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The Monetary Policy Committee (MPC) met from June 06 to June 08, 2022. After evaluating the evolving
domestic and global macroeconomic and financial conditions, the MPC undertook the following decisions.

At a Glance
● The MPC voted unanimously to increase the policy repo rate by 50 basis points to 4.9%, with immediate

effect.
● The Standing Deposit Facility (SDF) rate stands adjusted to 4.65%.
● The Marginal Standing Facility (MSF) Rate and the Bank Rate stand adjusted to 5.15%.
● RBI retained its projected real GDP growth for FY 2023 at 7.2%.
● RBI expects CPI inflation to rise 6.7% in FY 2023.

Additional Measures Announced
As the RBI continues to assess the evolving macroeconomic and financial market conditions of the country, it
announced further measures today in order to provide support to the economy.

1. Regulatory Measures – Cooperative Banks

The RBI undertook certain decisions, considering the importance of cooperative banks in promoting inclusive
growth. The limits for individual housing loans being extended by Urban Cooperative Banks (UCBs) and Rural
Cooperative Banks (RCBs- State Cooperative Banks and District Central Cooperative Banks), are being revised
upwards by 100%. Moreover, RCBs will now be allowed to extend finance to ‘commercial real estate –
residential housing.’ Besides that, the RBI has also decided to permit UCBs to extend doorstep banking services
to their customers.

2. Margin Requirements for Non-Centrally Cleared Derivatives (NCCDs)

The RBI is putting in place margin requirements for non-centrally cleared OTC derivatives.

3. e-Mandates on Cards for Recurring Payments – Limit Enhancement

To further facilitate recurring payments of larger value under the framework for processing of e-mandate based
recurring payments, the limit is being enhanced from Rs. 5,000 to Rs. 15,000 per transaction.



4. Unified Payments Interface (UPI) – Linking of RuPay Credit Cards

The RBI proposed to allow linking of credit cards on the UPI platform. As a start, Rupay credit cards will be
linked to the UPI platform.

5. Review of Payments Infrastructure Development Fund Scheme (PIDF)

The RBI proposed to make modifications to the PIDF scheme by enhancing the subsidy amount, simplifying the
subsidy claim process and other steps.

Vital Economic Indicators
After studying the evolving macroeconomic and financial conditions and the outlook, the MPC decided
unanimously to remain focused on withdrawal of accommodation to ensure that inflation remains within the
target going forward, while supporting growth.

The RBI Governor noted that the continued war in Europe and the accompanying sanctions have kept global
commodity prices elevated. This is also putting sustained upward pressure on consumer price inflation, well
beyond the targets in many economies.

However, the Governor stated that information for April and May 2022 pointed that recovery in domestic
economic activity continues to stay firm, with growth impulses becoming increasingly broad based. Moreover,
manufacturing and services purchasing managers’ indices (PMIs) for May point towards further expansion of
activity. Meanwhile, merchandise exports have remained robust with double-digit growth being witnessed in
May 2022 for the fifteenth consecutive month. At the same time, business sentiment has also remained upbeat
according to the RBI’s early results of surveys. Despite the positives, factors such as geopolitical tensions;
elevated international commodity prices; rising input costs; tightening of global financial conditions; and
slowdown in world economy continue to weigh on the outlook. Notably, the RBI retained its projected real GDP
growth for FY 2023 at 7.2%; with Q1 at 16.2%; Q2 at 6.2%; Q3 at 4.1%; and Q4 at 4.0%, with risks broadly
balanced.

The Governor noted that the global geopolitical situation remains fluid and commodity markets remain on the
edge, rendering heightened uncertainty to the domestic inflation outlook. However, on a positive note, the RBI’s
surveys of urban households on May 21, 2022, showed a significant moderation in their expectations of
inflation. Nonetheless, the upside risks to inflation still persist. Notably, with an assumption of a normal
monsoon in 2022 and average crude oil prices being $105 per barrel, the RBI projects inflation for FY 2023 at
6.7%, with Q1 at 7.5%; Q2 at 7.4%; Q3 at 6.2%; and Q4 at 5.8%, with risks evenly balanced.

The Governor further noted that India’s exports have performed well in spite of the weakening recovery across
major trading partners. The impact of rising crude oil prices on petroleum, oil and lubricants import bills have
been partly offset by the export of petroleum products, which also benefited from better price realisations
during the recent months.



Our Views
On May 4, 2022, in an unscheduled announcement, the RBI had hiked the repo rate by 40 bps and the CRR by 50
bps, embarking on a major fight against rising prices. Since then, a top MPC member and the RBI governor have
hinted at further rate hikes to tame inflation.

The MPC hiked the repo rate, the key policy rate at which the central bank lends short-term funds to banks, by
another 50 basis points on June 8, continuing the fight against high inflation. The apex bank retained its GDP
growth forecast at 7.2% for the current fiscal but cautioned against negative spillovers of geopolitical tensions
and a slowdown in the global economy.

Announcing the third monetary policy of FY 2023, the RBI governor said the available information for April and
May 2022 indicates that the recovery in domestic economic activity remains firm, with growth impulses getting
increasingly broad-based. The governor further said that experience teaches that preserving price stability is the
best guarantee to ensure lasting growth and prosperity. He further said India's recovery is proceeding apace,
offering the RBI space for an orderly policy shift.

The triple whammy of commodity-price shocks, supply-chain shocks and resilient growth, has shifted the
reaction function in favor of inflation containment. We believe that more rate hikes are likely in the next 2-3
policy meetings given that RBI has revised its headline inflation forecast sharply upwards to 6.7% from the
earlier 5.7%.

Clearly, this would urge RBI to focus on the complete ‘withdrawal of accommodation’ since CPI will remain
significantly higher than the 6% upper band of MPC. However, the extent of the subsequent hikes will depend on
the inflation print over the next few months, the performance of the monsoon and its impact on the food prices
as also on the effectiveness of the price control measures taken by the government.

For more details on the RBI announcements, click here!

https://rbidocs.rbi.org.in/rdocs/PressRelease/PDFs/PR335GSE00FFEF1117748A6A6B909F7DC6A9983.PDF
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