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The Engine of Macroeconomic Stability
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Monetary Policy (difge fifd) ) 1

* Monetary Policy - refers to the measures and actions implemented by the
RBI to regulate the supply of money, interest rates, and credit in the

economy.

+ Hiife ifd - 39 3urd 3R Bl Hi Hefla St & 52 RBI 3referaven § o S
3Mgfd, maﬁsﬂ?maﬁﬁuﬁaaﬂﬁﬁﬁvmmél

* It aims to achieve various macroeconomic objectives such as price
stability, employment generation and sustainable economic growth.
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v It is the policy under which RBI uses monetary instruments
(interest rate and other instruments) under thg RBI Act, 1934, {o

— e,

influence money supply in the economy to achieve certain_

macroeconomic goals./

v Ig g Hifa g 39 3ia°Td RBI, RBI Act, 1934 & dgd Hifgd Tl
(SATST &3 3R 31T 3UBRUN) BT 3YAPT B AT H e HTYfel B
quIfad &l &, difd $8 ATIS e @edl &I U faan 11 9|




Objectives of Monetary Policy (difge fifa & 3g2a)

* Accelerating economic growth.
3nffes faieprer & Asht AT~ )
* Price stability
T R é
* Exchange rate stabilization

fafAua g9 ARSI

* Balancing savings and investment.
g9d ﬁ?ﬁ%@lﬁww@aml

* Employment generation

ASPIR JH |




The Four Pillars of Poligy,\gbjectives

AT 38231 & IR N
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Classification of Monetary Policy (sifees fifa &t aeffenvor)

1. Expansionary Monetary Policy \ H H

(FRararet wifeas Hifa)

* Increases money supply in the economy

efrae § e ﬂf‘[ﬁi’fﬂ?ﬁ%l / L )
» Low interest rates (RBI reduces repo rate / bank rate / SLR / Marginal

Standmg Facullty Rate leaving moretiquidity with banks) ‘

& ST &3 (RBI rep repo rate / bank rate / SLR / Marginal Standing Facility
Rate Bl &1 Hvdl g, FATA i & I 31fAS areran gt g1)
* Increases demand / Hi*T S&Tdl &
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2. Contractionary Monetary Policy (Sga-enr #ifsa ifd) ) —‘

» Decreases money supply / & &I 31qfd EI'EE-ﬁ gl
v Increase in interest rates / 151 &I A i
1 VT A 9l

v’ Decreases demand / HidT geTd! g1

Urjit Patel Committee 2014 on inflation tan@ng

351 qee AT, 2014 - FARTBIA TRNBRTRI 99, (49),) (v,
Inflation Target / Jabifd &18d : 4% +/- 2%

Nominal anchors should be defined in terms of headline inflation.

A U &I gsdiisd Jarsbifd & A & ufvvifd fasar s =nfge

Setting up a MPC. / MPC I 32TqT|




Steering the Economy: Expansionary vs. Contractionary

3refarawe)T &1 HaTe: fawdRard! a9 YHTaR!

(TS BR)

Lower Interest Rates & Reserve Limits

HH T51 &3 3R ARfAT T

Injects liquidity into the market
q1STR H a¥etd (ait) STer

Stimulate growth & boost demand
faerg &I I1fa ST 31K APT dgMT

W 6 _ O/, Expansionary
/0 (Accommodative) _

Contractionary

\‘1 f (Tightening)
’1\ VA HpITBRI (35@?)

Raise Interest Rates & Reserve Limits

Absorbs excess liquidity

e

Control inflation & stabilize prices

L gmrﬁfaa-ﬁﬁﬁﬁamaﬁ?qu@vm
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The Operators: Monetary Policy Committee (MPC) Urjit Patel Committee (2014)

3f5ta gea afafa (2014)
6 Members (3 RBI + 3 Govt) ( \ = \

4-year term. RBI Gove%

)

holds casting vote U
o \ Statutory Target:
.- Tﬂl‘g@t. \ _ Headline Inflation at 4%
6 e (3 R3S + < 1 4%+2% | ) (aTO'efa";:ﬁé to 6%).
3 FRPR) | 4 el B \ 18 4% + 2% / e Tres: Seetre
amiaﬂal AREITE T \ qerehifa 4% (Jfgwrar ds:
& Uy fAufas diel | 2% A 6%)|
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Policy Tools to Control Money Supply

