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Is RBI really ‘behind’ the curve? 
A comparison with its Asian counterparts doesn’t suggest so  
 
 In contrast to the general perception, we believe the Reserve Bank of India (RBI) has been unduly aggressive in its monetary 

policy normalization. As India’s economic fundamentals are very different from that of the US and other major nations that 
have hiked interest rates sharply, a gradual approach would have been more suited. 

 Although there is some agreement with this reasoning, many market participants defends the RBI’s actions in the context of 
financial markets. Without such sharp rate hikes, the argument goes, the spread between India and the US bond yields would 
have narrowed further, leading to faster outflows from India, creating further depreciation in the Indian rupee (INR). 

 A comparison of India with other major Asian emerging market economies (EMEs) confirms that RBI is the most aggressive 
and many of its counterparts are yet to begin their rate hiking cycle (although economic fundamentals are similar in many 
EMEs). Notwithstanding the divergent rate actions, the movements in bond yields and local currencies are not significantly 
different in these EMEs in 1HCY22. 

 This analysis, thus, makes us wonder if the ongoing aggressive rate hikes in India have actually helped the economy or 
stabilized the financial markets more. If not, it is possible that while domestic financial markets will follow the movements in 
global markets, quick rate hikes may hurt the already feeble growth in the near future. 

 In any case, we argue that RBI is not behind the curve. Instead, a comparison with other Asian EMEs suggests that it may be 
running ahead of the curve. We continue to believe that the terminal repo rate should be ~5.5% in this rate hike episode 
(from 4.9% at present). We also recommend that RBI raise the repo rate by 25bp in its next monetary policy. 

 
Dr. Mridul Saggar, the retired Executive Director of the RBI and who was a part of 
the Monetary Policy Committee (MPC) up to Apr’22, stated in a recent interview: 
“In hindsight, it can be argued that maybe we should have started normalising the 
corridor in December 2021, changed the stance in February and started hiking in 
April”. Dr. Saggar is not alone. There is almost unanimity among participants that 
the RBI was late in normalizing its monetary policy. This delay is believed to explain 
the aggressive rate hikes implemented by the RBI in the past three months. 
 
The question, asked in the title of the article, thus, may come as a surprise to many 
readers. However, a comparison of major EMEs confirms a remarkable similarity in 
their financial market movements during the past six months, notwithstanding the 
very divergent monetary policy actions by their respective central banks. 
Moreover, the economic fundamentals of some of these EMEs are similar to that 
of India (IN), raising questions over the divergence in monetary policies. Is this the 
case of IN leading or others lagging? Both will have serious consequences. 
 
RBI: The fast and the furious 
A comparison of 10 EMEs (that together account for 70% of all EMEs) reveals that 
the cumulative hikes of 130bp in the effective policy rate (i.e. the standing deposit 
facility rate and the repo rate hike of 90bp) by the RBI in the past three months are 
among the highest and the fastest (refer Exhibit 1). Some major Asian EMEs such as 
Indonesia (ID), and Thailand (TH) have either not yet begun raising rates, while few 
such as Malaysia (MY) and the Philippines (PH) lifted it by 25-50bp. China (CN), on 
the other hand, reduced its policy rate by 10bp in Jan’22. South Korea (SKr)/South 
Africa (SAf) implemented their first rate hike in Aug’21/Nov’21, but the cumulative 

Rate hikes in IN during the 
past three months is the 

highest and the fastest 
among Asian EMEs 

http://www.motilaloswal.com/Institutional-Equities
https://www.informistmedia.com/interviewnormalisation-couldve-started-in-dec-says-mridul-saggar/


 

11 July 2022 2 

 

rate hikes till now have been 125bp each – lower than that in IN. Not only have 
major Latin American EMEs – Brazil (BR)/Mexico (MX) – been more aggressive 
(hiked by 400bp/200bp in 1HCY22), they have also started their rate hikes much 
earlier in Mar’21/Jun’21. 
 

Exhibit 1: IN has seen rapid rate hikes compared to other Asian EMEs in CY22* 

 
*As of 8th Jul’22                                                                                                                                       Source: CEIC, various national sources, MOFSL 

 
There are two possible reasons for the RBI actions. Either the domestic economic 
fundamentals (in the shape of a very strong GDP growth recovery and/or very high 
inflation) or the fear of a serious dislocation in financial markets (in the shape of 
currency depreciation or a sharp surge in bond yields) or a combination of both can 
defend such strong monetary tightening. Since RBI’s actions are in contrast to most 
Asian EMEs, the central bank actions in other Asian EMEs must also be seen in light 
of their economic fundamentals and the movement in the financial markets. A 
divergence in economic fundamentals can help explain the deviation in monetary 
policy actions, which, in turn, can further explain financial market movements. 
Nevertheless, this is not the case. 
 
