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RBI/MPC: Supporting growth with focus on liquidity











The Monetary Policy Committee (MPC) kept the policy Repo rate
unchanged today and voted unanimously to maintain the status quo
with an accommodative stance
The Central Bank moved to a state-based guidance from a timebased one, indicating that the accommodative stance would be
retained as long as required to support growth, while ensuring that
inflation remains within the target
The MPC retained its FY22 real GDP growth projection at 10.5%
YoY and acknowledged that though risks to economic growth have
risen given the second wave of infections, the economy is better
prepared to handle the challenges
While inflation forecasts saw modest upward revisions, inflation
concerns seem to be on the backburner as long as the target range
is not breached
Re-iterating the RBI’s commitment to provide ample liquidity in the
system to promote orderly market conditions, and to give comfort
to debt markets on the RBI’s intention to smoothly manage the
Government’s borrowing programme, a secondary market G-Sec
acquisition program (GSAP 1.0) was announced
We maintain our view of the MPC keeping a long pause on the Repo
rate over 2021, and do not expect a change in the MPC’s stance till
the economy is on a durably strong footing, and uncertainty ebbs
On markets, while the longer tenures for the VRRR might lead to
some hardening at the short-end of the curve, we expect the 10Y
G-sec to trade in the range of 6% to 6.25% over this quarter

kaushalkumar.aryan@icicibank.com

As widely expected, the MPC kept the policy rate unchanged today, and voted
unanimously to maintain an accommodative stance in order to support growth.
While highlighting the uncertain near term outlook due to the recent surge in
infections, the MPC moved from a time-based forward guidance to a state-based
forward guidance. Accordingly, the accommodative stance will be retained as
long as necessary to sustain durable growth in the economy, while ensuring that
inflation remains within the target band going forward. There were several
measures announced for financial markets and the real economy, which clearly
reflect the RBI’s commitment to sustain growth momentum in the economy.
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Supporting growth with an eye on inflation: At a time when the rising
second wave of COVID infections and subsequent lockdowns are creating
renewed uncertainties and muddying the growth picture, the MPC’s intent to
continue with easy monetary policy till growth picks up pace durably is a positive
development. The Governor acknowledged the signs of recovery seen in both
rural and urban demand despite the headwinds due to the resurgence of the
virus. He also emphasized that the economy is in a better position to deal with
the challenges posed by the ‘second wave’, as compared to the unpreparedness
during the ‘first wave’. Accordingly, the MPC retained its FY22 real GDP growth
projection at 10.5% YoY, remaining watchful of the growth trajectory.
On inflation, while acknowledging that the evolving trajectory of inflation is likely
to have both upside and downside pressures in coming months, it seems that
inflation concerns are currently on the backburner in an attempt to prop up
growth. This appears suitable as headline CPI inflation is expected to remain
under the RBI’s tolerance band in the coming months. Some concerns related to
input cost pressures which can feed into inflation were expressed (particularly
global commodity and food prices, and logistic risks), although the rabi harvest
arrivals in the market and moderation in global crude prices could aid.

On core inflation, the MPC feels pandemic-related pressures are playing out, and they will probably continue to look
through them in the near term. Thus, notwithstanding the slight upward revisions to the inflation forecasts, the MPC
seems to have some comfort in this arena.
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A shift to ‘state-based guidance’ from ‘time-based guidance’:
The MPC moved to a state-based guidance from a time-based one, given considerable uncertainties on economic
recovery. The statement today dropped the forward guidance it first provided in October and reiterated in December
and February--that it had decided to maintain the accommodative stance at least during FY2021 and into FY2022. Given
the ongoing second wave of COVID, the growth picture appears murky, and disentangling actual performance from the
base-effect led optically favourable data will be key. The stance, through the liquidity channel, is also crucial for private
capex to recover which will ensure durable growth. The change in the guidance gives the MPC more flexibility to run
policy based on an actual evolving situation, rather than commit to a particular timeline for policy normalization amid
uncertainties.
Liquidity guidance:
The Governor re-iterated the RBI’s commitment to keep ample liquidity in the system to promote orderly market
conditions in line with the accommodative stance of MPC.
In order to contain volatility in debt markets, the Governor announced the following measures:
1) conducting VRRR (variable rate reverse repo) auctions of longer maturities under the Revised Liquidity Management
Framework announced on February 06, 2020
2) implementing secondary market G-sec acquisition program (GSAP 1.0) to ensure orderly evolution of the yield curve
amid comfortable liquidity conditions. Under this program, the RBI will buy INR 1.0 tn worth of Government securities in
Q1FY22 with its first purchase to be conducted on April 15th to the tune of INR 250 bn
3) Extension of on-tap TLTRO scheme by another six months till September 30th. This scheme was announced in the
October policy last year and then was extended to 26 stressed sectors in sync with ELGS 2.0 in the December policy
meet. The extension of the scheme would help improve the availability of credit to stressed sectors in the economy,
which is positive for broad based recovery in FY2022
4) To provide liquidity support of INR 500 bn to all India financial institutions like NABARD, SIDBI and NHB in order to
help support the nascent growth recovery witnessed in agriculture, rural non-farm and housing sectors
The RBI’s continuing support for growth is reflected through these measures to keep liquidity abundant. A marginal
upward revision in inflation projections notwithstanding, the MPC is likely to look through some aspects of inflation, as
long as inflation remains within the target band. The longer tenures for the VRRR might lead to some hardening at the
short-end of the curve. The announcement of the GSAP 1.0 is likely to support long term yields, capping the same. Debt
markets will accordingly draw confidence regarding the absorption of the Government’s borrowing requirements, with
a timeline now being available. Additionally, the RBI/MPC can be expected to continue using unconventional policy
tools, such as OMOs and OTs to avoid any untoward surge in yields. We maintain our view of the MPC keeping a
long pause on the Repo rate over 2021, and do not expect a change in the MPC’s stance till the economy
is on a durably strong footing, and uncertainty ebbs. While we expect the 10Y Government benchmark security
to trade in the range of 6% to 6.25% over this quarter, given comfort on the long-end, we retain our expectation of the
range of 6% to 6.50% over FY2022.
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Annexure: Statement on Developmental and Regulatory Policies
Extension of the TLTRO on Tap scheme



