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e The Reserve Bank of India’s (RBI), Monetary Policy Committee (MPC) made no change in the policy rates on
Wednesday — leaving the repo rate at 6%, the reverse repo at 5.75%, and the marginal standing facility rate at 6.25%.
Five of the six members of the committee were in favour of the decision, while one voted for a 25 basis points (bps)
cut. So far in the easing cycle, which began in January 2015, the repo rate has been reduced by 200 basis points
(bps), with the last rate cut in August 2017.

e The MPC maintained its neutral monetary policy stance, but raised concern on the trajectory of inflation, which has
risen of late. The inflation forecast was upped about 10 bps for the second half of this fiscal. The MPC forecasts CPI
inflation to average ~3.6% (actual inflation at 2.6% in the first half and forecast at 4.3-4.7% in Q3 and Q4) after including
the impact of house rent allowance. It reiterated focus on maintaining medium-term inflation at 4%, within a band of +/-

2%, while supporting growth. The forecast for gross value added (GVA) growth in fiscal 2018 was retained at 6.7%.

o The latest suite of data sends mixed signals for monetary policy. Growth has caught up in the second quarter of this
fiscal, but downside risks remains. Similarly, some upside risks to inflation emerge from hardening global oil prices,
recent firming up of housing inflation, some shortfall in the rabi crop sowing so far, and possible impact of farm loan
waivers on inflation. Still, if GDP growth surprises on the downside, so could inflation on the back of weak domestic
demand conditions. In this backdrop, the MPC chose to maintain status quo on rates, but will stay vigilant on inflationary

developments.

Our view

The MPC’s stance is on expected lines. To be sure, GDP growth has seen a mild pick-up in the second quarter of fiscal
2018 and the RBI's GVA forecast for the full fiscal suggests growth in the second half could rise to 7.6% from 5.8% in the
first half.

However, we believe there are risks to growth. Administrative issues related to tax refunds under goods and services tax
(GST) and repeated changes being made to the tax structure/ rates cause uncertainty for businesses and can weigh on
growth in the road ahead, particularly for small scale units. Also, a possible cut in capex due to rise in fiscal stress can limit
the upside to growth. If growth sulks down further, it can potentially bring down core inflation, which will tamp down overall

inflation.

Inflationary pressures are again in the spotlight with CPI inflation climbing rapidly to 3.6% in October — over 200 bps higher
than the lowest point of 1.5% seen in June. While overall food inflation will stay benign, mild pressures could arise due to
some shortfall in rabi sowing so far (especially oilseeds and wheat) and the mild recent upturn in global food prices. Of
bigger concern is the firming up of housing inflation (due to award of higher house rent allowances), the sharp and sustained
rise in global oil prices and impact of fiscal spending (especially farm loan waivers) on inflation. On the downside, items of
mass consumption could see softer prices if the recent downward revision in GST rates on some items is passed on to
consumers. The interplay among factors will therefore determine the pressures on inflation. CRISIL maintains its inflation

forecast for fiscal 2018 at an average of 4%.

That said, there could be room for a rate cut if the downside risks to growth materialise, and inflation undershoots

the MPC’s growth forecast for the second half. The base case scenario is of MPC staying on hold this fiscal.
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Credit growth ticking up
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As of November 10, 2017, credit growth was 8.2%, showing some signs of a recovery from the aftereffects of the note ban.

As of October 2017, industrial credit (which accounts for 37% of gross bank credit) declined 0.2%, while the services sector
(which accounts for 24% of gross bank credit) registered good growth of more than 9%.

Thus, credit growth was mainly supported by the retail segment (which accounts for 25% of gross bank credit), clocking a
double-digit increase of 16%. Deposit growth decelerated to 7.6% as of November 10, 2017, and is now much lower than
the peak of 15.3% in December 2016, as the impact of demonetisation is tapering off.

CRISIL Research expects banking credit to grow 7-9% this fiscal, supported by an improvement in economic growth and

domestic demand, and deposit growth to moderate at 7-9%.

MCLR and deposit rates of banks
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banks.
Source: RBI, CRISIL Research

GNPAs to remain high

Gross non-performing assets (GNPA) of the banking system has increased to ~9.6% as on March 31, 2017, from 7.5% as

on March 31, 2016. The asset quality of banks further deteriorated in the first two quarters of this fiscal, as a result of which
the GNPA is estimated to be at ~10% as of September 2017. We expect slippages to be lower this fiscal, compared with
the previous two. Nevertheless, GNPA is expected to remain elevated and touch 10.5% of gross advances by March 31,

2018, due to slower recoveries.



