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 India’s Monetary Policy Committee (MPC) voted to leave policy 

rates unchanged after two emergency cuts .  

 The committee voted unanimously to keep the repo rate 

unchanged at 4%. Reverse repo rate also remained unchanged at 

3.3%.  

 250 bps rate cut is working through the system, according to MPC.  

 The committee maintained an accommodative stance on 

monetary policy.  

 Space for further monetary action is available but advisable to be 

judicious. 

 MPC will remain watchful w.r.t. inflation dynamics to further use 

space available on monetary side when appropriate. 

 MPC expects headline inflation to remain elevated in Q2FY21. 

 MPC expects headline inflation to ease in the second half of FY21 

on favourable base effect. 

 Inflation pressures evident across all sub-groups. 

 More favourable food inflation may emerge on bumper rabi crop. 

 High pump prices of fuel could impart cost pressure 

 External demand expected to remain anaemic due to pandemic. 

 Real GDP is expected to contract in the first half of FY21.  

 Real GDP growth is expected to be negative zone as well for the 

full year FY21. 

 The RBI allows one-time restructuring of corporate loans. 

 LTV ratio for gold loans relaxed to 90% from 75%. 

 Introduces mechanism of Positive Pay for all cheques of value 

INR50,000 and above. 

 National Housing Bank to get INR5,000 crore to shield the housing 

sector from liquidity disruption, augment the flow of finance.  

 Nabard to get INR5,000 crore to ameliorate stress faced by small 

NBFCs and MFIs. 

The RBI allows one-time 

restructuring of corporate loans 

and provides additional speical 

liquidity facility of INR10,000 

crore to NABARD & NHB.  

MPC expects headline inflation 

to remain elevated in Q2FY21 

but it is likely to ease in the 

second half of FY21 on 

favourable base effect. 
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RBI’s Monetary Policy Review (FY20-21) 

Extreme uncertainty 

characterises the outlook, which 

is heavily contingent upon the 

intensity, spread and duration of 

the pandemic. 

The MPC noted that the economy is experiencing unprecedented stress 

in an austere global environment. Extreme uncertainty characterises 

the outlook, which is heavily contingent upon the intensity, spread and 

duration of the pandemic, particularly the heightened risks associated 

with a second wave of infections and the discovery of the vaccine.  

In these conditions, supporting the recovery of the economy assumes 

primacy in the conduct of monetary policy. In pursuit of this objective, 

the stance of monetary policy remains accommodative as long as it is 

necessary to revive growth and mitigate the impact of COVID-19 on the 

economy.  

While space for further monetary policy action in support of this stance 

is available, it is important to use it judiciously and opportunistically to 

maximise the beneficial effects for underlying economic activity.  

Recovery in the rural economy is expected to be robust, buoyed by the 

progress in kharif sowing. Manufacturing firms responding to the 

Reserve Bank’s industrial outlook survey expect domestic demand to 

recover gradually from Q2 and to sustain through Q1FY22.  

On the other hand, consumer confidence turned more pessimistic in 

July relative to the preceding round of the Reserve Bank’s survey. 

External demand is expected to remain anaemic under the weight of 

the global recession and contraction in global trade.  

Taking into consideration the above factors, real GDP growth in Q2-Q4 

is expected to be negative. For the year FY21, as a whole, real GDP 

growth is expected to be negative. An early containment of the COVID-

19 pandemic may impart an upside to the outlook. A more protracted 

spread of the pandemic, deviations from the forecast of a normal 

monsoon and global financial market volatility are the key downside 

risks.  

Consumer confidence turned 

more pessimistic in July relative 

to the preceding round of the 

Reserve Bank’s survey.  

India’s GDP Outlook 

An early containment of the 

COVID-19 pandemic may impart 

an upside to the outlook.  
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MPC is of the view that CPI 

prints for April and May can be 

regarded as a break in the CPI 

series.  

The June release of headline inflation after a gap of two months and 

imputed prints of the CPI for April-May have added uncertainty to the 

inflation outlook. The NSO has adopted best practices in producing these 

imputations for the purpose of business continuity in the face of 

challenges to data collection due to the nation-wide lockdown. The NSO 

has, however, not provided inflation rates for April and May. For the 

purpose of monetary formulation and conduct, therefore, the MPC is of 

the view that CPI prints for April and May can be regarded as a break in 

the CPI series.  

Supply chain disruptions on account of COVID-19 persist, with 

implications for both food and non-food prices. A more favourable food 

inflation outlook may emerge as the bumper rabi harvest eases prices of 

cereals, especially if open market sales and public distribution offtake are 

expanded on the back of significantly higher procurement.  

