
The Report indicated that while the global

economic outlook remained shrouded in

uncertainty, with headwinds from multiple fronts, in

India, the indicators of aggregate demand posited a

brighter near-term outlook than before.

The gradual uptick in confidence, mobility

indicators had edged up and with the onset of the

festival season, Google and Apple mobility indices

recorded a marked improvement during October-

November. The job market exhibited signs of

ebullience on the back of an uptick in business

optimism and a faster pace of vaccination. India's

merchandise exports staged a smart turnaround,

with surging double-digit growth for the eighth

consecutive month in a row. Collections under the

goods and services tax (GST) marked their second-

highest level in October since its introduction on the

back of better tax administration and ongoing

economic recovery. The issuance of e-way bills was

the highest in their history, which bodes well for

GST collections going forward. The Rabi season

had set in early on a positive note on the back of a

record Kharif harvest and manufacturing was

showing improvement in overall operating

conditions, while services have been in a strong

expansion mode. Overall monetary and credit

conditions stayed conducive for a durable economic

recovery to take root.

After exhibiting moderation in September 2021,

power consumption registered an uptick despite

s u p p l y - s i d e c o n s t r a i n t s . T h e h e a d l i n e

manufacturing purchasing managers' index (PMI)

recorded expansion for the fourth consecutive

month in October with anticipation of an

improvement in demand conditions. The services

sector was convalescing with the headline PMI

rising to a decadal high in the same month. With

attractive offers by developers amidst the festival

season, property registrations also surged.

Supported by the decadal low-interest rates,

softening inflation, and a modest current account

surplus, the authors believe that the Indian economy

is poised to regain the ground lost to the pandemic

and re-emerge as among the fastest-growing

countries in the world. Thus, India stands resolute in

its quest for speedy revival.

The authors point out that supply constraints across

sectors and economies had exacerbated the surge in

energy prices and inflation risks, propelling more

central banks to resort to policy normalization. The

United Nations Conference on Trade and

Development (UNCTAD) in its October release,

highlighted that the global trade exhibited a strong

recovery in H1:2021, surpassing its pre-pandemic

level of 2019 and is likely to sustain the growth in

H2:2021.On the policy front, a distinct shift towards

the unwinding of pandemic-led stimulus had taken

hold as inflation worries were rumbling more clearly

than before. The US Fed, in its November meeting,

announced the tapering of its asset purchases at a

pace of US$ 15 billion per month beginning mid-

November. The Bank of Canada in its October

meeting left its policy rate unchanged but ended its

weekly bond-buying program of C$ 2 billion. The

Reserve Bank of Australia also dumped its policy of

yield curve control as a signal to act against a post-

pandemic surge in prices. The European Central

Bank (ECB), on the other hand, held on to its

accommodative policy stance in October, while

continuing with asset purchases at a moderately

slower pace in Q4 than Q2 and Q3, as was decided in
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its September meeting. The Bank of England too,

kept its policy rate and asset purchase program

unchanged in its November meeting, confounding

market expectations of a rate hike.

In terms of the domestic financial conditions, the

system liquidity remained in large surplus. Amongst

the drivers of liquidity, moderation resulted mainly

from the build-up of government cash balances and

step up in currency in circulation in the wake of the

festival season. As RBI stepped up liquidity

absorption through the variable rate reverse repo

(VRRR) auctions (both main and fine-tuning

operations), the amount absorbed under the fixed-

rate repo declined. Bond yields extended their

hardening bias in October; however, yields trended

lower in November in line with softening of the US

treasury yields. Positive domestic developments like

excise duty cuts with their softening impact on

inflation too fuelled the rally in the bond market.

The report concluded on the note that the Indian

economy is differentiating itself from the global

situation, which is marred by supply disruptions,

stubborn inflation, and surges of infections in

various parts of the world. The global economic

outlook remains clouded by uncertainty however,

domestically; there have been several positives on

the COVID-19 front, in terms of reduced infections

and faster vaccinations. In the latest developments,

it pointed out that RBI had decided to release a

nationwide framework for implementing offline

retail digital payments, which can work through

cards, wallets, and mobile devices. Another major

initiative towards digital financial inclusion was the

RBI's announcement to deploy geo-tagging

technology on existing payment acceptance

infrastructure, which can help in targeting areas with

inadequate infrastructure for focused policy action

under the Payments Infrastructure Development

Fund (PIDF) scheme.