(¢ 3mryfe at A & & Hifa g
—0—00—00—

@ Quantitative Tools (AFATHS 3UHI0I) '

v Changing the CRR, or bank rate or open market

operations (OMO)
v CRR, 9 &3 IT 3119 HIPHC 3TIRAT (OMO) H gRada ST

@/ oQualitative Tools (Y[OTTcHP 3YHR) =
v' Persuasion by the RBI to discourage or encourage )
lending in commercial banks.

v qIfoifs8s dabl & HUT 31 Bl gdicdlied dT HicdTiad He & faie
RBI gRT JHSITS20/3R0T AT




Quantitative Tools in Indian Monetary Policy

(VR difess A & AT Iuaon)

v' The Liquidity Adjustment Facility (LAF): Used to aid banks in adjusting the daily
fluctuations in liquidity.

v aRedl GHRIST AT (LAF): 461 B averdl & i1 It &fAd 3dR-96d S Yarifad H4 A
eIl & feIv 3upT Y et 81

v" Allows banks to park their excess money with the RBI in case of excess liquidity or to
avail liquidity from the RBI at the time of deficit on an overnight basis against the
collateral of government securities.

v g dol 3i tfafs averar H A & 319+ 3ifales ¢RI RBI & 91T 7@ A1 avetdl & S @A
R BRI ufayfadi &1 PRl &3 U 3d (overnight) & TR W RBI A dveldT UG B4 i
3rfa et &1

v Consists of two main instruments: Repo and Reverse Repo.

v 3UH g %7 A1eM M 8: Repo 31k Reverse Repol
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2. Open Market Operations (OMO) (37U ATche 3iTaR2=T - OMO)

s

Open Market Operations: Buying and selling of bonds issued by the Government in the
open market; entrusted to the Central Bank on behalf of the Government.

39 ATdhe ATRA: Gl d15TR H WBR gRT 3TN disi DI @G 3R f3h); I8 F1f TSR Bl 3R
| i & 31 T 71ar 21

Whern RBI buys the Government bonds, money supply in the economy increases; when
RBI sells the Government bonds, money supply in the economy decreases. [UPSC 2013]

519 RBI IXBR) 918 WG &, dl 31efarawen & & 3myfed ged! &; 5T RBI AXHIR! S I9d1 &, dl
1efaraRelt # e[ ATYfe gedl 81 [UPSC 2013]

There are two tvpes of onen market operations:

309 Hidhe 3TN & 3l UPR ald &

% Outright open market operations: Permanent in nature; without any promise
from the central bank to buy or sell the bonds back.

< Outright Open Market Operations: Jg Tt ¥$Hfd & &id &; 3UH Bgld db gRT i B
dI9" WA T 999 BT HIs 91l T8 aidil



2. Open Market Operations (OMO) (37U ATche 3iTUR=T - OMO)

“* Repo open market operations: When there is an agreement to sell the
purchased bonds by the central bank, the agreement is called Repurchase
Agreement or Repo.

% Repo Open Market Operations: 38 &1 d& gRT WIS IIC Fis| B AT a9 Bl
HHSAIdT gid1 &, ol 39 Hsiid &, Repurchase Agreement AT Repo Hgl 3TdI &l

% Central bank may sell the securities through an agreement which has a

specification about the date and price at which it will be repurchased.

< BT I afayfadl H 0 Iweia & areay A 39 Abar & 5ol g8 RufRadar &
3¢ fu fafd 3R T gea R gaEieT sreom

<+ Agreement is called a Reverse Repurchase Agreement or Reverse Repo.

«+ OF 9HSTd B Reverse Repurchase Agreement AT Reverse Repo &gl STdT gl
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3. Marginal Standing Facility (MSF) (arfsfae @fsw &iafadt - MSF)

—— P

v' Marginal Standing Facility (MSF): A penal rate at which scheduled banks can

borrow money from the RBI over and above what they can borrow from the RBI
under the LAF window; always fixed at a higher rate than the Repo rate.

v HIf3d R BRATAE (MSF): T8 U §31d1& & (penal rate) 8 3T R 319gRAd 9, LAF
faS) & dad 3R & ST are! AfA A 1A% e[ RBI A 3R & AP &; & S420 Repo Rate

A 310 gt 21 —_— \'\/’>7/
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Repo rate is usually higher than the reverse repo rate.