Economic fundamentals are similar in many EMEs: Weak growth and high inflation 
After contracting 6.6% YoY in FY21, IN’s real GDP grew 8.7% in FY22, thus becoming 
the fastest growing nation in the world. In contrast, CN’s real GDP grew 5% in FY22, 
following a growth of 8%/2.9% in FY21/FY20. While IN’s annual growth in the past 
two/three years was just 0.8%/1.7%, it was as high as 6.5%/5.3% for CN. It will, thus, 
be misleading to look at just FY22 growth, without taking into account the 
slowdown in FY21. 
 
In order to estimate the potential output loss, we compare the actual real GDP 
growth in the last two years (FY21-22) vis-à-vis the preceding three fiscals (FY18-20). 
IN grew only 0.8% per annum in the last two years, compared to its pre-COVID 
average growth of 5.7%. In contrast, CN’s real growth in the last two years was 6.5%, 
higher than the average growth of 5.5% in the pre-COVID period. While IN’s real 
GDP in FY22 was 9.1% lower than what it could have been if not for the COVID-19 
pandemic, it was 2% higher for CN. 
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Performing a similar exercise for all 10 EMEs in our sample, we find that the 
estimated potential losses in IN were among the highest (at 9.1%), with similar 
losses in TH, higher losses in PH and MY, and lower losses in other EMEs (Exhibit 2). 
 
Along with potential real GDP losses, we also find out the extent of an inflation 
surge in our sample economies. A comparison of the average headline inflation 
(preferably, the target inflation measure in respective economies) in CY22 vis-à-vis 
the target reveals that IN’s headline CPI inflation is 1.7x the desired level – averaged 
6.8% in Jan-May’22 as compared to the medium-term target of 4%. A similar 
exercise was performed for other EMEs in our sample, and the results are shown in 
Exhibit 3. As CN and MY do not follow an inflation targeting regime, the average 
inflation in CY18-19 is taken as the benchmark for desired/target inflation. While 
inflation in CN in CY22 is lower than pre-COVID levels, higher inflation in IN is not an 
exception. Although MY and TH are witnessing very high inflation (2.6-2.9x of the 
desired/target level), the surge in inflation is moderate in SAf and PH (1.3-1.5x). 
Inflation in ID in CY22 averaged 3%, same as its target. 
 

Exhibit 2: Potential real GDP losses are among the highest in 
IN… 

 
@Comparison of actuals in FY21-22 vis-à-vis pre-COVID growth in 

FY18-20 

Exhibit 3: …but the surge in inflation is certainly not among 
the worst 

 
*Non-inflation targeting Banks (CY18-19 as the benchmark) 

Source: CEIC, Various national sources, MOFSL 

 
As compared to other major EMEs, IN’s potential real GDP losses are among the 
highest, but the surge in inflation is not among the worst. So, are the aggressive rate 
hikes justified in this context? 
 
The above analysis, however, could be countered. The policymaking process is 
forward looking, and thus, the past and present are important, but secondary. The 
projections hold key to understand policy decisions. In order to take comparable 
data, we use IMF projections (last published in Apr’22) for all these economies. 
Although economic realities and projections would have certainly changed since 
then, the uncertainty or the staleness would be uniform across all nations. 
 
We use the IMF’s CY22 and CY23 projections for real GDP and inflation for all these 
EMEs and compare them with their pre-COVID trends. The higher the real GDP 
growth and inflation projections are, the greater the need for aggressive monetary 
tightening. Exhibit 4 plots the difference between the post-COVID and pre-COVID 
trends in all these nations. 
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Exhibit 4: A comparison of economic projections among EMEs 

 
Comparison of CY22-23 projections vis-à-vis CY18-19 data                                                                                                                  Source: IMF, MOFSL 

 
Going by these projections, it can be inferred that SKr, TH, and MY should be 
practicing very aggressive monetary tightening; CN, PH, ID, SAf, and MX need not be 
thinking about it at all; and IN lies somewhere in between – an ideal candidate for 
moderate tightening. The projections suggest that Brazilian policymakers have the 
most difficult task as the country is witnessing stagflation – higher inflation with 
lower real GDP growth. The actual monetary policy in many of these EMEs, 
however, is in contrast to what this analysis suggests, since other factors, such as 
financial market movements, are also important. 
 
