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A third consecutive 50bp rate hike  

 

Decision 

The Reserve Bank of India monetary policy 

committee (MPC) raised the repo rate by 50bp 

to 5.9%. This takes cumulative hikes in this cycle 

to 190bp and back to mid-2019 levels. The 

standing deposit facility (SDF) rate stands 

adjusted to 5.65% and the marginal standing 

facility (MSF) rate and the Bank Rate to 6.15%. 

The overall tone was balanced, as policy 

guidance remaining unchanged at ‘withdrawal 

of accommodation’, defying a minority 

expecting a shift to ‘neutral’ and suggesting that 

the hike cycle has some more room to go. The 

vote was a 5:1 split on the quantum of hike as 

well as on the stance.  

 

 
 

Economic assessment 

Reflecting the MPC’s views, Governor Das 

highlighted spillover risks from global 

developments, including geopolitics, aggressive 
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• The RBI delivered a third consecutive 

50bp hike, taking the repo rate to 5.9% 

• GDP growth projection was trimmed 

to account for 2Q22 miss, inflation 

held unchanged 

• Steps to boost liquidity were absent 

• Rupee volatility was a concern 

• With the MPC more confident about 

growth than inflation, we expect the 

hawkish bent to continue  

• Forecast implications: We raise the 

end-year repo rate forecast 

• Debut sovereign green bond is to be 

included in 2H borrowings  

• Bond index inclusion plan might be 

delayed  

• Current account deficit is set to widen 

this year 
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rate hikes and financial market volatility. 

Domestically, the committee is more confident 

about growth than inflation, underpinning the 

hawkish bent. 

 

Factoring in the miss in 1QFY23 (2Q22) growth, 

full-year projection was trimmed to 7% from 

7.2% earlier, but underlying momentum is 

expected to remain strong. Under aggregate 

supply, a) above normal rainfall and improving 

acreage; b) expanding industry and service 

sector activity; c) upbeat urban consumption on 

upcoming festivities and improving rural 

demand; d) gaining investment demand, bank 

credit besides rising non-oil non-gold imports 

which is seen as a proxy for private sector 

interests), but part of the gains is undone by 

softer outlook for exports.   

 

Tone on inflation was cautious, even as slowing 

commodity prices provided some relief on 

imported price pressures.  Fresh upside risks 

were cited from a) broadening out in food, 

especially cereal prices from wheat to rice in 

light of a fall in kharif paddy production; b) 

delayed withdrawal of monsoon and uneven 

spread which had driven up prices of 

perishables; c) adverse impact on inflation 

expectations; d) Indian basket crude oil price 

averaged ~US$ 104 per barrel in 1HFY23, which 

lent the RBI to retain its view that oil could 

average an elevated $100pb in 2HFY. The 

inflation forecast was kept unchanged at 6.7%.  

 

Apr-Aug22 inflation has averaged 7.1% yoy and 

beyond a base-effect driven spurt in Sep22, we 

expect the headline to gradually moderate 

towards 5.5-5.7% by Mar23. Apr-Aug run-rate 

and our outlook for rest of the year prods us to 

adjust down our FY23 CPI inflation forecast to 

6.6% from 6.8% earlier.  

 
 

The central bank’s view on liquidity was also 

under close watch, after the banking system 

balance slipped into deficit on advance tax 

payments and forex outflows this month. This 

led banks to tap the MSF window and repo 

operations by the RBI to infuse liquidity. This 

mismatch was put to temporary factors, and 

liquidity enhancing measures were absent. In 

view of the moderation in surplus liquidity, the 

28-day VRRR was merged with the fortnightly 

14-day main auction. 

