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     RBI Monetary Policy Review  

Pragmatic policy; expect rates to increase by another 25-50bps in FY23 
 

 The monetary policy committee (MPC) unanimously voted for a 50bps hike in the repo rate. 
This was marginally higher than our expectation of a 35bps hike. The repo rate now stands 
at 4.90%, the standing deposit facility (SDF) rate at 4.65% and the marginal standing 
facility (MSF) rate at 5.15%. We expect additional rate hikes of 25-50bps in FY23. 

 The MPC also unanimously voted to focus on withdrawal of accommodation.   The RBI will 
move towards normal monetary policy in a calibrated manner. The Governor clarified in 
the press conference that normal monetary policy meant that the call rates should be 
close to the repo rate rather than the SDF rate.    

 RBI noted that upside risks to inflation have manifested earlier than expected. 
Consequently, Inflation is expected to be above 6% for the first three quarters of FY23. RBI 
has revised up its inflation projection for FY23 to 6.7% from 5.7% earlier with 1Q at 7.5%, 
2Q at 7.4%, 3Q at 6.2% and 4Q at 5.8%. This assumes crude at US$105/bbl. This is closer to 
the upper bound of our inflation forecast while our base case is at 6.2% (assuming cooling 
off in commodity prices in 2HFY23 on global policy tightening and consequent slowdown).  

 The Governor pointed out that 75% of the increase in the inflation projection is attributed 
to food articles. At the same time, he also noted that fuel tax cuts have reduced the three 
month ahead inflation expectations of urban households by 190bp and 1 year ahead 
inflation expectations by 90bp.  

 RBI retained its GDP forecast for FY23 at 7.2% with 1Q at 16.2%, 2Q at 6.2%; 3Q at 4.1% 
and  4Q at 4%. Notably, capacity utilisation has improved to 74.5% in 4QFY22 from 72.4% 
in 3QFY22.  

 The Governor reiterated his commitment to orderly completion of the government 
borrowing programme. We expect the 10 - year to trade ~7.5% levels. Any significant spike 
may be met with intervention from RBI. 

Outlook for policy –calibrated move towards normal monetary policy; expect 25-50bps of rate 
hikes: The protracted war in Europe and the accompanying sanctions have kept global commodity 
prices elevated across the board. This is exerting sustained upward pressure on consumer price 
inflation, well beyond the targets in many economies. Globally, stagflation concerns are growing and 
are amplifying the volatility in global financial markets. This is feeding back into the real economy and 
further clouding the outlook. The MPC noted that, in such a challenging global environment, domestic 
economic activity is gaining traction, while inflation pressures have intensified further. The upside risks 
to inflation as highlighted in the April and May 2022 policies have materialised earlier than anticipated 
– both in terms of timing and magnitude. Inflationary pressures have become broad-based and remain 
largely driven by adverse supply shocks. There are growing signs of a higher pass-through of input 
costs to selling prices. The MPC noted that inflation is likely to remain above the upper tolerance band 
of 6% through the first three quarters of FY23. In this context, supply side measures taken by the 
government in reducing excise duties on petrol and diesel, along with the other measures would help 
in mitigating the inflationary pressures to some extent. The MPC also recognised that sustained high 
inflation could unhinge inflation expectations and trigger second round effects. It, therefore, judged 
that further monetary policy measures are necessary to anchor the inflation expectations. Accordingly, 
the MPC decided to increase the policy repo rate by 50 basis points to 4.90%. The MPC also decided 
to remain focused on withdrawal of accommodation to ensure that inflation remains within the target 
going forward, while supporting growth.  The Governor noted that the repo rate still remains below 
its pre-pandemic level.  Consequently, We expect additional repo rate hikes of 25-50bps over 
the next two policy meetings.  
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Outlook for inflation –upside risks drive revision in CPI forecast to 6.7%:  Upside risks to inflation do 
persist. These risks emanate from elevated commodity prices; revisions in electricity tariffs across many 
states; high domestic poultry and animal feed costs; continuing trade and supply chain bottlenecks; rising 
pass-through of input costs to selling prices in the manufacturing and services sectors; the recent spike in 
tomato prices which are adding to food inflation; and most important of all, the elevated international crude oil 
prices. With the assumption of a normal monsoon in 2022 and average crude oil price (Indian basket) of 
US$105/bbl, inflation is now projected at 6.7% in FY23 (up from 5.7% earlier), with 1Q at 7.5%; 2Q at 7.4%; 
3Q at 6.2%; and 4Q at 5.8%, with risks evenly balanced. 75% of the increase in inflation projections can be 
attributed to the food group. Further, the baseline inflation projection of 6.7% for FY23 does not take into 
account the impact of monetary policy actions. The RBI’s 6.7% forecast is closer to the upper bound of 
our inflation forecast while our base case is at 6.2% (assuming cooling off in commodity prices in 
2HFY23 on global tightening and consequent slowdown). 
 