Research

Analytical contacts

Dharmakirti Joshi
Chief Economist, CRISIL Ltd.
dharmakirti.joshi@crisil.com

Media contacts

Saman Khan

Media Relations
CRISIL Limited

D: +91 22 3342 3895
M: +91 95940 60612

B: +91 22 3342 3000
saman.khan@ocrisil.com

Ajay Srinivasan
Director, CRISIL Ltd.
ajay.srinivasan@crisil.com

Khushboo Bhadani

Media Relations

CRISIL Limited

D: +91 22 3342 1812

M: +91 99300 93177

B: +91 22 3342 3000
khushboo.bhadani@crisil.com

CRISIL

An S&P Global Company

Dipti Deshpande
Senior Economist, CRISIL Ltd.
dipti.deshpande@crisil.com

Shruti Muddup

Media Relations

CRISIL Limited

D: +91 22 3342 1812

M: +91 98206 51056

B: +91 22 3342 3000
shruti.muddup@crisil.com


mailto:dharmakirti.joshi@crisil.com
mailto:ajay.srinivasan@crisil.com
mailto:dipti.deshpande@crisil.com
mailto:saman.khan@crisil.com
mailto:khushboo.bhadani@crisil.com

About CRISIL Limited

CRISIL is a global, agile and innovative analytics company driven by its mission of making markets function better. We are India’s foremost
provider of ratings, data, research, analytics and solutions. A strong track record of growth, culture of innovation and global footprint sets us apart.
We have delivered independent opinions, actionable insights, and efficient solutions to over 100,000 customers.

We are majority owned by S&P Global Inc., a leading provider of transparent and independent ratings, benchmarks, analytics and data to the
capital and commodity markets worldwide.

About CRISIL Research

CRISIL Research is India's largest independent integrated research house. We provide insights, opinion and analysis on the Indian economy,
industry, capital markets and companies. We also conduct training programs to financial sector professionals on a wide array of technical issues.
We are India's most credible provider of economy and industry research. Our industry research covers 86 sectors and is known for its rich insights
and perspectives. Our analysis is supported by inputs from our network of more than 5,000 primary sources, including industry experts, industry
associations and trade channels. We play a key role in India's fixed income markets. We are the largest provider of valuation of fixed income
securities to the mutual fund, insurance and banking industries in the country. We are also the sole provider of debt and hybrid indices to India's
mutual fund and life insurance industries. We pioneered independent equity research in India, and are today the country's largest independent
equity research house. Our defining trait is the ability to convert information and data into expert judgments and forecasts with complete objectivity.
We leverage our deep understanding of the macro-economy and our extensive sector coverage to provide unique insights on micro-macro and
cross-sectoral linkages. Our talent pool comprises economists, sector experts, company analysts and information management specialists.
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CRISIL respects your privacy. We use your contact information, such as your name, address, and email id, to fulfil your request and service your
account and to provide you with additional information from CRISIL and other parts of S&P Global Inc. and its subsidiaries (collectively, the
“Company”) you may find of interest.

For further information, or to let us know your preferences with respect to receiving marketing materials, please visit http://www.crisil.com/privacy.
You can view the Company’s Customer Privacy at https://www.spglobal.com/privacy.
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Disclaimer

CRISIL Research, a division of CRISIL Limited (CRISIL) has taken due care and caution in preparing this Report based on the information obtained
by CRISIL from sources which it considers reliable (Data). However, CRISIL does not guarantee the accuracy, adequacy or completeness of the
Data / Report and is not responsible for any errors or omissions or for the results obtained from the use of Data / Report. This Report is not a
recommendation to invest / disinvest in any company covered in the Report. CRISIL especially states that it has no financial liability whatsoever
to the subscribers/ users/ transmitters/ distributors of this Report. CRISIL Research operates independently of, and does not have access to
information obtained by CRISIL's Ratings Division / CRISIL Risk and Infrastructure Solutions Limited (CRIS), which may, in their regular
operations, obtain information of a confidential nature. The views expressed in this Report are that of CRISIL Research and not of CRISIL’s
Ratings Division / CRIS. No part of this Report may be published / reproduced in any form without CRISIL’s prior written approval.
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