth estimated at 

7.0% in FY19. 

Growth in core industries decelerated 
to 2.6% YoY in December, pulled 

down by a slowdown in the 
production of electricity and coal 

India’s GDP Story 
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India’s CPI inflation declined from 3.4% YoY in October 2018 to 2.2% YoY in December, the lowest print in the last 
eighteen months. Continuing deflation in food items, a sharp fall in fuel inflation and some edging down of inflation 
excluding food and fuel contributed to the decline in headline inflation. Five constituents of the food group – 
vegetables, sugar, pulses, eggs and fruits, accounting for about 30% of food group – were in deflation in December. 
Inflation in respect of other major food sub-groups – cereals, milk, and oils and fats – was subdued. Within cereals, 
rice prices declined for the fourth consecutive month in December. Inflation in prices of meat and fish and non-
alcoholic beverages showed an uptick, while it remained sticky for prepared meals. 
 
Inflation in the fuel and light group fell from 8.5% YoY in October to 4.5% YoY in December, pulled down by a sharp 
decline in the prices of liquefied petroleum gas (LPG), reflecting softening of international petroleum product prices. 
Kerosene inflation continued to edge up due to the calibrated increase in its administered price.  
 
CPI inflation excluding food and fuel decelerated to 5.6% YoY in December from 6.2% YoY in October, dragged down 
mainly by the moderation in the prices of petrol and diesel in line with the decline in international petroleum 
product prices. Housing inflation continued to edge down as the impact of the house rent allowance (HRA) increase 
for central government employees dissipated. However, inflation in several of the sub-groups – household goods 
and services; health; recreation and amusement; and education – firmed up in December, offsetting much of the 
impact of lower inflation in petrol, diesel and housing. Inflation in the prices of farm inputs and industrial raw 
materials remained elevated, despite some softening. Growth in rural wages moderated in October.  
 
Outlook: According to MPC, several factors will shape the inflation path, going forward. First, food inflation has 
continued to surprise on the downside with continuing deflation across several items and a significant moderation in 
inflation in cereals. Several food groups are experiencing excess supply conditions domestically as well as 
internationally. Hence, the short-term outlook for food inflation appears particularly benign, despite adverse base 
effects. Secondly, the moderation in the fuel group was larger than anticipated. Inflation in items of rural 
consumption such as firewood and chips, which had remained sticky and at elevated levels, has collapsed in recent 
months. Electricity prices also showed an unexpected moderation, providing a softer outlook for the fuel group. 
Thirdly, while inflation excluding food and fuel remains elevated, the recent unusual pick-up in the prices of health 
and education could be a one-off phenomenon. Fourthly, the crude oil price outlook remains broadly the same as in 
the December policy. Fifthly, the Reserve Bank’s surveys show that inflation expectations of households as well as 
input and output price expectations of producers have moderated significantly. Finally, the effect of the HRA 
increase for central government employees has dissipated completely along expected lines. Taking into 
consideration these developments and assuming a normal monsoon in 2019, MPC revised the path of CPI inflation 
downwards to 2.8% YoY in Q4 of FY19, 3.2-3.4% YoY in H1 of FY20 and 3.9% YoY in Q3 of FY20, with risks broadly 
balanced around the central trajectory. 

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

Inflation update 
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RBI’s Sixth Bi-Monthly Monetary Policy Review (2018-19) 

Rabi sowing so far (up to February 1, 2019) has been lower than in the previous year, but the overall shortfall of 
4.0 per cent across various crops is expected to catch up as the season comes to a close. The lower rabi sowing 
reflects a deficient north-east monsoon (44 per cent below the long period average); however, storage in major 
reservoirs – the main source of irrigation during the rabi season – at 44 per cent of the full reservoir level (as on 
January 31, 2019) was marginally higher than in the previous year. The extended period of cold weather in this 
year’s winter is likely to boost wheat yields, which would partly offset the shortfall, if any, in area sown.  
 
