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MNI POV (Point Of View): Risks Tilted Towards 50bps Hike 
 
The market consensus is for a 50bps hike from the RBI at tomorrow’s policy announcement. This would take the 
policy rate to 5.90%. This is where we see the risks balanced as well. A smaller number of forecasters expect a rise 
of 35bps, while one expects a 25bps increase. On the cash reserve ratio, one forecaster expects the rate to rise by 
50bps, but the clear majority is for no change in this rate (currently at 4.50%).  
 
So, all forecasters expect a move in the policy rate, it’s just a question of how much. We see the balance of risks 
tilted towards 50bps given the current inflation/growth backdrop. Since the last policy meeting, the two major pieces 
of domestic economic news have been the Q2 GDP report, which came in slightly weaker than expected (+13.5% 
y/y, versus 15.3% forecast). The latest inflation print was firmer than expected at 7% y/y (6.9% expected). Since 
peaking in April (7.80%), consumer price pressures have moderated, albeit remaining fairly sticky around the 7% 
level. We remain comfortably above the upper inflation target limit for the RBI of 6%.   
 
Wholesale prices have shown a more definitive downtrend after peaking in May (16.7% y/y) to 12.4% y/y in August. 
We should see more downside momentum over the coming months, but the RBI may be mindful of more adverse 
supply shocks. This week’s rebound in EU natural gas prices remains a good example of such risks. It may also 
take time for lower upstream price pressures to feed through into lower consumer prices, as companies protect 
margins.  
 
On the growth front, the Q2 GDP report, whilst delivering a headline miss, had solid underlying details in terms of 
consumption and investment. Partial growth indicators have been mixed in recent months, but aren’t suggesting a 
sharp slowdown in growth. PMI readings remain comfortably in expansion territory. Export growth is down sharply, 
nearly back to flat. Weaker external conditions are a risk to the growth outlook that the RBI will be mindful of.  
 
External financial market developments have turned more hawkish though since the last policy meeting, all else 
equal for the RBI. The last Fed meeting delivered another 75bps hike, but also raised the terminal rate projection 
meaningfully. This, along with other drivers has contributed to on-going USD strength. USD/INR rose through 80.00 
last week and now sits not too far away from 82.00.  
 
This backdrop argues for a 50bps move, with the key objective of bringing inflation risks under control, likely to 
outweigh growth concerns. If the real policy rate was closer to flat (currently -160bps), the case for a smaller move 
would arguably be stronger. Post this meeting and with a likely moderating in headline inflation pressures, a smaller 
hike pace could be in train going forward.  
 
Also note the RBI will present updated forecast projections at this meeting. The current inflation projection is 6.7% 
for the financial year ending March 2023. Growth is projected to be at 7.2% for the current financial year.  
 
 
 
 

https://rbi.org.in/scripts/Annualpolicy.aspx
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RBI August 5th 2022 Monetary Policy Statement 
 

On the basis of an assessment of the current and evolving macroeconomic situation, the Monetary Policy 
Committee (MPC) at its meeting today (August 5, 2022) decided to: 

• Increase the policy repo rate under the liquidity adjustment facility (LAF) by 50 basis points to 5.40 per cent 
with immediate effect. 

Consequently, the standing deposit facility (SDF) rate stands adjusted to 5.15 per cent and the marginal standing 
facility (MSF) rate and the Bank Rate to 5.65 per cent. 

• The MPC also decided to remain focused on withdrawal of accommodation to ensure that inflation remains 
within the target going forward, while supporting growth. 

These decisions are in consonance with the objective of achieving the medium-term target for consumer price index 
(CPI) inflation of 4 per cent within a band of +/- 2 per cent, while supporting growth. 

The main considerations underlying the decision are set out in the statement below. 

Assessment 

Global Economy 

2. Since the MPC’s meeting in June 2022, the global economic and financial environment has deteriorated with the 
combined impact of monetary policy tightening across the world and the persisting war in Europe heightening risks 
of recession. Gripped by risk aversion, global financial markets have experienced surges of volatility and large sell-
offs. The US dollar index soared to a two-decade high in July. Both advanced economies (AEs) and emerging 
market economies (EMEs) witnessed weakening of their currencies against the US dollar. EMEs are experiencing 
capital outflows and reserve losses which are exacerbating risks to their growth and financial stability. 

Domestic Economy 

3. Domestic economic activity remains resilient. As on August 4, 2022, the south-west monsoon rainfall was 6 per 
cent above the long period average (LPA). Kharif sowing is picking up. High frequency indicators of activity in the 
industrial and services sectors are holding up. Urban demand is strengthening while rural demand is gradually 
catching up. Merchandise exports recorded a growth of 24.5 per cent during April-June 2022, with some moderation 
in July. Non-oil non-gold imports were robust, indicating strengthening domestic demand. 

