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Monetary Policy b-ap
RBI threw an unwanted surprise, Rupee on its way to 75+

INDIA | INDOMOMICS | Update

Measures announced Unchanged interest rates; Stance changed to ‘calibrated tightening’ |Policy rates left unchanged
Our expectation 25bps hike in repo and reverse repo rate CRR
Consensus 25bps hike in repo and reverse repo rate Repo (%)

9 - Reverse Repo(%)

RBI again surprised, this time by leaving repo/reverse repo rate unchanged at 6.5%/6.25%; 8 -
policy stance is altered to ‘calibrated tightening’ from ‘neutral’. Five of six members favoured
this stance. Dr. Dholakia voted for policy stance to remain ‘neutral’ and Dr. Ghate voted for
25bps rate hike. GDP growth projection for FY19 is retained at 7.4%; Q1FY20 marginally
lowered (by 10bps) to 7.5%. RBI’s inflation guidance was further lowered (third time) for 5
1HFY19, retained for 2HFY19, and lowered for 1QFY20 — Q2FY19 CPI guidance at 4% (vs. 4.6% 4
in the last policy, 4.8%-4.9% in the earlier policy, and 4.7%-5.1% in the policy prior to that), 3.9- 3
4.5% in 2HFY19 (retained as last policy, vs. 4.8% in the earlier policy; 4.5-4.6% in the policy
prior to that), and 4.8% in Q1FY20 (vs. 5% in the last policy). CPl guidance is almost similar 2

after excluding HRA impact. Inflation uncertainties persist from oil prices, MSP hike, global S 2922393253
financial markets, rising input cost, centre and state fiscal slippage, and states HRA impact. S8 8888883

MPC remained positive on growth outlook.
CPI growth rate (yoy, %)

Our analysis: We are surprised with the following: (1) why were the rates raised consecutively
by 50bps when inflation was trending lower (also evident in RBI’s lowered CPI forecast to 4%, 12 1

which is their comfort zone); RBI's Q2 estimate has been lowered by 1% over the last two g |
policies. (2) RBI's H2 inflation projection remains unchanged. Thus, where is the inflationary

impact of rising oil prices and Rupee weakness? This will imply following scenarios — (1) Likely 8 1
rate hike in the coming policies as inflation moves beyond guidance, (2) More oil price 6 A
absorption by OMCs and upstream companies, thus non inflationary, (3) RBI expecting oil

prices to move lower. 4 4
RBI’s today’s rate decision is justified on three accounts (1) purely from inflation point of view 2

as their guidance has remained soft to unchanged; sticking to their mandate of nothing but
inflation management, (2) the previous two rate hikes were pre-emptive (being proven now,

don’t think decisi ticipating so), (3) RBI could R DR R R i R i
we don ink decision was anticipating so), could announce Rupee measures PRI Rl S A
separately (if/when they deem appropriate). gz zzdg

We retain our expectation of 25-50bps more rate hike in FY19. Liquidity will likely remain tight

to neutral. RBI's stance of status quo (along with previous policy measures by RBI and
government) is a clear reflection of RBI’s sticking with their long-followed stance/mandate to
allow currency to find its own levels while managing volatility, irrespective of quantum and

contagion of Rupee weakness. With this as background and expectation of further
international oil price rise, we further raise our top-end of the Dollar-Rupee estimate to 75 >0
(from 73 earlier) and worst case scenario of 77-78 in the coming months. 4.0 -
3.0 -
Key takeaways from RBI’s statement: 20 A
Global economic activity continued to remain resilient, however growth outlook has become
uneven amidst several uncertainties. Amongst AEs, US continued its growth trajectory while EU 1.0 1

remained subdued. Japan continues to maintain its growth momentum. EMEs have been facing
headwinds from global and domestic factors. Growth in Russia and Brazil is showing signs of
revival. However, China has moderated while South Africa slipped into recession. Global trade

has started showing signs of weakening due to intensification of trade wars. While oil and gold
trend higher, base metal prices have softened due to weak demand from major economies.
Global financial markets remain under pressure from trade tensions, tightening monetary Source: RBI, CSO, Phillip Capital India Researc
policies and risks of contagion from specific EMEs. Bond yields in the US have softened while the

