RBI reportprojectsretailinflation
within tolerance band by Q1FY24

Says persistent high inflation KEY INDICATORS
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The fall in consumer price index
(CPI)-based inflation to 6.7 per cent
in July from 7 per cent in the pre-
vious month was a “heartening devel-
i opment”, and retail inflation may ease
i to 5 per cent by the first quarter of the next 5.0
i financial year before hitting the target of 4 per = 4.0
i cent, the Reserve Bank of India’s state of the
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RBI report...

“Perhaps the most heartening
development in recent times
hasbeen the easing of inflation
in July 2022 by 30 basis points
from June 2022, and an appre-
ciable 60 basis points from the
average of 7.3 per cent for
Q1:2022-23,” the report said.
“This has validated our hypoth-
esis that inflation peaked in
April 2022,” it added.

The state of the economy
report is authored by RBI staff,
including Deputy Governor M
D Patra. The report does not
necessarily reflect the views of
the RBI, it said.

The report observed that
the easing of supply chain pres-
sures and the recent ebbing of
commodity prices are provid-
ing some breather from record
high inflation. “...supply con-
ditions are improving, with the
recent monsoon pick-up,
strong momentum in man-
ufacturing, and a rebound in
services. The onset of the festi-
val season should boost con-
sumer demand, including
rural, also as sowing activity
picks up,” it said. The RBI has
to write a letter to the govern-
ment if average inflation stays
outside the 2-6 per cent band
for three consecutive quarters,
as that is considered a failure
of the MPC. CPI inflation, the
main yardstick of monetary
policy making, has stayed
above 6 per cent since January
this year. As the inflation tra-
jectory has been largely in line
with projections, the RBI
expects the momentum to ease
from 3.0 per cent in Q1 to 1.7
per cent in Q2 and further to
1.3 per cent in Q3 and turn
mildly negative in Q4 before
picking up modestly and on
seasonal food price effects to
2.2 per cent in the first quarter
of the next financial year.

“Fortuitously, base effects

are favourable all through. If
these expectations hold, infla-
tion will fall from 7 to 5 per cent
in Q1 next financial year -
within the tolerance band, hov-
ering closer to the target, but
not yet positioned for landing.
This is a decisive point in its tra-
jectory,” the report said. While
noting the falling inflation tra-
jectory, the report cautioned
that its persistence at elevated
levels warrants appropriate pol-
icy responses to anchor expec-
tations going forward.

Since May this year, the
MPC has increased the policy
repo rate by 140 bps to 54 per
cent to address inflation con-
cerns. The report noted that
high-frequency food price data
for August so far (August 1-12)
from the Department of
Consumer Affairs point to an
increase in prices of cereals, pri-
marily on account of a surge in
wheat prices. Pulses prices have
registered a broad-based
increase while edible oil prices
are on a decline.

Apart from increasing
interest rates, the central bank
has also taken steps to tighten
liquidity conditions. As a
result, daily average absorp-
tion under the liquidity adjust-
ment facility (LAF) moderated
to 2.7 trillion during July 16-
August 15, from 4.0 trillion
during June 8-July 15. “The
forex operations, which
mopped up rupee liquidity,
also contributed to tightening
of liquidity conditions,” it said.

Firm mergers...

The Competition Bill has pro-
posed a minimum threshold
“transaction value” of 32,000
crore for any deal as a criterion
for notification to the anti-trust
regulator if the entity being
acquired has substantial oper-
ations in India.

The jurisdiction of the CCI



