
 

   
 

Going by inflation expectations, Brickwork Ratings expects RBI to hold 

repo rate at 4% in upcoming MPC 

Brickwork Ratings, Mumbai, 27 July 2020: Economic activity came to a complete standstill 

following the lockdown since 25 March, and a gradual resumption in economic activity was noted 

only after the lockdown was partially lifted. Several high-frequency indicators have reported 

marginal improvements since May on the back of the lockdown gradually being eased in several 

parts of the country. For instance, the PMI composite index, which fell to 7.2 points in April, 

showed some recovery in May and inched up to 37.8 points in June. The pace of contraction 

slowed down in the IIP, eight core, power generation, cement and steel sectors. However, these 

are only temporary signs of revival and could be attributed to pent-up demand induced recovery 

since the major parts of the economy are still under lockdown or are allowed only restricted 

activities.  

If we assess the overall economic activity so far, the rural segment remains largely unaffected by 

the current uncertainty, and the progress of monsoon has also been encouraging. Improved 

fertiliser production (at 7.5% growth year-on-year) in May has strengthened our surmise of 

healthy agriculture progress. Being the only supportive factor to count on, we expect the 

agricultural sector to grow at a rate of 3%, while the industry and services sectors are expected to 

post a huge contraction in 2020-21. Manufacturing activities came to a grinding halt since the 

lockdown was announced, but have shown some marginal renewal in production after 

recommencing production operations. The services sector, which is operating partially, with 

hospitality, tourism and aviation being hit the worst, is unlikely to witness quick recovery. The 

rising new cases in the country and spread of the virus could lead to restrained economic activity 

and is likely to interrupt the ongoing resumption in business activities. Continued social distancing 

measures in the absence of a delay in the development of a vaccine are expected to create more 

economic damages. Overall, BWR is not very optimistic on the growth front, and as per our GDP 

projections, the economy is likely to contract by 5.5% in the current fiscal. 

If we track the monetary policy actions of the RBI since the pandemic, the central bank has taken 

adequate actions on the liquidity and interest rate cut front. However, credit growth remains tepid 

in spite of 115 points cut in the repo rate since the pandemic began. Although the transmission 

of the rate cut is slowly gaining pace, it is not adequate. Since February 2019, when the monetary 

easing phase started, the RBI reduced repo rates at seven occasions, cumulatively cutting the rates 



 

   
 

by 250 bps, but the transmission of rate cuts in terms of a fall in SCBs’ MCLR was only by 110 bps 

during the same period. The risk appetite is still high, and banks’ risk averseness increased further, 

given the prevailing uncertainty about the Covid-19 pandemic. This is evident in the excess 

liquidity parked by banks in the reverse repo window of the RBI at a meagre rate of 3.35%, which 

is more than Rs 6.5 lakh crore on a daily basis since April.  

Overall, supply side measures have been more than addressed by the RBI, but the virtually dried-

up demand side factors need urgent attention. For instance, the much-hyped trade surplus in June 

does not indicate any demand revival. A fall in the imports of oil and gold, which constitute the 

major portion of imports, led to this surplus, but the most worrying aspect is the 41% fall in non-

oil, non-gold imports, which clearly indicates crashing industrial and consumer demand.  

On the inflation front, the scratchy level of food inflation due to ongoing supply disruptions, 

coupled with rising fuel prices owing to a hike in excise duties is likely to exert pressure on overall 

inflation in the coming months. At least until the kharif harvest arrives, food inflation may continue 

to remain sticky. Moreover, core inflation, which mostly includes services items, is also showing a 

rising trend because of the increase in transportation cost and health services. Overall, inflation 

conditions demand the RBI to pause the rate cut cycle at the current juncture. 

With the rising inflation outlook and prevailing uncertainty over growth outlook, BWR expects the 

RBI MPC to adopt a wait-and-watch approach and hold the repo rate at 4% and continue with its 

accommodative monetary policy stance in its August meeting. Furthermore, we expect the RBI to 

use its other liquidity tools such as OMOs and LTROs wisely and cautiously so that once the 

situation normalises and economic activities resume, it has enough armour to help bring the 

economy back on track and also support the government to manage the restrained fiscal situation. 
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liena.t@brickworkratings.com   ABOUT BRICKWORK RATINGS 

Brickwork Ratings is India’s home-grown credit rating agency built with superior analytical prowess from industry’s most experienced credit analysts, bankers 
and regulators.  
Established in 2007, Brickwork Ratings aims to provide reliable credit ratings by creating new standards for assessing risk and by offering accurate and 
transparent ratings. Brickwork Ratings provides investors and lenders timely and in-depth research across the Structured Finance, Public Finance, Financial 
Guaranty, Financial Institutions, Project Finance and Corporate sectors.  
Brickwork Ratings has employed over 350 credit analysts and credit market professionals across 8 offices in India. Our experienced analysts have published over 
12,000 ratings across asset classes.  
Brickwork Ratings is committed to provide the investment community with the products and services needed to make informed investment decisions. Brickwork 
Ratings is a registered credit rating agency by Securities and Exchange Board of India (SEBI) and a recognised external credit assessment agency (ECAI) by 
Reserve Bank of India (RBI) to carry out credit ratings in India.  
Brickwork Ratings is promoted by Canara Bank, India’s leading public sector bank. More on Canara Bank available at www.canarabank.co.in   
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