Fourth Bi-monthly Monetary
Policy Update, 2018-19
October, 2018
Outcome of the fourth bi-monthly monetary policy surprised majority of the market participants. The policy-setting committee
headed by Governor Mr. Urjit Patel opted to take a pause after hiking the rates in its last two successive policy meetings. Thus,
based on the assessment of current and evolving macroeconomic situations, majority members of Monetary Policy Committee
(MPC) voted to keep the key policy rate unchanged.
Key Outcome


The policy repo rate under the liquidity adjustment facility (LAF) remains unchanged at 6.5%



Consequently, the reverse repo rate under the liquidity adjustment facility (LAF) and marginal standing facility (MSF) also
stands unchanged at 6.25% and 6.75% respectively



Cash Reserve Ratio (CRR) of schedules banks remained unchanged at 4% of net demand and time liability (NDTL)

However, the decision of the MPC is consistent with the change in stance from neutral to calibrated tightening of monetary policy
in consonance with the objective of achieving the medium-term target for consumer price index (CPI) inflation of 4% within a
band of +-2% while supporting growth.
Inflation Outlook
The September round of the Reserve Bank's survey of households reported a sharp uptick of 50 basis points in three-month
ahead horizons compared with the last round. round. However, the actual inflation outcomes, especially in August 2018, were
below RBI projections as the expected seasonal increase in food prices did not materialize and inflation excluding food and fuel
moderated. RBI believes inflation will remain range bound during the second half of the year due to benign food inflation as the
first advance estimates of production of major kharif crops for 2018-19 have placed food-grains production at 141.6 million tonnes,
0.6% higher than last year's level. The recent excise duty cuts on petrol and diesel will moderate retail inflation. We believe this
gives RBI the confidence to lower its Q2FY19 inflation projection to 4% from 4.6% projected earlier. At the same time, it can lower
its CPI inflation forecast for H2FY19 to 3.9-4.5% from earlier projection of 4.8% and subsequently also lower the CPI inflation
forecast to 4.8% from 5% for Q1FY20, with risk evenly balanced. This includes the HRA impact for central government employees
with risks tilted to the upside. However, excluding the impact of HRA revisions, excluding the HRA impact, CPI inflation is projected
at 3.7% in Q2FY19, 3.8-4.5% in H2FY19 and 4.8% in Q1FY20. Moreover, MPC notes that inflation outlook is likely to be shaped by
following factors:


Elevated crude oil prices



Depreciating rupee



Staggered impact of HRA revision

However, MPC reiterates its commitment to achieve the medium-term target for headline inflation of 4% on a durable basis.
Growth Outlook
The MPC notes that growth of gross value added (GVA) at basic prices accelerated in Q1FY19, underpinned by double-digit
expansion in manufacturing activity which was robust and generalized across firm sizes. RBI believes that private consumption
has remained robust and is likely to be sustained even as the recent rise in oil prices may have a bearing on disposable incomes.
Further, improving capacity utilization, larger FDI inflows and increased financial resources to the corporate sector augur well for
investment activity. In addition, RBI believes that rising crude oil prices and other input costs may also drag down investment
activity by denting profit margins of corporate. Also, tailwinds from the recent depreciation of the Rupee could be muted by the
slowing down of global trade and the escalating tariff war. However, RBI believes that global headwinds in the form of escalating
trade tensions, volatile and rising oil prices, and tightening of global financial conditions pose substantial risks to the growth and
inflation outlook. On the whole, RBI maintains real GDP growth of 7.4% in FY19, with risks broadly balanced. Also, GDP growth for
Q2FY19 was retained at 7.5% and 7.3-7.4% in H2FY19. However, GDP growth forecast for Q1FY20 is projected lowered at 7.4% as
against 7.5% projected earlier, mainly due to the strong base effect of Q1FY19.
Conclusion
The MPC's decision to maintain a status quo comes against the backdrop of benign food inflation. However, RBI's change in
stance from neutral to calibrated tightening of monetary policy clearly signals that economy to witness either rate hike or status
quo outcome in upcoming monetary policy with no possibility of loose monetary policy. We believe rate sensitive sector will face
demand challenges as rate cycle has gradually turned northwards, which might further dampen the hope of full economic
recovery on the back of rising crude oil prices and falling Rupee. The minutes of MPC's meeting will be published by October 19,
2018. The next meeting of the MPC is scheduled from December 3 to 5, 2018.
ACMIIL I RBI Monetary Policy Review_ Fourth Bi-monthly 2018-19

www.investmentz.com

ACMIIL Retail Research Products
Informational Products

Recommendation Products

Morning Notes

Momentum calls

Equi-Tea

Smart Delivery trades

Market Watch

Positional technical calls

Investor First

Investment ideas

Preview

Master trades High & Medium Risk

Market Pulse

Techno Funda

RBI Monitory Policy

Equity SIP

Budget Report

Mutual fund model portfolios

Weekly Derivatives Synopsis

Portfolio Doctor

Rollover Snapshot
Rollover Analysis (Monthly)
For More Information on Retail Research Products please visit
http://www.investmentz.com/research-report/

Note: This report is only for informative purpose and does not involve any recommendation on any stock mentioned in
this report for investment in short term or long term.

Retail Research Desk:
Akhil Rathi

D: 91 22 2858 3210

Hrishikesh Yedve

D: 91 22 2858 3207

Vrinda Aditya

D: 91 22 2858 3209

Neeraj Sharma

D: 91 22 2858 3208

Rohan Gawale

D: 91 22 2858 3213

Dhiral Shah

D: 91 22 2858 3211

Email: retailresearch@acm.co.in

Research Analyst Registration Number:
INH000002483

CIN: U65990MH1993PLC075388

Follow us on:

Information pertaining to Asit C. Mehta Investment Interrmediates Limited (ACMIIL):
ACMIIL is a SEBI registered Stock Broker, Merchant Banker and Depository Participant. It is also a AMFI registered Mutual
Fund Distributor. It does not have any disciplinary history. Its associate /group companies are Asit C. Mehta Commodity
Services Limited, Asit C. Mehta Realty Services Pvt. Ltd, Asit C. Mehta Forex Pvt. Ltd, Nucleus IT Enabled Services , Asit C.
Mehta Financial Services Limited (all providing services other than stock broking and merchant banking).
Disclosures
ACMIIL/its associates and its Research analysts have no financial interest in the companies covered on the report. ACMIIL/its
associates and Research analysts did not have actual/beneficial ownership of one per cent or more in the companies being
covered at the end of month immediately preceding the date of publication of the research report. ACMIIL/its associates or
Research analysts have no material conflict of interest, have not received any compensation/ benefits for any reason
(including investment banking/merchant banking or brokerage services) from either the companies concerned/third parties
with respect to the companies covered in the past 12 months. ACMIIL/its associates and research analysts have neither
managed or co-managed any public offering of securities of the companies covered nor engaged in market making activity
for the companies being covered. Further, the companies covered neither are/nor were a client during the 12 months
preceding the date of the research report. Further, the Research analyst/s covering the companies covered herein have not
served as an officer/director or employee of the companies being covered
Disclaimer:
This report is based on information that we consider reliable, but we do not represent that it is accurate or complete and it
should not be relied upon such. ACMIIL or any of its affiliates or employees shall not be in any way responsible for any loss or
damage that may arise to any person from any inadvertent error in the information contained in the report. To enhance
transparency we have incorporated a Disclosure of Interest Statement in this document. This should however not be treated
as endorsement of the views expressed in the report.

ACMIIL I RBI Monetary Policy Review_ Fourth Bi-monthly 2018-19

www.investmentz.com

