MONETARY POLICY

MONETARY POLICY
 Monetary policy is a set of tools that a nation's central bank
has available to promote sustainable economic growth by
controlling the overall supply of money that is available to
the nation's banks, its consumers, and its businesses.
 The central bank sets the rates it charges to loan money to
the nation's banks. When it raises or lowers its rates, all
financial institutions tweak the rates they charge all of their
customers, from big businesses borrowing for major projects
to home buyers applying for mortgages.
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MONETARY POLICY COMMITTEE
 An RBI-appointed committee led by the then deputy
governor Urjit Patel in 2014 recommended the establishment
of the Monetary Policy Committee.
 It is a statutory and institutionalized framework under the
Reserve Bank of India Act, 1934, for maintaining price
stability, while keeping in mind the objective of growth.
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 The Governor of RBI is ex-officio Chairman of the committee.
 The MPC determines the policy interest rate (repo rate) required
to achieve the inflation target.

 The Monetary Policy Committee (MPC) uses CPI data to control
inflation. In April 2014, the Reserve Bank of India (RBI) had
adopted the CPI as its key measure of inflation.
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INFLATION TARGETING:
 It is a central banking policy that revolves around adjusting
monetary policy to achieve a specified annual rate of inflation.
 Inflation targeting is known to bring more stability, predictability,
and transparency in deciding monetary policy.
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 Strict Inflation Targeting:

It is adopted when the central bank is only concerned about
keeping inflation as close to a given inflation target as possible, and
nothing else.
 Flexible Inflation Targeting:
It is adopted when the central bank is to some extent also
concerned about other things, for instance, the stability of interest
rates, exchange rates, output and employment.

MONETARY POLICY
STATUTORY LIQUIDITY RATIO
 Statutory Liquidity Ratio or SLR is a minimum percentage of
deposits that a commercial bank has to maintain in the form of
liquid cash, gold or other securities.
 It is basically the reserve requirement that banks are expected to
keep before offering credit to customers.
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 These are not reserved with the Reserve Bank of India (RBI), but
with banks themselves.
 The SLR is fixed by the RBI. CRR (Cash Reserve Ratio) and SLR
have been the traditional tools of the central bank's monetary
policy to control credit growth, flow of liquidity and inflation in
the economy. The SLR was prescribed by Section 24 (2A) of
Banking Regulation Act, 1949.
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CASH RESERVE RATIO
 Under cash reserve ratio (CRR), the commercial banks have to hold a certain
minimum amount of deposit as reserves with the central bank.
 The percentage of cash required to be kept in reserves as against the bank's
total deposits, is called the Cash Reserve Ratio.
 The cash reserve is either stored in the bank’s vault or is sent to the RBI.
Banks can’t lend the CRR money to corporates or individual borrowers, banks
can’t use that money for investment purposes. And Banks don’t earn any
interest on that money.
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REPO AND REVERSE REPO RATE:

 Repo rate is the rate at which the central bank of a country
(Reserve Bank of India in case of India) lends money to
commercial banks in the event of any shortfall of funds. Here,
the central bank purchases the security.
 Reverse repo rate is the rate at which the RBI borrows money
from commercial banks within the country.
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 These are not reserved with the Reserve Bank of India (RBI), but
with banks themselves.
 The SLR is fixed by the RBI. CRR (Cash Reserve Ratio) and SLR
have been the traditional tools of the central bank's monetary
policy to control credit growth, flow of liquidity and inflation in
the economy. The SLR was prescribed by Section 24 (2A) of
Banking Regulation Act, 1949.
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MARGINAL STANDING FACILITY (MSF):

 MSF is a window for scheduled banks to borrow overnight from
the
 RBI in an emergency situation when interbank liquidity dries up
completely.
 Under interbank lending, banks lend funds to one another for a
specified term.
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OPEN MARKET OPERATIONS:
 These are market operations conducted by RBI by way of
sale/purchase of government securities to/from the market with
an objective to adjust the rupee liquidity conditions in the
market on a durable basis.
 If there is excess liquidity, RBI resorts to sale of securities and
sucks out the rupee liquidity.
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 Similarly, when the liquidity conditions are tight, RBI buys
securities from the market, thereby releasing liquidity into the
market.
 It is one of the quantitative (to regulate or control the total
volume of money) monetary policy tools which is employed by
the central bank of a country to control the money supply in the
economy
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