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The Monetary Policy Committee (MPC) voted unanimously to
maintain a status quo on policy rates and to retain its state-based
accommodative forward guidance on expected lines
The main message was that the need of the hour was for the
policies to remain accommodative, to combat the hit to the growth
from the second-wave of infections
The Reserve Bank of India (RBI) downgraded its Gross Domestic
Product (GDP) growth projections for FY2022, taking in to account
a weaker than expected growth profile in 1Q
While inflation projections were raised at the margin, they are not
expected to overshoot the RBI’s upper bound level of 6%. Hence,
inflationary concerns are unlikely to influence the monetary policy
decision making in the near-term
Even as the RBI has committed to providing ample liquidity, it is
looking to ‘turning systemic liquidity into equitable distribution’
across sectors. Hence, additional support was provided to the
stressed sectors of the economy
The RBI announced that it will include State Development Loans
(SDL) purchases as a part of the remainder of GSAP 1.0. It also
announced plans to implement GSAP 2.0 in Q2 FY2022 that will be
to the tune of INR 1.2 trillion, slightly higher than GSAP 1.0 of INR
1 trillion
The upshot is that RBI’s continued support through its
unconventional tools could ensure that the 10-year benchmark
trades in the 5.9% to 6.2% over H1 FY2022
RBI reiterated its call for intervening in the foreign exchange
market to stem volatility. We continue to see the USD/INR pair
trading in the 72.50-73.50 range in the near-term
Going forward, we see RBI maintaining its accommodative
framework for the rest of FY2022. A move towards normalising
liquidity conditions could start from Q4 FY2022 only, if there are
signs of a durable recovery taking hold

The Monetary Policy Committee (MPC) kept the policy rate unchanged today and
voted unanimously to maintain an accommodative stance, as long as necessary,
to revive and sustain the growth on a durable basis. The policy statement had a
dovish underpinning. The MPC noted that the downside risks to its growth have
increased due to the rapid spread of the virus and its subsequent adverse impact
on both urban and rural demand.
In an attempt to comfort the markets and ensure orderly evolution of the yield
curve, a number of measures have been announced for the financial markets and
the real economy, reflecting the RBI’s commitment to support the recovery.
There was also a greater emphasis provided on ensuring that the ‘surplus
liquidity translates directly into lending into the real economy.
Key takeaways from the policy statement:
Growth remains a priority, over inflation at the current juncture: The
RBI lowered its growth expectations for Q1 FY2021, reflecting the impact of the
second-wave of infections. The State-wise lockdowns have hurt near-term
growth prospects that forced the RBI to lower its GDP growth projections from
10.5% YoY for FY2022 to 9.5%. There was also a subtle re-wording in the
forward guidance provided by stating that the policy will remain accommodative
to ‘revive and sustain growth’ from just ‘sustain growth’ that was mentioned in
the April policy meeting. Over April-May, the RBI emphasised that there has been
a sequential moderation in the urban demand (indicators like electricity
consumption, railway freight traffic, port cargo, steel consumption, cement
production, e-way bills and toll collections) and in the rural demand (i.e. tractor
sales and two-wheeler sales). PMI surveys also capture the sequential
moderation. Concerns were also expressed about the spread of infections in the
rural areas.

Although inflation projections were raised at the margin over Q2-Q4 FY2021, concerns about the rising price pressures
were downplayed. Even with the forecast revisions, CPI inflation is not expected to breach the upper-bound level of 6%.
The RBI Deputy Governor Mr Patra, in the press conference, was quick to point out that most of the increase in inflation
can be attributed to the supply-side disruptions related to the pandemic and not to the demand-side pressures building
up. The global commodity price increases probably also got factored into the CPI projections. On core inflation, the
MPC feels that with declining infections, restrictions and lockdowns, the supply side bottlenecks will gradually ease
thereby, reducing the input cost pressures. On the other hand, the weaker demand conditions will further playout on the
core number. Hence, inflation concerns are unlikely to play a dominant role in influencing the monetary policy setting,
until the pandemic recedes.

