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RBI Policy Preview: No headline changes  
 
With the backdrop of growth related headwinds in both urban and rural sectors, increase 
in economic uncertainty, and rise in inflationary pressures, the RBI is expected to signal 
continuation of easy financial conditions and keep the repo and reverse repo rate 
unchanged. We do see a realistic chance for the RBI to reduce its earlier growth forecast of 
10.5% and highlight increasing risks to the downside. Further, RBI will continue to pursue 
its broad intent of plugging weak spots in the economy and ensure adequate liquidity 
flows to various segments.  
 

Acknowledge a growth hit: Though the lockdown in the second wave is less stringent 
than the first and mobility indices have contracted at a lesser pace than last year, the  decline 
in consumer sentiment remains evident. High frequency indicators like decline in E-way bills, 
moderation in PMI manufacturing, sequential contraction in vehicle registrations, and high 
unemployment rates already highlight the stress in consumption demand. In our view, 
despite unlocking of the economy in mid/end June, consumption demand is unlikely to 
recover steadfastly due to increased economic costs and health related uncertainty going 
forward.  
 
On the investment side, manufacturing capacity utilization remains at a low of 66.6% in June 
2021 as per RBI’s OBICUS Survey vis-à-vis a recent high of 76.1% in March 2018. With spare 
production capacity in hand and shrivelling consumption demand, fresh investments are 
unlikely to pick-up anytime soon despite negative real interest rates, regulatory reforms and 
prevalence of abundant liquidity. Overall, we see a realistic chance for the RBI to reduce its 
earlier projection of 10.5% to a shade below the 10% level and also highlight increased 
downside risks to growth.  
 

Policy tilted to revive growth: On inflation, we expect the MPC to retain its projection of 
Headline CPI at around 5.0% level, similar to ours. Despite upside risks core inflation, on 
account of supply chain disruption, higher commodity prices, and pass-through of higher 
prices to end-consumers, the MPC is likely to draw comfort from the headline inflation 
remaining within RBI’s target band of 2-6% for FY22, and lower than FY21 print of 6.2%.  We 
think that the RBI will tilt towards its efforts to kick-start growth and see through the inflation 
risks for the moment. Despite this, the MPC will not be able to bring down policy interest 
rates further as real policy rates are anyways in the negative zone. Further, savings interest 
rates at the 1-year point are mostly negative too and any further cuts in the interest rate can 
hurt the savers. Thus, the stance of monetary policy will be maintained while ensuring 
adequate liquidity in the system. Overnight call money rates are currently below the reverse 
repo rate and the RBI would continue to remain comfortable with the same.  
 

Yield management to continue: Meanwhile, the RBI is likely to announce the third 
tranche of G-sec purchase of INR 400 bn under G-SAP 1.0 which has a target of INR 1 tn. Until 
now, the RBI has announced INR 600 bn of g-sec purchases under this scheme. This has 
probably become more essential now as the Central Government announced its intention to 
borrow an additional INR 1.58 tn in FY22 to meet the needs of Compensation Cess due to the 
State governments. While we see the possibility of more rounds of G-SAPs to be announced, 
we do not think that the RBI will do that immediately. Communication to the market will 
indicate clear inclination of the RBI to enable the system to absorb any additional supplies of 
government papers.  
 

More enablers from RBI may be announced: The room available for traditional 
monetary policy is increasingly becoming constricted. In the absence of any further 
opportunity to cut rates, we expect the RBI to continue to use its balance sheet to keep financial 
market conditions easy. Further measures from the RBI could include:    

 More flexibility to banks to implementing restructuring plans in light of the hit to 
the economy due to the second COVID wave.  

 Similar to the COVID loan book for healthcare related sectors, the RBI can expand 
the scope for incremental lending to MSME and small businesses and an equal 
amount can be placed with the RBI at 25 bps lower than the repo rate.  

 Reduction in risk weights on bank lending to NBFCs/MFI that exclusively lend to 
MSMEs and small businesses.    

 

 

 

 

 

 

 

 
 
 
 
 
 
Highlights  
 No change expected 

in repo, reverse repo, 
stance on liquidity 
and the overall 
accommodative 
stance 

 

 RBI may revise down 
its FY22 GDP growth 
projection of 10.5% 
and highlight risks to 
growth as being 
higher than for 
inflation 

 

 The RBI is likely to 
announce the 3rd  
tranche of g-sec 
purchase of INR 400 
bn under G-SAP 1.0 
and facilitate credit 
flows to businesses  

 

 
 
 

 
 
 
 
 
 
Indranil Pan 
Indranil.pan@yesbank.in 

+91-9930523898 

 
Radhika Piplani 
Radhika.piplani@yesbank.in 
+91-22-33729016 

 
Sanjana Shah 

Sanjana.shah@yesbank.in 
+91-22-33724209 

 
 
 
 
 
 
 



2 June 2021   

ECOLOGUE 

YES ECOLOGUE                                                                                                                                                                                                                                                                                      2 

Exhibit 1:  Trends in core and headline CPI inflation  

 
Source: CEIC, Yes Bank Economics Research 

Exhibit 2:  Trends in key policy & call money market rates   

 
Source: CEIC, Yes Bank Economics Research 

 
                                            

 

