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Monetary and Liquidity measures
On the basis of an assessment of the current and evolving macroeconomic situation, RBI took the following
steps a) policy repo rate under the liquidity adjustment facility (LAF) unchanged at 8.0 per cent;
b) cash reserve ratio (CRR) of scheduled banks unchanged at 4.0 per cent of net demand and time
liabilities (NDTL);
c) continue to provide liquidity under overnight repos at 0.25 per cent of bank-wise NDTL at the LAF repo
rate and liquidity under 7-day and 14-day term repos of up to 0.75 per cent of NDTL of the banking
system through auctions; and
d) continue with daily one-day term repos and reverse repos to smooth liquidity.
Consequently, the reverse repo rate under the LAF will remain unchanged at 7.0 per cent, and the marginal
standing facility (MSF) rate and the Bank Rate at 9.0 per cent.
RBI has set a target of 8% retail inflation by January 2015 and 6% a year from then. Retail inflation had hit a
lifetime low of 5.52% in October (the series was launched in February 2012), while Wholesale Price Indexbased inflation slumped to a five-year low of 1.77% in the same month, driven by softening prices of fuel and
food items.
With Consumer Price Index-based, or retail, inflation already within RBI’s target, RBI had hinted in the past
that it would like to tackle the issue once and for all. Also, the overhang from a weaker-than-normal monsoon,
which could put pressure on food prices, has not been entirely ruled out.
However, RBI Governor has maintained that any decision would be contingent on inflation data. At the
previous policy review, he had said: “If data come in and say we are going to miss the 6% inflation target, we
will have to tighten. If data come and say we will do better than 6% earlier than January, we will have room to
be more accommodative. Currently, we are appropriately positioned."
Assessment of Global Economy
Since the fourth bi-monthly monetary policy statement of September 2014, the global economy has slowed,
though the recent sharp fall in crude prices will have a net positive impact on global growth. The recovery in
the United States is broadening on the back of stronger domestic consumption, rising investment and
industrial activity. In the Euro area, headwinds from recessionary forces continue to weaken industrial
production and investment sentiment. In Japan, growth may be picking up again on the back of stronger
exports, helped in part by further quantitative and qualitative easing that has led to a depreciation of the yen.
In China, disappointing activity and still-low inflation have prompted rate cuts by the People’s Bank of China.
In other major emerging market economies (EMEs), downside risks to growth from elevated inflation, low
commodity prices, deteriorating labour market conditions and stalling domestic demand have become
accentuated.
Notwithstanding the cessation of asset purchases by the US Fed, financial markets have remained generally
buoyant on abundant liquidity stemming from accommodative monetary policies in the advanced economies
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(AEs). The search for yield has driven global equity markets to new highs, with investors shunning gold and
commodities. Capital flows to EMEs recovered from market turbulence in the first half of October, although
some discrimination on the basis of fundamentals is becoming discernible.
Assessment of the Indian Economy
Domestic activity weakened in Q2 of 2014-15, and activity is likely to be muted in Q3 also because of a
moderate kharif harvest. The deficiency in the north-east monsoon rainfall has constrained the pace of rabi
sowing, except in the southern States. Despite reasonable levels of water storage in major reservoirs, the rabi
crop is unlikely to compensate for the decline in kharif production earlier in the year and consequently,
agricultural growth in 2014-15 is likely to be muted. This, along with a slowdown in rural wage growth, is
weighing on rural consumption demand.
Despite the uptick in September, the growth of industrial production slumped to 1.1 per cent in Q2 with
negative momentum in September, unable to sustain the improvement recorded in the preceding quarter. The
persisting contraction in the production of both capital goods and consumer goods in Q2 reflected weak
aggregate domestic demand. However, more recent readings of core sector activity, automobile sales and
purchasing managers’ indices suggest improvement in likely activity. Exports have buffered the slowdown in
industrial activity in Q2 but, going forward, require support from partner country growth.
In the services sector, the October’s purchasing managers’ survey indicates deceleration in new business. In
contrast, tourist arrivals and domestic and international cargo movements have shown improvement. Thus,
various constituents of the services sector are emitting mixed signals.
A rise in investment is critical for a sustained pick-up in overall economic activity. While low capacity utilisation
in some sectors is a dampener, the recent strong improvement in business confidence and in investment
intentions should help. In this context, the still slow pace of reviving stalled projects, despite government
efforts, warrants policy priority, even as ongoing efforts to ease stress in the financial system unlock resources
for financing the envisaged investment push.
The fiscal outlook should brighten because of the fall in crude prices, but weak tax revenue growth and the
slow pace of disinvestment suggest some uncertainty about the likely achievement of fiscal targets, and the
quality of eventual fiscal adjustment. The government, however, appears determined to stay on course.
Retail inflation, as measured by the consumer price index (CPI), has decelerated sharply since the fourth bimonthly statement of September. This reflects, to some extent, transitory factors such as favourable base
effects and the usual softening of fruits and vegetable prices that occurs at this time of the year. On the other
hand, protein-rich items such as milk and pulses continue to experience upside pressures, reflecting structural
mismatches in supply and demand. The absence of adequate administered price revisions in inputs like
electricity has contributed to the easing of inflation in the fuel group.
