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The MPC  maintained its stance 
that policy would remain 

accommodative as long as 
necessary. However, it felt that 

elevated inflation constrains 
any room for further interest 

rate cuts at this juncture. 

MPC Keeps Rates On Hold; Maintains Guidance 
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 India’s Monetary Policy Committee (MPC) kept interest rates 
unchanged at its December FY21 review. 

 The benchmark repo rate was left unchanged at 4% and reverse 
repo rate at 3.35%. 

 The MPC also maintained its stance, reiterating the October 
guidance that policy would remain accommodative as long as 
necessary - at least during the current and into the next financial 
year to revive growth on a durable basis. 

 The committee although, felt that elevated inflation constrains 
any room for further interest rate cuts at this juncture. 

 The MPC resolution stated that the outlook for inflation has 
turned adverse relative to expectations in the last two months.  

 CPI inflation is projected at 6.8% for Q3FY21, 5.8% for Q4FY21 and 
in the range of 5.2% to 4.6% for the first half of the next financial 
year. 

 Real GDP growth is projected at -7.5% in FY21. GDP is estimated to 
grow by 0.1% in Q3 FY21 and by 0.7% in Q4 FY21.  

 GDP is estimated to grow in the range of 21.9% to 6.5% in the first 
half of the next financial year. 

 Long term repo operations to be expanded to cover wider set of 
stressed sectors.  

 Commercial banks and cooperative banks will not be allowed to 
pay any dividends from the profits made in FY20.  

 RBI has decided to formulate guidelines on dividend distribution 
by NBFCs.  

 Regional rural banks will be allowed to access the liquidity 
adjustment facility, the marginal standing facility and the call 
money markets. 

 Draft directions to be issued for credit default swaps.  

 Draft guidelines for derivatives to be issued today.  

 Discussion paper on supervision of NBFCs based on size to be 
issued in January.  

 

Commercial banks and 
cooperative banks will not be 
allowed to pay any dividends 

from the profits made in FY20.  

That recovery in rural demand is 
expected to strengthen further, 

while urban demand is also 
gaining momentum. 
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RBI’s Monetary Policy Review (FY20-21) 

For the first half of FY2021-22, 
real GDP growth is estimated to 
be in the range of 21.9% to 6.5%. 

The MPC noted that the recovery in rural demand is expected to 
strengthen further, while urban demand is also gaining momentum as 
unlocking spurs activity and employment, especially of labour displaced 
by COVID-19.  

Consumers remain optimistic about the outlook, and business 
sentiment of manufacturing firms is gradually improving. Fiscal stimulus 
is increasingly moving beyond being supportive of consumption and 
liquidity to supporting growth-generating investment.  

On the other hand, private investment is still slack and capacity 
utilisation has not fully recovered. While exports are on an uneven 
recovery, the prospects have brightened with the progress on the 
vaccines.  

Considering these factors, the MPC projected a real GDP growth of -
7.5% in FY21. GDP is estimated to grow by 0.1% in Q3 FY21 and by 0.7% 
in Q4 FY21. GDP is estimated to grow in the range of 21.9% to 6.5% in 
the first half of the next financial year. 

 

 

The committee noted that the outlook for inflation has turned adverse 
relative to expectations in the last two months. The substantial wedge 
between wholesale and retail inflation points to the supply-side 
bottlenecks and large margins being charged to the consumer.  

While cereal prices may continue to soften with the bumper kharif 
harvest arrivals and vegetable prices may ease with the winter crop, 
other food prices are likely to persist at elevated levels.  

Crude oil prices have picked up on optimism of demand recovery, 
continuation of OPEC plus production cuts and are expected to remain 
volatile in the near-term. Cost-push pressures continue to impinge on 
core inflation, which has remained sticky and could firm up as economic 
activity normalises and demand picks up.  

Considering these, the MPC projected CPI inflation at 6.8% for Q3 FY21, 
5.8% for Q4 FY21; and 5.2% to 4.6% for H1 FY22. 

GDP Outlook 

For FY2021-22, Inflation is 
estimated to move in a range of 

5.2% to 4.6%.  

Inflation Outlook 



RBI’s Fifth Bi-Monthly Monetary Policy Review (2019-20) 

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

Page No. 

 3 

Liquidity Assurance: 

Contrary to expectations, the committee did not give any indication that the central bank was ready to begin 
exiting the ultra-easy liquidity stance it has maintain.  

Surplus liquidity of more than Rs 5 lakh crore has driven down interest rates for short term government bonds 
and corporate commercial paper, with some instruments being issued below the repo and reverse repo rates.  

The committee acknowledged the need to manage domestic liquidity implications of strong foreign capital 
flows but added that comfortable conditions would be maintained. 
 
 

As expected, the central bank’s guidance was very dovish. It noted that inflation remains largely supply side-
driven and that supporting growth remains its paramount priority. Our baseline projection is that the RBI will 
continue keeping policy rates on hold at least till the first half of CY2021. 

On the liquidity front, While the RBI stayed away from any decisions on absorbing the liquidity surplus in the 
market, it can potentially address this issue separately. 
 
