
 

 

Monetary Tightening Approach to Continue 

RBI likely to raise repo rate by 50 bps in September MPC meeting 

 

Brickwork Ratings, Bengaluru, 27 September 2022: With the CPI inflation rate reaching the 7% level 

again in August 2022, the RBI is likely to continue with its monetary tightening in the upcoming policy 

meeting. We expect a 50 basis points (bps) increase in the repo rate and appropriate liquidity boosting 

measures to support growth.  

Lingering inflation pressures 

CPI inflation has remained above the MPC’s upper tolerance level of 6% since January 2022 and averaged 

7.1% in the first five months of FY23. After easing slightly in July, most of the major components of the 

CPI inflation basket increased in August, and food inflation rose to 7.62%. Supply-side constraints and 

excessive rains and floods in several parts of the country led to an increase in the prices of vegetables, 

fruits, spices, milk and products, and cereals and products. Although international crude oil prices eased 

to some extent, high prices at the retail level have continued. Core inflation also continued to increase 

and remained above the 6% level for 11 straight months. Household goods and services inflation has 

also been on the rise and remained above the 7% level since January 2022. 

 

Note: Core inflation excluding food and fuel items. 

Source: MOSPI, BWR Research 
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Inflation outlook 

Easing energy and commodity prices globally would help ease inflationary pressures, going forward and 

also keep imported inflation in check. Food inflation, which accounts for 39% of the overall inflation 

basket, may ease gradually with the arrival of the kharif foodgrain output, but may take some time. As 

per the first advance estimates for 2022-23, foodgrain production is expected to be around 149.92 

Million Tonnes (MT) in the kharif season, which is likely to fall short of the target set for the year by 13.23 

MT. Compared to the previous year’s level also, kharif production is likely to be lower by 6.12 MT. This 

may have a bearing on the food prices, in addition to ongoing supply constraints. Moreover, 8.95% less 

area had been covered under kharif crops as on 16 September 2022, compared to that in the previous 

year. Overall, the pressure on food prices is likely to continue for a few more months, and we expect 

food inflation to continue to remain above 7% in Q3FY23 on the back of low base and may ease slightly 

in Q4FY23.   

Of course, international crude oil prices have eased considerably from USD 113 per barrel on average in 

March 2022 to USD 97 per barrel in August 2022. The prices have been ruling below USD 90 per barrel 

in the last few days. However, the domestic prices of oil distillates have not been changed to make up 

for the past deficit, and until lower crude oil prices translate into lower prices of petroleum products, 

fuel inflation will remain high. For Q1FY23, the actual CPI inflation stood at 7.28% (monthly average) as 

against the RBI’s estimate of 7.5%, and in Q2 also, the actual inflation rates are likely to be close to the 

RBI’s estimate of 7.1%. For the full fiscal, we expect the RBI to retain the inflation outlook at 6.7% 

projected earlier. 

 

Estimates of Production of Foodgrains in Kharif Season for 2022-23 

 
Source: Ministry of Agriculture and Farmers Welfare, BWR Research 
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Frontloading of rate hikes to continue with modest revision in growth outlook  

Persistent inflationary challenges, prolonged geopolitical crises, a weakening external situation and 

supply constraints in various sectors have been hindering the domestic growth outlook since the 

beginning of the current fiscal. The Indian economy continues to grapple with persistent supply-side 

disruptions, leading to price pressures. There has been a slight respite on the global commodity prices 

front, which have been falling in the recent months due to weakening global demand; however, domestic 

inflation still remains above the RBI’s target range. 

Globally, the advanced economies’ central banks are raising their respective policy rates in an effort to 

bring down the record level inflation. The US Federal Reserve raised the policy rate by another 75 bps in 

its recent FOMC meeting, and the rates reached their highest since early 2008. With the widening 

interest rate differentials, there is a heightened risk of FPI outflows from India. Despite the continued 

tightening of global financial conditions, FPIs invested around USD 8.7 bn in Indian markets since July 

2022. Yet, the rupee has depreciated sharply and has continued to depreciate, regardless of the RBI’s 

frequent intervention in the forex market. Given the pressure on the widening current account deficit, 

coupled with shrinking forex reserves and falling merchandise exports due to the global slowdown, the 

pressure on the exchange rate is unavoidable. With recession in the UK and expectation of the US 

economy also entering into a recessionary phase, exports have already taken a hit, and the pressure on 

the exchange rate has intensified. The rupee-dollar exchange rate has already touched record lows 

crossing Rs 81 per USD in September, which needs immediate attention.  

 

 

 

 

 

 

 

 

Source: RBI, MOSPI, BWR Research 
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Dilemma of managing growth and inflation 

There has been severe pressure on the RBI to balance inflation, growth and the exchange rate. The RBI 

has already started withdrawing the monetary accommodation and has started raising policy rates since 

May 2022. Of course, inflation management remains a priority, and so is arresting the outflow of foreign 

portfolio investment. Thus, a sharp increase in the policy rate becomes necessary not only to arrest 

inflation, but also to narrow the widening interest rate differentials between the advanced countries and 

India. At the same time, in the current situation, growth also has to be nursed. The Q1 GDP growth 

estimate released by the MOSPI was much lower, at 13.5%, compared to the RBI’s estimate of 16.2%. 

Although there is some uptick on the high-frequency growth indicators, such as the manufacturing and 

services PMI, and record GST collections reflect improved recovery and a pick-up in business activity, the 

IIP and eight core sectors data, showed a moderation in growth in July 2022. Hence, supporting the 

economy at this stage of recovery also becomes an absolute necessity. Thus, the RBI is faced with a 

severe dilemma. We expect some moderation in growth outlook by RBI for the current fiscal. 

In addition, the banking system is facing a fresh problem of liquidity shortages. After remaining in surplus 

for more than three years, liquidity in the system slipped into a deficit mode in the third week of 

September 2022. Pick-up in bank credit and increased market borrowing by the government are 

weighing on liquidity. Hence, there is a need for increasing money supply for the smooth functioning of 

the financial system by announcing liquidity enhancing measures such as OMOs. In addition to a rate 

hike, the September MPC is closely watched for RBI’s guidance on liquidity management. 

Says Dr M Govinda Rao, Chief Economic Advisor, Brickwork Ratings, “Going by the inflationary 

pressures and adverse external developments, the MPC may continue with a 50 bps repo rate hike in its 

upcoming policy meeting. CPI inflation remaining above the 6% level for the last nine months is a major 

concern, and so is the capital outflows due to the divergence in interest rates. Hence, the primary focus 

will be to continue to fight to bring down inflation within the MPC’s target of 2% to 6%, despite the 

moderation in growth outlook. We also expect the RBI to lend its support to maintain the smooth 

functioning of the financial system by augmenting adequate liquidity through appropriate liquidity 

enhancing measures”. 
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