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ECONOMIC UPDATE

Monetary Policy—December 2018
MPC maintains a status quo with “Calibrated Tightening” stance

RBI’s monetary policy has emerged as a critical policy tool for achieving overall macroeconomic management, price stability and
growth. The Monetary Policy Committee (MPC) met from 3rd December to 5th December 2018 to review the monetary policy
framework of the country, decide on the repo rate, reverse repo rate, inflation projection and forecast of GDP growth rate.
All eyes were glued on MPC’s decision to maintain the repo rate (the key rate at which the RBI lends short-term funds to
commercial banks) with the same “Calibrated tightening” policy stance. In its previous bi-monthly review, MPC surprised the
market by keeping the repo rate unchanged to 6.5%. The MPC had already hiked the repo rate twice in this year, due to
uncertainty in terms of inflationary risks. Since then, the falling crude oil prices, below than expected consumer inflation has
created a notion amongst economists with a view of “status quo” status from the central bank.
Highlights of December Monetary Policy:

Repo Rate: 6.5% (was kept unchanged to 6.5% in October 2018)

Reverse Repo Rate: 6.25% (was kept unchanged to 6.25% and the bank rate at 6.75% in October 2018)

RBI lowers the inflation projection at 2.7-3.2% in H2 FY19 and 3.8-4.2% in H1FY20

The RBI has maintained the forecasted GDP growth of 7.4%. Further, the GDP growth has been projected at 7.2-7.3% in
H2FY19 and 7.5% in H1FY20.
The RBI has kept the Repo Rate unchanged in the fifth bi-monthly monetary policy meeting, however maintaining a
“Calibrated tightening” stance, with the objective of achieving medium-term target for CPI inflation of 4%(+/-2%), while
supporting growth. Also, RBI has cut SLR by 0.25% in every quarter, starting from Jan-Mar 2019,reaching to 18% from recent
19.25% ( A rate cut of 25bps in this monetary policy has led the SLR rate to be 19.25% from 19.5%).
Why a hike was not expected:
Many analysts expected the RBI not to hike the repo rate, after two consecutive rate hikes in the last four bi-monthly meetings.
The factors in favour are:

Inflation, a key concern for India's central bank, has eased to 3.31% below the medium term inflation target of around 4%
given by RBI in October.

The crude oil price has declined 30% from $84/barrel to $58/barrel. Also, rupee has shown signs of strengthening against
the US dollar (from a low of 74.22 to 70).

Yields on the 10-year government bonds have declined sharply from 8.05% (on 5th October) to 7.62%.

No sign of interest rate hike, after three consecutive hikes in interest rate, by US Federal Reserve.
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Our View:
It was a unanimous status quo in the key policy interest rates expected on December 5. The line of interest was more on the
commentary on the interest rates and outlook on the policy stance and liquidity which was keenly watched by the market. We
were expecting a pause in the interest rates taking into consideration the current economic environment. The calibrated
tightening stance in the previous meeting did rule out the probability of further rate cuts. The shift to Neutral was the key factor
of interest. However, factors like sharp decline of crude oil prices, weakening of food prices, assumption of normal monsoon in
2019, with inflation risks tilted to upside, has led RBI to keep the “Calibrated Tightening” status with no interest hike. Our
expectation of no rate hike along with majority of the market expectation was in line with the outcome of this MPC meet.
The Final Verdict:
POLICY AT A GLANCE
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Stance:
CALIBRATED TIGHTENING

