
The members of the RBI’s 
monetary policy committee 
(MPC) voted unanimously to 
increase the policy repo rate 
by 50 basis points (bps), taking 
the repo rate up to 4.9 per cent. 
The lower bound of the rate 
corridor, the Standing Deposit 
Facility (SDF) rate, will rise to 
4.65 per cent. 

While the policy rate hike 
was widely expected, the 
salience of the RBI governor’s 
statement and comments was 
more as guidance of the future 
trajectory of policy tightening, 
while balancing growth and 
inflation trade-offs.   

There was indeed a change 
in communication. In the May 
off-cycle review, the MPC 
decided “to remain 
accommodative while 
focusing on withdrawal of 
accommodation”. This time, 
the word “accommodative” 
was dropped; MPC simply 
“remains focused on 
withdrawal of 
accommodation”.  A 
clarification at the post-policy 
briefing has now made the 
meaning of “accommodation” 
crystal clear. The stance is 
signalled by the operating rate 
(the weighted average call rate 
(WACR) in the revised 
Liquidity Management 
Framework of February 2020) 
relative to the policy repo rate. 
Periods when the WACR 
consistently remains closer to 
the lower bound of the 
corridor, as is the case now, 
can be deemed 
accommodative. When closer 
to the repo rate, neutral, and 
when above, tight. 

Hence, during the gradual 
transition to a neutral stance, 
maybe over the next couple of 
months, liquidity 
management will play an 
important role in 
transitioning the WACR closer 
to the repo rate. This will result 
in a fairly large move up in 
overnight and short-term 
rates, as the repo rate itself 
moves up. These changes are 

consequently likely to have 
significant effects on market 
funding and bank lending 
rates, which are increasingly 
linked to the repo rate. 

The current surplus 
liquidity is ~3.2 trillion. Given 
the expected increase in the 
Centre’s spending, this is 
likely to increase in the near 
term, but passive cash 
outflows and probable RBI 
foreign exchange operations 
will keep these levels fairly 
close to the RBI estimates of 
non-inflationary levels of 
surplus liquidity. This might 
be a reason inter alia why the 
RBI chose to hold, for now, the 
Cash Reserve Ratio (CRR) for 
banks at the earlier 4.5 per 
cent of deposits. 

Another component of 
communication is the RBI’s 
macroeconomic forecasts. 
The FY23 GDP growth 
projection was retained at 7.2 
per cent, with balanced risk; 
growth is front-loaded in the 
first quarter. The CPI inflation 
is forecast to average 6.7 per 
cent, with H1 FY23 at an 
average 7.45 per cent. The risks 
to both are considered 
balanced. The risks to 
inflation, however in our view, 
remain on the upside, with 
supply dislocations expected 
to continue, high oil prices 
persisting, China policy 
measures gradually 
stimulating growth, greater 
pricing power in our own 
domestic services sectors as 
demand remains resilient, 
continuing input cost pass-
throughs into consumer 
prices, and other factors. 
Combine this with already 
tight labour markets in some 
tech-oriented sectors and 
evidence of a closing “output 
gap” (Manufacturing capacity 
utilisation is estimated at 74.5 
per cent in Q4 FY22 and to 
have moved up even higher 
thereafter). The encouraging 
features in this outlook are the 
results of the RBI quick survey 
of urban households after the 
excise duty cuts on transport 
fuels, showing that 3 month 
and 1 year ahead expectations 
falling significantly, which 
might provide room for the 
MPC for more calibrated rate 
hikes while moving towards 
“normal monetary 
conditions”. 

 The writer is executive vice 
president and chief  
economist, Axis Bank 
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For the first time since the flexible inflation-targeting 
framework was put in place in October 2016 for monetary 
policy making, the Reserve Bank of India (RBI), in all 

likelihood, will fail to achieve its mandate, which is to keep 
average inflation at 2-6 per cent for three consecutive quarters. 

Consumer price index-based inflation, the yardstick of the 
RBI in monetary policy making, was, on average, above 6 per 
cent during the January-
March quarter. 

The projections of the 
RBI’s Monetary Policy 
Committee (MPC) showed 
that average inflation for the 
first quarter to the third 
quarter this fiscal year will be 
above 6 per cent. 

The RBI projects an infla-
tion rate of 7.5 per cent for 
April-June, 7.4 per cent for 
July-September, and 6.2 per 
cent for October-December. 

While announcing the 
monetary policy review on 
Wednesday, the RBI revised 
its inflation projection for 
FY23 to 6.7 per cent from 5.7 
per cent estimated in April. 

