
Dear Colleagues,

RBI's fifth monetary policy for 2019-20

sprang a surprise, when going against

market expectations, RBI retained the

policy rate at the existing levels. It justified

the pause, citing the growth-inflation

dynamics i.e. the weakened domestic

economic conditions and the surge in food

inflation due to the impact of unseasonal

rains on vegetable prices. The Policy

Statement revised upward its CPI inflation

projection for the second half of 2019-20.

Further the growth outlook was revised

downwards from 6.1% in the October policy

to 4.9% - 5.5% for second half of 2019-20.

With GDP growth at a six-year low, IIP

numbers still in negative territory and

inflation on an upward spiral, international

ratings agencies have put Indian ratings on

watch. Moody's has cut India's credit rating

outlook from stable to negative in

November citing the prevailing NBFC crisis,

weak job creation and the slowdown in the

economy, which could put pressure on the

fiscal deficit. Standard and Poor's, while

retaining India's rating at BBB- has stated

that it could move towards a downgrade in

case recovery does not materialize and there

is a deterioration in India's structural growth.

The festive season did not bring any cheer to

the manufacturing sector, as IIP for October

contracted by -3.84%, with the electricity

sector decelerating by -12.17%, and consumer

durables (-18.04%), capital goods (-21.91%)

and mining (-8.04%) completing the bleak

picture. Inflation indices, both CPI and WPI

showed parallel trends, both driven higher by

the rising food prices. CPI rose to 5.54% in

November, with the food inflation at 10.01%.

WPI after decline in over 7 months rose to

0.58% , with food inflation at 9.02%

Globally, the US-China in-principle agreement

on trade tariffs and the robust mandate

obtained by the British Conservative

government to push ahead the Brexit deal, has

brought some semblance of good news to the

market. The rupee moved to sub-70 levels in

reaction to these two events. However, the

continuing negativity surrounding the

economy and the unexpected action of the RBI

in holding the policy rates pushed 10-year

yields to their highest levels in over 6 months.
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