4. CPI inflation eased to 7.0 per cent (year-on-year, y-o-y) during May-June 2022 from 7.8 per cent in April, although 
it persists above the upper tolerance band. Food inflation has registered some moderation, especially with the 
softening of edible oil prices, and deepening deflation in pulses and eggs. Fuel inflation moved back to double digits 
in June primarily due to the rise in LPG and kerosene prices. While core inflation (i.e., CPI excluding food and fuel) 
moderated in May-June due to the full direct impact of the cut in excise duties on petrol and diesel pump prices, 
effected on May 22, 2022, it remains at elevated levels. 

5. Overall system liquidity continues in surplus, with average daily absorption under the LAF at ₹3.8 lakh crore 
during June-July. Money supply (M3) and bank credit from commercial banks rose (y-o-y) by 7.9 per cent and 14.0 
per cent, respectively, as on July 15, 2022. India’s foreign exchange reserves were placed at US$ 573.9 billion as 
on July 29, 2022. 

Outlook 

6. Spillovers from geopolitical shocks are imparting considerable uncertainty to the inflation trajectory. More 
recently, food and metal prices have come off their peaks. International crude oil prices have eased in recent weeks 
but remain elevated and volatile on supply concerns even as the global demand outlook is weakening. The 
appreciation of the US dollar can feed into imported inflation pressures. Rising kharif sowing augurs well for the 
domestic food price outlook. The shortfall in paddy sowing, however, needs to be watched closely, although stocks 
of rice are well above the buffer norms. Firms polled in the Reserve Bank’s enterprise surveys expect input cost 
pressures to soften across sectors in H2. Cost pressures are, however, expected to get increasingly transmitted to 
output prices across manufacturing and services sectors. Taking into account these factors and on the assumption 
of a normal monsoon in 2022 and average crude oil price (Indian basket) of US$ 105 per barrel, the inflation 
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projection is retained at 6.7 per cent in 2022-23, with Q2 at 7.1 per cent; Q3 at 6.4 per cent; and Q4 at 5.8 per cent, 
and risks evenly balanced. CPI inflation for Q1:2023-24 is projected at 5.0 per cent.  

7. On the outlook for growth, rural consumption is expected to benefit from the 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’s capex push, improving bank credit and rising capacity utilisation. Firms polled in the Reserve Bank’s 
industrial outlook survey expect sequential expansion in production volumes and new orders in Q2:2022-23, which 
is likely to sustain through Q4. On the other hand, elevated risks emanating from protracted geopolitical tensions, 
the upsurge in global financial market volatility and tightening global financial conditions continue to weigh heavily 
on the outlook. Taking all these factors into consideration, the real GDP growth projection for 2022-23 is retained 
at 7.2 per cent, with Q1 at 16.2 per cent; Q2 at 6.2 per cent; Q3 at 4.1 per cent; and Q4 at 4.0 per cent, and risks 
broadly balanced. Real GDP growth for Q1:2023-24 is projected at 6.7 per cent. 

 

8. Headline inflation has recently flattened and the supply outlook is improving, helped by some easing of global 
supply constraints. The MPC, however, noted that inflation is projected to remain above the upper tolerance level 
of 6 per cent through the first three quarters of 2022-23, entailing the risk of destabilising inflation expectations and 
triggering second round effects. Given the elevated level of inflation and resilience in domestic economic activity, 
the MPC took the view that further calibrated monetary policy action is needed to contain inflationary pressures, 
pull back headline inflation within the tolerance band closer to the target, and keep inflation expectations anchored 
so as to ensure that growth is sustained. Accordingly, the MPC decided to increase the policy repo rate by 50 basis 
points to 5.40 per cent. The MPC also decided to remain focused on withdrawal of accommodation to ensure that 
inflation remains within the target going forward, while supporting growth. 

9. All members of the MPC – Dr. Shashanka Bhide, Dr. Ashima Goyal, Prof. Jayanth R. Varma, Dr. Rajiv Ranjan, 
Dr. Michael Debabrata Patra and Shri Shaktikanta Das – unanimously voted to increase the policy repo rate by 50 
basis points to 5.40 per cent. 

10. All members - Dr. Shashanka Bhide, Dr. Ashima Goyal, Dr. Rajiv Ranjan, Dr. Michael Debabrata Patra and 
Shri Shaktikanta Das, except Prof. Jayanth R. Varma - voted to remain focused on withdrawal of accommodation 
to ensure that inflation remains within the target going forward, while supporting growth. Prof. Jayanth R. Varma 
expressed reservations on this part of the resolution. 

