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Key Policy rate Unchanged & to continue with the ‘Accommodative’ Stance 
Treading on expected lines, the RBI Monetary Policy Committee (MPC) on April 7 kept the key policy rate unchanged at 4% indicating that a status-quo will be desirable at this juncture when the growth-inflation scenario remains uncertain. The MPC has maintained the GDP growth outlook for FY22 at 10.50% whereas the projection for CPI inflation has been revised to 5.0% in Q4FY21 and 5.2 % in Q1FY22. In a welcome move, the RBI has announced a G-Sec Acquisition Program (GSAP) of Rs.1 lakh crores in Q1FY22 with as much as Rs.25000 crores of Open Market Operations (OMO) purchase lined up on 15 April 2021. The Chairman has also noted that the monetary policy over the next five years would aim at consolidating and building upon the credibility gains of the first 5 years of flexible inflation targeting. 
  Following are the policy measures and vital announcements by the RBI: 
 The RBI kept the Repo Rate under the Liquidity Adjustment Facility (LAF) unchanged at 4.00% in its first bi-monthly policy for 2020-21. Accordingly, Reverse Repo Rate under the LAF determined with a spread of 65 basis points below the Repo rates remain unchanged to 3.35%. Marginal Standing Facility (MSF) and the Bank rate both determined with a spread of 25 basis points above the Repo rate also remain unchanged to 4.25%. On the liquidity front, RBI left the Cash Reserve Ratio (CRR) and Statutory Liquidity Ratio (SLR) of scheduled Banks unchanged at 3.00% and 18.00% of their net demand and time liability (NDTL) respectively. 
 GDP growth recorded an unprecedented contraction in Q1 and recorded sequential upturn in Q2 by regaining positive territory in Q3 following a jump in Govt. expenditure and recovering exports & faster than anticipated reduction in new COVID-19 cases. Capacity utilization is rising but growth will require continued policy support until investment and consumption stabilize. RBI’s growth outlook for FY22 was kept unchanged at 10.5% with caveat of downside risks arising out of second wave of Covid-19 infections. 
 RBI determines the inflation target in terms of consumer price index (CPI), once in every five years. Accordingly, in a notification on March 31, 2021, the Central Government, in consultation with the RBI, retained the inflation target at 4 % (with the upper tolerance level of 6% and the lower tolerance level of 2 %) for the 5-year period April 1, 2021 to March 31, 2026. 
 India's manufacturing activity dropped to 7-month low to 55.4 in March 2021, the lowest since last August from 57.5 in the month of February 2021.However the latest reading was indicative of a substantial improvement in the health of the sector that outpaced the long-run series average. 
 The IHS Markit India Services PMI declined to 54.6 in March of 2021 from 55.3 in the previous month, and slightly above market expectations of 54.5. The reading pointed to the sixth straight month of expansion in the sector, as both output and new orders continued to grow, despite the rate of expansion softened. 
 Households’ inflation expectations, measured by the Reserve Bank of India March 2021 round of household survey, increased by 80 basis points over the next 3-month period and 10 basis points over the 1-year ahead median inflation expectations due to higher crude oil prices, non-oil commodity prices and increased operation costs. 
 Exports surpassed the pre-pandemic level and entered the expansionary zone from December 2020 while imports contraction became softer in H2FY21 and eventually turned positive from December 2020 after a gap of 9 months.  
 Net FDI rose to USD 44.3 billion in April-January 2020-21 from USD 36.3 billion a year ago. Net foreign portfolio investment was of the order of USD 37.1 billion during 2020-21 (upto March 30) as against net outflows of USD 5.2 billion in the same period of last year.  
 India’s foreign exchange reserves were at USD 579.3 billion on March 26, 2021 covering 18.4 months of imports and 102.8% of external debt. 
 Globally inflation remained benign and below target in major advanced economies (AEs) but for emerging market economies (EMEs), barring China, Thailand and Indonesia, CPI inflation has mostly picked up. Global commodity prices have been rising since May 2020. The Bloomberg commodity price Index increased by 17.8% during Sep’2020- Mar’2021. 
 Exchange rate has exhibited two-way movements over the past six months, reflecting both global and domestic factors. Looking ahead, heightened volatility in global financial markets could depreciate/appreciate rupee by 5% which could move inflation by +20 bps/-20 bps & GDP by +15bps/-15bps respectively. 
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 After breaching the upper tolerance threshold of 6.0 % for six consecutive months (June-November 2020), CPI inflation fell in December 2020 and eased further in January 2021 to 4.1% on the back of a sharp correction in  vegetable prices and softening of cereal prices and rebounded to 5% in february primarily by base effect.Taking into account singnals from forward looking surveys RBI projected CPI inflation for Q4FY21 at 5% and a year ahead (as depicted in above chart) with risks broadly balanced. 
 India's Industrial production (IIP) slipped into contractionary zone in January 2021 by registering a decline of 1.6% (yoy) as against 1.56% growth previous year. The IIP has turned volatile in last three months suggesting that the economy has entered into a consolidation phase. 
 Crude oil prices picked up since November 2020 on vaccine optimism and extension of production cuts by OPEC plus. The US stimulus and Brexit agreement further boosted the market sentiments. 
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