Q1 FY 2022
Q2 FY 2022
Q3 FY 2022
Q4 FY 2022
FY 2021-22

MPC CPI projections
MPC Real GDP
Apr-21
Jun-21
Apr-21
Jun-21
5.2
5.2
26.2
18.5
5.2
5.4
8.3
7.9
4.4
4.7
5.4
7.2
5.1
5.3
6.2
6.6
5.0
5.1
10.5
9.5
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A change in the liquidity focus: 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. A very critical take-away
from this round of the policy meeting was that the RBI’s focus is shifting to ensure not only that liquidity conditions
remain ample but also that there is more equitable distribution of liquidity, across sectors, particularly on the stressed
ones. Hence, several measures, such as an on-tap liquidity window for high contact intensive sectors and a special
liquidity facility for Small Industries Development Bank of India (SIDBI), were announced.
Unconventional tools will be used to keep the bond yields stable: The Governor mentioned that RBI has used
G-SAP operations, auction cancellations, devolvement and use of greenshoe options in the G-Sec auctions, as a way to
convey RBI’s views to the market. RBI aims to use these tools to ensure proper orderly evolution of the yield curve, so
as to keep borrowing costs of the Government low and yields particularly at the longer-end stable. The Governor
downplayed the fact that the RBI was targeting a specific level for the benchmark 10-year yield but instead said that the
focus is more on ‘stability’. The RBI announced that the remaining auction worth INR 400 billion under GSAP 1.0 would
take place on Jun 17. Of that amount, INR 100 billion would constitute purchase of the State Development Loans (SDLs)
to ease pressure on the State Governments, who are facing the prospect of higher borrowings. For Q2 FY2022, the total
purchases under GSAP 2.0 is expected to be worth INR 1.2 trillion that was higher than INR 1.0 trillion, announced
under GSAP 1.0. Even though the quantum of GSAP 2.0 is higher than GSAP 1.0, this could disappoint the Government
bond market, as investors were expecting a total purchase in the range of INR 1.2 trillion to INR 1.6 trillion. Additionally,
inclusion of SDL purchase under the GSAP programme could mean that there is less quantum of purchases for
Government Securities. The upshot is that with the RBI committing to sticking to its unconventional tools, we see
limited upside potential in the benchmark 10-year yield. We maintain our range of 5.9%-6.2% for the 10-year sovereign
yield over H1FY2022. Shorter-end yields could continue to trade around the current levels, driven by ample liquidity
conditions.
Range trading in the USD/INR could continue: The RBI reinforced its commitment to managing its exchange rate
volatility. Hence, we maintain our call of the USD/INR pair trading in the 72.50-73.50 range in the near-term. Reduced
importer demand and a dovish Fed guidance could mean that fund flows continue to enter the local financial system
that could in turn limit sharp upside potential emerging at the current juncture.
Policy outlook: The overall outcome was in line with expectations with RBI turning much more cautious on the state
of the economy. Uncertainty about the outlook is expected to linger over the next three to four months. A lot will
depend on the manner in which the pandemic evolves, the pace of vaccinations and overall mobility trends.
Developments in the rural economy will also work as an important input for the Central Bank.
In short, we expect the RBI to stick to its accommodative framework for most of FY2022. The repo rate will likely be kept
unchanged, over the course of the fiscal year. More liquidity support measures to specific stressed sectors are also
possible to take place. In this regard, more measures can be taken to incentivize banks to increase credit offtake. In our
best-case scenario, we see RBI moving towards normalising the policy going into Q4 FY2022, only if there are strong
indications that the pandemic has receded.
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Annexure: Statement on developmental and regulatory measures:
On-tap liquidity window for Contact-intensive sectors:
 A separate liquidity window of INR 150 billion, to provide fresh lending support to contact-intensive sectors
(hotels & restaurants, tourism, aviation, ancillary services and other services) has been announced till Mar 31,
2022, with tenors of up to 3 years at the repo rate, in order to mitigate the adverse impact of the second COVID19 wave and ease liquidity pressures to revive economic activities. As an incentive, banks have been permitted
to park their surplus liquidity up to the size of the loan book created under this scheme with the Reserve Bank,
under the reverse repo window at a rate, which is 40 bps higher than the reverse repo rate.
Special liquidity facility to Small Industries Development Bank of India (SIDBI):
 A special liquidity facility of INR 160 billion has been provided to the Small Industries Development Bank of India
(SIDBI) at the prevailing repo rate for a period of up to one year, in order to meet the medium-term funding