11. The minutes of the MPC’s meeting will be published on August 19, 2022. 

12. The next meeting of the MPC is scheduled during September 28-30, 2022. 
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Sell-Side Analyst Views 

 
ANZ: We expect the Reserve Bank of India (RBI) to deliver another 50bp hike in its policy repo rate next Friday, 30 

September 30 (12:30 SGT). Our view is based primarily on the US Fed’s hawkish outlook that now signals a much 

higher terminal fed funds rate. This outlook, combined with renewed USD strength, is a development that is unlikely 

to escape the policy calculus of the RBI. The bilateral strength of the dollar, in our view, is becoming increasingly 

difficult to address via intervention in the FX market. It will likely translate into higher imported inflation. Since 

August 2022, RBI’s intervention in the spot market has averaged US2.8bn per week, and we think that this burn 

rate will be difficult to maintain. A thinning FX reserves cushion has increased the burden on rate hikes to help 

fortify against external headwinds. Domestically, recent CPI prints and softer oil prices suggest an improvement in 

inflation outlook, all else unchanged. Yet, geopolitical risks persist and commodity prices could remain volatile. 

Even as Q1 FY23 GDP growth was weaker than expected, it masked robust domestic demand which is leading to 

stickily elevated core inflation. Hence, further tightening is needed to curb demand pressures amid supply 

weakness to bring inflation down durably. The upside food inflation risks, especially in cereals, also remain on the 

radar. Separately, the RBI will also be providing its revised GDP growth and inflation forecasts. We also expect a 

paring of their growth forecast for FY23, given a weaker than expected start to the year as well as a softer outlook 

for global growth 

 

Barclays: We expect the current account deficit to more than double to USD32bn (3.8% GDP) in Q2 22. While 

capital inflows have started to return, they are not sufficient to fund the bigger shortfall. Maintaining control of the 

deficit is likely to be key to preserving macro stability. We expect the RBI’s monetary policy committee to increase 

policy rate by 50bp, unanimously. With real rates reaching desired levels, we expect the MPC to pause and assess 

the impact of past rate actions on growth and inflation dynamics post the September policy review 

 

Citi: We have been highlighting that the decision on policy rates in the September MPC is going to be a close call, 

but on balance, we now consider a 50bps repo rate hike (to 5.9%) and a change in stance to “Neutral” as our base 

case. While we don’t expect a change in RBI inflation view (6.7%), upward trend in food prices would increase the 

uncertainty band around this forecast. Buffeted with repeated supply side shocks and increasingly hawkish global 

central banks, MPC might feel the urgency to push the policy rates closer to the neutral territory before turning 

more data dependent. A choice between 35bps vs. 50bps hike is more a function of their “signaling effect” rather 

than the macro impact. However, a split MPC decision in September cannot be ruled out as some members might 

differ on the efficacy of front-loaded pace of tightening. 

 

DBS: We revise our rate hike call for the upcoming meeting to 50bp from 35bp previously. Since the US Fed’s 

hawkish rhetoric and increase in the terminal rate for this cycle, risk sentiments have weakened considerably, 

weighing on regional currencies and bonds. We expect the RBI MPC to deliver a third consecutive 50bps hike, in 

response to the shifts in the global policy environment, support the currency as well as rein in inflation which 

continues to hover above the policy target range. 

 

Goldman Sachs: We have raised our RBI repo rate forecast to include a 50bp hike in the September meeting (vs. 

35bp previously) and a 35bp hike in the December meeting (vs. 25bp previously), with upside risk to the forecast if 

commodity prices are higher in Q4 2022. We now expect 50bp of further rate hikes in 2023 (vs. 75bp previously) 

which would take the repo rate to 6.75% by April 2023. Since the last central bank meeting, a) headline CPI 

inflation for August came in at 7.0% yoy, and we expect inflation to remain outside the RBI's target band driven by 

upside from food inflation and higher core services inflation, b) even though Q2 GDP growth came in below 

expectation, consumption and investment were strong and high frequency activity data have continued to hold up, 

c) we forecast current account deficit at 3.2% of GDP in CY22 driven by weak global growth and relatively resilient 

domestic recovery, d) the RBI has sold $92bn FX reserves over the last one year, and the 12 months forward-

looking import cover is now below nine months by our estimates, and e) our US economics team has revised the 

Fed funds rate forecast higher to 4.5-4.75% (vs. 4-4.25% previously) on the back of a hawkish FOMC. 
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ING: The Reserve Bank of India will meet on 30 September to discuss interest rates. It is likely the Bank will hike its 

key repo rate by 30bp to 5.7%. As inflation rose from 6.7% in July to 7% in August, policymakers should continue to 

feel the pressure and increase repo rates in an attempt to cool the economy. 

