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Rate hike cycle largely behind us… 

Repo rate…………………………………….…………. Hiked by 25 bps to 6.5% 

CRR………………………………...…………………………...Unchanged at 4.5% 

The RBI MPC was of the view that further calibrated monetary policy action 

is warranted to keep inflation expectations anchored, break core inflation 

persistence and thereby strengthen medium-term growth prospects. 

Accordingly, the MPC decided to increase the policy repo rate by 25 bps to 

6.5%. The MPC decided to remain focused on withdrawal of 

accommodation to ensure that inflation remains within the target, going 

forward, while supporting growth. Consequently, the standing deposit 

facility (SDF) rate stands adjusted to 6.25% with the marginal standing 

facility (MSF) rate and the bank rate at 6.75%. 

Overall liquidity remains in surplus, with average daily absorption under the 

LAF increasing to | 1.6 lakh crore during December-January from an average 

of | 1.4 lakh crore in October-November. 

Inflation is projected at 6.5% in 2022-23, with Q4 at 5.7%. On the assumption 

of a normal monsoon, CPI inflation is projected at 5.3% for 2023-24, with Q1 

at 5.0%, Q2 at 5.4%, Q3 at 5.4% and Q4 at 5.6%. 

Real GDP growth for 2023-24 is projected at 6.4% with Q1 at 7.8%, Q2 at 

6.2%, Q3 at 6.0% and Q4 at 5.8%. The domestic economic activity is 

expected to remain resilient aided by the sustained focus on capital and 

infrastructure spending, even as continuing fiscal consolidation creates 

space for private investment. 

As an ongoing endeavour to further develop the government securities 

market, we propose to permit lending and borrowing of G-secs. This will 

provide investors with an avenue to deploy their idle securities, enhance 

portfolio returns and facilitate wider participation. This measure will also add 

depth and liquidity to the G-sec market; aid efficient price discovery and 

work towards a smooth completion of the market borrowing programme of 

the Centre and states. 

View: Time to turn overweight on debt funds 

The RBI policy, as expected, turned out to be a non-event as the 25 bps rate 

hike was widely expected. Yields across the curve were up marginally by 2-

3 bps post policy announcement. The RBI comment indicates that in all 

likelihood, the rate hike cycle in now behind us. We expect a long pause over 

the next few policy meetings, particularly in calendar year 2023. 

With CPI for FY23-24 projected at 5.3%, repo rate at 6.5% offers real rate of 

1.20%, which falls in RBI’s target range of 1-2% as per our belief. Given the 

focus of RBI on growth as well, the terminal rate looks likely the current rate 

of 6.5%. Therefore, no further rate hike is expected in the near term. 

The risk of higher rate hike could only emerge from global factors rather that 

domestic factors like continuous rate hike by US Fed and other central 

banks, capital outflows and currency depreciation pressure due to yield 

differential and any further supply side disruption due to ongoing 

geopolitical tension. 

The Union Budget has further boosted the outlook for Indian debt market. 

The fiscal deficit and the borrowing estimate were largely in line while for 

continued fiscal glide path over next two years is also positive. Debt markets 

like other asset classes perform in cycles. Last two years (2022 and 2021) 

saw average debt funds delivering return of around 4% per annum while in 

2019 and 2020, debt funds delivered around ~10% return.  

G-sec - 10 year 
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The interest rate cycle is likely to peak out in the next few months globally 

while in India it may peak out with probably a last rate hike of 25 bps. Since 

higher return in debt market is made when investments are done near peak 

of the rate cycle, the year 2023 could mark the comeback year of debt 

markets in India as well as globally. 

 

RBI development, regulatory measures – Key points 

Expanding scope of Trade Receivables Discounting System (TReDS) 

In order to provide further impetus to the TReDS platforms and to aid cash 

flows of MSMEs, RBI has expanded the scope by permitting insurance 

facility on TReDS platform. In addition, all entities/institutions eligible to 

undertake factoring business will be permitted to participate as financiers in 

TReDS. Secondary market operations will also be enabled on TReDS 

platforms. 

 

Extending Unified Payments Interface (UPI) for Inbound Travellers to India 

RBI proposed to permit all inbound travellers to India to access UPI for their 

merchant payments (P2M). To begin with, this facility will be extended to 

travellers from the G-20 countries, arriving at select international airports. 

Going forward, this facility will be enabled across all other entry points in the 

country. The required operational instructions will be issued shortly.  

 

Penal Charges on Loans 

At present, regulated entities (REs) are required to have a policy for levy of 

penal interest on advances. The REs, however, follow divergent practices on 

levying of such charges. In certain cases, these charges are found to be 

excessive. To further enhance transparency, reasonableness and consumer 

protection, draft guidelines on levy of penal charges will be issued to obtain 

comments from stakeholders. It may impact a few NBFCS having high penal 

charges currently. 

 

The next meeting of the MPC is scheduled for April 3-6, 2023. 

 



 

 

ICICI Securities |Retail Research  3 

  
ICICI Direct Research 

 

RBI Action | Monetary Policy Update 

  

RATING RATIONALE 

ICICI Direct endeavours to provide objective opinions and recommendations. ICICI Direct assigns ratings to its 

stocks according to their notional target price vs. current market price and then categorizes them as Buy, Hold, 

Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined 

as the analysts' valuation for a stock 

 

Buy: >15%  

Hold: -5% to 15%; 

Reduce: -15% to -5%; 

Sell: <-15% 
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