 
Outlook for growth – domestic growth holding up; capacity utilisation continues to improve: The 
recovery in domestic economic activity is gathering strength. Rural consumption should benefit from the likely 
normal south-west monsoon and the expected improvement in agricultural prospects. A rebound in contact-
intensive services is likely to bolster urban consumption, going forward. Investment activity is expected to be 
supported by improving capacity utilisation, the government’s capex push, and strengthening bank credit. 
Growth of merchandise and services exports is set to sustain the recent buoyancy. Spillovers from prolonged 
geopolitical tensions, elevated commodity prices, continued supply bottlenecks and tightening global financial 
conditions nevertheless weigh on the outlook. Taking all these factors into consideration, the real GDP growth 
projection for FY23 is retained at 7.2%, with 1Q at 16.2%; 2Q at 6.2%; 3Q at 4.1%; and 4Q at 4.0% with risks 
broadly balanced. Notably, capacity utilisation has improved to 74.5% in 4QFY22 from 72.4% in 3QFY22. 
Capacity ulitisation edging closer to 80% levels bodes well for the capex cycle.  
 
 
Outlook for liquidity – calibrated tightening: In line with the emphasis on gradual withdrawal of 
accommodation articulated in the April and May MPC resolutions, systemic liquidity has moderated in the 
recent period. Surplus liquidity, as reflected in average daily absorption under the liquidity adjustment facility 
(LAF) – that is, the absorption under SDF and variable rate reverse repo (VRRR) of 14 days and 28 days –at 
Rs5.5tn during May 4-May 31 was lower than Rs.7.4tn during April 8-May 3, 2022. Nevertheless, the 
overhang of excess liquidity has resulted in overnight money market rates, on an average, trading below the 
policy repo rate. Following the repo rate hike of 40 bps on May 4, the WACR has further increased, 
averaging 4.07% during May 5-31. However, this was still below the SDF rate of 4.15%, The Governor 
noted in his statement that RBI will move towards normal monetary policy in a calibrated manner. He 
further clarified in the press conference that normal monetary policy meant that the call rates should 
be close to the repo rate rather than the SDF rate. Consequently, we believe liquidity tightening has 
some room to run. Nevertheless, we also think that increases in the cash reserve ratio (CRR) will be 
the last resort, with RBI preferring other organic means of liquidity absorption such as increase in 
currency in circulation , credit growth and FX sales (as and when warranted).        
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DISCLOSURES 

 

This Report is published by Nirmal Bang Equities Private Limited (hereinafter referred to as “NBEPL”) for private circulation. NBEPL is a 
registered Research Analyst under SEBI (Research Analyst) Regulations, 2014 having Registration no. INH000001436. NBEPL is also a 
registered Stock Broker with National Stock Exchange of India Limited and BSE Limited in cash and derivatives segments.  
 
NBEPL has other business divisions with independent research teams separated by Chinese walls, and therefore may, at times, have 
different or contrary views on stocks and markets. 
 
