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Significant Monetary Stimulus by the Reserve
Bank of India

e The Reserve Bank of India announced a 75 bps cut to its benchmark repo
rate to 4.40% and maintained an accommodative monetary policy stance.
Various other measures were also introduced to alleviate financial stress.

e The monetary measures complement the government’s fiscal relief
package announced on March 26, yet more may be needed given the
severity of the economic shock.

The Reserve Bank of India (RBI) unveiled substantial monetary stimulus on March
27. The monetary easing measures are intended to lessen the adverse impact of
the COVID-19 pandemic, to revive economic growth, and to preserve financial
stability. The monetary policy meeting was brought forward from March 31-April 3,
reflecting the acuteness of the situation.

The RBI's measures have several dimensions. The bank cut the benchmark repo
rate by 75 bps to 4.4% (chart 1) and maintained an accommodative policy stance.
Prior to today’s action, the key rate had been lowered by 135 bps between
February and October 2019. The RBI also announced a series of measures to
boost liquidity in the Indian financial system; targeted long-term repo operations, a
boosted marginal lending facility, and a lower cash reserve ratio for all banks (cut
by 100 bps to 3.0%) will inject a total of INR 3.74 trillion liquidity into the system.
Moreover, the RBI reduced the reverse repo rate by 90 bps (i.e. more than the 75
bps cut to the repo rate), which results in a widening of the existing policy rate
corridor. This measure aims to make it unattractive for banks to passively deposit
funds with the RBI, underpinning lending to productive sectors of the economy.
The central bank also announced a 3-month moratorium on loan repayments
covering banks and non-bank financial companies.

The Indian economic outlook is turning increasingly negative as the coronavirus
continues to spread rapidly. On March 25, Prime Minister Narendra Modi
announced a 3-week nationwide lockdown to limit the spread of the virus. The
curtailment of movement combined with an expected sharp deterioration in
consumer and business confidence will lead to a substantial reduction in
economic activity. In order to mitigate the impact, the government announced on
March 26 a fiscal stimulus package worth INR1.7 trillion, equivalent to around
0.8% of GDP. The monetary and fiscal stimulus measures will complement each
other, helping the economy recover once the virus outbreak stabilises.
Nevertheless, as the persistence of the health crisis is uncertain, we note that
further stimulus may be required over the coming weeks and months.

Given the severity of the situation, the RBI looked through India’s high inflation and
prioritised economic growth support. At 6.6% y/y in February (chart 1), headline
inflation remains above the RBI's 2—6% target band. Nevertheless, price pressures
eased from the January peak of 7.6% and will likely weaken further over the coming
months on the back of lower oil prices and significantly softer demand-driven price
pressures. Additionally, India’s core inflation has remained more contained, hovering
within the central bank’s target. We expect headline inflation to return to the target
fairly rapidly, paving the way for further monetary stimulus over the coming months.

CONTACTS

Tuuli McCully, Head of Asia-Pacific Economics
65.6305.8313 (Singapore)

Scotiabank Economics
tuuli.mccully@scotiabank.com

Chart1

India's Inflation and Benchmark
Interest Rate
10 1%

Core-CPI
Inflation yly

RBI Repo
Rate

RBI's medium-term
| inflation target

Headline CPI
Inflation yly

14 15 16 17 18 19 20
Sources: Scotiabank Economics, Bloomberg.

Visit our website at scotiabank.com/economics | Follow us on Twitter at @ScotiaEconomics | Contact us by email at scotia.economics@scotiabank.com


https://www.scotiabank.com/ca/en/about/global-economics/economics-publications.html
https://twitter.com/ScotiaEconomics
x-apple-data-detectors://3

[~ 0 GLOBAL ECONOMICS
_‘J Scotiabank. | FLASH REPORT

March 27, 2020

This report has been prepared by Scotiabank Economics as a resource for the clients of Scotiabank. Opinions, estimates and projections
contained herein are our own as of the date hereof and are subject to change without notice. The information and opinions contained herein
have been compiled or arrived at from sources believed reliable but no representation or warranty, express or implied, is made as to their
accuracy or completeness. Neither Scotiabank nor any of its officers, directors, partners, employees or affiliates accepts any liability whatsoever
for any direct or consequential loss arising from any use of this report or its contents.