The relatively moderate increases in minimum support prices (MSP) for 

the kharif crops and monsoon are also supportive of benign inflation 

prospects. Nonetheless, upside risks to food prices remain. The 

abatement of price pressure in key vegetables is delayed and remains 

contingent upon normalisation of supplies.  

Protein based food items could also emerge as a pressure point, given the 

tight demand-supply balance in the case of pulses. The inflation outlook 

of non-food categories is, however, fraught with uncertainty.  

Higher domestic taxes on petroleum products have resulted in elevated 

domestic pump prices and will impart broad-based cost-push pressures 

going forward. Volatility in financial markets and rising asset prices also 

pose upside risks to the outlook.  

Taking into consideration all these factors, headline inflation may remain 

elevated in Q2FY21, but may moderate in H2FY21 aided by large 

favourable base effects.  

A more favourable food inflation 

outlook may emerge as the 

bumper rabi harvest eases 

prices of cereals 

India’s Inflation Story 

Higher domestic taxes on 

petroleum products have 

resulted in elevated domestic 

pump prices and will impart 

broad-based cost-push 

pressures going forward.  
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Resolution Framework For Covid-19 Related Stress: 

The Reserve Bank of India introduced a special framework for resolution of Covid-19 related stress. Provide a 

window under the June 7 framework to enable lenders to implement a resolution plan in respect of eligible 

corporate exposure without change of ownership and personal loans.  

RBI is also constituting expert committee under KV Kamath on required financial parameters to be factored 

intto be factored into resolution plan. 

Stressed MSME borrowers will be eligible for restructuring their debt under the existing framework provided 

their accounts were standard as of March 1, 2020. This restructuring will have to be implemented by March 

31, 2021. 

Incentive-Based Framework To Address Regional Disparities In Credit Flow: 

An incentive framework is being put in place for banks to address regional disparities in the flow of priority 

sector credit.  

 Most PSL credit gets concentrated in certain areas.  

 Higher weightage will be assigned for credit to identified districts with lower credit flow.  

 Lower weightage will be assigned to districts with higher credit flow.  

 Priority sector lending status is also being given to startups.  

 Limits for renewable energy including solar power and biogas plants are also being increased.  

 Introduction of automated mechanism in e-Kuber system to provide banks more flexibility and discretion in 

managing liquidity and cash reserve requirements. 

  Putting in place safeguards for borrowers, with multiple borrower accounts, availing credit facilities from 

multiple banks. 

RBI Raises Loan-To-Value Limit For Gold Loans:  

LTV for loans sanctioned by banks against pledge of gold for non-agri purposes increased to 90% from 75 % 

Relaxation available till March 31, 2021. 

Additional Special Liquidity Worth Rs 10,000 Crore to NHB, Nabard:  

National Housing Bank to get INR5,000 crore to shield the housing sector from liquidity disruption, augment 

the flow of finance. Nabard to get INR5,000 crore to ameliorate stress faced by small NBFCs and MFIs. 
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Accordingly, neither SMIFS and their Associates nor the Research Analysts and their relatives have any material conflict of i nterest at the 
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companies mentioned in the Research Report or third party in connection with preparation of the Research Report.  

Compensation of Research Analysts is not based on any specific Investment Banking or Brokerage Service Transactions.  

Disclaimer 



SMIFS Limited 

5F, Vaibhav, 4 Lee Road, Kolkata – 700020, India 

Page No. 

 7 

 

The Research Analysts might have served as an officer, director or employee of the subject company.  

Neither the Research Analysts nor SMIFS have been engaged in market making activity for the companies mentioned in the Research 

Report. 

SMIFS may have issued other Research Reports that are inconsistent with and reach different conclusion from the information 

presented in this Research Report.  

A graph of daily closing prices of the securities/commodities is also available at www.nseindia.com and/or www.bseindia.com, 

www.mcxindia.com and/or www.icex.com.  

SMIFS submit’ s that no material disciplinary action has been taken on the Company by any Regulatory Authority impacting Equity 

Research Analysis activities in last 3 years.  

This Research Report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or 

located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to 

law, regulation or which would subject SMIFS and affiliates to any registration or licensing requirement within such jurisdiction. The 

securities described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose 

possession this document may come are required to inform themselves of and to observe such restriction.  

 

 

 

For queries related to compliance of the report, please contact: -  

Sudipto Datta, Compliance Officer  

SMIFS Limited.  

Vaibhav, 4 Lee Road, Kolkata 700020, West Bengal, India. 

Contact No.: +91 33 4011 5414 /91 33 6634 5414 

Email Id.: compliance@smifs.com |Website: www.smifs.com 

Disclaimer 

http://www.nseindia.com
http://www.bseindia.com
http://www.mcxindia.com
http://www.smifs.com

