LIFE GOALS. DONE.
RBI maintains status quo on policy rates, prioritize inflation control with upward growth revision
- M. Sampath Reddy, Chi &f | nvest ment Officer, Bajaj Allianz life

The RB’s Mbonetary Pdicy Comnittee ( MPC) for the 6th consecutive ti me kept the pdicy rates
unchanged, by keepingreporatesteady at 6.5% SDF at 6. 25%and MF and bankrate at 6. 75% The
RBl dsol eftitsstance of “withdrawal of accommodation” unchanged wththevoteof 51 Thecentrd
bank highighted that i nterest rate trans nssions are still not conpl ete andinflationis yet to be
brought downtotargeted levd on a dural e basis. Hence, the RB’s stance shou d be viewedinths
context, and “ mix of i nstruments” wll be used by the Centrd Bankto nmanagetheliqu dtysituation
The MPClastraisedthereporate by 25 bpsto 6.50%inits Feb 2023 neeting

Historical Key Policy Rate & Projections Trend

Particular Apr-23 Jun-23 Aug-23 0ct-23 Dec-23 Jan-24
Repo Rate 6.50% 6.50% 6.50% 6.50% 6.50% 6.50%
SDF (Standing Deposit Facility) 6.25% 6.25% 6.25% 6.25% 6.25% 6.25%
MSF (Marginal Standing Facility) 6.75% 6.75% 6.75% 6.75% 6.75% 6.75%
Bank Rate 6.75% 6.75% 6.75% 6.75% 6.75% 6.75%
CRR {Cash Reserve Ratio) 4.50% 4.50% 4,50% 4.50% 4,50% 4.50%
Stance Withdrawal of Accammodation | Withdrawal of Ac dation | Withdrawal of A dation | Withdrawal of Ac dation | Withdrawal of Ac dation | Withdrawal of Accommodation
CPI Target 4% (+/- 2%) 4% (+/- 2%) 4% (+]- 2%) 4% (+/- 2%) 4% (+/- 2%) 4% (+/- 2%)
CPI Projection
Fr24 5.2% 5.1% 5.4% 5.4% 5.4% 5.4%
Q1 FY24 5.1% 4.6% - - - -
Q2 FY24 5.4% 5.2% 6.2% 6.4% -
Q3 FY24 5.4% 5.4% 5.7% 5.6% 5.6% -
Q4 FY24 5.2% 5.2% 5.2% 5.2% 5.2% 5.0%
FY25 - - - - - 4.5%
Q1 FY25 - - 5.2% 5.2% 5.2% 5.0%
02FY25 - - - - 4.0% 4.0%
Q3 FY25 - - - - - 4.6%
04 FY25 - - - - B 4.7%
24 6.5% 6.5% | 6.5% 6.5% 7.0% 7.3%
Q1Fr24 7.8% 8.0% 8.0% - - -
Q2 FY24 6.2% 6.5% 6.5% 6.5% -
Q3 FY24 6.1% 6.0% 6.0% 6.0% 6.5%
Q4 FY24 5.9% 5.7% 5.7% 5.7% 6.0% -
FY25 - - - - - 7.0%
Q1 FY25 - - 6.6% 6.6% 6.7% 7.2%
Q2 FY25 - - - - 6.5% 6.8%
Q3 FY25 - - - - - 7.0%
Q4 FY25 - - - - - 6.9%
Source: RBI

Ontheinflationfront, For FY24, the RB has reta ned its projection at 5.4% howeverit has| owered
QAFY24 esti matefromb5. 2%( Dec’ 23 pdicy) to5% For FY25, the Centrd Bank expectsi nfl ationtocome
inat 45% wthQl at 5%(5.2%as per Dec’ 23 pdicy), Q2 at 4%( unchangedfromDec’ 23), Q3 at 4 6%
(4 7%earlier) and Q4 at 4 7% The downwar drevisi ons have been nade as t he RBI re nai ns confi dent
that Rabi sow ng has been satisfactory th's season and vegetal e prices are also on a downward
trajectory now Further, these nunbers area sobased onthe assunpti on of nor mal nonsooni nFY25.

Upsi deriskstotheseforecasts may e merge on account of vd atilityi ni nternati onal commodity price
andi nparticu ar crude ail prices. Onga nggeopditicd tensi ons may d srupt supp ychai ns, whichcod d
have adversei npact on gl obal commodity prices.

On the Growth front, the centrd bank governor highighted that on the back of robust domestic
econonic activity, Indds growh projectedis to grow by 7.3% YoY in FY24 (fdlowng growth
projecti ons as per NSO's advanced esti nates), the RBl expects 7% growthin FY25. The conti nued
strong growthin FY25 predcted on the back of: resilience shown i n services activity, conti nued
profitakility of the manufact uring sector, possikility of i ncreased consunpti on de mand, steady Raki
sowng and governnent retanngfocus on capitd expenditure Downside risks may energe from
escd ati on of geopditicd tensi ons and vd atilityi ni nternati onal fi nancid markets.
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Ontheliqudty front, after remaininginsurdus during April-August 2023, systeml evd liqu dty,
turnedinto defidtfromSep 23 after a gap of four and half years. Theliqu dty defidtis bei ng driven
by multide factors induding lower governnment spend ng whichis expected to pick up. After
consi deri ng gover nment cash bal ances, systenicliquidityremainsinsurd us. The RBI wll dep oy an
appropriate mxof i nstrumentsto nodul atefrictional and dural eliqui dty.

Banking System Liquidity 10 Year G-Sec Yield Vs Repo Rate Trend (in %)
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Source: Jefferies, RBI, Bloomberg

Outlook:

The pdicy was | argd y al ong expectedlines. The Monetary Pdicy Committee( MPC) acknow edgedt he
resilience of domestic econonic activity, supported by i nvest ment nomentum positive busi ness
senti ment, andrising consumer confi dence. They recogni zedt he d sruptivei npact of recurri ng food
price shocks on the dsinflation process driven by moderating coreinflation (exfood & energy).
Geopditicd tensions, theiri nplications on supdy chains, vd atilityin g obal financid narkets and
commodi ty prices pose si gnificant upsi derisks toi nfl ati on

The cumul ati ve eff ect of previ ous reporatei ncreasesis still worki ngits way t hroughthe system The
RBI’scomnit ment toaligningi nfl ation wththe 4%target (+/ 2% re nai nsi ntact. The governor agai n
reiteratedthat the Centra Bankisfocused on bri ng ngi nfl ati on back to 4%l evel on a dural e basis
and any changeinstance shou d be | ooked at fromthe pd nt of view of i nflation and “i nconpl ete
trans mssi on” of rates.

Ga ngforward we believe that the noderati ngi nfl ationtrends shou dgivethe RB suffident confiort
tostart cuttingrates this year, if there are no adverse surprises on nmacro-econonic front and the
upco i ng datais conduci ve. The 10-year bond yi d dre nai nedfl attish post t he pdicy announce ment
asthe pdicy wasinline wththe narket expectati ons.
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