Repo Rate HTHIRIG: Reverse Rgpo Rate q m
High repo rate means it is costly for banks to borrow money from the central

bank, thus it will reduce the money supply in the economy.

3% Repo Rate &1 312 ¢ b i & feiw Sl d5 | A 3UR &1 78N &) ST &,

3 31efaraRa # e[ 3gfd &4 & 1 8
On the contrary, lower repo rate will increase the money supply in the
economy. 7‘ T —~————

g9 fAUdid, $H Repo Rate 37farazen § e 3MYfd &I 91 adl &l







4. Long Term Repo Operations (LTRO) (Seferifetes Yut afeme= - LTRO)

“
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Fa 7\_/'

v Long Term Repo Operations (LTRO) is a tool used by the Reserve Bank of
India (RBI) to lend money to banks for one to three years at the current

repo rate.

v Long Term Repo Operations (LTRO) U U1 HIeH & AT 3UPT YR
f¥s1d 4 (RBI) 951 &I adH Repo Rate TR 1 ﬁ3aq’fésﬁma=r3erwaﬁ%§

Bl ¢l

T M\A-/'\
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Bank Rate (s )
/

v Bank Rate: Rate at which it lends money to commercial banks.

v d% &3 9 <} 39 W RBI TIM0RAP dH) B &1 3R a1 2

v' By increasing the bank rate, loans taken by commercial banks
become more expensive; this reduces the reserves held by the
commercial bank and hence decreases money supply.

v 8% R de A IR SBI gRT A1 31 01 791 &1 311d1 8; 309 91 &
U1 3Ud€l HER (reserves) &4 &l 311d & 31 IRUITRGSRY e[ 3gfd T STedt

%I 7‘




o S\wn LoOnI\
* Bk Rate 7 RBI-ES Raak (Long deswn o) -

Corl : YML@OV\
¥ Repo Rode | KEI = Rk (Stert- K )

GAC.
¥ Kevenre Jlepo ot - RBI <=2 Saulk

SR EW L Rauk Rate | Repo Tate

RR\—s Bouyg RR—> Bk
- Lovxa texw \oow = Sfevk v loak (O\JCY V\'taﬁ\' / 9 B‘\‘a”
— No Colloderral = Golloderxy| / 1\«@«6&)




Repo and Reverse Repo Operations (34t 3R Raw 3at aftares)

v Repo and reverse repo operations across various maturities
(overnight, 7-day, 14-day) are the key instruments of RBI’s
monetary policy.

v faf7 31afei (overnight, 7-day, 14-day) ® Repo 3iR Reverse Repo

qRrer= RBI $1 Hifes Hifd & yHE 3y g




Difference between Repo Rate and Reverse Repo Rate
—— 00— 00—

Basis
Meaning

Direction of Money Flow
Purpose

When Used

Impact on Interest Rates

Impact on Economy

Nature

Repo Rate Reverse Repo Rate

Rate at which RBI lends money to Rate at which RBI borrows money
commercial banks from commercial banks

RBI = Banks Banks - RBI

To inject liquidity into the To absorb excess liquidity from the
economy economy

During liquidity shortage During excess liquidity

Lower repo - loans become Higher reverse repo - banks park
cheaper more money with RBI

Encourages borrowing and Controls inflation by reducing
growth money supply

Policy rate (main tool of

monetary policy) Supplementary tool



Repo Rate 31 Reverse Repo Rate # 3idR

— o ———— 00— 00—
IR e Rad e

ol aga?mq?amarﬁﬁﬁséaﬁﬁ dg <% {39 W RBI TR d61 A T
f3uRSATE YR AT 8

¢ yarg $I fem RBL— 4% = d& — RBI
1eferaRen I fAfh davcrar & 3Enfiq

T e,
CTL

3899 ﬂaﬁﬂmﬁmﬁjll(liquidity) G AL

e
$q 3WP A o, RAMBFHETR HfaRed RAd AR/~

131 &R0 IR YU Y ¥ HH g1 TR H0T T 81 S1dl & %?Wkama;wéﬁfsliw

o
(inflation) & AT & &
Hee Bl g, i A ATS BH aldl &

S

—  HfoeTa & (A Hifd &1 geed 3uve) e 3Bl




Cash Reserve Ratio (CRR) / Required

Reserve Ratio / Reserve Ratio Statutory Liquidity Ratio (SLR)