Source:

https://www.rbi.org.in/Scripts/BS_ViewBulletin.

aspx?Id=20628
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The money market plays an important role in the

well-functioning of an economy by providing short-

term capital to a wide class of financial entities. The

article examines the different money market

segments in India and analyses the changes

witnessed in the Indian money market from January

2016 to March 2021. The author also constructs a

dispersion index which reveals the behavior of

cross-sectional rate dispersion in the money

markets, indicating an efficient pass-through during

the period before the declaration of the pandemic in

January 2020-February 2020.

The Indian money markets had gone through

substantial changes in the past five years. The

volumes and rates in the money market segments

have broadly evolved with changing monetary

policy stance and banking system liquidity

conditions. The period considered for the study,

which is January 2016 to March 2021, provided an

opportunity to examine the shifts experienced in the

money markets in view of the adoption of the

inflation targeting regime, change in the liquidity

conditions during November 2016 following the

Indian banknote demonetization, availability of

payment systems on a 24x7 basis, adoption of the

revised liquidity management framework in

February 2020, and the different policy measures

including the unconventional monetary policy

measures to provide liquidity in the financial system

undertaken by the Reserve Bank since end-

February 2020 to mitigate the stress induced by the

Covid-19 pandemic.

The causal relationship in the Indian context is

explored by considering the utilization of marginal

standing facility (MSF), a window provided by RBI

to banks for borrowing in emergencies, against

banking system liquidity. It is found that the

correlation between MSF utilization and system

liquidity during the recent period (January 2020-

March 2021), when the liquidity was in surplus is

(-)0.511 and a distant period (November 2013- June

2015), when the liquidity was in deficit is (-)0.510

respectively. Further, three pairs of Granger

causality tests conducted for the period from

November 2013 to March 2021 on the variables

system liquidity, MSF volume, and overnight money

market volume suggest that system liquidity causes

overnight money market volume, but not MSF

volume. Moreover, overnight money market

volume does not impact MSF volume. The

utilization of MSF is therefore independent of the

prevalent liquidity conditions.

The author designed a dispersion index that

explores the behavior of cross-sectional rate

dispersion in the US-dollar money markets. This

dispersion index combines information of money

market rates and volumes and is measured as the

weighted absolute deviation of the cross-sectional

distribution of the overnight rates. The index

witnessed peaks at the end of every financial year, in

end-March when the money market rates normally

increase owing to the demand for funds due to

liquidity management at the end of the annual

report disclosure cycle. During the period before

the declaration of the pandemic, the dispersion

index touched lows in January 2020-February 2020

indicating a frictionless market with efficient pass-

through. The onset and declaration of the Covid-19

pandemic caused the dispersion index to peak in

March 2020, as extreme risk-aversion gripped

investors which resulted in the triparty repo and

Changing Tides in the Indian Money Market

Archana Dilip; RBI Bulletin November 2021
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market repo segments trading at near-zero rate

levels. However, dispersion started showing a

decreasing trend subsequently, albeit at elevated

levels in comparison to the pre-Covid-19 period.

Further, towards the end of the period under

consideration, the dispersion index started

displaying a more prominent decreasing trend

suggesting stabilization of the markets and

adaptation to the new system.

The article concludes that the money market is an

integral part of the financial system and plays a key

role in the implementation and transmission of

monetary policy. In India, money markets have

broadly evolved with changing monetary policy

stance and banking system liquidity conditions. It is

observed that an increase in overnight money

market volatility after the declaration of the Covid-

19 pandemic that peaked in March 2020 and a shift

away from unsecured markets and towards the

secured markets. Market uncertainty was found to

be associated with increasing money market

dispersion. Although the impact of surplus liquidity

on money market dispersion was found to be

positive, the sector-specific, institution-specific and

instrument-specific liquidity measures undertaken

by the Reserve Bank have resulted in a decreasing

trend in the dispersion index in recent times. This

suggested stabilization of the money market with

the market adapting to the new normal.

Source:

https://www.rbi.org.in/Scripts/BS_ViewBulletin.

aspx?Id=20631
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The Phillips curve postulates that unemployment

can be lowered (output can be increased) but only at

the cost of higher wages (inflation) or conversely,

wage growth (inflation) can be lowered only at the

cost of higher unemployment (lower output). The

Phillips curve is convex, flattening with low and

negative output gaps and steepening when the

output gap is positive and high. The conduct of

monetary policy hinges around this trade-off. This

study discusses the history of the Phillips curve and

highlights that the Phillips curve is alive in India but

recovering from a period of flattening over the past

6 years.