NBEPL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing / dealing in 
securities Market. NBEPL, its associates or analyst or his relatives do not hold any financial interest in the subject company. NBEPL or its 
associates or Analyst do not have any conflict or material conflict of interest at the time of publication of the research report with the 
subject company. NBEPL or its associates or Analyst or his relatives do not hold beneficial ownership of 1% or more in the subject 
company at the end of the month immediately preceding the date of publication of this research report. 
 
NBEPL or its associates / analyst has not received any compensation / managed or co-managed public offering of securities of the 
company covered by Analyst during the past twelve months. NBEPL or its associates have not received any compensation or other 
benefits from the company covered by Analyst or third party in connection with the research report. Analyst has not served as an officer, 
director or employee of Subject Company and NBEPL / analyst has not been engaged in market making activity of the subject company. 
 
Analyst Certification: We, Teresa John, research analysts and the authors of this report, hereby certify that the views expressed in this 
research report accurately reflects our personal views about the subject securities, issuers, products, sectors or industries. It is also 
certified that no part of the compensation of the analysts was, is, or will be directly or indirectly related to the inclusion of specific 
recommendations or views in this research.  The analysts are principally responsible for the preparation of this research report and have 
taken reasonable  care  to  achieve  and  maintain  independence  and  objectivity  in  making  any recommendations. 
 
 
 
 
 



 
Institutional Equities

 

 

 
4 RBI monetary policy review 

Disclaimer 

Stock Ratings Absolute Returns 

BUY  > 15% 

ACCUMULATE  -5% to15% 

SELL  < -5% 

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. NBEPL is not 
soliciting any action based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security or product, or to engage in or refrain from 
engaging in any such transaction. In preparing this research, we did not take into account the investment objectives, financial situation and particular needs of the 
reader.  

This research has been prepared for the general use of the clients of NBEPL and must not be copied, either in whole or in part, or distributed or redistributed to 
any other person in any form. If you are not the intended recipient you must not use or disclose the information in this research in any way. Though disseminated to 
all the customers simultaneously, not all customers may receive this report at the same time. NBEPL will not treat recipients as customers by virtue of their receiving 
this report. This report is not directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where such 
distribution, publication, availability or use would be contrary to law, regulation or which would subject NBEPL & its group companies to registration or licensing 
requirements within such jurisdictions. 

The report is based on the information obtained from sources believed to be reliable, but we do not make any representation or warranty that it is accurate, 
complete or up-to-date and it should not be relied upon as such. We accept no obligation to correct or update the information or opinions in it. NBEPL or any of its 
affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained in 
this report. NBEPL or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding any matter pertaining to this 
report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The recipients of this report should 
rely on their own investigations.  

This information is subject to change without any prior notice. NBEPL reserves its absolute discretion and right to make or refrain from making modifications and 
alterations to this statement from time to time. Nevertheless, NBEPL is committed to providing independent and transparent recommendations to its clients, and 
would be happy to provide information in response to specific client queries.  

Before making an investment decision on the basis of this research, the reader needs to consider, with or without the assistance of an adviser, whether the advice 
is appropriate in light of their particular investment needs, objectives and financial circumstances. There are risks involved in securities trading. The price of 
securities can and does fluctuate, and an individual security may even become valueless. International investors are reminded of the additional risks inherent in 
international investments, such as currency fluctuations and international stock market or economic conditions, which may adversely affect the value of the investment. 
Opinions expressed are subject to change without any notice. Neither the company nor the director or the employees of NBEPL accept any liability whatsoever for 
any direct, indirect, consequential or other loss arising from any use of this research and/or further communication in relation to this research. Here it may be noted that 
neither NBEPL, nor its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special or consequential 
including lost revenue or lost profit that may arise from or in connection with the use of the information contained in this report.  

Copyright of this document vests exclusively with NBEPL.  

Our reports are also available on our website www.nirmalbang.com 

Access all our reports on Bloomberg, Thomson Reuters and Factset. 
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