
Dear Colleagues,

The RBI in its sixth Bi-monthly Monetary Policy

Statement cut its key policy rate, the Repo rate

by 25 bps to 6.25% and shifted its monetary

policy stance to neutral from its earlier stance of

calibrated tightening. The soft inflation outlook

and the need to strengthen private investment

activity and support private consumption

facilitated this change in stance of the Monetary

Policy Committee. The Committee has

projected the GDP growth for 2019-20 at 7.4%

due to factors like the narrow range of the flow

of credit to the commercial sector, soft crude oil

prices and lagged impact of the recent rupee

depreciation on net exports and slowing global

demand. Headline inflation is projected to

remain soft in the near term reflecting the

current low level of inflation and the benign

food inflation outlook.

The flagship report of the World Bank, “Global

Economic Prospects” released in January 2019

paints a gloomy outlook for global economic

prospects. Moderating activity, heightened

risks, trade tensions, softening international

trade and investments are some of the factors

which have heightened the risks in large

emerging market and developing economies

(EMDEs). Global growth is expected to moderate

from 3% in 2018 to 2.9% in 2019 and further lower

to 2.8% in 2020-21, as economic slack dissipates,

monetary policy accommodation in advanced

economies is removed, and global trade

gradually slows.

Manufacturing staged a slight recovery in

December to 2.37% from 0.32% in the previous

month, led by a recovery in the manufacturing

sector, Infrastructure and Capital goods segment.

Inflation continued its downtrend at both the

wholesale and retail level, driven by the continued

deflation of food articles. In a reflection of the

success of the government policy to contain the

systemic bad debts through the Prompt Corrective

Action (PCA) framework, the RBI removed 3 public

sector banks from this framework. The banks are

Bank of India, Bank of Maharashtra and Oriental

Bank of Commerce and they have been taken out of

the framework based on their commitment to

comply with the norms of minimum regulatory

capital, Net NPA and leverage ratio on an ongoing

basis.

Secondary market g-sec yields have been largely

steady through the month, though there was spike

of 13bps after the presentation of the Interim

Budget on fears of a slippage in the fiscal deficit

target of 3.3% for 2018-19 due to the allocation for

the income support scheme. But yields recovered

on the 25bps reduction in the policy rate and the

change in the policy stance of the MPC, which was

further buttressed by the continuing decline in

inflation. These factors have bolstered the

scenario of a softer interest rate regime in the near

future.
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