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Pause on rates; stance accommodative
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The MPC, in its policy review today, left rates unchanged, as expected,
but maintained accommodative stance, stating that recovery is
nascent and needs continued policy support. Policymakers guided that
excess liquidity may be adjusted gradually in a non-disruptive manner.
In fact, extension of TLTRO for stressed sectors is a welcome step to
broaden credit flow to the economy. In terms of projections, inflation
is expected to remain sticky in H2FY21 before easing in H1FY22. FY21
growth outlook has also been upgraded.
Overall, we believe the RBI will continue to prioritise growth recovery
for some time. Therefore, we foresee a 25bps rate cut in H1FY22 as
inflation moves to a more benign trajectory.
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Inflation stickier than expected…
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The MPC kept rates unchanged while maintaining an accommodative stance; the
decision was unanimous. The primary reason for pause in rates is inflation being
stickier than expected. The RBI is now projecting H2FY21 inflation to average
around 6.3% (5.0% projected during previous policy). While it does acknowledge
the likely moderation in vegetable prices, it believes supply chain issues and costpush pressures on core inflation are likely to keep headline inflation elevated in the
near term. Thus, it now envisages inflation to moderate in H1FY22 towards 5.0%.

…but RBI remains committed to broadening recovery
RBI has upgraded its FY21 to -7.5% YoY compared to -9.5% YoY projected previously.
However, the central bank highlighted that recent bounce in economic data is yet
to become broad-based and continued policy support is warranted to broaden the
recovery. As a result, it aims to maintain an accommodative stance this year and
the next year as well. In fact, extension of TLTRO for stressed sectors is a welcome
step to broaden credit flow to the economy. Meanwhile, excess liquidity will be
adjusted in a calibrated manner. Overall, policy focus is to maintain financial
stability and broaden the economic recovery.

Outlook: Stance remains accommodative
Overall, the policy is largely on expected lines. The tone continues to remain dovish
and is encouraging. Policy priority seems to be growth by keeping liquidity ample
and encouraging credit flow to the broader economy.
Meanwhile, the stickier-than-expected inflation is a bit of a concern, but not a huge
constraint. The RBI expects inflation to move to a more benign trajectory in H1FY22
and, therefore, we continue to expect one more rate cut H1FY22. That said, we also
reiterate that a more aggressive fiscal policy will go a long way in enhancing the
effectiveness of RBI’s measures and broadening the economic recovery. The fiscalmonetary coordination has helped revive growth much more quickly in the western
world (see note: 2021 – Two-Track Recovery).
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