 

While there is a likelihood that the squeeze on 

liquidity will prevail on upcoming festive 

demand and pick-up in credit growth, the 

Table: Snapshot of RBI's projections (% y/y)
CPI inflation GDP

Apr22 MPC

FY23 5.7 7.2

1QFY23 6.3 16.2

2QFY23 5.8 6.2

3QFY23 5.4 4.1

4QFY23 5.1 4.0

Jun22 MPC

FY23 6.7 7.2

1QFY23 7.5 16.2

2QFY23 7.4 6.2

3QFY23 6.2 4.1

4QFY23 5.8 4.0

Aug22 MPC

FY23 6.7 7.2

1QFY23 16.2

2QFY23 7.4 6.2

3QFY23 6.2 4.1

4QFY23 5.8 4.0

1QFY24 5.0 6.7

Sep22 MPC

FY23 6.7 7.0

2QFY23 7.1 6.3

3QFY23 6.5 4.6

4QFY23 5.8 4.6

1QFY24 5.0 7.2

Source: RBI, DBS; changes are marked in red
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central bank is of the view that seasonal pickup 

in government spending and drawdown of 

excess CRR and SLR from banks is expected to 

help in 2H. Variable repo operations look likely 

to be the preferred route rather than a 

permanent injection. At the same time, onus 

will be on banks to make deposit rates more 

attractive to better balance their liquidity 

needs. Rise in short-term (91-Day Tbill, 

commercial papers, certificate of deposits etc.) 

was also a fallout as the central bank prefers to 

keep the weighted average call rate (WACR) i.e., 

operating target of monetary policy close to the 

repo rate.  

 

In light of depreciation pressures on the 

currency, the RBI reiterated that intervention 

efforts were only to curb excessive volatility ad 

anchor expectations. Favourable measures of 

FX reserve adequacy were cited (including short 

term external debt, net IIP, debt financing etc.) 

to highlight that the current stock was 

appropriate, and we concur. It was added that 

about 67% of the decline in reserves during the 

current financial year was due to valuation 

changes arising from an appreciating US dollar 

and higher US bond yields, rather than purely 

outright intervention. 

 

Policy outlook 

 

In response to the aggressive rate tightening 

cycle by the US Fed, regional central banks have 

stepped-up tightening efforts. The RBI MPC’s 

hawkish policy squares with shifting 

uncertainties, which leaves the door open for 

further hikes in rest of fiscal year.  

 

Notwithstanding the modest cut in the full-year 

growth projection, commentary underscored 

the MPC’s confidence on recovery dynamics, 

which provides the elbow room to stay focused 

on price stability. We expect intervention 

efforts in the rupee to continue but stay 

opportunistic, and not directed at reversing the 

currency’s direction in midst of a broader dollar 

bull run. Markets has already priced in 

significant scale of policy tightening.  

 

 
 

We expect the repo rate to be raised to 6.5% 

by end of the fiscal year (35bp in Dec22 and 

25bp in Feb23), up from 6.25% earlier. Subject 

to the evolving US Fed view and domestic 

inflation trajectory, there is a risk that the next 

move might also be of a larger 50bp quantum 

(we assign a 40% probability).  

 

Bond issuance for the 2H fiscal year trimmed  

 

The government trimmed the bond borrowing 

program for 2H (Sep22-Mar23) of the fiscal year 

to INR 5.92trn, taking the full year total 

marginally lower to INR 14.21trn vs INR 

14.31trn projected earlier. Besides INR 5.76trn 

in conventional bonds, the borrowing plan will 

also include the maiden INR160bn (~$2bn) 

sovereign green bonds. This tracks a push by 
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other countries in the region, including 

Indonesia, and Singapore who have floated 

similar-natured government securities in the 

past, and likely to help India in setting a 

benchmark for such securities.  

 

Index inclusion likely pushed back 

 

In FTSE Russell's Country Classification Review 

Results released overnight, India has been 

retained on the watchlist for a potential 

upgrade to Market Accessibility Level ‘1’ and for 

consideration for inclusion in the FTSE Emerging 

Markets Government Bond Index (EMGBI). This 

marks a status quo since March 2021. In its 

press release, the index provider added that it 

was engaging actively with the index users as 

well as domestic market authorities regarding 

“ongoing market structure reforms, with a 

focus on securities that are available via the 

Fully Accessible Route channel”.  

 

Expectations over inclusion of India’s 

government bonds in the JPM GBI-EM bond 

index had resurfaced recently (we discussed 

this here India: Optimism over bond index 

inclusion resurfaces). While little had materially 

changed on taxation, settlement rules, 

operational aspects, registration norms etc. 

since earlier in the year, a reweighting exercise 

in the JPM GBI EM index as well as signs that 

index providers had reached out to global 

investors/ fund houses to gauge interests, were 

behind the burst in expectations.  

