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Key Highlights of First Bi-Monthly Monetary Policy 2016-17 – Repo rate cut by 25 basis points..
In its first monetary policy review for the financial year 2016-17, the Reserve Bank of India announced a 25 basis point
reduction in the repo, or repurchase rate, which is the rate at which banks borrow from the central bank. One basis point is
one hundredth of a percentage point.
The repo rate now stands at 6.5%, the lowest it has been since March 2011. To boost liquidity, it has also reduced the
minimum daily maintenance of the cash reserve ratio (CRR) from 95% of the requirement to 90% with effect from the
fortnight beginning April 16, 2016.
However, the RBI cut the reverse repo or the rate at which banks park excess funds with the central bank, to 6%,
narrowing the policy corridor between the repo and reverse repo by 50 bps, bringing the marginal standing facility (MSF)
rate to 7.0%. The Bank Rate which is aligned to the MSF rate also stands adjusted to 7.0%. But the CRR has been kept
unchanged at 4.0 per cent of net demand and time liabilities (NDTL).
The rate cut had been widely expected, although the quantum of the cut had had mixed backers. A Reuters poll had
predicted an interest rate of 25 basis points.
With this slew of measures, the RBI has essentially opened the liquidity spigot in the expectation that banks will pass on
the benefits to companies that can then restart the investment which may boost growth.

RBI’s assessment of Global Markets
1) Perceptions of downside risks to recovery in some advanced economies (AEs) at the beginning of 2016 have eased,
while major emerging market economies (EMEs) continue to contend with weak growth and still elevated inflation
amidst tighter financial conditions.
2) World trade remains subdued due to falling import demand from EMEs and stress in mining and extractive
industries.
3) In the US, consumer spending was underpinned by a strengthening labour market, but flagging exports proved to
be a drag on growth in Q4 and cloud the nearterm outlook.
4) In the Euro area, tailwinds in the form of aggressive monetary policy accommodation and still low energy prices
have supported activity in an environment beset with uncertainties from the migrant crisis, intensifying stress in
the banking sector, and possible Brexit. While Japan escaped recession in Q4 of 2015, a combination of weak
consumer spending, business investment and exports has slowed the economy in Q1 of 2016. In China, sluggish
industrial production, contracting exports, capital outflows and substantial excess capacity in factories and the
property market remain formidable headwinds, notwithstanding significant monetary and fiscal policy stimulus.
EME commodity exporters have benefitedrecently from the firming up of commodity prices and risk-on investor
sentiment has appreciated their currencies. Across EMEs, however, weak domestic fundamentals, lacklustre
external demand and country-specific constraints continue to restrain growth.
5) Global financial markets have recouped the losses suffered in the turbulence at the beginning of the year. From
mid-February, a firming up of crude prices buoyed market sentiment, allaying fears of global recessionary risks.
6) With China reducing reserve requirements, the ECB expanding accommodation and the Fed providing dovish
guidance while staying on hold, equity markets rallied. In bond markets across AEs and EMEs, yields gradually
eased, with country-specific variations. The US dollar has retreated from January peak and has eased further in the
aftermath of the FOMC’s March meeting.
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7) On the other hand, the euro and the yen have appreciated, reacting perversely to exceptional accommodation.
Currencies across EMEs have also appreciated as portfolio flows returned cautiously to local debt and equity
markets.
8) Gold prices have jumped 16 per cent in Q1 of 2016 on safe haven demand.