 
  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

0

1

2

3

4

5

6

7

8

9

M
ar

-1
5

S
ep

-1
5

M
ar

-1
6

S
ep

-1
6

M
ar

-1
7

S
ep

-1
7

M
ar

-1
8

S
ep

-1
8

M
ar

-1
9

S
ep

-1
9

M
ar

-2
0

S
ep

-2
0

M
ar

-2
1

S
ep

-2
1

M
ar

-2
2

Core inflation CPI inflation

Upper end of Inflation 
Targeting Band

Lower end of Inflation 
Targeting Band

% YoY

Forecasts

3.0

3.5

4.0

4.5

5.0

5.5

6.0

6.5

7.0

M
ay

-1
8

S
ep

-1
8

Ja
n

-1
9

M
ay

-1
9

S
ep

-1
9

Ja
n

-2
0

M
ay

-2
0

S
ep

-2
0

Ja
n

-2
1

M
ay

-2
1

Repo Rate Reverse Repo Rate Call Money Rate
%



2 June 2021   

ECOLOGUE 

YES ECOLOGUE                                                                                                                                                                                                                                                                                      3 

 

 

 

 

 

 

 

 

 

 

 

      
About YES BANK  
YES BANK is a ‘Full Service Commercial Bank’ providing a complete range of products, services and technology driven digital offerings, catering 
to Retail, MSME as well as corporate clients. YES BANK operates its Investment banking, Merchant banking & Brokerage businesses through YES 
SECURITIES and its Mutual Fund business through YES Asset Management (India) Limited, both wholly owned subsidiaries of the Bank. 
Headquartered in Mumbai, it has a pan-India presence across all 28 states and 8 Union Territories in India including an IBU at GIFT City, and a 
Representative Office in Abu Dhabi. For more information, please visit the Bank’s website at http://www.yesbank.in/. 

 
CORPORATE HEADQUARTERS: ONE International Center, Tower II, 15th Floor, Senapati Bapat Marg, Elphinstone (W), Mumbai 400 013, India. 

 
DISCLAIMER 
In the preparation of the material or information contained in this document, YES Bank Limited (“YES Bank”) has used information that is publicly available, 
including information developed in-house. Information gathered and material used in this document is believed to have been obtained from reliable sources. 
However, YES Bank makes no warranty, representation or undertaking whether expressed or implied, with respect that such information is being accurate, 
complete or up to date, nor does it assume any legal liability, whether direct or indirect or responsibility for the accuracy, completeness or usefulness of 
anyinformation in this document. 

 
The material or information in this document includes external data sources or references to third party, which are outside the realm or control of YES Bank. 
YES Bank takes no responsibility for the contents of those external data sources or such third party references. No third party will assume and direct or indirect 
liability, whose references have been provided in this document. It is the responsibility of the user or recipient of this document to make its/his/her own decisions 
or discretion about the accuracy, currency, reliability and correctness of information found in this document. 

 
The opinion or expression made by YES Bank in this document, should not in any manner, be construed as a solicitation or endorsement of any offer for purchase 
or sale of any financial transaction, commodities, products of any financial instrument referred therein. All recipients of this document should carefully read, 
understand and investigate (either with or without professional advisors) into the risks arising out of or attached to such financial instrument or transaction or 
commodities or products before dealing or transacting in such financial instrument or transaction or commodities or products. All dealing or transaction entered 
upon by such recipients shall be entirely at their own risk and YES Bank shall not be responsible or liable for the same in any manner whatsoever.  

 
We have included statements, opinions, recommendations in this document which contain words or phrases such as "will", "expect" "should" and similar 
expressions or variations of such expressions, that is or may be construed as “forward looking statements”. Actual results may differ materially and substantially 
from those suggested by such forward looking statements. Such difference may arise due to various risks or uncertainties associated with our expectations with 
respect to, but not limited to, exposure to market risks, general economic and political conditions in India and other countries globally, which have an impact on 
our services and / or investments, the monetary and interest policies of India, inflation, deflation, unanticipated turbulence in interest rates, foreign exchange 
rates, equity prices or other rates or prices, the performance of the financial markets in India and globally, changes in domestic and foreign laws, regulations and 
taxes and changes in competition in the industry. By their nature, certain market risk disclosures are only estimates and could be materially different from what 
actually occurs in the future. As a result, actual future gains or losses could materially differ from those that have been estimated herein. 

 
Neither YES Bank nor any of its officers, directors, personnel and employees shall be liable for any loss, claim, damage of whatsoever any nature, including but 
not limited to, direct, indirect, punitive, special, exemplary, consequential, as also any loss of profit in any way arising from the use of this material or the 
information therein, in any manner.  

 
The investments discussed in this material may not be suitable for all investors. Any person subscribing to any product or financial instruments should do so 
on the basis of and after verifying the terms and conditions attached to such products or financial instruments, entirely at their own risk, costs and volition. 
Financial products and instruments are subject to market risks and yields may fluctuate depending on various factors affecting the capital or debt markets. 
Please note that past performance of financial products and instruments does not necessarily indicate the future prospects and performance thereof.  

 
YES Bank or its officers, directors, personnel and employees, including persons involved in the preparation or issuance of this material may; (a) from time to 
time, have long or short positions in, and buy or sell the securities mentioned herein and/or (b) be engaged in any other transaction involving such securities 
and earn brokerage or other compensation in the financial instruments, products, commodities discussed herein or act as advisor or lender / borrower in respect 
of such securities, financial instruments, products, commodities or have other potential conflict of interest with respect to any recommendation and related 
information and opinions.  

 
No part of this material may be duplicated or copied in whole or in part in any form and or redistributed without the prior written consent of YES Bank. Any 
reproduction, adaptation, distribution or dissemination of the information available in this document for commercial purpose or use is strictly prohibited unless 
prior written authorization is obtained from YES Bank. 
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