Euro area has seen bond yields hardening. EMs have seen yields rise due to stress from domestic Anjali Verma (+ 9122 6246 4115)

as well as global factors. Capital flows to EMs continue to decline. anverma@phillipcapital.in

WPI remains above CPI (yoy, %)
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FY19 GDP growth retained at 7.4%, outlook robust: Domestic economic activity has
sustained momentum and the output gap has virtually closed. Macro economic data
is indicating a pick-up in demand led by consumption and investment. Investment
activity is boosted by FDI inflows, and increased financial resources to the corporate
sector. Corporate margins, however, may be impacted by rising oil prices and dent
investment activity, going ahead. Capacity utilization has declined to 73.8% in Q1FY19
from 75.2% in Q4FY18. RBI’s business outlook for Q2FY19 shows optimism led by
improving output, order books and exports. 10S indicates that activity in the
manufacturing sector is expected to remain robust in Q2FY19. RBl’'s FY19 GDP
projection is maintained at 7.4%, Q2FY19: 7.4%, 2HFY19: 7.1-7.3%, Q1FY20: 7.4%.

Inflation outlook calls for vigilance: June inflation fell to 3.7% (from 4.9% in June).
Food inflation remained lower than seasonal usual. Inflation expectations are up by
50bps for next 3-months and moderated by 30bps for 12months (vs. previous
survey). Manufacturing and services PMI also reflected rising input price pressures.
Going ahead, inflation will be guided by (1) implementation/procurement operations
post MSP hike, (2) Oil prices, (3) global financial markets, (4) input prices, (5)
staggered impact of HRA revision by state governments, (6) Fiscal slippage at
center/state levels. MPC remains committed to keep headline inflation near 4% on a
durable basis.

The MPC notes that global headwinds in the form of escalating trade tensions,
volatile and rising oil prices, and tightening of global financial conditions pose
substantial risks to the growth and inflation outlook. It is, therefore, imperative to
further strengthen domestic macroeconomic fundamentals.

In favour of No rate change: In favour of change in stance:
e  Dr Ravindra H. Dholakia e Dr Chetan Ghate
e DrPamiDua e DrPamiDua
e DrViral V. Acharya e DrViral V. Acharya
e  Dr Urjit R. Patel e  Dr Urjit R. Patel
e  Dr Michael Debabrata Patra e Dr Michael Debabrata Patra
In favour of 25bps rate hike: In favour of no change in stance:
e Dr Chetan Ghate Dr Ravindra H. Dholakia
RBI’s quarterly projection of CPI inflation RBI’s quarterly projection of real GDP growth
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Disclosures and Disclaimers

PhillipCapital (India) Pvt. Ltd. has three independent equity research groups: Institutional Equities, Institutional Equity Derivatives, and Private Client Group.
This report has been prepared by Institutional Equities Group. The views and opinions expressed in this document may, may not match, or may be contrary at
times with the views, estimates, rating, and target price of the other equity research groups of PhillipCapital (India) Pvt. Ltd.

This report is issued by PhillipCapital (India) Pvt. Ltd., which is regulated by the SEBI. PhillipCapital (India) Pvt. Ltd. is a subsidiary of Phillip (Mauritius) Pvt. Ltd.
References to "PCIPL" in this report shall mean PhillipCapital (India) Pvt. Ltd unless otherwise stated. This report is prepared and distributed by PCIPL for
information purposes only, and neither the information contained herein, nor any opinion expressed should be construed or deemed to be construed as
solicitation or as offering advice for the purposes of the purchase or sale of any security, investment, or derivatives. The information and opinions contained in
the report were considered by PCIPL to be valid when published. The report also contains information provided to PCIPL by third parties. The source of such
information will usually be disclosed in the report. Whilst PCIPL has taken all reasonable steps to ensure that this information is correct, PCIPL does not offer
any warranty as to the accuracy or completeness of such information. Any person placing reliance on the report to undertake trading does so entirely at his or
her own risk and PCIPL does not accept any liability as a result. Securities and Derivatives markets may be subject to rapid and unexpected price movements
and past performance is not necessarily an indication of future performance.

