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Policy Actions
MPC in its 5th MPC decided to keep the policy repo rate under the liquidity adjustment facility (LAF) unchanged at 4.00 percent.
Accordingly, the marginal standing facility (MSF) rate and the Bank Rate remains unchanged at 4.25 percent and the reverse repo rate
under the LAF remains at 3.35 percent.
The MPC also decided to continue with the accommodative stance as long as necessary to revive and sustain growth on a durable basis
and continue to mitigate the impact of coronavirus (COVID-19) on the economy, while ensuring that inflation remains within the target
going forward.
These decisions are in consonance with the objective of achieving the medium-term target for consumer price index (CPI) inflation of
4 percent within a band of +/- 2 percent, while supporting growth.

Policy Assessment
Since the MPC’s meeting during October 6-8, 2021, surges of infections across geographies, emergence of the Omicron variant, the
persistence of supply chain disruptions and elevated energy and commodity prices continue to weigh on global economic activity.
Global merchandise trade is slowing after a sharp rebound from the pandemic due to the disruptions in port services and turnaround
time, elevated freight rates and the global shortage of semiconductor chips, which could dampen future manufacturing output
and trade.
Commodity prices remain elevated across the board, though there has been some softening since late October and further drop
towards end-November following uncertainties from the new COVID-19 variant, among others. Headline inflation in several advanced
economies (AEs) and emerging market economies (EMEs) has soared, prompting a number of central banks to continue tightening
and others to bring forward policy normalization. With the US Federal Reserve commencing tapering of its monthly asset purchases
and the possibility of faster taper, renewed bouts of volatility and heightened uncertainties have unsettled global financial markets.
Bond yields which had risen in most countries, responding to inflation and monetary policy actions, eased from the last week of
November. The US dollar has been trading higher in recent weeks against both AE and EME currencies.
On the domestic front, data released by the National Statistical Office (NSO) on November 30, 2021 showed that real gross domestic
product (GDP) expanded by 8.4 percent year-on-year (y-o-y) in Q2:2021-22, following a growth of 20.1 percent during Q1:2021-22.
With the recovery gaining momentum, all constituents of aggregate demand entered the expansion zone, with exports and imports
markedly exceeding their pre-COVID-19 levels.
Available data for Q3:2021-22 indicate that the momentum of economic activity is gaining further traction, aided by expanding
vaccination coverage, the rapid subsiding of new infections and release of pent-up demand. Rural demand exhibited resilience – tractor
sales improved in October over the same month of 2019 (pre pandemic level), while motorcycle sales are slowly inching towards their
pre pandemic levels.
Urban demand and contact-intensive services activities are rebounding on improving consumer optimism, supported by festival
demand. High-frequency indicators such as electricity demand, railway freight traffic, port cargo, toll collections, and petroleum
consumption registered robust growth in October/November over the corresponding months of 2019. Automobile sales, steel
consumption and air passenger traffic still remained below 2019 levels even though they gained momentum in October as supply side
shortages eased. Investment activity is exhibiting modest signs of improvement – production of capital goods remained above
pre-pandemic levels for the third month in a row during September, while import of capital goods in October rose at double-digit pace
over its level two years ago. Prints of manufacturing and services PMIs for November 2021 suggested continued improvement in
economic activity. Exports grew in November for the ninth month in a row, along with a surge in non-oil non-gold imports on the back of
reviving domestic demand.
Headline CPI inflation, which has been on a downward trajectory since June 2021, edged up to 4.5 percent in October from 4.3 percent
in September on account of a spike in vegetable prices – due to crop damage from heavy rainfalls in October in several states, and fuel
inflation – driven up by international prices of liquefied petroleum gas and kerosene. In fact, fuel inflation at 14.3 per cent in
October surged to an all-time high. Core inflation or CPI inflation excluding food and fuel remained elevated at 5.9 per cent during
September-October with continuing upside pressures stemming from clothing and footwear, health, and transportation and
communication sub-groups.
Liquidity conditions remained in large surplus, with daily absorptions through the fixed rate reverse repo and the variable rate reverse repo
(VRRR) operations under the liquidity adjustment facility (LAF) averaging `8.6 lakh crore in October - November. Reserve money
(adjusted for the first-round impact of the change in the cash reserve ratio) expanded by 7.9 percent (y-o-y) on December 3, 2021. Money
supply (M3) and bank credit by commercial banks grew y-o-y by 9.5 percent and 7.0 per cent respectively, as on November 19, 2021.
India’s foreign exchange reserves increased by US$ 58.9 billion in 2021-22 (up to December 3, 2021) to US$ 635.9 billion.

