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General Studies-3; Topic: Indian economy – growth and development; 
 

Monetary Policy Review 
 

1) Introduction 

 The RBI in its fourth bi-monthly monetary policy review has maintained status quo and kept the 
repo rate unchanged at 6 per cent.  

 The MPC was of the view that structural reforms introduced in the recent period will likely be 
growth augmenting over the medium - to long-term by improving the business environment, 
enhancing transparency and increasing formalisation of the economy. 

 By holding policy rates, the RBI shifts focus to the government to give a fillip to growth. 
 

2) Why RBI maintained status quo? 

 CPI inflation has risen by around two percentage points since the MPC’s last meeting in August 

 Escalation of global geo-political uncertainty like North Korea crisis and abrogation of nuclear deal 
by US with Iran. 

 Heightened volatility in financial markets due to the U.S. Fed’s plans of balance sheet unwinding. 
This will suck the liquidity in the economy.  

 Risk of normalisation by the European Central Bank. This will lead to withdrawal of FPI from the 
emerging markets. 
 

3) Cuts GDP estimate 

 The monetary policy committee of the RBI has cut its GDP forecast, down to 6.7% this year as 
against 7.3% per cent projected earlier in August. 

 GDP growth had fallen to 5.7% in the first quarter and has been coming down continuously over the 
past five quarters. 

 The loss of momentum in Q1 of 2017-18 and the weaker-than-anticipated kharif crop output and 
the impact this may have on food price are early setbacks. 
 

4) Upside risks to inflation 

 Farm loan waivers by States may undermine the quality of public spending, thereby exerting 
pressure on prices 

  States’ implementation of the salary and allowances award  similar to that by the Centre could 
push up headline inflation 

 Global geopolitical pressures on oil prices, rebound in vegetable prices and rural wages have been 
increasing steadily. 
 

5) Future Growth prospects 

 The central bank is confident that growth will pick up in the third and fourth quarters and signs of 
this are already visible in the latest Purchasing Managers’ Index data. 

 Efforts aimed at raising tax compliance and increasing formalisation of the economy will raise the 
growth outlook in the years ahead. 
 

6) Concerns / Challenges 

 The implementation of the GST so far appears to have had an adverse impact with manufacturing 
sector uncertain in the short term. 
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 This may further delay the revival of investment activity, which is already hampered by stressed 
balance sheets of banks and corporates. 

 Many businesses are struggling to adapt to the new reality of doing business in India.  

 The difficult business environment and slow-moving judicial system will make the transition to a 
more market-driven financial system difficult.  

 Bank credit growth, at 5.1%, has slipped to its lowest in 2016-17, as public sector banks with heavy 
bad loans struggled to lend money for sound business proposals. 

 By the end of September, the cumulative rainfall was deficient by around 5 per cent, with 17 per 
cent of the geographical area of the country receiving deficient rainfall. 
 

7) Way Forward 

  Adequate food stocks and effective supply management by the Government may keep food 
inflation more benign  

 Resolution of stressed corporate exposures in bank balance sheets 

 Recapitalising public sector banks to ensure that credit flows to the productive sectors are not 
impeded and growth impulses not restrained. 

 A concerted drive to close the severe infrastructure gap 

 Restarting stalled investment projects, particularly in the public sector 

 Enhancing ease of doing business, including by further simplification of the GST 

 Ensuring faster rollout of the affordable housing program with time-bound single-window 
clearances  

 Rationalisation of excessively high stamp duties by States. 

 Faster transmission of the monetary policy and deepening financial markets are significant. 
 
 


