
 

  
 

Brickwork Ratings expects RBI’s MPC to continue with status quo in 

its upcoming MPC meeting  

The inflation levels above the RBI's mandated 4% median target, rising fuel prices, surplus liquidity, 

frontloading of government borrowings, rising yields, second wave of Covid-19 in the country’s 

major states, disruptions in economic activities due to partial lockdowns and uneven economic 

performances are among the major issues before the MPC when it meets for its first FY21 meeting 

during 5-7 April.  

 

Brickwork Ratings, Mumbai, 5 April 2021:  

The recent surge in Coronavirus cases has again begun to cause disruptions in economic 

activities as the major States have started imposing partial lockdowns to contain the virus 

spread. This is hampering the recovery process, which witnessed some improvement in the 

recent period. After contracting in two successive quarters, the GDP grew at 0.4% in Q3 FY21, 

as per the MOSPI’s latest estimates. The rollout of Covid-19 vaccines and vaccination drive 

brightened recovery hopes, with some lead indicators such as GST collections and the PMI 

indicating economic recovery. However, chequered growth in the industrial sector and 

continued constraints on the back of social distancing in trade and travel related sectors 

signify emerging challenges on the growth front. The IIP contracted by 1.6% and the 

manufacturing sector by 2% in January, and eight core industries declined by 4.6% in 

February 2021.  

On the other hand, rising oil prices and excess liquidity have posed risks on inflation, 

intensifying upside pressures on prices. Retail inflation inched up to 5.03% in February after 

easing in December 2020 and January 2021. The major concern is the elevated level of core 

inflation (5.9% in February), which continues to remain sticky, at above 5% levels since June 

2020. Since the last MPC meeting, core, food and fuel inflation increased despite easing 

supply constraints. A sudden and sharp rise in crude oil prices is also posing inflationary 

threats. 

The government has also decided to continue with a 4% flexible inflation target with a 2% 

leeway on either side for the next five-year period beginning 1 April 2021. Under the 

prevailing circumstances, maintaining retail inflation at 4% with a margin of 2% on either side 

may pose challenges, with the aggregate fiscal deficit of about 10.8% of the GDP (central 

fiscal deficit at 6.8% and the states’ deficit of another 4%) for 2021-22. Going forward, excess 



 

  
 

liquidity in the system, combined with volatility in crude oil prices, can pose upward risk to 

inflation. Once the current output gap narrows, surplus liquidity conditions could put 

pressure on prices, and the RBI will have to be vigilant. The current level of CPI inflation is 

still higher than the MPC’s median target of 4%, although demand conditions in the economy 

continue to remain weak, and may therefore, not pose immediate problems. 

In this situation, the RBI will have to be cautious in its policy action. The RBI has already 

reduced the repo rate under the LAF by 115 points cumulatively in March and May 2020 and 

introduced various liquidity boosting measures as a Covid-19 stimulus. Although the RBI 

maintained status quo in its subsequent policy meetings, it has continued to infuse liquidity 

to keep the yields on government securities in check and to neutralise the surge in foreign 

exchange. In the last MPC, the RBI initiated measures towards the rationalisation of excess 

liquidity from the system by announcing a phased hike in the CRR for restoration to 4%. In 

the current scenario, the RBI may like to drain in excess liquidity, while higher borrowings 

and the frontloading of 60% borrowings in H1 FY21 may put pressure on yields, and hence, 

the RBI may go slow in reversing its liquidity measures announced as a Covid stimulus since 

March 2020.  

The recent spike in Covid-19 cases has also renewed uncertainty regarding the near-term 

growth outlook as the recovery process will be adversely impacted due to the imposition of 

fresh restrictions on businesses and normal activities. Thus, the continuation of the 

accommodative policy stance is likely to continue to support growth. We expect the inflation 

rate to remain close to the upper bound target of 6% in the Q1FY22, and therefore, the MPC 

may continue to pause on the interest rates. We do not expect the dilution of the 

accommodative stance anytime soon, and the RBI will continue to support growth as long as 

inflation does not become a serious problem.  Even when there is a threat, the RBI will try to 

use other means to control prices, but may not change the accommodative stance.  

  

Given the rise in the spread of Coronavirus and the imposition of fresh restrictions to 

contain the virus spread in the major parts of the country, the RBI is likely to continue with 

its accommodative monetary policy stance in the upcoming MPC meeting to be announced 

on 7 April 2021. Considering the elevated inflation levels, BWR expects the RBI MPC to adopt 

a cautious approach and hold the repo rate at 4%.  
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