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RBI Policy — OCT 2024 — Key Takeaways

RBI Monetary Policy RBI on Growth, Inflation

Repo Rate
Now at 6.50% v/s 6.50%
Standing Deposit Facility
Now at 6.25% v/s 6.25%

Unchanged FY25 GDP Growth Projected at 7.2%

Unchanged FY25 Inflation Outlook Projected at 4.5%

MSF Bank Rate
Now at 6.75% v /s 6.75%
Policy Stance
Neutral

Unchanged

from Withdrawal

Pause continues — RBI keeps rates unchanged for 10™ consecutive meet, opted to maintain the repo rate at 6.5% as expected,
however changed the monetary policy stance to ‘NEUTRAL’ and remain unambiguously focused on a durable alignment of
inflation with the target, while supporting growth. These actions are consistent with the goal of attaining the medium-term CPI
inflation target of 4% within a +/- 2% range.

Global factors — Since the last MPC meeting, the global economy has shown resilience despite risks from geopolitical conflicts,
geoeconomic fragmentation, financial market volatility, and high public debt. Manufacturing is slowing, but services remain
strong. World trade is improving, and inflation is easing due to lower energy prices. Diverging inflation-growth dynamics across
countries have led fo varied monetary policy responses.

Domestic Demand — The real gross domestic product (GDP) grew by 6.7% in Q1FY25, driven by private consumption and
investment. Looking ahead, the agriculture sector is expected to perform well due to above-normal rainfall and robust reservoir
levels, while manufacturing and services activities remain steady. On the demand side, healthy kharif sowing and sustained
momentum in consumer spending during the festival season bode well for private consumption. Consumer and business confidence
have improved. The investment outlook is supported by resilient non-food bank credit growth, elevated capacity utilization,
healthy balance sheets of banks and corporates, and the government’s continued focus on infrastructure spending. External
demand is expected to benefit from improving global trade volumes. Considering all these factors, real GDP growth for FY25
is projected to be 7.2%, with Q2 at 7.0%, Q3 at 7.4%, and Q4 at 7.4%. Real GDP growth for Q1FY26 is projected to be
7.3%.

Inflation — Headline inflation declined sharply to 3.6% and 3.7% in July and August, respectively, from 5.1% in June. Going
forward, the September inflation print may see a significant pick-up as base effects turn adverse, and food prices register an
upturn. However, food inflation is expected to ease by Q4FY25 due to better kharif arrivals and rising prospects of a good
rabi season. Sowing of key kharif crops is higher than last year and the long-period average. Sufficient buffer stocks for cereals
are available to ensure food security. Adequate reservoir levels, the likelihood of a good winter, and favorable soil moisture
conditions augur well for the ensuing rabi season, though adverse weather events remain a risk. Firms polled in the Reserve
Bank enterprise surveys expect input cost pressures to ease; however, the recent upturn in key commodity prices, especially
metals and crude oil, needs to be closely monitored. Considering all these factors, CPI inflation for FY25 is projected at 4.5%,
with Q2 at 4.1%, Q3 at 4.8%, and Q4 at 4.2%. CPI inflation for Q1FY26 is projected at 4.3%.

Liquidity and Financial Market Conditions — System liquidity remained in surplus during Aug-Sep and early Oct, with
increased government spending and a decline in currency circulation. However, it briefly turned into a deficit in late Sep due
to tax-related outflows. The Reserve Bank conducted operations to align the inter-bank overnight rate with the policy repo rate.
Yields on 3-month T-bills and CPs issued by NBFCs eased, while CD yields firmed up slightly. The 10-year G-Sec yield softened
due to global and domestic cues, including policy changes in major economies and improved investor sentiment. The term
premium has remained stable. The INR exchange rate remained range-bound and was the least volatile among peer EME
currencies, reflecting India's strong macroeconomic fundamentals and improved external sector outlook.

Financial stability: The health parameters of banks and NBFCs remain strong. However, there is some concern about stress
buildup in unsecured loan segments like consumption loans, microfinance loans, and credit card outstandings. The Reserve Bank
is monitoring this closely and will take necessary measures. Banks and NBFCs need to assess their exposures carefully, ensuring
robust underwriting standards and post-sanction monitoring. Attention is also needed for risks from inoperative deposit accounts,
cybersecurity, and mule accounts. NBFCs have grown impressively, increasing credit flow to remote and underserved areas,
enhancing financial inclusion. However, some NBFCs are pursuing growth without sustainable business practices and risk
management, which could be counterproductive. Additionally, some NBFCs are chasing high returns on equity, leading to high
interest rates, fees, and penalties, which could pose financial stability risks. NBFCs should also review their compensation
practices to avoid target-driven adverse work culture and poor customer service.
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» External Sector: India’s current account deficit (CAD) widened to 1.1% of GDP in Q1FY25 due to a higher trade deficit.
However, buoyant services exports and strong remittance receipts are expected to keep CAD within sustainable levels. On the
external financing side, foreign portfolio investment (FPI) flows turned around from net outflows of $4.2 billion in Apr-May
2024 to net inflows of $19.2 billion during June-October (up to October 7, 2024). FDI flows remain strong in FY25, with
both gross and net FDI inflows improving in Apr-Jul2024. While external commercial borrowings moderated, non-resident
deposits recorded higher net inflows compared to last year. India’s foreign exchange reserves have crossed a new milestone
of $700 billion. Overall, India’s external sector remains resilient, with key external sector vulnerability indicators continuing to
improve. RBI remains confident of comfortably meeting the external financing requirements.

» Other Key Measures:
o Responsible Lending Conduct — Levy of Foreclosure Charges/ Pre-payment Penalties on Loans

Discussion Paper on Capital Raising Avenues for Primary (Urban) Co-operative Banks

o Creation of Reserve Bank Climate Risk Information System (RB-CRIS)

o UPI = Enhancement of Limits

0 Introduction of Beneficiary Account Name Look-up Facility (for RTGS & NEFT)
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