Outlook
The inflation trajectory, going forward, will be conditioned by a number of factors. The flare-up in vegetables prices due to heavy rains in
October and November is likely to reverse with the winter arrivals. Rabi sowing is progressing well and is set to exceed last year’s
acreage. Recent pro-active supply side interventions by the Government continue to restrain the pass-through of elevated
international edible oil prices to domestic retail inflation. Crude prices have seen a significant correction in recent period. Cost-push
pressures from high industrial raw material prices, transportation costs, and global logistics and supply chain bottlenecks continue to
impinge on core inflation. The slack in the economy is muting the passthrough of rising input costs to output prices. Taking into
consideration all these factors, CPI inflation is projected at 5.3 percent for 2021-22; 5.1 percent in Q3; 5.7 percent in Q4:2021-22, with
risks broadly balanced. CPI inflation for Q1:2022-23 is projected at 5.0 percent and for Q2 at 5.0 percent.
The recovery in domestic economic activity is turning increasingly broad based, with the expanding vaccination coverage, slump in fresh
COVID-19 cases and rapid normalization of mobility. Rural demand is expected to remain resilient. The spurt in contact-intensive activities
and pent-up demand will continue to bolster urban demand. The government’s infrastructure push, the widening of the performance
linked incentive scheme, structural reforms, recovering capacity utilization and benign liquidity and financial conditions provide conducive
conditions for private investment demand. The Reserve Bank’s surveys point to improving business outlook and consumer confidence. On
the other hand, volatile commodity prices, persisting global supply disruptions, new mutations of the virus and financial market volatility
pose downside risks to the outlook. Taking all these factors into consideration and assuming no resurgence in COVID-19 infections in India,
the projection for real GDP growth is retained at 9.5 percent in 2021-22 consisting of 6.6 percent in Q3; and 6.0 percent in Q4:2021-22.
Real GDP growth is projected at 17.2 percent for Q1:2022- 23 and at 7.8 percent for Q2.
The impact of the recent spike in vegetables prices on food inflation prints is expected to dissipate as the usual softening of prices in the
winter sets in. The partial roll back of Central excise and State Value Added Taxes (VAT) on petrol and diesel in November have eased
retail selling prices and will have second round effects over a period of time.
Crude oil has seen some correction but remains volatile. Core inflation will need to be closely monitored and held in check. For a
sustained lowering of core inflation, continuing the normalisation of excise duties and VATs alongside measures to address other input
cost pressures assume critical importance, more so as demand improves.
All members of the MPC – Dr. Shashanka Bhide, Dr. Ashima Goyal, Prof. Jayanth R. Varma, Dr. Mridul K. Saggar, Dr. Michael Debabrata
Patra and Shri Shaktikanta Das – unanimously voted to keep the policy repo rate unchanged at 4.0 per cent.
All members, namely, Dr. Shashanka Bhide, Dr. Ashima Goyal, Dr. Mridul K. Saggar, Dr. Michael Debabrata Patra and Shri Shaktikanta
Das, except Prof. Jayanth R. Varma, voted to continue with the accommodative stance as long as necessary to revive and sustain
growth on a durable basis and continue to mitigate the impact of COVID-19 on the economy, while ensuring that inflation remains
within the target going forward. Prof. Jayanth R. Varma expressed reservations on this part of the resolution.

Statement on Development and Regulatory Policies
1. Infusion of Capital in Overseas Branches and Subsidiaries of Banks and Retention/Repatriation/Transfer of Profits by these
entities: It has been decided that banks meeting the regulatory capital requirements may, with the approval of their Boards, infuse
capital in their overseas branches and subsidiaries; retain profits in these centres; and repatriate/transfer profits without prior
approval of RBI.
2. External Commercial Borrowing (ECB)/Trade Credit (TC) – Transition from LIBOR to Alternative Reference Rate (ARR): To take
into account differences in credit risk and term premia between LIBOR and the ARRs, for new foreign currency ECBs and TCs, it is
proposed to revise the all-in-cost ceiling from 450 bps to 500 bps and from 250 bps to 300 bps, respectively, over the ARRs. To enable
transition of existing ECBs and TCs linked to LIBOR, it is proposed to revise the all-in-cost ceiling from 450 bps to 550 bps and from 250
bps to 350 bps respectively, over the ARRs.
3. Simplification of Process Flow for Small Value Transactions over UPI: Transaction data analysis shows that 50 percent
transactions through UPI were below `200, indicating its success. These low value transactions, however, utilize significant system
capacity and resources, at times leading to customer inconvenience due to transaction failures because of issues related to
connectivity. It is, therefore, proposed to offer a simpler process flow by enabling small value transactions through an “On-device”
wallet in UPI app which will conserve banks’ system resources, without any change in the transaction experience for the user.
4. Increase in UPI Transaction Limit for Specified Categories: The transaction limit in the UPI system was enhanced from `1 lakh to
`2 lakh in March 2020. To further encourage the use of UPI by retail investors, it is proposed to enhance the transaction limit for
payments through UPI for Retail Direct Scheme and IPO applications from `2 lakh to `5 lakh.
Further, the RBI may also consider complementing the 14-day VRRR auctions with 28-day VRRR in a calibrated fashion, depending on
the evolving liquidity conditions.

Our Views & Conclusion:
MPC as expected kept the policy rate unchanged and continued with its accommodative stance as long as necessary to revive and
sustain growth on a durable basis and continue to mitigate the impact of COVID-19 on the economy. The RBI adopted a more calibrated
and patient approach towards managing liquidity and monetary policy support, recognizing that there are still some downside risks to
growth. The RBI has retained its retail inflation outlook for FY22 at 5.3 percent. The RBI has retained its GDP growth forecast at
9.5 percent for FY 22.
The central bank has been rebalancing the liquidity surplus in the economy through its Fixed Overnight and Variable longer term
Reverse repo auctions. It has now stated that it wants the 14- Day VRRR to become the main liquidity operation for liquidity
management. With this objective, it is now proposed to enhance the 14-day VRRR auction amounts on a fortnightly basis in the
following manner: `6.5 lakh crore on December 17; and further to `7.5 lakh crore on December 31. On the back of this measures taken
by RBI, we expect the long term interest rates to remain range bound while short term rates might start to inch up. We will closely
monitor the factors discussed above and remain invested in the medium term segment of the yield curve.
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