Page No 1

TM

DISCLAIMERS AND DISCLOSURESProgressive Share Brokers Pvt. Ltd. and its affiliates are a full-service, brokerage and financing group. Progressive Share Brokers Pvt. Ltd. (PSBPL) along with its affiliates are participants in virtually all securities trading markets in
India. PSBPL started its operation on the National Stock Exchange (NSE) in 1996. PSBPL is a corporate trading member of Bombay Stock Exchange Limited (BSE), National Stock Exchange of India Limited (NSE) for its stock
broking services and is Depository Participant with Central Depository Services Limited (CDSL) and is a member of Association of Mutual Funds of India (AMFI) for distribution of financial products.
PSBPL is SEBI registered Research Analyst under SEBI (Research Analysts) Regulations, 2014 with SEBI Registration No. INH000000859. PSBPL hereby declares that it has not defaulted with any stock exchange nor its activities
were suspended by any stock exchange with whom it is registered in last five years. PSBPL has not been debarred from doing business by any Stock Exchange / SEBI or any other authorities; nor has its certificate of registration been
cancelled by SEBI at any point of time.
PSBPL offers research services to clients as well as prospects. The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject company or companies and its
or their securities, and no part of his or her compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this report.
Other disclosures by Progressive Share Brokers Pvt. Ltd. (Research Entity) and its Research Analyst under SEBI (Research Analyst) Regulations, 2014 with reference to the subject company (s) covered in this report-:
· PSBPL or its associates financial interest in the subject company: NO
· Research Analyst (s) or his/her relative's financial interest in the subject company: NO
· PSBPL or its associates and Research Analyst or his/her relative's does not have any material
conflict of interest in the subject company. The research Analyst or research entity (PSBPL) has not been engaged in market making activity for the subject company.
· PSBPL or its associates actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding the date of publication of Research Report: NO
· Research Analyst or his/her relatives have actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding the date of publication of Research Report: NO
· PSBPL or its associates may have received any compensation including for brokerage services from the subject company in the past 12 months. PSBPL or its associates may have received compensation for products or services other
than brokerage services from the subject company in the past 12 months. PSBPL or its associates have not received any compensation or other benefits from the Subject Company or third party in connection with the research
report. Subject Company may have been client of PSBPL or its associates during twelve months preceding the date of distribution of the research report and PSBPL may have co-managed public offering of securities for the subject
company in the past twelve months.
· The research Analyst has served as officer, director or employee of the subject company: NO
PSBPL and/or its affiliates may seek investment banking or other business from the company or companies that are the subject of this material. Our sales people, traders, and other professionals may provide oral or written market
commentary or trading strategies to our clients that reflect opinions that are contrary to the opinions expressed herein, and our proprietary trading and investing businesses (if any) may make investment decisions that may be
inconsistent with the recommendations expressed herein. In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of interest including but not
limited to those stated herein. Additionally, other important information regarding our relationships with the company or companies that are the subject of this material is provided herein. This report is not directed to, 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 or
regulation or which would subject PSBPL or its group companies to any registration or licensing requirement within such jurisdiction. If this document is sent or has reached any individual in such country, especially, USA, the same
may be ignored. Unless otherwise stated, this message should not be construed as official confirmation of any transaction. None of the material, nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or
distributed to any other party, without the prior express written permission of PSBPL. All trademarks, service marks and logos used in this report are trademarks or registered trademarks of PSBPL or its Group Companies. The
information contained herein is not intended for publication or distribution or circulation in any manner whatsoever and any unauthorized reading, dissemination, distribution or copying of this communication is prohibited unless
otherwise expressly authorized. Please ensure that you have read “Risk Disclosure Document for Capital Market and Derivatives Segments” as prescribed by Securities and Exchange Board of India before investing in Indian
Securities Market. In so far as this report includes current or historic information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed.
Terms & Conditions:
This report has been prepared by PSBPL and is meant for sole use by the recipient and not for circulation. The report and information contained herein is strictly confidential and may not be altered in any way, transmitted to,
copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without prior written consent of PSBPL. The report is based on the facts, figures and information that are considered true,
correct, reliable and accurate. The intent of this report is not recommendatory in nature. The information is obtained from publicly available media or other sources believed to be reliable. Such information has not been
independently verified and no guaranty, representation of warranty, express or implied, is made as to its accuracy, completeness or correctness. All such information and opinions are subject to change without notice. The report is
prepared solely for informational purpose and does not constitute an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments for the clients. Though disseminated to all the
customers simultaneously, not all customers may receive this report at the same time. PSBPL will not treat recipients as customers by virtue of their receiving this report.

Registered Office Address:
Progressive Share Brokers Pvt. Ltd,
122-124, Laxmi Plaza, Laxmi Indl Estate,
New Link Rd, Andheri West,
Mumbai-400053;
www.progressiveshares.com
Contact No.:022-40777500.

Compliance Officer:
Mr. Shyam Agrawal,
Email Id: compliance@progressiveshares.com,
Contact No.:022-40777500.

