
  

 

RBI maintains status quo on policy rates, prioritize inflation control with upward growth revision   

                             -  Mr.  Sa mpat h Reddy,  Chi ef  I nvest ment  Offi cer,  Bajaj Alli anz Li fe 

The RBI’s Monet ary Poli cy Co mmi ttee ( MPC)  f or  t he 6t h consecuti ve ti me kept  t he poli cy rates 

unchanged,  by keepi ng r epo rate steady at  6. 5%,  SDF at  6. 25% and MSF and bank rate at  6. 75%.  The 

RBI  al so l eft  i ts stance of  “ withdrawal  of  accommodation” unchanged wi t h t he vote of  5- 1.  The central  

bank hi ghli ghted t hat  i nterest  rate trans mi ssi ons are still  not  compl ete,  and i nfl ati on i s yet  t o be 

br ought  down t o t argeted l evel  on a durabl e basi s.  Hence,  t he RBI’s stance shoul d be vi ewed i n t hi s 

cont ext,  and “ mi x of  i nstruments” wi ll  be used by t he Central  Bank t o manage t he li qui dity si tuati on.  

The MPC l ast  rai sed t he r epo rate by 25 bps  t o 6. 50% i n i ts Feb 2023 meeti ng.  

          Historical Key Policy Rate & Projections Trend  

Source: RBI 

On t he i nfl ati on front,  For  FY24,  t he RBI  has  retai ned its pr ojecti on at  5. 4%,  however  i t  has  l owered 

Q4FY24 esti mat e from 5. 2% ( Dec’ 23 poli cy)  t o 5%.  For FY25,  t he Central  Bank expects i nfl ati on t o come 

i n at  4. 5%,  wi th Q1 at  5% ( 5. 2% as  per  Dec’ 23 poli cy),  Q2 at  4% ( unchanged from Dec’ 23),  Q3 at  4. 6% 

( 4. 7% earli er)  and Q4 at  4. 7%.  The down war d r evi si ons have been made as  t he RBI  remai ns confi dent  

that  Rabi  sowi ng has  been sati sfactory t hi s season,  and vegetabl e pri ces are al so on a down war d 

traject ory now.  Further,  t hese nu mbers are al so based on t he assumpti on of  nor mal  monsoon i n FY25.  

Upsi de ri sks t o t hese f orecasts may e mer ge on account  of  vol atility i n i nternati onal  commodi ty pri ce 

and i n parti cul ar  cr ude oil  pri ces.  Ongoi ng geopoliti cal  tensi ons may di srupt  suppl y chai ns,  whi ch coul d 

have adverse i mpact  on gl obal  commodi ty pri ces.  

On t he Gr owt h front,  t he central  bank gover nor  hi ghli ghted t hat  on t he back of  r obust  domesti c 
econo mi c acti vity,  I ndi a’s gr owt h pr ojected i s t o gr ow by 7. 3% YoY i n FY24 (f oll owi ng gr owt h 
pr ojecti ons as  per  NSO’ s advanced esti mat es),  t he RBI  expects 7% gr owt h i n FY25.  The conti nued 
strong gr owt h i n FY25 predi cted on t he back of : resili ence shown i n servi ces acti vity,  conti nued 
pr ofitability of  t he manuf act uri ng sect or,  possi bility of  i ncreased consu mpti on de mand,  steady Rabi  
sowi ng,  and gover nment  retai ni ng f ocus on capi tal  expendi ture.  Downsi de ri sks may e mer ge from 
escal ati on of  geopoliti cal  tensi ons and vol atility i n i nternati onal  fi nanci al  markets.  
 



  

 

On t he li qui di ty front,  after  re mai ni ng i n sur pl us duri ng April - August  2023,  system l evel  li qui dity,  

turned i nt o defi cit  from Sep’ 23 after  a gap of  f our  and hal f  years.  The li qui di ty defi cit  i s bei ng dri ven 

by mul ti pl e f act ors i ncl udi ng l ower  gover nment  spendi ng whi ch i s expected t o pi ck up.  After  

consi deri ng gover nment  cash bal ances,  systemi c li quidi ty re mai ns i n sur pl us.  The RBI  will  depl oy an 

appr opri ate mi x of  i nstruments t o modul ate fri cti onal  and durabl e li qui di ty.        

 

                  Banking System Liquidity                                           10 Year G-Sec Yield Vs Repo Rate Trend (in %)     
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Outlook: 

The poli cy was  l argel y al ong expected li nes.  The Monetary Poli cy Co mmi ttee ( MPC)  acknowl edged t he 

resili ence of  do mesti c econo mi c acti vity,  supported by i nvest ment  mo ment um,  posi ti ve busi ness 

senti ment,  and ri si ng consu mer  confi dence.  They recogni zed t he di srupti ve i mpact  of  recurri ng f ood 

pri ce shocks on t he di si nfl ati on pr ocess dri ven by moder ati ng core i nfl ati on (ex-f ood & energy).  

Geopoliti cal  tensi ons,  t hei r i mpli cati ons on suppl y chai ns,  vol atility i n gl obal  fi nanci al  markets and 

commodi ty pri ces pose si gni fi cant  upsi de ri sks t o i nfl ati on.   

The cu mul ati ve eff ect  of  previ ous repo rate i ncreases i s  still  worki ng i ts way t hr ough t he system.  The 

RBI’s commi t ment  t o ali gning i nfl ati on wi th t he 4% t arget  ( +/-  2%)  r e mai ns i ntact. The gover nor  agai n 

reiterated t hat  t he Central  Bank i s f ocused on bri ngi ng i nfl ati on back t o 4% l evel  on a durabl e basi s 

and any change i n stance shoul d be l ooked at  from the poi nt  of  vi ew of  i nfl ation and “i ncompl ete 

trans mi ssi on” of  rates.  

Goi ng f or war d,  we beli eve that  t he moderati ng i nfl ation trends  shoul d gi ve t he RBI  suffi ci ent  comf ort  

to start  cutti ng rates  t hi s year,  i f  t here are no adverse sur pri ses on macr o- econo mi c front  and t he 

upcomi ng data i s conduci ve.  The 10- year  bond yi el d re mai ned fl atti sh post  t he poli cy announce ment  

as  t he poli cy was  i n li ne wi th t he market  expectati ons.   