requirements of Micro, Small and Medium Enterprises (MSMEs), with an additional focus on smaller MSMEs
and businesses, including those in the credit deficient and aspirational districts. This facility will ensure a
continued flow of credit to the MSMEs to kick start the investment cycle and support the ongoing recovery. The
facility would be extended for on-lending/refinancing through novel models and structures, including double
intermediation, pooled bond/loan issuances, etc.
Enhancement of the Exposure Thresholds under the Resolution Framework 2.0:
 The Resolution Framework 2.0 was announced on May 05 to allow individuals, small businesses and MSMEs,
with loans up to INR 0.25 billion and who have not availed restructuring under the Resolution Framework 1.0
and others and were classified as ‘Standard’ as on Mar 31, 2021-avail one-time restructuring under the
proposed framework till Sep 30, 2021. In order to enable a larger set of borrowers to avail the benefits under the
Resolution Framework 2.0, the Reserve Bank of India has expanded the coverage of borrowers under the
scheme, by increasing the maximum aggregate exposure threshold from INR 0.25 billion to INR 0.5 billion for
MSMEs, non-MSME small businesses and loans to individuals for business purposes. It will help the small
borrowers and businesses tide over the impact of the second wave of the COVID-19 pandemic and lockdowns.
Placement of Margins for Government Securities Transactions on behalf of Foreign Portfolio Investors (FPI):
 It has been decided to permit the Authorised Dealer Banks to place margins on behalf of their Foreign Portfolio
Investor (FPI) clients for their transactions in Government Securities (including State Development Loans and
Treasury Bills), to ease operational constraints faced by FPIs and promote the ease of doing business. This will
strengthen foreign inflows into the country, thereby increasing the liquidity of domestic capital markets and
promoting the development of domestic equity markets.
Facilitating Flexibility in Liquidity Management by issuers of Certificates of Deposit:
 Regional Rural Banks (RRBs) are now permitted to issue Certificates of Deposit (CDs) to eligible investors to
ensure efficient liquidity management practices and provide greater flexibility in raising short term funds.
Moreover, all issuers of CDs will now be permitted to buy back their CDs before maturity, subject to certain
conditions to provide greater flexibility in liquidity management.
Availability of National Automated Clearing House (NACH) on all days of the week:
 NACH has emerged as a prominent digital mode of Direct Benefit Transfer (DBT) to a large number of
beneficiaries. It is currently available only on the days when banks are functional. Now, it has been proposed to
make it available on all days of the week, throughout the year (effective Aug 01, 2021) in the interest of
customer convenience and to take advantage of the availability of RTGS on all days of the year.

Source: RBI
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Disclaimer
This document is issued solely by ICICI Bank Limited (‘’ICICI Bank’). Any information in this e-mail 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 judgement of ICICI Bank in relation to the
matters, which are the subject of such material as on 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 make no representation as to the accuracy, completeness or reliability of any information contained,
herein, or otherwise provided and hereby, disclaim any liability with regards to the same. The recipient of the
information should take necessary steps, as they deem necessary prior to placing any 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
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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 on +91-22-2653-7233 and delete this
message from your system.
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 the 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 ICICI Bank accepts no
liability or responsibility for any damage caused by any virus that may be transmitted by this e-mail 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 Authorised 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”):
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 licence) for the information of its institutional and professional investors (as defined by the
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 the 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, authorised 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 Bank India is regulated by the Reserve Bank of India. Hence, in relation to your dealing
with ICICI Bank India, you understand that your interest will be subject to the protection of local laws and
regulations in India, which may offer different or diminished protection, than available under the Singapore
laws and regulations. You also understand that the Monetary Authority of Singapore will be unable to force
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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