 

J.P.Morgan: With the Fed hiking again by 75bp this week, remaining hawkish and signaling a higher terminal rate, 

we expect India’s MPC – which convenes a week after the Fed – to hike by 50bp for a third consecutive meeting. 

Furthermore, with the Fed expected to keep going early into next year and India’s inflation expected to remain 

above 6% till March at least, we expect the RBI to follow up with a 35bp hike in December – once the Fed has 

downshifted to 50bp in November – taking India’s terminal rate to 6.25%. This would take ex-ante positive rates – 

when evaluated against 2023 CPI inflation forecasted at 5.5% – into positive territory and even build in some 

insurance for upside inflation surprises next year. Another 50bp hike appears consistent with the RBI’s latest 

commentary, which noted that “a front-loading of monetary policy actions can keep inflation expectations firmly 

anchored and reduce the medium-term growth sacrifice.” 

 

Morgan Stanley:  We expect the RBI to hike the repo rate by 50bps to 5.9% in the September meeting, driven by 

sticky domestic inflation and continued hawkish stance of DM central banks, which warrants continued front 

loading of rate hikes. Even as global commodity prices continue to moderate, upside risks remain to the inflation 

outlook due to uncertainty around food inflation trajectory and changes in global commodity prices. On the growth 

front, recovery continues with domestic demand remaining upbeat and providing a partial offset to slowing external 

demand. As such, we pencil in successive rate hikes and peg the terminal policy rate for the current rate hike cycle 

at 6.5%, which is likely to be reached by Feb-23. Additionally, we opine the normalization in real rates to help 

preserve macro-stability and provide a basis for durable growth recovery.  

 

Scotiabank: Consensus is split between expecting the RBI to hike by 35 or 50bps. A factor that may tip the 

balance toward going bigger is the resumption of currency weakness. The rupee depreciated over the past week as 

the Fed pivoted more hawkishly. 

 

Societe Generale: The Fed’s rather hawkish undertone while raising the policy rate by 75bp has led to rising 
yields of Indian bonds and falling INR. While the quantum of Fed rate hike was generally expected, the 
central bank’s expectation of a higher terminal rate and weaker growth has seemingly roiled the market given the 
apparent desire to engineer a recession to combat inflation. This also queers the pitch for the RBI, especially given 
the continuing price pressures. An inflation print of 7.0% yoy (as per our expectation but higher than that of 
consensus) in August engendered a sense of déjà vu. While the figure had dropped below 7.0% the month before, 
this marked the fourth print of 7.0% or above in the five months of the current financial year. While we do expect 
inflation to ease next year, assuming the exogenous shocks to inflation fade, it remains a big elephant in the room, 
and recent signs of an escalation in the Ukraine conflict heighten the risks again. We have long talked about the 
need for an engineered growth slowdown in India – well before the RBI acted – given clear evidence of price 
pressures. Yet we were convinced that the RBI would not match the Fed step for step since growth too needs to be 
nurtured, as high unemployment can cause political tremors. While we expect the RBI to raise the policy rate by 
another 50bp to 5.9% at its meeting on Friday, in line with its desire to frontload rate hikes, the central bank may 
not be too far from ending its hiking cycle, with the focus then shifting to growth given the stubbornly high 
unemployment rate. 
 

TD Securities: Despite USDINR above 80, we don't think the RBI will rely on big rate hikes to defend the INR. 

Further, the RBI needs to consider the growth trajectory from a rapid increase in rates. Q2 GDP surprised to the 

downside at 13.5% y/y, short of RBI's forecast at 16.2% y/y which may concern the RBI. This gives the RBI a 

reason to step down to 35bps from the 50bps hike last meeting. 

 

UOB: With the policy priority on containing inflationary pressures from second-round effects of supply side shocks 

and anchoring long term inflation expectations, there is still room for the RBI in its rate hike trajectory. After kicking 

off with the surprise unscheduled 40bps move in May and the 50bps hikes in Jun and Aug, we think that 

the RBI will add on another 50bps rate increases in the two remaining MPCs in 2022 to bring the repo rate to 

5.90% by the end of the year. The Bloomberg poll (as of 26 Sep) also show 4 analysts expecting a 35bps hike to 

5.75% while another 4 expect 50bps hike to 5.90% for Sep.  


