
RBI Monetary Policy 

RBI reduces policy repo rate by 25 bps to 5.75% 
 
 Policy repo rate under the liquidity adjustment facility (LAF) reduced by 25 

bps to 5.75% 
 Consequently, the reverse repo rate under the LAF adjusted to 5.50%. 

Marginal standing facility (MSF) rate and Bank Rate adjusted to 6.00%.  
 Policy stance changed to ‘accommodative’  from ‘neutral’.  
 The RBI revised CPI inflation forecast to 3.0-3.1% in H1FY20 (2.9-3.0% 

earlier) and 3.4-3.7% in H2FY20 (3.5-3.8%  earlier projected).  
 MPC expressed concern over weakening demand. GDP growth revised 

downward to 7.0% for FY20 from previous forecast of 7.2%. 
 RBI to set up working group to review liquidity management framework. 
 Allowing on-tap licencing of small finance banks. 
 RBI sets minimum leverage ratio at 4% for systemically important banks; 

3.5% for all other banks. 
 RBI is closely monitoring the situations of banks, HFCs and NBFCs. 
 RBI will create a foreign exchange trading platform for SME exporters and 

importers. 
 

The Reserve Bank of India (RBI), in its second bi-monthly monetary policy 
statement’ 2018-19, cut the policy repo rate by 25 bps to 5.75% in order to 
boost the aggregate demand in the economy. Citing considerable weakness in 
private consumption and investment activity, the MPC also changed its stance 
from ‘neutral’ to ‘accommodative’ indicating no possibility of rate hike in near 
future but stands ready for rate cut to boost economic activity. India’ GDP 
growth slipped to five year low of 5.8% in Q4FY19 v/s 6.6% in Q3FY19. Private 
consumption slowed down to 7.2% in Q4FY19 (8.1% in Q3FY19) impacted by 
subdued activity of consumption finance due to NBFCs crises. Investment in 
economy also witnessed sharp slowdown to 3.6% in Q4FY19 v/s 11.7% in 
Q3FY19 due to govt’s fiscal concern & lack of private investments. 
 
Decision of 25 bps rate cut was unanimous with all six MPC members 
voting for a cut in rates and a change in stance. 
 
MPC’s view on inflation 
As per the MPC, the summer pick up in vegetables prices has been sharper than 
expected and latest update also suggests a broad based pick-up in prices of 
several food items which is likely to impart upward pressure to the near term 
trajectory of food inflation. However the impact is likely to offset by the lower 
core inflation. Core inflation or inflation excluding food and oil reduced to 18-
month low of 4.5% in Apr (5.1% in Mar) due to significant decline in domestic 
and external demand conditions. While the crude oil price is appeared to be 
volatile, its impact on CPI inflation has been muted so far due to incomplete 
pass-through. RBI’s household survey in May’19 indicated that inflation 
expectation of household has reduced by 20 bps for 3 months ahead horizon 
compared with previous survey. Considering all these factors, the MPC revised 
CPI inflation forecast to 3.0-3.1% in H1FY20 (2.9-3.0% earlier) and 3.4-3.7% in 
H2FY20 (3.5-3.8% earlier projected). Key upside risks to inflation are unseasonal 
pick up in vegetables’ prices, volatility in crude oil prices and govt’s fiscal 
position.  
GDP growth revises downward to 7.0% for FY20 
The MPC noted that sharp slowdown in investment activity along with a 
continuing moderation in private consumption growth is a matter of concern. 
Widening output gap indicates that growth impulses have weakened 
significantly. Weak exports growth due to global concerns and decline in private 
consumption especially in rural areas were weighed on economic growth. 
Meanwhile, RBI latest survey shows that capacity utilization (CU) in 
manufacturing sector improved to 77% in Q4 v/s 75.9% in Q3 and business 
assessment index (BAI) of the industrial outlook survey (IOS) in Q1FY20 
remained unchanged at its level in the previous quarter. Manufacturing PMI 
also edged up to 52.7 in May (51.8 in Apr) with strengthening of output, new 
orders and employment. GDP growth for FY20 is revised downward from 7.2% 
in the April policy to 7.0% in the range of 6.4-6.7% for H1FY20 and 7.2-7.5% for 
H2FY20 with risks evenly balanced.  
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Disclaimer 

This is solely for information of clients of Choice Broking and does not construe to be an investment advice. It is also not intended as an offer or solicitation 
for the purchase and sale of any financial instruments. Any action taken by you on the basis of the information contained herein is your responsibility alone 
and Choice Broking its subsidiaries or its employees or associates will not be liable in any manner for the consequences of such action taken by you. We have 
exercised due diligence in checking the correctness and authenticity of the information contained in this recommendation, but Choice Broking or any of its 
subsidiaries or associates 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 this recommendation or any action taken on basis of this information. This report is based on the fundamental analysis with a 
view to forecast future price. The Research analysts 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. Choice Broking has based this document on information obtained from sources it 
believes to be reliable but which it has not independently verified; Choice Broking makes no guarantee, representation or warranty and accepts no 
responsibility or liability as to its accuracy or completeness. The opinions contained within the report are based upon publicly available information at the 
time of publication and are subject to change without notice. The information and any disclosures provided herein are in summary form and have been 
prepared for informational purposes. The recommendations and suggested price levels are intended purely for stock market investment purposes. The 
recommendations are valid for the day of the report and will remain valid till the target period. The information and any disclosures provided herein may be 
considered confidential. Any use, distribution, modification, copying, forwarding or disclosure by any person is strictly prohibited. The information and any 
disclosures provided herein do not constitute a solicitation or offer to purchase or sell any security or other financial product or instrument. The current 
performance may be unaudited. Past performance does not guarantee future returns. There can be no assurance that investments will achieve any targeted 
rates of return, and there is no guarantee against the loss of your entire investment. POTENTIAL CONFLICT OF INTEREST DISCLOSURE (as on date of report) 
Disclosure of interest statement – • Analyst interest of the stock /Instrument(s): - No. • Firm interest of the stock / Instrument (s): - No. 

Choice’s Rating Rationale 
The price target for a large cap stock represents the value the analyst expects the stock to reach over next 12 months. For a 
stock to be  classified as Outperform, the expected return must exceed the local risk free return by at least 5% over the next 
12 months. For a stock to  be classified as Underperform, the stock return must be below the local risk free return by at least 
5% over the next 12 months. Stocks between these bands are classified as Neutral.  
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