RBI Governor Shaktikanta 
Das said the baseline inflation 
projection of 6.7 per cent  
for 2022-23 did not take  
into account the impact of  
the announcements  
on Wednesday. 

While responding to a 
question during the cus-
tomary post-policy inter-
action with the media on 
failing to meet the infla-
tion framework mandate, 
Das said he would not spec-
ulate on the issue. 

While there are still four 
months before it would be 
known if the target has been 
missed, market participants 
see it as a fait accompli. 

“… (Reading) the policy document with its embedded fore-
casts probably provides some relief that the calibrated stance 
continues despite this ‘fait accompli’ …,” said Suyash 
Choudhary, head, fixed income, IDFC AMC. 

“(Actions) taken now are unlikely to affect the likelihood of 
target failure in the near future,” Choudhary said. 

If the RBI fails, it has to write a note to lawmakers, explaining 
the reasons for its failure and the steps it will take to bring infla-
tion back to the target. According to the law, 4 per cent CPI 
inflation, give or take 2 per cent, is the RBI’s target. 

“We revise our end-FY23 (ends March 2023) repo rate forecast 
to 6.00 per cent from 5.75 per cent previously…,” Standard 
Chartered said in a note. 

Emkay Global Financial Services said in a report: “FY23 
could thus further see rates going up by 75 bps+.” 

SUBRATA PANDA 

Mumbai, 8 June 

The Reserve Bank of India (RBI) on 
Wednesday allowed linking of credit 
cards to Unified Payments Interface 
(UPI), which so far was being used as 
a ‘pay now’ facility, wherein money 
was debited from a customer’s bank 
account directly for any transaction. 

Initially, home-grown card net-
work Rupay Credit cards will be linked 
with UPI. 

 “This arrangement is expected to 
provide more avenues and conven-
ience to the customers in making 
payments through UPI. This facility 
would be available after the required 
system development is complete,” 
the RBI said. “So far, UPI is being used 
as a “pay now” instrument, which 
means if there is money in your bank 
account, you can use UPI. Now, UPI 
can be used like a credit facility. 
Effectively, one will be using the 
credit facility that is available on the 
credit card. The first stage is to be able 

to use that with Rupay and over time 
it will be extended to other providers 
as well,” said Rajiv Anand, deputy 
managing director, Axis Bank, to 
CNBC TV18. 

Currently, UPI is linked through 
the debit card of customers to their 
savings account or current accounts. 
And, allowing linking of UPI with 
credit cards is meant to provide cus-
tomers with more choices. However, 
the RBI has not worked out the pric-
ing structure yet. “This improves the 
choice that the customer has. How 

the pricing structure will work out, 
we will have to see because pricing 
is something that the banks and sys-
tem entities have to do. At this point, 
we will introduce the arrangement 
and see how the pricing goes,” said T 
Rabi Sankar, deputy governor of RBI. 
“The basic objective of linking credit 
cards to UPI is to provide a customer 
wider choices of payments,” he said. 

Whether it is credit card, debit 
card, or UPI, the consumer doesn’t 
incur any charge, it is the merchant 
who bears the cost in terms of mer-

chant discount rate (MDR). Usually 
in MDR, the issuing bank takes 60 
per cent, and the balance is shared 
between the network provider (Visa, 
Mastercard, etc) and acquirer. While 
there is no MDR on UPI, for debit 
cards, it is capped at 0.9 per cent. 
There is, however, no cap on MDR 
for credit cards. “…all ecosystem 
players need more clarity on it 
because in giving credit, there is a 
cost of funds involved for issuing 
banks, while in UPI transactions, the 
MDR is zero. There are lots of ques-

tions and a whole lot of clarity 
required regarding the same,” said 
Vishwas Patel, chairman of 
Payments Council of India. 

“We are reaching out to RBI offi-
cials and also talking to NPCI to 
assess the linking up of credit cards 
with UPI and how it can be success-
fully rolled out, at the same time 
making it commercially viable for all 
players involved,” he said. 

According to Macquarie Research, 
there are around 6 million card-
accepting point of sale machines in 
India and 50 million merchants are 
accepting UPI payments. Hence, this 
can drive greater credit card usage.  

“Depending on the usage, adop-
tion, and issuance of Rupay cards 
and eventually adoption by 
Mastercard/Visa (assuming RBI 
extends this facility to them in the 
longer run), plain vanilla bank to 
bank account transactions could 
move towards credit cards,” said 
Suresh Ganapathy, associate director, 
Macquarie Capital.