SLR is that percentage of the deposits which the banks
have to hold with themselves.

Banks are required to maintain with the Reserve Bank a
certain percent of its Total Demand and Time liabilities:

Mandated by Reserve Bank of India Act, 1934 7’ Mandated under Banking Regulation Act 1949 ‘//
— "N/- A== — S ——
A e - SLR can be maintained in the form of Gold, Cash and other
CRR is maintained only in cash form. i d bv RBI ,
: e securities approve !_,v 00 QO“,‘
No interest is earned on the CRR. Interest is earned on SLR. \ Ho
———— — ——— /\-’—’ ——
Helps regulate the Credit facility in the economy;

e/ Reduction in SLR increases liquidity in the economy
N

It is calculated on banks Net Demand and Time Liabilities.
——t

Helps regulate the liquidity in the economy.

It is calculated on the bank’s Total Demand and

e

S —




21 F¥=1d AT (CRR) / 31192TP R=d
3gard / R1d 3rquTd
°1 31911 St HFT 3R [ T (Total SLR dg faerd &, f3a-T 57 & ¥b) Y 379 qRT 3G

defAd davedr 3UTd (SLR)

Demand and Time Liabilities) &I

fs1d d6 & 9T g1 31farf e 8l
I8 YR R31d &% ifafaan, 1934

CRR &dd db¢ (Cash) P w9 H 347 FATdT &1

CRR R &l AT Tal fHodl &l

g 3FqAT H d¥eldl (Liquidity) ©
SRl &l

51 el HIOT 3R THY ST <

U fAfgd ufaerd Sk

& dgd 3fAard 8l agﬂﬁmﬁﬁumsafﬂﬂm 1949 & dgd 3fAari gl
SLR &I T, maﬂvnslgmﬂqmmuﬁqﬁ!ﬂ

(securities) & ¥Y H 3@ 3T AbdT ¢l

SLR TR 151 UTd &idT &1

. : agyﬂmawﬁmgﬁm(&ed:t Facility) &I
Pl IR PR | ) AR & H Hag odl &; smﬁasd’meiwa?anﬁ'

ReTdl d Tl g1
g dopl © m;amrraﬂ?mmmet Demand

and Time Liabilities - NDTL) & 3{1&/R U3 U &bl
STt &1
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Qualitative Tools in Indian Monetary Policy

(AT A e & oneTe Juwe)

1. Marginal Requirements (ATfSHel ATaqHATG)

v' Marginal Requirements: Commercial banks set a margin (Difference between the
market value of security and the loan value) to grant loans.

v I3 H1aqHdIe: aifoife 46 HU1 33 & fare ves Aifsi Reffa &va & (i afayfa &
15T 5o 3R 01 4ot & o &1 3ick A1 )|

v" -~ When the central bank aims to restritt the flow of money, it increases the
margin requirement, and vice versa for an expansionary credit policy.

v 314 HEI 9 e[ & YaTg &I HAd Se1 I1gdl 8, dl I8 Wi HTadHdT 961 &dT g, 3R
Rl purfifa s Ausd Fa s edaigl _
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2. Selective Credit Control (SCC’s) (I¥THh 0T fA4=n)
e

v' Selective Credit Control (SCC’s): This instrument selectively influences the
flow of credit to specific sectors, either positively by encouraging credit flow
to priority sectors or negatively by restricting credit to a particular sector.

v IGATHS HUT FAGAT (SCC’s): g 3901 fAy 21 H 01 Yarg & JfHgr wa A
WIfad BT €, AT df MAMEdr a1 a1 & BT Ya1g B Wicdifed H3b a1 fadt Ay
a3 & o1 B A9 b