9) Commodity prices, including oil, have picked up recently, though they still remain soft. However, the uneasy calm
that prevails in financial markets could be dispelled easily by a sudden return of risk-off investor sentiment on
incoming data, especially pertaining to China or to US inflation.
RBI’s assessment of Inflation
Retail inflation, for long a thorn in the side of monetary policy, seems to have finally been brought under control, even
though much credit for that may lie at a creeping global slowdown led by China. Inflation has eased to 5.18% in February.
While that is still higher than the RBI’s own target of 5% for March 2017, expectations are that it could fall to as low as 4%
in coming months. A weakening El Nino could also help bring a good monsoon and further drive down food prices – which
carry the most weight in the Consumer Price Index (CPI) – in the second half of the fiscal Wholesale inflation has been in
negative territory for all of FY2016, a trend that is likely to continue.
The RBI said on Tuesday that it expects retail inflation to stay at around 5% for the rest of the current fiscal year. The
domestic investment cycle has also been slow to pick up.
Companies have also complained that credit remains tight because of high interest rates, while Governor Raghuram Rajan
has made his displeasure clear that banks have not passed on the 125 basis point reduction in repo rates since January
2015 to borrowers, while banks have complained of tight liquidity. The latest rate cut now takes the total quantum of rate
cuts since the turning of the policy cycle to 150 basis points.
However, factory output in March jumped to an 8-month high of 52.4, as shown by the Nikkei/Markit Purchasing Managers’
Index. This was the third straight month of manufacturing expansion. Additionally, the new orders sub-index, which
reflects domestic demand, rose to an 8-month high of 53.9, encouraging firms to increase output.
The RBI, though, projected GDP growth to at about 7.6% for FY2017. citing both upsides from a good monsoon, higher
consumer demand from the 7th Pay Commission and OROP for ex-servicemen, and downsides from sluggish investment.
"The uneven recovery in growth in 2015-16 is likely to strengthen gradually into 2016-17, assuming a normal monsoon,
the likely boost to consumption demand from the implementation of the 7th Pay Commission recommendations and OROP,
and continuing monetary policy accommodation. After two consecutive years of deficient monsoon, a normal monsoon
would work as a favourable supply shock, strengthening rural demand and augmenting the supply of farm products that
also influence inflation," “the central bank noted. "On the other hand, the fading impact of lower input costs on value
addition in manufacturing, persisting corporate sector stress and risk aversion in the banking system, and the weaker
global growth and trade outlook could impart a downside to growth outcomes going forward."

Governor comments on Indian Bankers
The RBI governor again called out banks' on their reluctance to pass on the cuts, saying 'Banks have said there is not
enough liquidity, now we have given them more liquidity, banks can transmit more." "Hope to see significant monetary
transmission over the next few months." he added. He also took note of the ongoing cleanup of bad loans at various
banks, mostly public sector banks, saying "Finally the process of cleaning up bank balance sheets is underway and i am
happy with the progress."
Market reaction to rate cut by RBI
The markets' reaction, though, was not too enthusiastic. The benchmark S&P BSE Sensex fell about 516 points to
24,883.59 points, expressing its disappointment at the size of the rate cut and Nifty fell by 155.60 points to 7603.
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The coupon on the 10-year bond fell from 7.59% to 7.395%, a decline of 0.0130%.