TLTRO on the Tap scheme which was made available till 31st March 2021 has now been further extended for six
months i.e., up to 30th Sep 2021. The sector coverage of scheme has now been extended to cover 26 stressed
sectors as identified by the Kamath Committee in addition to the 5 sectors announced previously. This is expected to
ease liquidity pressure for these stressed sectors and revive economic activities in them.

Liquidity Facility for All India Financial Institutions



To provide liquidity support of INR 500 bn to all India financial institutions like NABARD, SIDBI and NHB. This
measure will ensure continued flow of credit to important sectors like agriculture, small industries and housing which
will in turn support the ongoing economic recovery post pandemic.

Financial inclusion



The RBI will construct and publish a multiple indicator based Financial Inclusion Index (FI index) in July of every year
for the financial year ending previous March.

Centralised Payment Systems (CPS) for entities other than banks



Non -bank payment system operators like Prepaid Payment Instrument (PPI)s, card networks, white label AT,
operators and Trade Receivables Discounting System (TreDs) platforms that are regulated by RBI will have
membership in CPSs like NEFT and RTGS. This will reduce settlement risk in financial system as well as improve
penetration of digital financial services.



To enhance interoperability, RBI has increased current limit on outstanding balance from INR 0.1 mn to INR 0.2 mn
for PPIs that are fully compliant with KYC norms. Additionally, full KYC PPIs of non-bank PPI issuers will be allowed
to withdraw cash.

Committee on ARC



In order to fully realised the potential of ARC in resolving stressed asset problems, RBI has proposed to constitute a
committee to carry out a comprehensive review of their working. The committee will recommend appropriate
measures to enable ARC to meet the growing requirements of the financial sector.

Extension of Bank’s on-lending to NBFC



On August 2019 bank’s lending up to 5% of a bank’s total Priority Sector Lending (PSL) to registered NBFCs for onlending to Agriculture, MSME and housing could be classified as PSL. This dispensation which was available till 31st
March 2021 has now been extended till 30th September 2020. This move will strengthen liquidity positions of NBFCs.
Since NBFCs play a key role in providing credit to the bottom of the pyramid, extension of this facility will contribute
significantly to employment generation and economic growth.

Higher WMA limit for States and UTs



Aggregate Ways and Means Advances (WMA) of state governments/UTs has been increased by 46% to INR 470.1 bn
as per advisory committee recommendations on WMA. RBI has also accepted committee’s enhanced interim WMA
limit recommendation of INR 515.6 bn (60% hike from current limit) for a period of six months till 30th Sept 2021 in
wake of COVID-19 pandemic. The enhanced WMA limit will allow states to meet targeted commitments on
expenditure in a situation of muted revenue flow during the pandemic.