Central Statistics Office (CSO) released the first advance estimates (FAE) for 2018-19, placing India’s real gross 
domestic product (GDP) growth at 7.2 per cent – the same level as in 2017-18 (first revised estimates). The FAE 
for 2018-19 featured an acceleration in gross fixed capital formation (GFCF) and a slowdown in consumption 
expenditure (both private and government). The drag from net exports is estimated to decline in 2018-19. Credit 
flows to industry remain muted. Available data suggest that while revenue expenditure of the Centre, excluding 
interest payments and subsidies, contracted in Q3, that of States increased sharply, thus maintaining overall 
growth in government spending.  
 
 Five constituents of the food group – vegetables, sugar, pulses, eggs and fruits, accounting for about 30 per cent 
of food group – were in deflation in December. Inflation in respect of other major food sub-groups – cereals, 
milk, and oils and fats – was subdued. Within cereals, rice prices declined for the fourth consecutive month in 
December. Inflation in prices of meat and fish and non-alcoholic beverages showed an uptick, while it remained 
sticky for prepared meals.  
 
 After exhibiting an uptick in the festive month of October, industrial activity, measured by the index of industrial 
production (IIP), slowed down in November. The year-on-year (y-o-y) growth in core industries decelerated to 
2.6 per cent (y-o-y) in December, pulled down by a slowdown in the production of electricity and coal; and 
contraction in petroleum refinery products, crude oil and fertilizers output. Capacity utilization (CU) in the 
manufacturing sector, as measured by the Reserve Bank’s order books, inventory and capacity utilization survey 
(OBICUS), increased to 74.8 per cent in Q2 from 73.8 per cent in Q1; seasonally adjusted CU also improved to 
75.3 per cent from 74.9 per cent.  
 
Several factors will shape the inflation path, going forward. First, food inflation has continued to surprise on the 
downside with continuing deflation across several items and a significant moderation in inflation in cereals. 
Several food groups are experiencing excess supply conditions domestically as well as internationally. Hence, the 
short-term outlook for food inflation appears particularly benign, despite adverse base effects. Secondly, the 
moderation in the fuel group was larger than anticipated. Inflation in items of rural consumption such as 
firewood and chips, which had remained sticky and at elevated levels, has collapsed in recent months. Electricity 
prices also showed an unexpected moderation, providing a softer outlook for the fuel group. Thirdly, while 
inflation excluding food and fuel remains elevated, the recent unusual pick-up in the prices of health and 
education could be a one-off phenomenon. Fourthly, the crude oil price outlook remains broadly the same as in 
the December policy. Fifthly, the Reserve Bank’s surveys show that inflation expectations of households as well 
as input and output price expectations of producers have moderated significantly. Finally, the effect of the HRA 
increase for central government employees has dissipated completely along expected lines.  
 

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

 The short-term outlook for food inflation appears particularly benign, despite adverse base effects. 
 
 The crude oil price outlook remains broadly the same as in the December policy. 
 
 Aggregate bank credit and overall financial flows to the commercial sector continue to be strong, but are yet 

to be broad-based. 
 
 Trade tensions and associated uncertainties appear to be moderating global growth. 
 
 RBIs survey shows that inflation expectations of households as well as input and output price expectations of 

producers have moderated significantly. 
 

RBI’s Monetary Policy Stance 

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

Source: RBI, Bloomberg, SMIFS Research 
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RBI’s Sixth Bi-Monthly Monetary Policy Review (2018-19) 

25 bps cut in the repo rate will push the credit growth in the economy. It will be a much needed stimulus which the 
corporates were expecting. 
 
RBI has also changed the norms in which Banks assign risk weights on their lending to NBFCs. As per the new 
norms, risk weight assigned by Banks on their lending to NBFCs will be determined on the basis of credit rating 
assigned by accredited rating agencies. This will be a positive move for NBFCs which have higher credit rating & will 
help them in reducing both their cost of borrowing and funding. 
 
The cut in repo rate will further help the automobile sector as it would lead to uptick in demand, as the industry 
had been facing slowdown due to the rate hike & increased insurance cost.  

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

Intraday Indian Government 10Y Bond Yield Chart 

Market Impact 

There was a fall in 
bond yield, the       
moment rates were 
revised. 

Fall in benchmark interest 
rates post RBI              
announcement of 25 bps 
cut in Repo rate. 
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