This report does not regard the specific investment objectives, financial situation, and the particular needs of any specific person who may receive this report.
Investors must undertake independent analysis with their own legal, tax, and financial advisors and reach their own conclusions regarding the appropriateness
of investing in any securities or investment strategies discussed or recommended in this report and should understand that statements regarding future
prospects may not be realised. Under no circumstances can it be used or considered as an offer to sell or as a solicitation of any offer to buy or sell the
securities mentioned within it. The information contained in the research reports may have been taken from trade and statistical services and other sources,
which PCIL believe is reliable. PhillipCapital (India) Pvt. Ltd. or any of its group/associate/affiliate companies do not guarantee that such information is accurate
or complete and it should not be relied upon as such. Any opinions expressed reflect judgments at this date and are subject to change without notice.

Important: These disclosures and disclaimers must be read in conjunction with the research report of which it forms part. Receipt and use of the research
report is subject to all aspects of these disclosures and disclaimers. Additional information about the issuers and securities discussed in this research report is
available on request.

Certifications: The research analyst(s) who prepared this research report hereby certifies that the views expressed in this research report accurately reflect the
research analyst’s personal views about all of the subject issuers and/or securities, that the analyst(s) have no known conflict of interest and no part of the
research analyst’s compensation was, is, or will be, directly or indirectly, related to the specific views or recommendations contained in this research report.

Additional Disclosures of Interest:

Unless specifically mentioned in Point No. 9 below:

1. The Research Analyst(s), PCIL, or its associates or relatives of the Research Analyst does not have any financial interest in the company(ies) covered in
this report.

2.  The Research Analyst, PCIL or its associates or relatives of the Research Analyst affiliates collectively do not hold more than 1% of the securities of the
company (ies)covered in this report as of the end of the month immediately preceding the distribution of the research report.

3. The Research Analyst, his/her associate, his/her relative, and PCIL, do not have any other material conflict of interest at the time of publication of this
research report.

4.  The Research Analyst, PCIL, and its associates have not received compensation for investment banking or merchant banking or brokerage services or for
any other products or services from the company(ies) covered in this report, in the past twelve months.

5.  The Research Analyst, PCIL or its associates have not managed or co-managed in the previous twelve months, a private or public offering of securities for
the company (ies) covered in this report.

6.  PCIL or its associates have not received compensation or other benefits from the company(ies) covered in this report or from any third party, in
connection with the research report.

7.  The Research Analyst has not served as an Officer, Director, or employee of the company (ies) covered in the Research report.

8.  The Research Analyst and PCIL has not been engaged in market making activity for the company(ies) covered in the Research report.
9.  Details of PCIL, Research Analyst and its associates pertaining to the companies covered in the Research report:
Sr.no. | Particulars Yes/No
1 Whether compensation has been received from the company(ies) covered in the Research report in the past 12 months for No
investment banking transaction by PCIL
2 Whether Research Analyst, PCIL or its associates or relatives of the Research Analyst affiliates collectively hold more than 1% of No
the company(ies) covered in the Research report
3 Whether compensation has been received by PCIL or its associates from the company(ies) covered in the Research report No
4 PCIL or its affiliates have managed or co-managed in the previous twelve months a private or public offering of securities for the No
company(ies) covered in the Research report
5 Research Analyst, his associate, PCIL or its associates have received compensation for investment banking or merchant banking or No
brokerage services or for any other products or services from the company(ies) covered in the Research report, in the last twelve
months

Independence: PhillipCapital (India) Pvt. Ltd. has not had an investment banking relationship with, and has not received any compensation for investment
banking services from, the subject issuers in the past twelve (12) months, and PhillipCapital (India) Pvt. Ltd does not anticipate receiving or intend to seek
compensation for investment banking services from the subject issuers in the next three (3) months. PhillipCapital (India) Pvt. Ltd is not a market maker in the
securities mentioned in this research report, although it, or its affiliates/employees, may have positions in, purchase or sell, or be materially interested in any
of the securities covered in the report.

