Rate Cut likely, But Tough Call for RBI

Amid low inflation & high growth, economists split 60:40 over 25 bps reduction versus no change

PASS THROUGH OF RATES SO FAR

What They Say —IFresh [
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Qutstanding

(in %)

DEPOSITS

25 bps cut | Feb 9.40 9.80 649 71.02
Emkay Global Financial Mar  9.35 9.77 665 7.03
Services, Indusind Bank, Union ~ April 9.26 9.70 6.34 7.10
Bank of India, Canara Bank,

Axis Bank, HDFC Bank, Crisil 2 agall Ll
Ratings, ANZ Bank, Jana SFB, ~ June 6.62 944 575 7.00
ICICI Securities PD, India July 8.80 938 5.61 6.92
Ratings, Kotak Mahindra Aug 8.74 932 556 6.87
m Sep 8500, 926 560 6.82

IDFC First, Bank of Baroda,
Icra Ratings, SBI, ICIC| Bank,
Yes Bank, RBL Bank, Barclays

Rozebud Gonsalves

Mumbai: The combination of
growth at the highest in six quar-
ters and monthly inflation at a re-

cord low has complicated the task
of the Reserve Bank of India
(RBI), leaving markets divided
about the likely outcome of the
monetary policy committee
(MPC) meeting this week. Inapoll
of 20 economaists, 12 leaned toward
RBIcuttingthe keyrate by 25 basis
points (bps) to 5.25% this Friday.

The remaining eight, including
State Bank of India, expect RBI to
keep policy rate unchanged.

The centralbank hascuttherate
by 100 bps (1 percentage point) to
5.50% since February and hasma-
intained a pause since August.
Against this, rates on outstan-
ding loans have dropped 54 bps,
while those on outstanding depo-
sits have fallen 20 bps. Rates on
fresh loans are down 100 bps and
fresh deposits by 89 bps.

Notably, two 1nstitutions that
previously projected arate cut ha-
ve revised thelr expectations.
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Barclays and Icra Ra-
tings made the revision
following the release of
the latest GDP data and
now see RBI maintai-
ning the status quo.

On the other side are
economists who point to
lower nominal GDP
growth, elevated tariff-
related risks, the possi-
bility of inflation co-
ming in below RBI's pro-
jections in the next fi-
scal year and a prevai-
ling sentiment of “if not
now, then when.”

“We no longer expect
the RBI MPC to cut the
policy rate in the upco-
ming meeting,” said
Aastha Gudwani, India
chief economist at Bar-
clays Bank. “Friday's se-
cond quarter FY26 real
GDP growth surpassed
our and RBI's expecta-
tions. We acknowledge
that growth has peaked
and expect second half
FY26 growth to slow ver-
sus thefirst half.”

Gudwani had previo-
usly called for a rate cut,
citing inflation was “too
low to 1gnore.”

Againstthe RBl projec-
tion of 6.8% growth In

July-September, the In-
dian economy grew
8.2%, the fastest 1n the
previous six quarters.
Nominal GDP grew at
8.7% in the second quar-
ter, versus 8.8% the year
before.

Along with this, retail
inflation slowed to 0.25%
in October. That's the lo-
west since the current se-
ries began in 2015.

RBI has forecast 2.6%
inflation for FY26, 4% in
the fourth quarter of
FY26 and 4.5% 1n the
first quarter of FY27.
The central bank revi-
sed its full year FY26 in-
flation estimate down-
wards to 2.6%, from
4.2% 1n February:.

“FY26 estimated infla-
tion is now tracking less
than 2%, implying risk
of a further undershoot
of about 50-60 basis po-
ints to RBI's FY26 infla-
tionforecast,” said Mad-
havi Arora, chief econo-
mistat Emkay Global Fi1-
nancial Services. “This
could support the case
for a December rate cut.
However, it's a close
call.” Most economists
anticipating a rate cut
have expressed a simi-
lar view.