Do domestic monetary policies really drive local financial markets? 
Economic fundamentals are important when it comes to formulating monetary 
policy. However, they are not the only factors considered. IN, like other EMEs, has to 
pay close attention to the policies of major global central banks, especially the US 
Federal Reserve. Being the world’s largest economy, the US Fed’s policies can have a 
significant impact on global financial markets, including that of EMEs. As the Fed 
starts hiking rates, an uptrend in US bond yields follows. This has direct implication 
for monetary policy in EMEs as the narrowing spread between the US and IN’s (for 
instance) 10-year bond yield may lead to capital outflows from the latter. As the 
argument goes, IN must also hike rates to stem those foreign capital outflows and 
currency depreciation risks. This line of reasoning should hold for all EMEs and more 
so for others than IN. 
 
When comparing bond yields of two economies, the capital account convertibility 
and the share of foreign holdings in total outstanding debt must be considered. IN 
(along with CN) has one of the lowest shares of foreign ownership of domestic 
government debt. However, IN has capital controls as well. As at the end of CY21, 
~4% of outstanding government debt in IN/CN was owned by foreigners as 
compared to ~25% in MY and PH and 30-40% in ID, MX, and SAf (refer Exhibit 5). 
 
Despite the differences in monetary tightening and the foreign ownership of 
government debt, the rise in the benchmark 10-year bond yield was similar in many 
EMEs (refer Exhibit 6). IN’s 10-year yield has risen by 93bp (one basis point is one-
hundredth of a percentage point) since the end of CY21, slightly higher than the rise 
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in ID and TH. However, the duo have a much higher foreign participation than IN 
and have not yet hiked policy interest rates. The rise was lower in MY and CN, but 
more than 140bp in other EMEs. 
 

Exhibit 5: Foreign ownership of outstanding government 
debt is the least in IN… 

 
At the end of CY21 

Exhibit 6: …and notwithstanding the rate actions, the jump 
in bond yields is similar across EMEs 

 
#As of 8th Jul’22                      Source: IMF, Bloomberg, CEIC, MOFSL 

 
It is amazing to note the broadly similar hikes in the 10-year bond yields, despite 
very different monetary policies and the dependence on foreigners. If the spread 
between the US and an EM bond yield is an important determinant of bond 
purchases, and thus bond yields, then the surge in the Indonesian, Malaysian and 
Thai yields should have been much higher than that of IN, which is not the case. 
Similarly, many EMEs have seen a 6-11% fall in their benchmark equity indices in 
CY22, with the Nifty falling ~8% YTD (refer Exhibit 7). 
 
With falling equities and bonds (which translates into higher yields), the fear of a 
weaker currency is also commonplace. The Indian Rupee (INR) has weakened to a 
record low and has crossed 79 against the USD. It implies a depreciation of 6.4% 
against the USD in CY22 (refer Exhibit 8). Interestingly, many EME currencies – 
Indonesian Rupiah (IDR), Chinese Yuan (CNY), South African Rand (ZAR) and 
Malaysian Ringgit (MYR) – have weakened 5-6% against the USD in CY22, with 
slower appreciation in Latin American currencies and more weakness (8-10%) in the 
Thai Baht (THB), Korean Won (KRW), and the Philippine Peso (PHP). 
 

Exhibit 7: Most EMEs have seen a 6-11% fall in their 
benchmark equity indices in CY22#… 

 
#As of 8th Jul’22 

Exhibit 8: …and EME currencies have weakened by 5-6% 
against the USD 

 
Source: Bloomberg, CEIC, MOFSL 
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Despite similar economic fundamentals, there is a remarkable divergence between 
the monetary policy responses of India vis-à-vis other Asian EMEs. Even if we 
entirely shrug off these differences, the response of financial markets have been 
very similar – bond yields have risen by 60-140bp in most Asian EMEs (except CN 
with no increase and a much higher jump in PH), equity indices has fallen 6-11% in 
most EMEs, and their respective currencies have weakened by 5-6% against the USD 
in CY22. 
 
Conclusions: RBI is not ‘behind’ the curve 
RBI has hiked the repo rate by 90bp in the past two months and the effective policy 
rate, i.e. SDF, by 130bp since Apr’22. A comparison of the world’s major EMEs 
suggests that rate hikes in IN are the highest and the fastest as well. This is 
interesting because IN’s economic fundamentals are similar to that of other Asian 
EMEs such as ID, MY, PH, and TH, which have practiced a much slower monetary 
policy normalization so far. A comparison of financial markets reveals very similar 
movements across EMEs, irrespective of their monetary policy actions.  
 
