
 

 

Another repo rate hike is on its way 

As the inflation is still outside the comfort zone, RBI likely to raise repo rate by 25 to 35 

bps in December MPC meeting 

 

Brickwork Ratings, Bengaluru, 02 December 2022: As the CPI inflation rate has continued to remain 

above the RBI’s tolerance limit of 6% for tenth consecutive months, the MPC is likely to continue 

tightening in its upcoming policy meeting. The RBI has already missed its inflation target range of 2% to 

6% for three consecutive quarters, and with inflation still above the comfort zone, the rate hike seems 

inevitable. As the language of the policy committee of the Fed has shown moderation, it appears that 

the rate hike cycle seems to have run its course, though it is still possible that some hike will continue.  

Considering this, the rate increase by the RBI’s MPC may not be large. The MPC may take a pause in the 

February meeting, if the price situation eases further, because the repo rate was already increased by 

190 basis points so far since May 2022 (Chart 1).  We expect the increase to be limited to 25 to 35 basis 

points. 

 

 

 

 

 

 

 

 

 

 

Source: RBI, MOSPI, BWR Research 

 

0.35
6.25

4.0

4.5

5.90

3.0

3.5

4.0

4.5

5.0

5.5

6.0

6.5

7.0

-1.00

-0.80

-0.60

-0.40

-0.20

0.00

0.20

0.40

0.60

Ef
fe

ct
iv

e 
re

p
o

 r
at

e 
(%

)

C
h

an
ge

 in
 r

at
es

 (
B

p
s)

Chart 1: Changes in repo rate since 2018
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Softening inflation outlook brings some respite for the MPC 

There has been a severe pressure on RBI to balance inflation and growth. CPI inflation averaged 7.1% in 

the first seven months of FY23 compared to 5.2% in the corresponding period last year. The October 

inflation has eased to 6.77% with some softening in food inflation, while the core inflation continued to 

remain above the 6% level in past one year. Most of the major food components of CPI inflation basket 

eased in October, while the services items are still under pressure (Chart 2). Prevailing supply side 

constraints due to the prolonged geopolitical crisis and increase in festive-related demand have kept the 

inflation level high in the current fiscal so far.  

We expect the inflation rate to moderate in the coming months, supported by some cooling of crude oil 

prices and an easing outlook on food inflation. Prices of vegetables and fruits generally see a softening 

trend during the winter season, and the expectation of better Rabi output in the current season, helps 

to ease prices of other food items. In addition, crude oil prices have moderated significantly from their 

record highs and fuel inflation in the wholesale price index has also been exhibiting a fall in recent 

months. However, the fuel inflation in the CPI basket has softened marginally compared to WPI due to 

a lagged effect. The pressures on inflation could soften if crude oil prices remain range-bound. Easing 

energy and commodity prices globally would also help keep imported inflation in check. 

 

 
 
 
 
 
 
 
 
 
 
 
 
Note: Core inflation excluding food and fuel items 
Source: MOSPI, BWR Research 
 

RBI may continue with its projections on overall CPI for FY23 in the upcoming MPC meeting. For H1FY23, 

the actual CPI inflation averaged at 7.16% close to RBI’s estimates and in Q3 also the actual inflation 

rates are likely to remain in line with RBI’s estimates of 6.5%. Thus, for the full fiscal, we expect the RBI 

to maintain its inflation outlook at 6.7% projected in the previous MPC meeting. 

0.0

2.0

4.0

6.0

8.0

10.0

12.0

14.0

16.0

Apr-21 Oct-21 Apr-22 Oct-22

(I
n

fl
at

io
n

 r
at

e
 Y

-o
-Y

 in
 %

) 

Chart 2: Trends in CPI Inflation 
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Growth recovery requires some attention 

Although broader economic activity has remained resilient, the global economic slowdown has been 

impacting the domestic economy and many multilateral agencies have been revising India’s growth 

outlook downwards. Meanwhile, the Q2 GDP growth estimates by the government came in line with 

RBI’ estimates. As per the latest data released by MOSPI (Ministry of Statistics and Programme 

Implementation), Q2FY23 growth slowed down to 6.3% compared to 13.5% in Q1FY23 and 8.4% in 

Q2FY22 (Chart 3). The slowdown in growth rate is largely due to the base effect. Nevertheless, the 

economy is facing severe supply disruptions particularly due to the lockdown situation in China, 

persistent inflationary pressures, tightening global monetary conditions, and weakening external 

demand situation. However, there are signs of acceleration in domestic demand evident from some high-

frequency indicators. The manufacturing PMI increased to 55.7 in November as against 55.3 in the 

previous month and the GST collection in November increased by 11% y-o-y. The passenger car sales in 

October 2022 at 3.36 lakhs were 29% higher than in October last year and were estimated to be around 

3.25 lakhs in November. More importantly, the RBI data shows that the outstanding bank credit growth 

has risen to 17% as on 4 November 2022 (y-o-y), as compared to 7.1% last year. Lending to services and 

MSMEs increased by 22.5% and 31% (y-o-y), respectively, as on 21 October 2022.  

In addition, there has been a major respite coming from the drastic fall in global crude oil prices. The 

cooling of US dollar has also brought some stability to the rupee-dollar exchange rate. The FPIs have also 

returned to Indian markets and turned net buyers in the last two months. These clearly point out some 

green shoots, and supporting a broad-based economic recovery is a necessity as the contact intensive 

sectors are experiencing a bounce-back. We expect the RBI to maintain its GDP outlook for FY23 at 7% 

and continue to provide the necessary support to sustain the recovery process. To support economic 

growth, RBI may take a cautious approach in its policy stance in its meeting and also continue to utilise 

its liquidity management tools.  

 

 

 

 

 

 

 

 

Source: MOSPI, BWR Research 
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Chart 3: India's Quarterly GDP (Y-o- Y growth)
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