In its original form, the Phillips curve identifies an

inverse correlation between unemployment and

wage growth with powerful policy implications. The

authors highlight that the canonical new Keynesian

model is purely forward-looking, that is, it

incorporates only people's expectations about

future inflation, it does not fit the data well.

Accordingly, the pragmatic approach adopted in the

present research is to incorporate both backward-

looking and forward-looking expectations into the

Phillips curve. Supply shocks are thus suppressed

into the error term.

The authors use a semi-structural multivariate filter

approach to decompose observed output into its

trend and cyclical components. The decomposition

involves the simultaneous estimation of aggregate

demand or IS curve, an aggregate supply curve

represented by the Phillips curve, and a monetary

policy reaction function that describes the central

bank's response to deviations of output from its

potential and inflation from its target. This system

of equations is based on the view that inflation

possesses vital information regarding evolving

demand and supply conditions. This approach also

enables a structural explanation of the evolution of

the output gap by extracting information about the

output gap that is latent in monetary policy actions

as well as in their interactions with changes in

aggregate demand and supply.

The monetary policy reaction function is modeled

as a forward-looking Taylor-type rule consistent

with the flexible inflation targeting (FIT)

framework. The policy rate is modeled as a function

of three quarter ahead deviation of year-on-year

inflation projections from the target and the output

gap. The monetary policy rule is augmented with an

interest rate smoothing parameter, reflecting the

calibrated approach of central banks in the conduct

of monetary policy. A quarterly time series from

Q1:2000 to Q1:2021 is used. Output is measured in

terms of real gross domestic product (GDP) at

market prices.

The results indicate that the Phillips curve is alive in

India but recovering from a period of flattening

lasting more than six years, that is, from 2014. It is

observed that inflation is sensitive to the output gap

when seen linearly, and this finding was found to be

statistically significant, confirming the existence of

the Phillips curve in India. When time invariance is

relaxed, a steady decline in the coefficient on the

output gap becomes evident. Thus, the authors

point out that the inflation process in India has

become increasingly sensitive to forward-looking

expectations. The slope of the Phillips curve has

been declining with the anchoring of inflation

expectations. This phenomenon coincided with the

institution of inflation targeting de facto and de jure

Is the Phillips Curve in India Dead, Inert and Stirring to Life or Alive and Well?

Michael Debabrata Patra, Harendra Behera and Joice John; RBI Bulletin November 2021
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from 2016. Inflation persistence has also declined

over this period. The results also point to threshold

effects as the output gap becomes positive, inflation

becomes increasingly sensitive to it.

The authors also study the convexity of the Phillips

Curve. The change in crude oil prices is used to

control for volatile supply-side shocks. The

formulation is estimated by using non-linear least

squares (NLLS). The results indicated that with low

and negative output gaps, the Phillips curve flattens

as inflation becomes less sensitive to aggregate

demand. When the output gap is positive and high,

inflation responds more strongly to demand and the

Phillips curve steepens. The residuals are found to

be white noise, validating the results.

The research notes that in the years following the

global financial crisis, the world was saddled with

sizable amounts of slack in activity, irrespective of

jurisdiction, and the coincident long phase of low

and negative inflation obscured the Phillips curve

from view. The conduct of monetary policy hinges

around the premise that there exists an exploitable

trade-off between economic activity, measured by

output or employment, and inflation. The Phillips

curve embodies that trade-off. Under current

macroeconomic conditions, weak demand

conditions are flattening the Phillips curve in India,

providing some maneuvering room for monetary

policy to support the recovery without being

hemmed in by demand-driven inflation concerns.

There is a need for vigilance, as the curve steepens

with the output gap closing and moving into positive

territory, causing upside risks on the inflation front

to rise.

Source:

https://www.rbi.org.in/Scripts/BS_ViewBulletin.

aspx?Id=20629

C
C

IL
M

o
n

th
ly

 N
e

w
sl

e
tt

e
r

ARtICLE

SUMMARY

ARtICLE

SUMMARY

24

N
o

v
e

m
b

e
r 

2
0

2
1



This article analyses the forecasts in the survey of

professional forecasters (SPF) for FY20 and FY21

in the survey rounds conducted from March 2019 to

March 2021. The forecasts of output growth and

price inflation for FY20 and FY21 in the Reserve

Bank's bi-monthly survey of professional

forecasters (SPF) reflected unprecedentedly high

uncertainty in the wake of the Covid-19 pandemic.

The SPF panelists revised down their output growth

trajectory over successive rounds of the surveys and

rapidly evolving demand and supply conditions

guided the changes in the quarterly inflation forecast

path. Fluctuations in short-term forecasts stabilized

after the gradual easing of the pandemic-related

restrictions.