FINTECH BOOST

Now, credit cards can be linked to UPI
RBI SLIPS
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In a relief to subscribers of journals and 
insurance customers for paying premia 
on a regular basis, the Reserve Bank of 
India (RBI) has increased the limit for e-
mandates for recurring payments to 
~15,000 from ~5,000. 

After the e-mandate was capped at 
~5,000 in October last year, customers 
had taken to social media complaining 
that they had to initiate payments at reg-

ular intervals for availing of such serv-
ices. While announcing the move, the 
regulator said more than 62.5 million 
mandates had been registered in favour 
of a large number of domestic and over 
3,400 international merchants. 

“Since October 1 when we introduced 
the new framework, so far about 59 mil-
lion mandates have been registered. The 
total mandates are about 65 million, 
which basically means about 6 million 
mandates existed before that and sub-
sequently these many mandates have 

been created. So, probably a large part 
is covered,” said T Rabi Sankar, deputy 
governor, RBI. 

“We heard from many people that 
international products such as maga-
zines are expensive so every time doing 
the transaction becomes a problem so 
we increased the limit. The volume that 
is left out now is not that significant and 
with time that will also happen,” Sankar 
said, adding the RBI’s objective was for 
the customer to have better control on 
his or her digital payments.

FOR GREATER CONTROL TO CUSTOMERS 

E-mandate cap for recurring 
payments raised to ~15,000

PRESS TRUST OF INDIA 

Mumbai, 8 June 

Customers borrowing from unregis-
tered digital lending apps should 
approach the local police in case of 
any issue, Reserve Bank Governor 
Shaktikanta Das said on Wednesday, 
making it clear that the central bank 
will only act against entities regis-
tered with it. 

In remarks that came in the wake 
of a spate of alleged suicides abetted 

by harassment by agents or officials 
of lending apps, Das said most of  
the digital lending apps are not regis-
tered with the central bank and oper-
ate by themselves. 

Das said whenever it gets a com-
plaint from any customer, the central 
bank directs customers of such unreg-
istered apps to approach the local 
police, which will conduct an inves-
tigation and take necessary action on 
the issue. 

The RBI website has a list of apps 

that are registered with it on the web-
site, the governor said, adding that 
the police in many states have acted 
against the wrongdoers as per the pro-
visions of the law. 

“It’s my humble request to all 
those using such apps to first check if 
the app is RBI registered or not. If  
the app is RBI-registered, the central 
bank will act immediately in case  
of any misdoing, I assure you,” Das 
said in the customary post-policy 
press interaction.

‘Most e-lending apps not registered with RBI’

Missing inflation 
mandate now   
a fait accompli

TAKING 
RESPONSIBILITY 
|  The Reserve Bank of India 

has been given the 
mandate to keep average 
inflation at 4%, with a 
margin of 2% on  
either side 

|  If inflation breaches this 
limit for three consecutive 
quarters, the RBI has to 
write a letter to the 
lawmakers explaining the 
reasons for its failure 

|  Economists see a sharp 
interest rate hike by the 
MPC  to rein in inflation, 
with the repo rate rising 
up to 6% 

|  The repo rate stands at 
4.9% after Wednesday’s 
50-bp hike
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Given that the inflation projection is at  
6.7 per cent for 2022-23, will the RBI be 
aggressive in hiking interest rates? 
Shaktikanta Das: Our action will depend on 
evolving inflation/growth dynamics. The 
situation is fast changing, and it will depend 
on how the state of affairs evolves. 

You indicated inflation will be over the  
6-per cent tolerance until December. 
You will be in breach of the 2-6 per 
cent mandate the entire year. What 
are the procedures you have to follow 
for failing to meet the mandate? 
Das: In an extremely uncertain outlook, it is 
not possible to provide forward guidance. 
With regard to breaching the inflation target 
framework, we will deal with it as and when 
the situation arises. 

In the speech, you said you are committed to 
normal monetary conditions in a calibrated 
manner. What do you mean by ‘normal’, in 
terms of repo rate? 
Das: The way the RBI looks at normal 
conditions is, if you recall the February 2020 
liquidity framework we had announced, it 
was linked to the overnight rates. The critical 
factor is not the quantum of liquidity or any 
rate. Currently, even as the overnight rate is 
below the repo rate, it is still closer to the 

standing deposit facility rate. A normal 
condition would primarily mean when the 
overnight rate, called the money market rate, 
is aligned with the policy repo rate. 