Source: RBI
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Disclaimer
This document is issued solely by ICICI Bank Limited (‘’ICICI Bank’) Any information in this email should not be
construed as an offer, invitation, solicitation, solution or advice of any kind to buy or sell any securities, financial
products or services offered by ICICI Bank) or any other entity, unless specifically stated so. The contents of this
document do not take into account your personal circumstances. Before entering into any transaction, you should
take steps to ensure that you understand the transaction and have made an independent assessment of the
appropriateness of the transaction in light of your own objectives and circumstances, including the possible risks
and benefits of entering into such transaction and should seek your own financial, business, legal, tax and other
advice regarding the appropriateness of investing in any securities. ICICI Bank (including its branches, affiliates of
ICICI Bank) do not provide any financial advice, and is not your fiduciary or agent, in relation to the securities or
any proposed transaction with you unless otherwise expressly agreed by us in writing.
The information, opinions and material in this document (i) are derived from sources that ICICI Bank believes to
be reliable but the reliability or accuracy of which have not been independently verified (ii) are given as part of
ICICI Bank’s internal research activity and not as manager of or adviser in relation to any assets or investments
and no consideration has been given to the particular needs of any recipient; and (iii) may contain forward looking
statements, which may be materially affected by various risk, uncertainties and other factors. The opinions
contained in such material constitute the judgment of ICICI Bank in relation to the matters which are the subject of
such material as at the date of its publication, all of which are expressed without any responsibility on ICICI
Bank’s part and are subject to change without notice. ICICI Bank has no duty to update this document, the
opinions, factual or analytical data contained herein. ICICI Bank and/or its affiliates makes no representation as to
the accuracy, completeness or reliability of any information contained herein or otherwise provided and hereby
disclaim any liability with regard to the same. The recipient of the information should take necessary steps as they
deem necessary prior to placing reliance upon it. Nothing contained in this publication shall constitute or be
deemed to constitute an offer to sell/purchase or as an invitation or solicitation to do so for any securities or
financial products/ instruments of any entity.
This document is intended solely for customers of ICICI Bank and may contain proprietary, confidential or legally
privileged information. No part of this report may be copied, disseminated or redistributed by any recipient for any
purpose without ICICI Bank’s prior written consent. If the reader of this message is not the intended recipient and
has received this transmission in error, please immediately notify ICICI Bank, Economic Research Group, E-mail:
erg@icicibank.com or by telephone at +91-22-2653-7233 and delete this message from your system.
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Please also note that ICICI Bank (including its branches, and affiliates) is unable to exercise control or ensure
or guarantee the integrity of/over the contents of the information contained in e-mail transmissions and / or
attachments and that any views expressed in this e-mail and / or attachments are not endorsed by/binding on
ICICI Bank. Before opening any attachments please check them for viruses and defects and please note that
ICICI Bank accepts no liability or responsibility for any damage caused by any virus that may be transmitted
by this email and/ or attachments thereto.
DISCLAIMER FOR DUBAI INTERNATIONAL FINANCIAL CENTRE (“DIFC”) CLIENTS:
This marketing material is distributed by ICICI Bank Limited., Dubai International Financial Centre (DIFC) Branch,
a category 1 Authorized Firm and regulated by the Dubai Financial Services Authority. This marketing material is
intended to be issued, distributed and/or offered to a limited number of investors who qualify as ‘Professional
Clients’ pursuant to Rule 2.3.3 of the DFSA Conduct of Business Rulebook, or where applicable a Market
Counterparty only, and should not be referred to or relied upon by Retail Clients and must not be relied upon by
any person other than the original recipients and/or reproduced or used for any other purpose.
DISCLOSURE FOR RESIDENTS IN THE UNITED ARAB EMIRATES (“UAE”):
Investors should note that any products mentioned in this document, any offering material related thereto and any
interests therein have not been approved or licensed by the UAE Central Bank or by any other relevant licensing
authority in the UAE, and they do not constitute a public offer of products in the UAE in accordance with the
Commercial Companies Law, Federal Law No. 8 of 1984 (as amended) or otherwise.
DISCLOSURE FOR RESIDENTS IN HONGKONG
This document has been issued by ICICI Bank Limited in the conduct of its Hong Kong regulated business (i.e.
type 1 license) for the information of its institutional and professional investor (as defined by Securities and Future
Ordinance (Chapter 571 of Laws of Hong Kong) (the “SFO”)) customers; it is not intended for and should not be
distributed to retail or individual investors in Hong Kong. Any person who is not a relevant person should not act
or rely on this document or any of its contents. This document has not been reviewed, authorized or approved by
any regulatory authority.
ICICI Bank and/or its affiliates are full service financial institutions engaged in various activities which may include
securities trading, commercial and investment banking, financial advice, investment management, principal
investment, hedging, financing and brokerage activities. As a result, you should be aware that a conflict of interest
may exist. In accordance with the regulatory requirements and its own conflicts of interest policies, ICICI Bank
has in place arrangements, internal policies and procedures to manage conflicts of interest that arise between
itself and its clients and between its different clients. Where it does not consider that the arrangements under its
conflicts of interest policies are sufficient to manage a particular conflict, it will inform you of the nature of the
conflict so that you can decide how to proceed.
DISCLOSURE FOR RESIDENTS IN SINGAPORE
ICICI Bank Limited, India (“ICICI India”) is incorporated under the laws of India and is regulated by the Reserve
Bank of India. ICICI Bank Limited, Singapore branch (“ICICI”) is regulated by the Monetary Authority of
Singapore.
As mentioned, ICICI India is regulated by the Reserve Bank of India. Hence, in relation to your dealing with ICICI
India, you understand that your interest will be subject to protection of local laws and regulations in India, which
may offer different or diminished protection than available under Singapore laws and regulations. You also
understand that the Monetary Authority of Singapore will be unable to compel the enforcement of the rules of the
local regulators.
For more detailed disclaimer, please visit https://www.icicibank.com/disclaimer/disclaimertnc.html
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