 
 

Key Notes from Monetary Policy  

Our View 
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verification has been made nor is its accuracy or completeness guaranteed. This Research Report and information herein is solely for 
informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for 
securities or other financial instruments. Securities as defined in clause (h) of section 2 of the Securities Contract Act, 1956, includes 
Financial Instruments, Currency and Commodity Derivatives. Though disseminated to all the customers simultaneously, not all customers 
may receive this Research Report at the same time. SMIFS will not treat recipients as customers by virtue of their receiving this Research 
Report. Nothing in this Research Report constitutes investment, legal, accounting and tax advice or a representation that any investment 
or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this Research 
Report may not be suitable for all investors, who must make their own investment decisions, based on their own investment objectives, 
financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any 
recipient. The recipient should independently evaluate the investment risks. The value and return on investment may vary because of 
changes in interest rates, foreign exchange rates or any other reason. SMIFS accepts no liabilities whatsoever for any loss or damage of 
any kind arising out of the use of this Research Report. Past performance is not necessarily a guide to future performance. Investors are 
advised to see Risk Disclosure Document to understand the risks associated before investing in the securities markets. Actual results may 
differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change 
without notice. The information given in this report is as of date of this report and there can be no assurance that future results or events 
will be consistent with this information. The information provided in this report remains, unless otherwise stated, the copyright of SMIFS. 
All layout, design, original artwork, concepts and intellectual Properties remains the property and copyright of SMIFS and may not be used 
in any form or for any purpose whatsoever by any party without the express written permission of the SMIFS. 

Disclaimer 



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

Page No. 

 5 

 

SMIFS shall not be liable for any delay or any other interruption which may occur in presenting the data due to any reason including 
network (Internet) reasons or snags in the system, breakdown of the system or any other equipment, server breakdown, maintenance 
shutdown, breakdown of communication services or inability of SMIFS to present the data. In no event shall SMIFS be liable for any 
damages, including without limitation direct or indirect, special, incidental, or consequential damages, losses or expenses arising in 
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Participants in foreign exchange transactions may incur risks arising from several factors, including the following: (a) Exchange Rates can 
be volatile and are subject to large fluctuations; (b) the value of currencies may be affected by numerous market factors, including world 
and notional economic, political and regulatory events, events in Equity & Debt Markets and changes in interest rates; and (c) Currencies 
may be subject to devaluation or government imposed Exchange Controls which could affect the value of the Currency. Investors in 
securities such as Currency Derivatives, whose values are affected by the currency of an underlying security, effectively assume currency 
risk. 

Since associates of SMIFS are engaged in various financial service businesses, they might have financial interests or beneficial ownership 
in various companies including the subject company/companies mentioned in this Research Report. 

SMIFS and its Associates, Officers, Directors, Employees, Research Analysts including their relatives worldwide may: (i) from time to may 
have long or short positions in, and buy or sell the Securities, mentioned herein or (ii) be engaged in any other transaction involving such 
Securities and earn brokerage or other compensation or act as a market maker in the Financial Instruments of the Subject Company/ 
companies mentioned herein or act as  an Advisor or Lender/Borrower to such Companies or have other potential/material Conflict of 
Interest with respect to any recommendation and related information and opinions at the time of the publication of the Research 
Report. Or at the time of Public Appearance. SMIFS does not have proprietary trades but mat at a future date, may opt for the same 
with prior intimation to Clients/ Investors and extant Authorities where it may have proprietary long/short position in the above Scrip(s) 
and therefore should be considered as interested. The views provided herein are general in nature and do not consider Risk Appetite or 
Investment Objective of any particular Investor; Clients/ Readers/ Subscribers of this Research Report are requested to take 
independent professional advice before investing. The information provided herein should not be construed as invitation or solicitation 
to do business with SMIFS. 

SMIFS or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the 
Company mentioned in the Research Report as of the last day of the month preceding the publication of the Research Report.  

SMIFS encourages independence in Research Report preparation and strives to minimize conflict in preparation of Research Report. 
Accordingly, neither SMIFS and their Associates nor the Research Analysts and their relatives have any material conflict of interest at the 
time of publication of this Research Report or at the time of the Public Appearance, if any.  

SMIFS or its associates might have managed or co-managed public offering of securities for the subject company or might have been 
mandated by the subject company for any other assignment in the past twelve months. 

SMIFS or its associates might have received any compensation from the companies mentioned in the Research Report during the period 
preceding twelve months from the date of this Research Report for services in respect of managing or co-managing public offerings, 
corporate finance, investment banking, brokerage services or other advisory service in a merger or specific transaction from the subject 
company. 

SMIFS or its associates might have received any compensation for products or services other than investment banking or brokerage 
services from the subject companies mentioned in the Research Report in the past twelve months. 

SMIFS or its associates or its Research Analysts did not receive any compensation or other benefits whatsoever from the subject 
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. 
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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 
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SMIFS may have issued other Research Reports that are inconsistent with and reach different conclusion from the information pre-
sented 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 Re-
search 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 lo-
cated 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 se-
curities described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose pos-
session this document may come are required to inform themselves of and to observe such restriction. 
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