3. Moral Suasion (fde a9

v Moral Suasion: This technique involves non-binding persuasion by the central
bank to encourage commercial banks to comply with monetary policy.

v A THEATZRL: S db-Id A ST deb gRT A0S d51 i #ifi Hifq P71 are
aﬂﬁasfavﬂvmmmﬂ(non bmdmg)aﬂﬂsﬂmmﬁﬂaﬁmm |
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Transmission of Monetary Policy

— —— 00— 0

Bk =
Howme 5>77.—9%~ (1. Interest Rate Channel gfdﬁla? el
Aoto 5 Q1 7.

v' Interest Rate Channel: Monetary easing, marked by reduced interest rates, lowers
the cost of capital, stimulating aggregate demand through increased business
investment and consumption.

v 151 &X A et: Hifed AestdT, 51t <1s1 &9) A St A Rfgd @it 2, G ) eTrrd &) &1 S
g, oI amaufAs Ader 3R 3Nt A gfg & Areaw A GufPIrd 7t 9dl |

v Conversely, a tightening of monetary policy has the opposite effect, dampening
demand and inflation.

v 9% AR, wifgs Hifa &1 H1 @1 fAudia guma stear &, S 71 3k qerehifa &4
gl 81
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2. Exchange Rate Channel (Rffwa &R 39a)
SR

v" Exchange Rate Channel: Lower domestic interest rates can lead to a
depreciation of the domestic currency.

v fafAna ¥ Aet: e 151 R0 ° HHt A @R qST BT 39 &l Ibdl &l

%* This has dual effects: enhancing export competitiveness globally and
bolstering domestic demand and economic activity.

% ZUBI I’ YHT &1 &: I8 AfA$ TR W Fafa ufawaef H ggran & 3w e ait
a2 3nfe fafafd S AsTga Hvai gl

“* However, it may also directly increase the rupee prices of imported
inputs, raising costs for imports such as crude oil.

» gleilfes, I8 Tfad 3A9ed &I 59 & Hd ot g¢1 a&al 8, T s da 3
mﬁhaﬁtma@aﬁﬁ%n
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. Credit Channel (301 39¢1) Soy
— looy >(3§ //

v' Credit Channel: An expansionary monetary policy activates the \S 7
credit channel, resulting in higher deposits and increased credit

disbursal by banks.
v U1 99e1: favarardl difes Hfa Hor S=a @i afesa sl 8, Fas

mwmﬁmmwm@méu

%* This, in turn, elevates investment and output in the economy.

< g &1 A 31efaraen # fAd2r 3R 3d1ed &I 9erdr e
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4. Asset Price Channel (dufe gea 9-7e1)
<

v" Asset Price Channel: Lower interest rates bolster asset prices, encouraging
demand for assets like housing and equities.

v Jufel g el HH 1S &Y Hufd el Bl derd! &, ﬁaﬁmaﬁ?ﬂmﬁvﬂ
Huferdl B wpT aedt @1 =

7”7
% Higher asset pruces also enhance the equity (collateral) available for
banks to lend against, facilitating borrowing for households and

businesses.

< 3 UUf e 4l & forv 3uerel sfaadt (PR &1 oft sgra &, Fad aikar) 3k
G & fAIU 3R AT AT & AT 2

“* Increased asset prices contribute to higher wealth, potentially leading
to elevated consumption and housing investment.

< Hufa gl § gig & Hafe (wealth) F&d! 8, A= 3T 31 31marg A3 7 3fg
gl A 2l
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5. Expectation Channel (3rd&i 9+«)

v’ Expectation Channel: By establis:ing an inflation target, the central
bank can anchor inflation expectations, reducing uncertainty for
economic agents.

v 30 Aer: G, w1ad PR 33, Bdta §6 qerbifa waeh ke
P fRR B THdl &, T 31 woidl & fe sRfgaar sa aidtel .47

M N 2‘ :
“* With a clearer outlook, households and businesses gain

confidence in making decisions about saving and investment. 5
< 3% e efHI0T & A1, IRAR 3R AT F9d 3R FAder
fAufa &1 A 319 fAyrT v S 81 2.5%

N =