The authors find that in terms of disagreement and

uncertainty in forecasts, the forecasts of

macroeconomic variables are always associated with

inherent risk and uncertainty, reflecting the accuracy

of the underlying model and related assumptions,

validity of structural relationships, evolution of

economic conditions, data quality and other related

factors. Understanding the nuances of expectation

formulation and measurement of forecast

uncertainty are viewed as critical components in the

policy-making process. The twin conundrum of

gauging the subjectivity of individual forecaster's

assessment and unavailability of data on economic

uncertainty pose a formidable practical challenge in

the measurement of uncertainty.

The authors prepare the measures of uncertainty

and disagreement for those respondents of SPF

who provided information on both point and

density forecasts of output growth and inflation.

The aggregate measure of uncertainty is then

calculated as the average of all the individual

respondents' variances. Disagreement has been

measured as the standard deviation of the individual

point forecast. In the recent period, this

methodology was applied to estimate uncertainty

using a survey of professional forecaster's

responses.

The results showed that disagreement for one

quarter ahead forecast horizon for GDP growth for

Q1:FY21 and Q2:FY21 were estimated higher than

the long-run average. With the gradual resumption

of the economy, disagreement for one quarter ahead

forecast from Q2:FY21 moderated. Disagreement

was higher than the long-run average for other

forecast horizons in the recent period.

Disagreement for headline inflation continued to

remain high for the first half of FY21 due to

lockdown-induced supply disruption. With the

gradual normalization of the supply-related

disruption, disagreement among the forecasters

reversed to its long-run average in the subsequent

two quarters. Disagreement for two and three

quarters ahead forecasts reverted to its long-run

average in the recent periods. Moderation in

disagreement is also observed for the four quarters

ahead forecast. In the case of exclusion-based CPI

inflation, disagreement among the forecasters

increased during the survey rounds conducted

towards the start of the year 2020, with the

increasing spread of the coronavirus globally and

subsequent lockdown announced by the

Government of India.

In terms of uncertainty, the quarterly CPI headline

inflation forecast uncertainty showed that

uncertainty declined as the forecast horizon

Uncertainty and Disagreement among Professional Macroeconomic Forecasters

Sanjib Bordoloi, Rajesh Kavediya, Sayoni Roy and Avijit Kumar Dutta;

RBI Bulletin November 2021
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reduced. The level of inflation forecast uncertainty

increased in January 2020 and moderated in March

2020. The uncertainty in the GDP growth forecast

for FY20 decreased gradually as the forecast

horizon reduced. Uncertainty in GDP growth

forecast for FY21 increased in July 2020 and

increased further to reach its peak in November

2020. An elevated level of uncertainty was observed

from May 2020. With the resumption of economic

activities, the uncertainty of forecasts for both years

decreased in subsequent rounds.

The research highlights that a higher uncertainty

leads to higher disagreement among the forecasters

about the forecasts on major macro variables.

Higher interpersona l d i f ferent ia t ion of

expectations indicates higher uncertainty.

Aggregate forecast uncertainty can be expressed as

the sum of the disagreement among the forecasters

and the perceived variability of future aggregate

shocks. The scatter plots of disagreement and

uncertainty of GDP growth and CPI headline

inflation across different forecast horizons based on

the different rounds of the survey suggest the

existence of a positive correlation between

disagreement and uncertainty. The correlation

coefficient between disagreement and uncertainty

of forecasts is found to be 0.39 for inflation and 0.65

for GDP growth, suggesting the existence of co-

movement between uncertainty and disagreement.

The paper concludes that the forecast revisions in

successive survey rounds by professional

forecasters reflect new information flows and

changes in the level of confidence in the evolution

of economic conditions. The massive disruption in

global as well as domestic economies due to the

coronavirus pandemic and the uncertainty about its

future path led to large swings in forecasts. Large

forecast revisions, for both GDP growth and

inflation, could be attributed to the impact of the

nationwide and subsequently localized lockdowns,

the changes in nature and scale of consumption, and

the diversity of impact on various economic

activities, as the pandemic induced shock made

traditional models less efficient in many cases.

Regression estimates indicated that uncertainty

d isp lays a s ign i f icant re la t ionship with

disagreement. However, the analysis provides little

support in favor of using disagreement as a proxy

for uncertainty.

Source:

https://www.rbi.org.in/Scripts/BS_ViewBulletin.

aspx?Id=20630
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