In the non-food non-fuel category, inflation eased broadly in September. Further softening of international
crude prices in October eased price pressures in transport and communication. However, upside pressures
persist in respect of prices of clothing and bedding, housing and other miscellaneous services, resulting in nonfood non-fuel inflation for October remaining flat at its level in the previous month, and above headline
inflation. Survey-based inflationary expectations have been coming down with the fall in prices of commonlybought items such as vegetables, but are still in the low double digits. Administered price corrections, as and
when they are effected, weaker-than-anticipated agricultural production, and a possible rise in energy prices
on the back of geo-political risks could alter the currently benign inflation outlook significantly.
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Liquidity conditions have eased considerably in Q3 of 2014-15 due to structural and frictional factors, as well
as the fine tuning of the liquidity adjustment framework. With deposit mobilisation outpacing credit growth and
currency demand remaining subdued in relation to past trends, banks are flush with funds, leading a number
of banks to reduce deposit rates. The main frictional source of liquidity has been the large release of
expenditure/transfers by the government. In view of abundant liquidity, banks’ recourse to the Reserve Bank
for liquidity through net fixed and variable rate term and overnight repos and MSF declined from Rs. 803
billion, on average, in Q1 to Rs. 706 billion in Q2 and further to Rs. 476 billion in October-November. The use
of export credit refinance also declined from 52.6 per cent of the limit in Q2 to 32.6 per cent in OctoberNovember. The revised liquidity management framework introduced in September, has helped the weighted
average cut-off rates in the 14-day term repo auctions as well as in the overnight variable rate repo auctions
to remain close to the repo rate, and the volatility of the weighted average call rate has fallen, apart from
episodes of cash build-up ahead of Diwali holidays.
The Reserve Bank determines the need for open market operations (OMO) based on its assessment of
monetary conditions rather than on a specific view on long term yields. On an assessment of the permanent
liquidity conditions, the Reserve Bank conducted OMO sales worth `401 billion during October to December so
far.
Merchandise exports declined in October, mainly reflecting sluggish external demand conditions, but also the
softening of international prices resulting in lower realisations. For the period April-October as a whole,
however, export growth remained positive although the deceleration since July requires vigilance. With import
growth remaining modest on account of the decline in POL imports due to falling crude prices, the trade deficit
narrowed from its level a year ago. Gold imports have surged since September in volume terms, largely
reflecting seasonal demand. Barring month-to-month variations, non-oil non-gold import growth has remained
moderate, with anecdotal evidence of imports substituting for shortfalls in domestic production. Even as
external financing requirements stay moderate, all categories of capital flows, except non-resident deposits,
have been buoyant. The consequent accretion to reserves denominated in US dollars has been moderated by
valuation effects resulting from the strength of the US dollar.
Reasons why RBI kept rates unchanged
RBI Governor Raghuram Rajan kept key rates unchanged despite rising pressure from the government and
industry to soften rates in a bid to boost the economy. However, he struck dovish tone, saying that rate cut
can be expected early next year if the current inflation trajectory continues. Here are five reasons that explore
why the RBI did not cut rates.
1. The recent decline in inflation is partly due to the base effect but according to economists this is likely
to reverse early next year. Also, the Ministry of Agriculture has forecasted a lower kharif output for
cereals, pulses and oilseeds which could put some upward bias on inflation in the coming months.
2. Supply side issues in agriculture have still not been sorted out.
3. Inflation expectations still remain elevated.
4. Interest rate cuts in India will reduce the interest rate differential with the US, which is expected to
raise rates next year, which might lead to capital outflows.
5. Although crude oil prices have crashed from a peak of US$115 to US$70.15, approximately down 40%,
rupee has depreciated from a low of Rs. 58.3350 to Rs. 62.0325, depreciating by some 6%, negating
some good effect of crashing of crude oil price as far as Indian crude oil imports are concerned. There is
strong likelihood that the dollar will appreciate more in the coming months in light of interest rate hike
to be implemented by the Fed probably in the second half of CY15
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Disclaimer
The content in this research report has been prepared by Ajcon Global Services Ltd. and is meant for the recipient for use
as intended and not for circulation. The content in the research report should not be research reported or copied or made
available to others. The information contained herein is from the public domain or sources believed to be reliable. While
reasonable care has been taken to ensure that information given is at the time believed to be fair and correct and opinions
based thereupon are reasonable, due to the very nature of research it cannot be warranted or represented that it is
accurate or complete and it should not be relied upon as decision such. Ajcon Global Services Ltd. would not be responsible
for any loss to the investors; they should verify all the fundamentals before investing. Investors should not soley rely on
the information contained in this research report and must make investment decisions based on their own investment
objectives, goals, risk profile, financial position and based on their own analysis.. The securities discussed in this research
report may not be suitable for all investors. The recepients of this material should take their own professional advice before
acting on this information. Ajcon Global Services Ltd., its directors and employees, will not in any way be responsible for
the contents of this research report. This is not an offer to sell or a solicitation to buy any securities.
Ajcon Global Services Ltd. proprietary trading and investment businesses may make investment decisions that are
inconsistent with the recommendations expressed herein. We and our affiliates, officers, directors, and employees may: (a)
from time to time, have long or short positions in Futures and Options Segment, and buy or sell the securities in Cash
market thereof, of company (ies) mentioned herein or (b) be engaged in any other transaction involving such securities
and earn brokerage or other compensation or act as a market maker in the financial instruments of the company (ies)
discussed herein or act as advisor or lender / borrower to such company (ies) or have other potential conflict of interest
with respect to any recommendation and related information and opinions. The analyst for this research report certifies
that all of the views expressed in this research 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 research report. Ajcon Global Services Ltd., may
be considered as interested party in view of its relationship as the financial advisors and consultants to some of the
companies discussed in the research report.
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