
RBI hikes rates by another 50 bps; holds inflation and growth  

 The August 2022 monetary policy released at the end of the 3 day MPC meet on 05th August came amidst a 

lot of hawkishness shown by the RBI. That is not surprising considering that the US Fed is still extremely 

hawkish and the ECB and the Bank of England had also displayed a lot of hawkishness in recent meetings, 

hiking rates by 50 basis points each. Till the April policy, the RBI maintained status quo on repo rates. How-

ever, the rate hike saga began from the special monetary policy called in May 2022. Just look at the chronolo-

gy of the rate hikes that the RBI has undertaken since then. 

 

 In the special monetary policy meeting in May 2022, the RBI hiked rates by 40 basis points from 4% to 

4.40%. This was followed up by another 50 bps rate hike in the regular June 2022 MPC meet when it was 

hiked from 4.40% to 4.90%. In the latest August 2022 monetary policy, the RBI has hiked the repo rates by 

another 50 bps from 4.90% to 5.40%. With 140 bps of rate hikes between May and August, the RBI had ef-

fectively taken the repo rates 25 bps above the pre-COVID rate. It is not clear what will be the terminal rate 

target for the RBI, but for now it seems to be 5.75%. However, seeing the hawkishness of the RBI, the termi-

nal rate target could get closer to 6%. 

 

 If you thought that 140 bps was the story of the rate hikes, there is more to it. The SDF base was hiked by 40 

bps virtually hiking the rate setting benchmark by another 40 bps. In addition, the May 2022 MPC meet had 

also hiked the CRR or the cash reserve ratio by 50 bps from 4% to 4.50%. In short, the RBI has attacked the 

price hikes and the surfeit of liquidity on multiple fronts. Now for the highlights of the August 2022 monetary 

policy. 

 

Highlights of the Feb-22 Monetary Policy announcement 

 

 The policy repo rate has been raised by 50 basis points from 4.90% to 5.40%. This is a full 25 bps ahead of 

the pre-COVID repo rate levels of 5.15%. Back in 2020, the RBI had cut rates by 110 basis points in two 

tranches to boost growth in an uncertain environment. 

 

 As a result of this repo rate hike, the standing deposit facility (SDF), the new substitute for reverse repo rate 

stands increased to 5.15%; pegged 25 basis points below the repo rate. At the same time, the bank rate and the 

marginal standing facility (MSF) rate, go up to 5.65%, considering they are pegged 25 bps above the repo 

rate. 

 

 Unlike in the May 2022 policy, the June monetary policy and even the latest August 2022 monetary refrained 

from tinkering with the CRR levels. This was after several objections  came from the banks as CRR hikes 

tend to spike bank’s cost of funds. 

 

 There is no change in inflation and GDP growth expectations of the RBI for FY23. Inflation expectations for 

FY23 remained pegged at 6.7% (after 220 bps hike in last 5 months). GDP forecast for FY23 has been main-

tained at 7.2%. 

 

 Five out of six members of the MPC voted to stay focused on withdrawal of accommodation. Jayanth Varma 

was the sole dissenting voice. However, all 6 members voted unanimously to hike the repo rates by 50 basis 

points to 5.40%.  

 

 

 



 

RBI confident about sustaining GDP growth at 7.2% 

 

 

 

 

 

 

 

 

The confidence of the RBI is visible in the fact that they have maintained the overall growth estimate for FY23 

at 7.2%. The latest estimates by IMF, classifying India as one of the fastest growing large economies, must have 

bolstered the confidence of the RBI. RBI maintained its growth target for FY23 at 7.2%. According to the latest 

estimates put out by the RBI in its monetary policy statement, GDP growth break-up for FY23 is expected at 

16.2% in Q1FY23, 6.2% in Q2FY23, 4.1% in Q3FY23 and 4.0% in Q4FY23. Risks to growth likely to be bal-

anced. 

 

RBI also holds inflation peg for FY23 at 6.7% 

 

 

 

 

 

 

 

To be fair, the RBI is not entirely smug about inflation risks. They have highlighted that persistent rupee weak-

ness could pose a big risk of imported inflation for India. In addition, the burgeoning merchandise trade deficit 

shows that global commodity inflation is still having its pain points. Inflation outlook for FY23 has been main-

tained by the RBI at 6.7%. For FY23, RBI has given a break-up of the 6.7% full-year inflation as Q2FY23 at 

7.1%, Q3FY23 at 6.4%, Q4FY23 at 5.8% and Q1FY24 at 5.0%.  

 

Supplementary policy changes announced by the RBI 

 

There are 4 key policy changes that the RBI announced along with the policy note. 

 

 RBI will introduce a code of conduct for outsourcing financial services. That is in the largest interest of the 

overall financial services industry. 

 

 Credit Information Companies (CIC) will fall under the RBI Ombudsman scheme to provide alternate route 

for grievance redressal for customers of regulated entities. 

 

 RBI will set the ball rolling to shift from the existing MIBOR benchmark to a more broad-based benchmark, 

as is the practice in international markets. 

 

 The NPCI’s Bharat Bill Payment System (BBPS) will be made available to non-residents (NRIs) to meet 

their India bill payment needs. 

 

 

“Rural consumption is expected to benefit from brightening agricultural prospects. The demand 

for contact-intensive services and the improvement in business and consumer sentiment should 

bolster discretionary spending and urban consumption. Investment activity is expected to get 

support from the government capex push.” (RBI Policy Extract) 

“Rising kharif sowing augurs well for the domestic food price outlook. The shortfall in pad-

dy sowing, however, needs to be watched closely, although stocks of rice are well above 

buffer norms. Firms polled in the RBI enterprise surveys expect input cost pressures to soften 

across sectors in H2. Brent Crude is pegged at $105/bbl on an average.” (RBI Policy Extract) 



.Bond yields spike after monetary policy announcement 

 

 RBI policy had the impact on bond yields and the impact was visible almost immediately on Friday. The 

bond yields on the 10 year benchmark had been subdued at around the range of 7.15% to 7.25% over the last 

5 days, but post the hawkish tone of the RBI policy, the yields moved up slightly to 7.30%. However, there 

was spike in yields. 

 

 When it comes to the bond yields, it is not just the repo rate that impacts the bond yields, since that is nor-

mally already factored in well in advance. What matters is the full year inflation outlook and the inflation 

expectations chart. RBI has kept inflation outlook static at 6.7% for FY23 and the inflation expectations have 

shown a downward trend. That implies, for now, that the bond spike could be limited in intensity and impact. 
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