INDIA ECONOMICS

JUNE MPC MINUTES

MPC to emphasise on inflation in next meeting

MPC members believe impact of second wave is lower than the first wave
during the national lockdown. With sharp reduction in infections, activity is
normalising. Growth will be led by government’s capex, exports and a normal
monsoon. However, a few members spoke of being data dependent on inflation
risks getting generalised. With inflation above 6% in May’21, MPC is likely to
discuss inflation trajectory in even greater detail in next meeting. We expect

policy normalisation in Q4FY22 and repo rate hike in early FY23.
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Impact of second wave to be limited: MPC members stated that while the
second wave did derail economic recovery, its impact is far less than last year.
Dr. Goyal pointed out that “since the impact on demand is more than supply,
output gap has widened”. At the same time, Prof. Varma cautioned against the
rise in precautionary savings which might keep demand subdued. Dr. Saggar
pointed out that the policies laid out in the Budget focus on investment. RBI
Governor, Shri Shaktikanta Das said that 30.5% increase in capital expenditure
by Centre should reignite the investment cycle. MPC members agreed that

exports and a normal monsoon bode well for the growth outlook in FY22.

Supply side pressure on inflation: MPC members agreed inflation risks are
supply driven. Prof. Varma pointed “The only source of comfort is that inflation
is being driven not by domestic demand, but by supply side factors”. Even Dr.
Patra pointed out “In the absence of strong demand, the pass-through to retail
inflation is likely to be incomplete”. Shri Das said “the fragile demand conditions
could help limit the pass-through of input cost pressures”. However, few

members also spoke on being data dependent.

Focus on growth delays normalisation: Dr. Saggar summed up that “But for
extra-ordinary circumstances that prevail, we would have moved to a neutral
stance long back”. He added that “Clear signs of generalisations in CPl inflation
setting in could be a tipping point where growth-inflation dynamics could alter”.
Shri Das explained that “to revive” phrase has been brought in to strengthen
forward guidance and demonstrate unambiguous commitment of MPC to
revive and sustain growth process. We expect GDP growth at 9.7% in FY22
(RBI at 9.5%). Inflation forecast is at 5.5% for FY22 (RBI at 5.1%) on the back
of rising core inflation.US FOMC members are now pencilling in a rate hike in

CY23. We believe RBI will be normalising monetary policy in Q4FY22.
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KEY HIGHLIGHTS

= MPC members agree impact of second wave

on growth is lower than first wave.

= Supply side pressure to inflation. Demand side

pressures absent.

= MPC statement added “to revive” to

emphasise on forward guidance.
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Disclaimer

The views expressed in this research note are personal views of the author(s) and do not necessarily reflect the views of Bank of Baroda. 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 of any entity. Bank of Baroda
and/ or its Affiliates and its subsidiaries make no representation as to the accuracy; completeness or reliability of any information contained herein or otherwise provided
and hereby disclaim any liability with regard to the same. Bank of Baroda Group or its officers, employees, personnel, directors may be associated in a commercial or
personal capacity or may have a commercial interest including as proprietary traders in or with the securities and/ or companies or issues or matters as contained in this
publication and such commercial capacity or interest whether or not differing with or conflicting with this publication, shall not make or render Bank of Baroda Group
liable in any manner whatsoever & Bank of Baroda Group or any of its officers, employees, personnel, directors shall not be liable for any loss, damage, liability whatsoever

for any direct or indirect loss arising from the use or access of any information that may be displayed in this publication from time to time.
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