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RBI/MPC: Inescapable re-pricing of yields


The MPC left rates unchanged as per expectations, while continuing with its
forward guidance of accommodative stance for the current fiscal year and into
the next financial year



Walking a tight rope on inflation and growth the Governor and the MPC
highlighted that while inflation had stabilised recently, emergent risks through
core group remained (leading to an increase in Q2FY22 forecast for headline
CPI). On the other hand, growth impulses have improved but recovery is yet to
find a strong footing. These two forces justified the current stance and pause on
rates to bolster growth till a sustained recovery is underway while keeping a
close watch on inflation dynamics



The Governor briefly highlighted the efficacy of the current inflation targeting
program in ensuring price stability, leading us to believe that the current
framework (due for review by March 2021) will be maintained



On the Government borrowing program and liquidity normalisation steps, the
Governor tried to assuage markets 1) by caveating the CRR reversal to open up
space for other liquidity enhancing operations without impacting financial
stability and also conducting it in two tranches to ensure a non-disruptive
transition 2) HTM hike extension to FY23 and retail participation in bond
markets, aimed at improving demand conditions of government paper 3) reiteration of the yield curve being a public good and calling for cooperation from
markets to ensure smooth rollout of the government borrowing program



In our view, adverse reaction from the bond markets was on account of 1) no
OMO purchase announcement 2) increased inflationary outlook for Q2 and risks
through core inflation 3) expectations of a sustained growth recovery



Overall the large supply of paper that looms in front of market participants
leads us to believe that repricing of the yield curve has happened and the low
rate environment seen last year is behind us. The borrowing program, increase
in crude prices, global yield environment will all lead to an upside in domestic
yields with our view of 10-year benchmark trading ~6.25% by March-end 2021
and a 6.0-6.50% range in FY22



On Repo rate, we maintain our view of a long pause for the calendar year. The
possibility of reverse repo hikes in two tranches and a shift in stance to neutral
in August/October policy, as growth recovery gains a firmer footing, also cannot
be ruled out
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Other salient points from the Governor’s speech and policy statement:
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Risks to inflation from the core basket: As expected, the MPC revised its near term
Q4FY21 forecast downwards by 60 bps given the recent fall in vegetable prices, as well as
sharper than expected fall in egg and poultry prices due to avian flu. However, it pointed out
this fall in food prices is not broad-based with certain segments like pulses, edible oil continuing
to see upside. On core inflation the committee seems less sanguine, with risks through higher
crude prices translating to higher pump prices, increasing cost-push pressures and resurgence
in pricing powers as the economy revives, despite some downside as COVID induced supply
side constraints get removed. Given these concerns H1FY22 inflation was revised to 5.2 - 5.0%
YoY from 5.2 – 4.6% YoY. The upward revision of 40 bps for Q2FY22, could be on account of
pressures on the core group. Q3FY22 inflation is projected at 4.3% YoY which is similar to our
expectations. With these numbers, while the trajectory of inflation is moving lower, H1FY22 is
expected to remain above the target 4% mark. These numbers are in line with our projections,
with our FY22 inflation expected to average lower than 5% YoY vs. FY21 expectations of 6.2%
YoY.

Growth – Encouraged by successful vaccine rollout so far, the Union Budget, resilience shown in rural demand and
optimism shown in business and consumer confidence, FY22 growth projections were of 10.5% YoY, which is slightly
lower than the numbers shared in the Economic Survey but overall indicate the confidence of the RBI/MPC on
continuation of growth impulses as we move into the next fiscal. However, the MPC was of the view that growth recovery
is yet to garner a firm holding and that is why it would be advisable to remain on a long pause on rates as well as
maintain the accommodation stance as long as “the prospects of a sustained recovery are well secured”, while closely
monitoring inflation dynamics.
MPC inflation targeting framework – the Governor briefly mentioned that the framework is up for review by March 2021
while pointing out its success in maintaining price stability (apart from the COVID-19 period). He went on to highlight the
importance of price stability in reducing uncertainty and encouraging investment and savings decisions, reduced term
and risk premia in financial markets and increased credibility in the external markets. Given these indications and the
recent commentary from Government officials, we think that the current framework of a 4% target with 2-6% band, will
be maintained.
Liquidity guidance – “yield curve a public good” – The Governor re-iterated that the yield curve is a public good and the
RBI/MPC has ensured that the government borrowing program for FY21 went through in a non-disruptive manner
through a combination of policy rate cuts, explicit forward guidance, liquidity management and regulatory forbearance.
He went on to say that the announcement of the variable reverse repo auctions led to the markets misinterpreting it as a
reversal in accommodative stance, and tried to assuage market participants by mentioning that the liquidity stance will be
in line with the accommodative stance, with continued provisioning of ample liquidity and easy financial conditions. He
also mentioned that large global inflows into the Indian markets led by global risk-on sentiment have resulted in
increased financial market volatility, leading the RBI to act accordingly to mitigate any impact on domestic markets and
liquidity. Laying the above background, the Governor announced CRR normalisation in two tranches. This, he
mentioned, is important to open up space for other liquidity enhancing operations without impacting financial stability.
He ended the guidance by ensuring markets of conducting the government borrowing program in a non-disruptive
manner as has been done in the current fiscal, and called for cooperation and collective responsibility from all
stakeholders.
Additional measures – In continuation to previous announcements made in the last few policies directed towards
providing liquidity support to targeted sectors, deepening of the financial markets and ensuring smooth functioning of
the markets, additional measures were announced. These included: 1) inclusion of NBFCs under the on-tap TLTRO
scheme announced in October 2020 2) restoration of CRR in two phases (as mentioned earlier) which would create space
for other liquidity enhancing operations 3) extension of MSF relaxation by an additional 6 months up to September 2021
4) extension of HTM hike up till March 2023 given the backdrop of market borrowings for FY22, along with a glide path to
restore the limits in a phased manner starting from quarter ending June 30, 2023 5) incentivising credit flow to MSME
sector by allowing banks to “deduct credit disbursed to ‘New MSME borrowers’ from their net demand and time liabilities
(NDTL) for calculation of CRR” 6) allowing retail participation in Government bond markets which could widen the
investor base for government securities.
To conclude, while the policy was on expected lines the adverse reaction from the bond markets was on
account of 1) no OMO purchase announcement 2) increased inflationary outlook for Q2 and risks through
core inflation 3) expectations of a sustained growth recovery. Overall the large supply of paper that
looms in front of market participants leads us to believe that repricing of the yield curve has happened
and the low rate environment seen last year is behind us. The borrowing program, increase in crude
prices, global yield environment will all lead to an upside in domestic yields with our view of 10-year
benchmark trading ~6.25% by March-end 2021 and a 6.0-6.50% range in FY22. On Repo rate, we
maintain our view of a long pause for the calendar year. The possibility of reverse repo hikes in two
tranches and a shift in stance to neutral in August/October policy, as growth recovery gains firmer
footing, also cannot be ruled out.
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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.
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
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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.
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