Suitability and Risks: This research report is for informational purposes only and is not tailored to the specific investment objectives, financial situation or
particular requirements of any individual recipient hereof. Certain securities may give rise to substantial risks and may not be suitable for certain investors.
Each investor must make its own determination as to the appropriateness of any securities referred to in this research report based upon the legal, tax and
accounting considerations applicable to such investor and its own investment objectives or strategy, its financial situation and its investing experience. The
value of any security may be positively or adversely affected by changes in foreign exchange or interest rates, as well as by other financial, economic, or
political factors. Past performance is not necessarily indicative of future performance or results.
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Sources, Completeness and Accuracy: The material herein is based upon information obtained from sources that PCIPL and the research analyst believe to be
reliable, but neither PCIPL nor the research analyst represents or guarantees that the information contained herein is accurate or complete and it should not
be relied upon as such. Opinions expressed herein are current opinions as of the date appearing on this material, and are subject to change without notice.
Furthermore, PCIPL is under no obligation to update or keep the information current. Without limiting any of the foregoing, in no event shall PCIL, any of its
affiliates/employees or any third party involved in, or related to computing or compiling the information have any liability for any damages of any kind
including but not limited to any direct or consequential loss or damage, however arising, from the use of this document.

Copyright: The copyright in this research report belongs exclusively to PCIPL. All rights are reserved. Any unauthorised use or disclosure is prohibited. No
reprinting or reproduction, in whole or in part, is permitted without the PCIPL’s prior consent, except that a recipient may reprint it for internal circulation only
and only if it is reprinted in its entirety.

Caution: Risk of loss in trading/investment can be substantial and even more than the amount / margin given by you. Investment in securities market are
subject to market risks, you are requested to read all the related documents carefully before investing. You should carefully consider whether
trading/investment is appropriate for you in light of your experience, objectives, financial resources and other relevant circumstances. PhillipCapital and any of
its employees, directors, associates, group entities, or affiliates shall not be liable for losses, if any, incurred by you. You are further cautioned that
trading/investments in financial markets are subject to market risks and are advised to seek independent third party trading/investment advice outside
PhillipCapital/group/associates/affiliates/directors/employees before and during your trading/investment. There is no guarantee/assurance as to returns or
profits or capital protection or appreciation. PhillipCapital and any of its employees, directors, associates, and/or employees, directors, associates of
PhillipCapital’s group entities or affiliates is not inducing you for trading/investing in the financial market(s). Trading/Investment decision is your sole
responsibility. You must also read the Risk Disclosure Document and Do’s and Don’ts before investing.

Kindly note that past performance is not necessarily a guide to future performance.
For Detailed Disclaimer: Please visit our website www.phillipcapital.in

For U.S. persons only: This research report is a product of PhillipCapital (India) Pvt Ltd., which is the employer of the research analyst(s) who has prepared the
research report. The research analyst(s) preparing the research report is/are resident outside the United States (U.S.) and are not associated persons of any
U.S.-regulated broker-dealer and therefore the analyst(s) is/are not subject to supervision by a U.S. broker-dealer, and is/are not required to satisfy the
regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or regulations regarding, among other things, communications with
a subject company, public appearances, and trading securities held by a research analyst account.

This report is intended for distribution by PhillipCapital (India) Pvt Ltd. only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the U.S.
Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof by the U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a
6(a)(2). If the recipient of this report is not a Major Institutional Investor as specified above, then it should not act upon this report and return the same to the
sender. Further, this report may not be copied, duplicated, and/or transmitted onward to any U.S. person, which is not a Major Institutional Investor.

In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to conduct certain
business with Major Institutional Investors, PhillipCapital (India) Pvt Ltd. has entered into an agreement with a U.S. registered broker-dealer, Decker & Co, LLC.
Transactions in securities discussed in this research report should be effected through Decker & Co, LLC or another U.S. registered broker dealer.

If Distribution is to Australian Investors
This report is produced by PhillipCapital (India) Pvt Ltd and is being distributed in Australia by Phillip Capital Limited (Australian Financial Services Licence No.
246827).

This report contains general securities advice and does not take into account your personal objectives, situation and needs. Please read the Disclosures and
Disclaimers set out above. By receiving or reading this report, you agree to be bound by the terms and limitations set out above. Any failure to comply with
these terms and limitations may constitute a violation of law. This report has been provided to you for personal use only and shall not be reproduced,
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