MPC’s Varma ﬂags risks of policy stance
Positing COVID may linger ‘for 3-5 years’, he says ‘keeping policy accommodative for long is diﬃcult’
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Monetary Policy Committee
(MPC) member Jayanth Varma has expressed serious reservations about the RBI’s
protracted
“accommodative” policy stance in light of
uncertainty about the duration of the ongoing COVID-19
pandemic, contending that
the forward guidance and
stance
were
becoming
“counter productive”.
“By creating the erroneous perception that the MPC
is no longer concerned about
inﬂation and is focused exclusively on growth, the MPC
may be inadvertently aggravating the risk that inﬂationary expectations will be disanchored,” he was cited as
having said at the August 4-6
meeting of the central bank’s
rate-setting panel, the minutes released by RBI on Friday show.
The MPC decided unani-

Long haul: COVID-19 is looking more and more like TB which
kills a large number of people every year, says Mr. Varma. AFP
*

mously to hold the policy repo rate and by a 5-1 majority
voted to continue with the
accommodative stance as
long as necessary to revive
and sustain growth, with Mr.
Varma the sole dissenter.
“As the pandemic continues to mutate, it appears to
me that the balance of risk
and reward is gradually shift-

ing” meriting a hard look at
the stance, Mr. Varma said.
‘Neutron bomb’
Contending that COVID-19
was beginning to look more
and more like tuberculosis
which kills a large number of
people every year without
inﬂicting major damage to
the economy, and thus re-

sembling a ‘neutron bomb’,
he said the ability of monetary policy to mitigate a human tragedy of this nature
was very limited as compared to its ability to contain
an economic crisis.
“The possibility that COVID-19 will haunt us (though
with lower mortality) for the
next 3-5 years can no longer
be ruled out. Keeping monetary policy highly accommodative for such a long horizon is very diﬀerent from
doing so for what was earlier
expected to be a relatively
short crisis,” he said.
Arguing that monetary
policy was much less eﬀective than ﬁscal policy for providing targeted relief to the
worst aﬀected segments of
the economy, he said: “monetary accommodation appears to be stimulating asset
price inﬂation to a greater extent than it is mitigating the
distress in the economy”.

Emphasising that inﬂationary pressures were beginning to show signs of
greater persistence than anticipated earlier he said,
“There are indications that
inﬂationary
expectations
may be becoming more
widely entrenched. Most
worrying of all, there is now
a reduced degree of conﬁdence that demand side inﬂationary pressures would
remain quiescent.”
Mr. Varma also argued
that the reverse repo needed
to be raised from 3.35% so as
to allow the MPC room to
keep the policy repo rate at
4% for a longer period.
“At a time when the economic recovery is still nascent, it is extremely important that monetary policy
serves as an anchor of macroeconomic stability. That
would reduce the inﬂation
risk premium” and stabilise
long-term rates, he said.

