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 MPC unanimously votes to keep repo unchanged: In line with our and consensus 
expectation, the MPC kept repo rate unchanged at 4%, reverse repo at 3.35% and 
MSF at 4.25%. The committee’s vote was unanimous.  

 Committee shifts from calendar-based guidance to state-based guidance: 
Deviating from the practice in the past policies, the MPC shifted from calendar-based 
guidance to state-based guidance. The April 2021 policy stated that the MPC will 
continue with accommodative stance “as long as necessary to sustain growth on a 
durable basis” against the Feb 2021 statement of maintaining accommodative stance 
“at least during the current financial year and into the next financial year.” The 
emergence of second wave of Covid-19 in some states and the resultant mini 
lockdowns have made the growth outlook for FY22 more uncertain. Hence, the MPC 
may have felt that shifting to state-based forward guidance will give it more flexibility 
to adapt to the evolving situation compared to an explicit calendar-based guidance. 

 Inflation forecast upped modestly; growth forecast remains unchanged: The 
committee upped inflation forecasts modestly for H1FY22. It now expects CPI to print 
5.2% in Q1 and Q2FY22 each (up from 5.0%-5.2% in H1FY22 in Feb policy), 4.4% 
in Q3FY22 (up from 4.3% in Feb policy) and 5.1% in Q4FY22. Hence, implied inflation 
in FY22 is seen at 5%. The committee retained its GDP growth forecast for FY22 at 
10.5% despite large stimulus in major economies and their likely impact on global 
growth, partly due to the resurgence of Covid-19 infection in some states. It now 
expects real GDP growth at 26.2% in Q1, 8.3% in Q2, 5.4% in Q3 and 6.2% in 
Q4FY22. The central bank noted that the vaccination drive, fiscal stimulus, PLI 
scheme for several sectors, and rising capacity utilisation are likely to support growth 
while the recent surge in Covid-19 infections and lower consumer confidence are 
likely to act as headwinds.  

 RBI extends several liquidity facilities till Sep 2021…: In order to provide 
continued support to the still nascent recovery, the RBI extended several liquidity 
facilities which were set to expire on 31 Mar 2021. It extended ‘On Tap TLTRO’, 
primary sector lending classification for bank lending to NBFCs, and enhanced WMAs 
limit for state governments till 30 Sep 2021. It also announced fresh liquidity support 
of Rs 250bn to NABARD, Rs 100bn to NHB and Rs 150bn to SIDBI. 

 … and announces G-SAP 1.0 for Rs 1trn in Q1FY22: In what can be termed as the 
most significant announcement of this policy, the RBI announced secondary market 
‘G-Sec Acquisition Programme’ or G-SAP 1.0. Under this programme, the central 
bank will commit to buy specified amount of government securities to ensure orderly 
evolution of the yield curve. This is a significant development, especially on the 
backdrop of the recent tug-of-war between the RBI and the bond market over g-sec 
yields. By purchasing a large amount of gilts from banks, the RBI is likely to create 
additional demand for them thereby keeping borrowing costs low. This move led to a 
rally in the bond market as yields corrected sharply following the announcement. The 
RBI will buy government securities worst Rs 1trn in Q1FY22. 

 RBI aims to achieve the delicate balance of nudging short-term rates up without 
spooking the market: Short-term money market rates have been trading below 
reverse repo rate in the recent past. To enforce the sanctity of reverse repo as the 
floor of LAF corridor, the RBI announced longer-term Variable Rate Reverse Repo 
(VRRR). This is likely to harden short-term rates and flatten the yield curve. While 
details of longer-term VRRR will be announced in due course, we believe higher tenor 
and amount is likely to make the tool effective. 

Chart 1: Inflation fan chart 

 
 
Chart 2: GDP growth fan chart 
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Additional measures on regulatory policies 

 To enhance liquidity support and focus on revival of activity 

o On-tap TLTRO – will now be extended further by 6 months up to September 30, 
‘21.  

o Special refinance facility to financial institutions – to ensure continued flow 
of credit, further liquidity support of Rs500bn will be provided during April-Aug 
’20 the for fresh lending – this includes Rs250bn to NABARD, Rs100bn to NHB 
and Rs150bn to SIDBI. All these facilities will be available at prevailing repo rate.  

o Payment Banks – maximum end of day balance limit per individual customer is 
increased to Rs0.2mn from 0.1mn. 

 ARCs play an important role – potential is yet to be fully realized – committee is 
proposed to be constituted to undertake a comprehensive review of the working of 
ARCs and recommend suitable measures for enabling such entities to meet the 
growing requirements of the financial sector. 

 Bank’s lending to registered NBFCs for on-lending to agriculture / MSME / 
Housing to classify as PSL – dispensation available till March 31st is further 
extended till September 30th ’21. 

 Loan limits against negotiable warehouse receipts – loan limit under PSL raised 
from Rs5mn to Rs7.5mn for negotiable/electronic warehouse receipts. 

 Financial inclusion index – construct and publish FI index based on multiple 
parameters - to be published in July every year. 

 As a significant contribution to payments system: 

o Centralized payment system – RTGS/NEFT that is currently limited to banks 
will be extended to PPI, card issuers, White labelled ATM operators, TReDS 
platform etc. to minimize settlement risk in financial system.  

o Adoption of Interoperability of PPI – as migration towards full KYC PPIs and 
their interoperability is not significant - now interoperability mandatory for all full 
KYC PPIs. Increase limit of balance in PPIs from Rs0.1mn to Rs0.2mn. 

o Cash withdrawal is allowed on full KYC PPIs issued by banks – to bring 
uniformity, cash withdrawal is now allowed to full KYC PPIs of non-banks issuers 
as well. 

 ECBs: Borrowers are allowed to place fixed deposits with AD category for 12 
months – Unutilized ECB proceeds drawn down on or before March 1, 2020 can be 
parked in term deposits with AD Category-I banks in India prospectively up to March 
1, 2022. 
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