This analysis makes us wonder if the ongoing aggressive rate hikes in IN have 
actually helped the economy or stabilized the financial markets more. If not, it is 
possible that while domestic financial markets will follow the movements in global 
markets, quick rate hikes may hurt the already feeble growth in the near future. 
 
In any case, we argue that RBI is not behind the curve. Instead, a comparison with 
other Asian EMEs suggests that it may be running ahead of the curve. We continue 
to believe that the terminal repo rate should be ~5.5% in this rate hike episode 
(from 4.9% at present). We also recommend that RBI raise the repo rate by 25bp in 
its next monetary policy. 
 

Exhibit 9: A comparison of major Asian EMEs suggests that RBI is not ‘behind’ the curve 

 Inflation# (x) Potential loss 
in GDP@ (%) 

Cumulative change in CY22 in 
Foreign holding 

of G-Sec debt (%) Policy interest 
rate (pp) 

10-year yield 
(pp) 

Equity index 
(%) 

Currency v/s USD 
(%) 

Brazil (BR) 2.5 -1.8 4.00 2.5 -4.3 -4.9 11.9 
China (CN) 0.6 2.0 -0.10 0.1 -7.8 5.4 4.1 
India (IN) 1.7 -9.1 1.30 0.9 -7.8 6.3 4.2 
Indonesia (ID) 1.0 -7.3 0.00 0.8 2.4 5.1 41.3 
Malaysia (MY) 2.9 -10.1 0.50 0.6 -9.0 6.1 24.9 
Mexico (MX) 2.5 -5.0 1.50 1.4 -10.7 -0.4 35.7 
Philippines (PH) 1.5 -12.9 0.25 1.8 -10.7 10.1 25.5 
South Africa (SAf) 1.3 -3.1 1.00 1.5 -7.3 5.4 32.0 
South Korea (SKr) 2.3 -1.5 0.75 1.1 -21.1 9.8 18.0 
Thailand (TH) 2.8 -9.1 0.00 0.7 -6.0 7.7 12.8 
 

All data as of 8th Jul’22                                                                                             #CY22 inflation v/s target (refer Exhibit 3 above for more details) 
@refer Exhibit 2 above for more details                                                             Source: CEIC, Bloomberg, IMF, various national sources, IMF, MOFSL 
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https://galaxy.motilaloswal.com/ResearchAnalyst/PublishViewLitigation.aspx
http://www.nseindia.com/
http://www.bseindia.com/
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The Research Analysts contributing to the report may not be registered /qualified as research analyst with FINRA. Such research analyst may not be associated persons of the U.S. registered 
broker-dealer, MOSIPL, and therefore, may not be subject to NASD rule 2711 and NYSE Rule 472 restrictions on communication with a subject company, public appearances and trading 
securities held by a research analyst account. 
 
For Singapore: 
In Singapore, this report is being distributed by Motilal Oswal Capital Markets Singapore Pte Ltd (“MOCMSPL”) (Co.Reg. NO. 201129401Z) which is a holder of a capital markets services 
license and an exempt financial adviser in Singapore,  
as per the approved agreement under Paragraph  9 of Third Schedule of Securities and Futures Act (CAP 289) and Paragraph 11 of First Schedule of Financial Advisors Act (CAP 110) 
provided to MOCMSPL by Monetary Authority of Singapore. Persons in Singapore should contact MOCMSPL in respect of any matter arising from, or in connection with this 
report/publication/communication.  This report is distributed solely to persons who qualify as “Institutional Investors”, of which some of whom may consist of "accredited" institutional investors 
as defined in section 4A(1) of the Securities and Futures Act, Chapter 289 of Singapore (“the SFA”). Accordingly, if a Singapore person is not or ceases to be such an institutional investor, such 
Singapore Person must immediately discontinue any use of this Report and inform MOCMSPL. 
 