 

There are signs, however, that an 

announcement on this front might not be 

forthcoming this year. Reuters cited official 

sources saying that the debt index plan had 

been pushed back to next year, likely due to 

absence of ironing out in existing rules and 

restrictions. As we noted earlier, there is a 

broad acknowledgement by the authorities that 

an index inclusion carries strengths of 

diversification in the investor pool as well as 

introduction of more sticky foreign inflows. 

Nonetheless, wariness over distorting the level-

playing field between domestic and foreign 

investors, has seen authorities maintain that 

notable change in the taxation regime – capital 

gains and withholding taxes on investments 

into debt securities – is unlikely. At the same 

time, the intention to allow provide rupee 

securities on the clearing platform, Euroclear is 

seen as a sufficient but not necessary pre-

requisite for inclusion, mirroring the stance that 

China and Indonesia have taken. Delay in the 

inclusion plans saw bonds and rupee trim gains 

this week, with sombre risk sentiments and bid 

dollar likely to surface as dominant drivers of 

the markets price action.  

 

Current account deficit widens in 2Q22 

 

Apr-Jun22 (1QFY23/ 2Q22) current account 

deficit widened to -$23.9bn vs surplus of $6bn 

same time last year, marking the highest gap 

since 2013. As a % of GDP that amounted to -

2.8% vs 0.9% last year and 1.5% previous 

quarter. The breakdown showed: a) bulk of the 

gap was due to significant widening of the 

merchandise trade deficit to $68.6bn from 

$30.7bn in 2Q21; b) net services receipts 

increased owing to higher computer and 

business service exports. Remittances also 

notched an increase of 22.6%. Net outgo on the 

income account, primarily reflecting payments 

of investment income, increased to $9.3bn vs 

$7.5bn. The financial account benefited from 

higher FDI inflows ($13.6bn vs $11.6bn in 

2Q21), but portfolio outflows overwhelmed at -

$14.6bn vs inflows of $0.4bn last year. Net ECBs 

https://www.dbs.com.sg/corporate/aics/templatedata/article/generic/data/en/GR/092022/220914_insights_india.xml
https://www.dbs.com.sg/corporate/aics/templatedata/article/generic/data/en/GR/092022/220914_insights_india.xml
https://www.reuters.com/markets/asia/exclusive-indias-inclusion-into-key-govt-bond-index-pushed-back-next-year-2022-09-27/
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witnessed outflows, likely due to adverse global 

rate movements, whilst non-resident deposits 

thinned. Overall BOP to the reserves fell to 

$4.6bn vs $31.9bn last year, diverging from the 

direction of reserves on valuation effects. Basic 

BOP deficit (current account + FDI) widened to 

-$15.9bn vs -$5.4bn in 2Q21.  

 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

For the year, current account math is in a soft 

spot. Encouragingly, monthly average exports 

have risen a strong 16% during Apr-Aug22 vs 

comparable period year ago, but was outpaced 

a sharp rise in commodity prices, particularly 

energy, has led to a 46% jump in average 

imports in the period. As a result, the trade 

deficit has more than doubled on average in the 

first five months of FY23. Factoring in the year-

to-date run rate on trade deficit, the full-year 

goods trade deficit balance is expected to add 

up to -$300-$320bn vs FY22’s -$190bn. Service 

trade balance has maintained a strong trend 

and pulling overall invisibles and goods trade 

balance together, FY23 current account deficit 

is likely to top US$100bn, taking the balance to 

-3.7 to -3.9% of GDP from -1.2% year before.  

 

Apr-Jun22 Apr-Jun21

1QFY23 1QFY22

Total change in FX reserves -18.2 34.1

Valuation effects -22.7 2.2

Change in FX reserves on BOP basis

(i.e. excluding valuation effects)

Source: RBI, DBS

Comparative position of variation in reserves

4.6 31.9
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Sources: Data for all charts and tables are from CEIC, Bloomberg and DBS Group Research 
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