These reports are provided to you for informational purposes only. This report is not, and is not constructed as, an offer to sell or solicitation of
any offer to buy any financial instrument, nor shall this report be construed as an opinion as to whether you should enter into any swap or
trading strategy involving a swap or any other transaction. The information contained in this report is not intended to be, and does not
constitute, a recommendation of a swap or trading strategy involving a swap within the meaning of U.S. Commodity Futures Trading
Commission Regulation 23.434 and Appendix A thereto. This material is not intended to be individually tailored to your needs or characteristics
and should not be viewed as a “call to action” or suggestion that you enter into a swap or trading strategy involving a swap or any other
transaction. Scotiabank may engage in transactions in a manner inconsistent with the views discussed this report and may have positions, or
be in the process of acquiring or disposing of positions, referred to in this report.

Scotiabank, its affiliates and any of their respective officers, directors and employees may from time to time take positions in currencies, act as
managers, co-managers or underwriters of a public offering or act as principals or agents, deal in, own or act as market makers or advisors,
brokers or commercial and/or investment bankers in relation to securities or related derivatives. As a result of these actions, Scotiabank may
receive remuneration. All Scotiabank products and services are subject to the terms of applicable agreements and local regulations. Officers,
directors and employees of Scotiabank and its affiliates may serve as directors of corporations.

Any securities discussed in this report may not be suitable for all investors. Scotiabank recommends that investors independently evaluate any
issuer and security discussed in this report, and consult with any advisors they deem necessary prior to making any investment.

This report and all information, opinions and conclusions contained in it are protected by copyright. This information may not be
reproduced without the prior express written consent of Scotiabank.

™ Trademark of The Bank of Nova Scotia. Used under license, where applicable.

Scotiabank, together with “Global Banking and Markets”, is a marketing name for the global corporate and investment banking and capital
markets businesses of The Bank of Nova Scotia and certain of its affiliates in the countries where they operate, including, Scotiabanc Inc.;
Citadel Hill Advisors L.L.C.; The Bank of Nova Scotia Trust Company of New York; Scotiabank Europe plc; Scotiabank (Ireland) Limited;
Scotiabank Inverlat S.A., Institucién de Banca Mudltiple, Scotia Inverlat Casa de Bolsa S.A. de C.V., Scotia Inverlat Derivados S.A. de C.V. — all
members of the Scotiabank group and authorized users of the Scotiabank mark. The Bank of Nova Scotia is incorporated in Canada with
limited liability and is authorised and regulated by the Office of the Superintendent of Financial Institutions Canada. The Bank of Nova Scotia is
authorised by the UK Prudential Regulation Authority and is subject to regulation by the UK Financial Conduct Authority and limited regulation
by the UK Prudential Regulation Authority. Details about the extent of The Bank of Nova Scotia's regulation by the UK Prudential Regulation
Authority are available from us on request. Scotiabank Europe plc is authorised by the UK Prudential Regulation Authority and regulated by the
UK Financial Conduct Authority and the UK Prudential Regulation Authority.

Scotiabank Inverlat, S.A., Scotia Inverlat Casa de Bolsa, S.A. de C.V., and Scotia Derivados, S.A. de C.V., are each authorized and regulated
by the Mexican financial authorities.

Not all products and services are offered in all jurisdictions. Services described are available in jurisdictions where permitted by law.

Visit our website at scotiabank.com/economics | Follow us on Twitter at @ScotiaEconomics | Contact us by email at scotia.economics@scotiabank.com


https://www.scotiabank.com/ca/en/about/global-economics/economics-publications.html
https://twitter.com/ScotiaEconomics