Disclaimer: The report and information contained herein is strictly confidential and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or 
distributed, in part or in whole, to any other person or to the media or reproduced in any form, without prior written consent.  This report and information herein is solely for informational purpose 
and may not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Nothing in this report constitutes 
investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions 
expressed in this report may not be suitable for all investors, who must make their own investment decisions, based on their own investment objectives, financial positions and needs of specific 
recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient. Each recipient of this document should make such investigations as it deems 
necessary to arrive at an independent evaluation of an investment in the securities of companies referred to in this document (including the merits and risks involved), and should consult its 
own advisors to determine the merits and risks of such an investment. The investment discussed or views expressed may not be suitable for all investors. Certain transactions -including those 
involving futures, options, another derivative products as well as non-investment grade securities - involve substantial risk and are not suitable for all investors. No representation or warranty, 
express or implied, is made as to the accuracy, completeness or fairness of the information and opinions contained in this document. The Disclosures of Interest Statement incorporated in this 
document is provided solely to enhance the transparency and should not be treated as endorsement of the views expressed in the report. This information is subject to change without any prior 
notice. The Company reserves the right to make modifications and alternations to this statement as may be required from time to time without any prior approval. MOFSL, its associates, their 
directors and the employees may from time to time, effect or have effected an own account transaction in, or deal as principal or agent in or for the securities mentioned in this document. They 
may perform or seek to perform investment banking or other services for, or solicit investment banking or other business from, any company referred to in this report. Each of these entities 
functions as a separate, distinct and independent of each other. The recipient should take this into account before interpreting the document. This report has been prepared on the basis of 
information that is already available in publicly accessible media or developed through analysis of MOFSL. The views expressed are those of the analyst, and the Company may or may not 
subscribe to all the views expressed therein. This document is being supplied to you solely for your information and may not be reproduced, redistributed or passed on, directly or indirectly, to 
any other person or published, copied, in whole or in part, for any purpose. This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of 
or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or which would subject MOFSL to any 
registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in 
whose possession this document may come are required to inform themselves of and to observe such restriction. Neither the Firm, not its directors, employees, agents or representatives shall 
be liable for any damages whether direct or indirect, incidental, special or consequential including lost revenue or lost profits that may arise from or in connection with the use of the information. 
The person accessing this information specifically agrees to exempt MOFSL or any of its affiliates or employees from, any and all responsibility/liability arising from such misuse and agrees not 
to hold MOFSL or any of its affiliates or employees responsible for any such misuse and further agrees to hold MOFSL or any of its affiliates or employees free and harmless from all losses, 
costs, damages, expenses that may be suffered by the person accessing this information due to any errors and delays. 
 
Registered Office Address: Motilal Oswal Tower, Rahimtullah Sayani Road, Opposite Parel ST Depot, Prabhadevi, Mumbai-400025; Tel No.: 022 71934200/ 022-71934263; Website 
www.motilaloswal.com. 
CIN No.: L67190MH2005PLC153397.Correspondence Office Address: Palm Spring Centre, 2nd Floor, Palm Court Complex, New Link Road, Malad(West), Mumbai- 400 064. Tel No: 022 
7188 1000. 

Registration Nos.: Motilal Oswal Financial Services Limited (MOFSL)*: INZ000158836(BSE/NSE/MCX/NCDEX); CDSL and NSDL: IN-DP-16-2015; Research Analyst: INH000000412. AMFI: 
ARN - 146822; Investment Adviser: INA000007100; Insurance Corporate Agent: CA0579 ;PMS:INP000006712. Motilal Oswal Asset Management Company Ltd. (MOAMC): PMS (Registration 
No.: INP000000670); PMS and Mutual Funds are offered through MOAMC which is group company of MOFSL. Motilal Oswal Wealth Management Ltd. (MOWML): PMS (Registration No.: 
INP000004409) is offered through MOWML, which is a group company of MOFSL. Motilal Oswal Financial Services Limited is a distributor of Mutual Funds, PMS, Fixed Deposit, Bond, 
NCDs,Insurance Products and IPOs.Real Estate is offered through Motilal Oswal Real Estate Investment Advisors II Pvt. Ltd. which is a group company of MOFSL. Private Equity is offered 
through Motilal Oswal Private Equity Investment Advisors Pvt. Ltd which is a group company of MOFSL. Research & Advisory services is backed by proper research. Please read the Risk 
Disclosure Document prescribed by the Stock Exchanges carefully before investing. There is no assurance or guarantee of the returns. Investment in securities market is subject to market risk, 
read all the related documents carefully before investing. Details of Compliance Officer: Name: Neeraj Agarwal, Email ID: na@motilaloswal.com, Contact No.:022-71881085. 
 
* MOSL has been amalgamated with Motilal Oswal Financial Services Limited (MOFSL) w.e.f August 21, 2018 pursuant to order dated July 30, 2018 issued by Hon'ble National Company Law 
Tribunal, Mumbai Bench. 
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