Policy stance in line with Central Government’s commitment to fiscal discipline
The rate cut also suggests that the RBI has taken note of the central government’s commitment to fiscal
discipline, freeing it up to infuse more liquidity into the system. In the Budget for FY2017, Finance Minister
Arun Jaitley had reaffirmed the government’s intention to contain fiscal deficit at 3.9% of GDP.
RBI's new guidelines soon:
Concerned over rising bad loans, the Reserve Bank will soon come out with a draft framework on large
exposure of bank loans to corporates. "Taking into account the views and suggestions from stakeholders on
the discussion paper on 'Large Exposures Framework and Enhancing Credit Supply through Market
Mechanism', a fresh discussion paper will be issued by April 30, 2016 on large borrowers meeting part of their
funding requirements from markets," RBI Governor Raghuram Rajan said.
A draft circular on the Large Exposures Framework will be issued for public comments in June 2016, which is
to be implemented by January 1, 2019, he said, after unveiling the first bi-monthly monetary policy review for
2016-17. In order to promote start-ups in the country, RBI will also release norms with respect to deferred
payment.
Policy stance going ahead
Introduction of Marginal cost of funds based lending rates should improve transmission & likely to magnify the
effects of current policy rate cut. The stance of RBI will remain accommodative & will continue to watch
macroeconomic & financial development in the month ahead with a view to respond with further policy action
as space opens up. We hope that the banks will now reduce their lending rates, especially for home loans more
aggressively.
Upcoming bi-monthly policy dates
a)
b)
c)
d)
e)
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second bi-monthly policy will be announced on 06th June, 2016
third bi-monthly policy will be announced on 09th August, 2016
fourth bi-monthly policy will be announced on 04th Oct, 2016
fifth bi-monthly policy will be announced on 06th Dec, 2016
sixth bi-monthly policy will be announced on 07th Feb, 2017
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Disclaimer
Ajcon Global Services Ltd. is a fully integrated investment banking, merchant banking, corporate advisory, stock broking,
commodity and currency broking. Ajcon Global Services Ltd. research analysts responsible for the preparation of the
research report may interact with trading desk personnel, sales personnel and other parties for gathering, applying and
interpreting information.
Ajcon Global Services Ltd. is a SEBI registered Research Analyst entity bearing registration Number INH000001170 under
SEBI (Research Analysts) Regulations, 2014.
Individuals employed as research analyst by Ajcon Global Services Ltd. or their associates are not allowed to deal or trade
in securities that the research analyst recommends within thirty days before and five days after the publication of a
research report as prescribed under SEBI Research Analyst Regulations.
Subject to the restrictions mentioned in above para, We and our affliates, officers, directors, employees and their relative
may: (a) from time to time, have long or short positions acting as a principal in, and buy or sell the securities or
derivatives thereof, of Company mentioned herein or (b) be engaged in any other transaction involving such securities and
earn brokerage.
Ajcon Global Services Ltd. or its associates may have commercial transactions with the Company mentioned in the
research report with respect to advisory services.
The information and opinions in this report have been prepared by Ajcon Global Services Ltd. and are subject to change
without any notice. The report and information contained herein is strictly confidential and meant solely for the selected
recipient 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 Ajcon Global Services Ltd. While we would
endeavour to update the information herein on a reasonable basis, Ajcon Global Services Ltd. is under no obligation to
update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent
Ajcon Global Services Ltd. from doing so. This report is based on information obtained from public sources and sources
believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed.
This report and information herein is solely for informational purpose and shall not be used or considered as an offer
document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though
disseminated to all the customers simultaneously, not all customers may receive this report at the same time. Ajcon Global
Services Ltd. will not treat recipients as customers by virtue of their receiving this report. Nothing in this report constitutes
investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate
to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all
investors, who must make their own investment decisions, based on their own investment objectives, financial positions
and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any
recipient. The recipient should independently evaluate the investment risks. The value and return on investment may vary
because of changes in interest rates, foreign exchange rates or any other reason. Ajcon Global Services Ltd. accepts no
liabilities whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not
necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks
associated before investing in the securities markets. Actual results may differ materially from those set forth in
projections. Forward-looking statements are not predictions and may be subject to change without notice. Ajcon Global
Services Ltd. or its associates might have managed or co-managed public offering of securities for the subject company or
might have been mandated by the subject company for any other assignment in the past twelve months.
Ajcon Global Services Ltd. encourages independence in research report preparation and strives to minimize conflict in
preparation of research report. Ajcon Global Services Ltd. or its analysts did not receive any compensation or other
benefits from the companies mentioned in the report or third party in connection with preparation of the research report.
Accordingly, neither Ajcon Global Services Ltd. nor Research Analysts have any material conflict of interest at the time of
publication of this report.
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It is confirmed that Akash Jain – MBA (Financial Markets) or any other Research Analysts of this report has not received
any compensation from the company mentioned in the report in the preceding twelve months. Compensation of our
Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.
Ajcon Global Services Ltd. or its subsidiaries collectively or Directors including their relatives, Research Analysts, do not
own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month preceding
the publication of the research report.
It is confirmed that Akash Jain – MBA (Financial Markets) research analyst or any other Research Analysts of Ajcon Global
do not serve as an officer, director or employee of the companies mentioned in the report.
Ajcon Global Services Ltd. may have issued other reports that are inconsistent with and reach different conclusion from the
information presented in this report.
Neither the Research Analysts nor Ajcon Global Services Ltd. have been engaged in market making activity for the
companies mentioned in the report.
We submit that no material disciplinary action has been taken on Ajcon Global Services Ltd. by any Regulatory Authority
impacting Equity Research Analysis activities.
Analyst Certification
I, Akash Jain MBA (Financial Markets), research analyst, author and the names subscribed to this report, hereby certify
that all of the views expressed in this research report accurately reflect our views about the subject issuer(s) or securities.
I also certify that no part of compensation was, is, or will be directly or indirectly related to the specific recommendation(s)
or view (s) in this report.
-----------------------------------------------------------------------------------------------------------

For research related queries contact:
Mr. Akash Jain – Vice President (Research) at research@ajcon.net, 022-67160431 (D)
CIN: L74140MH1986PLC041941
SEBI registration Number: INH000001170 as per SEBI (Research Analysts) Regulations, 2014.
Website: www.ajcononline.com
Corporate and Broking Division
408 - (4th Floor), Express Zone, “A” Wing, Cello – Sonal Realty, Near Oberoi Mall and Patel’s, Western Express Highway, Goregaon (East),
Mumbai – 400063. Tel: 91-22-67160400, Fax: 022-28722062
Registered Office:
101, Samarth, Off. Hinduja Hospital, 151 Lt. P.N. Kotnis Road, Mahim (West), Mumbai – 400016. Tel: 022-24460335/36/40

ASHOK
KUMAR
AJMERA

Digitally signed by
ASHOK KUMAR AJMERA
DN: CN = ASHOK
KUMAR AJMERA, C = IN,
S = Maharashtra, O =
Personal
Date: 2016.04.05
16:04:51 +05'30'

Ajcon Global Services Ltd. (Mentored by CMD - CA Ashoka Ajmera)