How do you calculate a real, positive rate? 
Do you wish to get there? 
Michael Patra: The real rate is always 
forward-looking. We will consider the 

forecast of the inflation rate in the 
future and calculate the real rate. 

You have said that the extraordinary 
liquidity situation will be withdrawn 

over a multi-year period. Some economists 
have said liquidity will turn neutral by the 
end of the year. 
Das: We started the withdrawal of liquidity 
last year by stopping the government 
securities acquisition programme. We 
introduced the variable rate reverse repo 
(VRRR). In the May policy, we increased the 
cash reserve ratio. A multi-year cycle will 
essentially mean a two-/three-year cycle. 

You have not factored in the rate actions in 

your inflation projections. How will the 
scenario change once they are taken into 
consideration? 
Das: Each action takes time to play out. 
Ideally, monetary policy actions take six to 
eight months to fully play out. We will watch 
the evolving situation. 

Do you foresee a liquidity deficit scenario? 
Das: Liquidity is impacted by many factors. 
The pace of government expenditure, front-
loaded capital expenditure, and credit 
offtake, which has now improved. If this 
increase is sustained, liquidity goes out of the 
system. If liquidity runs into a very heavy 
deficit, the repo window is always available. 

What is the preferred step in terms of 
managing the government borrowing 
programme? 
Das: We are monitoring the government 
securities markets very closely. With regard 
to Operation Twist, we have greater leverage 
and flexibility. 

Transmission on the lending side has been 
impressive. But on the deposit side, it’s not 
been that effective. 
Das: Normally, transmission takes time. We 
expect rate hikes to be transmitted to the 
liabilities side, viz. deposits. The bank 
deposit rates are going up. In any case when 

there is credit offtake, banks need to mobilise 
greater resources by way of offering higher 
deposit rates to savers.  

A lot of international merchants say India is 
too small a market for them to comply with 
the RBI guidelines on recurring payments. 
Rabi Sankar: Since October 1, about 59 
million mandates have been registered. The 
total mandates number 65 million. In these 
mandates, about 3,450 international 
merchants have registered. For those with 
not a very significant India business, they 
will take a little longer to make investments 
and adjust their systems. 

How comfortable is the RBI with allowing 
co-operative banks to give larger home 
loans and enter commercial real estate? 
Rajeshwar Rao: The customer demand  
is met through the measures we  
have announced.   
These   
are subject to 
prudential 
safeguards  
in terms of 
ceiling, 
prescription  
of limit, etc.  
We are in a 
position to 
assess the 
vulnerability of 
banks closely.

After a surprise rate hike in May in an off-cycle meeting, the six-member monetary policy 
committee of the Reserve Bank of India (RBI) on Wednesday unanimously voted to increase 
the benchmark policy rate by 50 basis points, thereby taking the repo rate to 4.9 per cent. 
After the policy meeting, RBI Governor SHAKTIKANTA DAS, Deputy Governors MICHAEL PATRA, 
M RAJESHWAR RAO, and T RABI SANKAR spoke to the media. Edited excerpts:

‘We expect a hike in deposit rates’

WITH REGARD TO BREACHING THE INFLATION TARGET FRAMEWORK, 
WE WILL DEAL WITH IT AS AND WHEN  THE SITUATION ARISES
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NO PAUSE IN SIGHT
The MPC voted unanimously to hike rates and said the focus would now be on the 
withdrawal of accommodation, reinforcing apprehensions of more rate hikes,  
and further  liquidity tightening to fight mandate-missing inflation
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DINESH KHARA, chairman, SBI

“THE POLICY STATEMENT IS A COMPREHENSIVE 
ASSESSMENT OF UNCERTAINTIES AND IS AN 
AFFIRMATION OF COORDINATED POLICY ACTION 
BY THE GOVT AND RBI TO THWART THE 

DANGERS OF INFLATION”

ASHU KHULLAR, CEO, Citi India  

“THIS SHIFT TO INFLATION MANAGEMENT 
DEMONSTRATES THE RBI’S CONTINUED 
EMPHASIS ON STABILITY AND RESILIENCE 
AS IMPORTANT ASPECTS OF INDIA’S 
ROBUST GROWTH RECOVERY”

ZARIN DARUWALA, CEO, India, StanChart Bank

“LINKING OF CREDIT CARDS TO 
UPI IS AN INGENIOUS MOVE 
THAT WILL FURTHER AUGMENT 
INDIA’S WORLD-CLASS 
PAYMENTS SYSTEMS”
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