Focus on RBI stand

on growth, inflation

1) Bl is widely expected to
I\ hold rates in its April 8
monetary policy review me-
eting, butthereal focusison
how it reads growth, infla-
tion, and strain building in
the system due to the West
Asia war, oil prices and dis-
rupted supply chains. P11




At MPC meet, focus on how
RBI reads inflation, growth

Central Bank May Hold Rates Amid Rising Strain In System
MULTIPLE CHALLENGES FOR RBI
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Mumbai: Ata time when oil
prices are over $100, the ru-
pee is under pressure and
traders are recalibrating
bets, the focus in India’s fi-
nancial markets has shifted
to what the central bank will
say rather than what it will
do. Reserve Bank of India is
widelyexpected to hold rates
inits April8policy, butthere-
alattentionisonhowitreads
growth, inflation and strain
buildingin the system.

Thelastset of projections
wasleftdeliberately incomp-
lete. In Feb, RBI nudged up
its near-term growth estima-
tes, putting Q1 and Q2 of
FY27 at 6.9% and 7%, while
holding back the full-year fo-
recast until the new GDP se-
ries is released. That pause
now assumes significance.
Since then, the conflict in
West Asia has pushed up oil
prices, disrupted supply cha-
ins and weakened the rupee
bynearly 3%, altering the ba-
seline from which those pro-
jections will bedrawn.

In this setting, policy ac-
tion appears straightfor-
ward, but the messaging do-
es not. Barclays expects the
Monetary Policy Committee
to keep the repo rate un-
changed and retain a neutral
stance, while signalling its
intent through guidance.
“We expect the RBI MPC to

> Barclays expects Monetary
Policy Committee to keep
the repo rate unchanged and
retain a neutral stance, while
signalling its intent through
guidance

> According to Emkay Global,

of late

earlier policy emphasis was on
transmission of past rate cuts.
Now drivers are more diffuse:
inflation expectations, growth
risks and tighter financial
conditions are feeding into the
central bank’s trade-offs

We do not expect any change in repo rate or stance this time.

The tone will be cautious and what will be eagerly awaited is
RBP’s forecast of GDP and inflation under the prevailing uncertainty.
We do not expect any measures for either liquidity or currency
management as RBI will do whenever required as we have seen
—Madan Sabnavis | cHIEF ECONOMIST, BANK OF BARODA

keep the policy repo rate on
hold in the 8 April meeting
and retain the ‘neutral’ stan-
ce. We also await RBI's F'Y27
growth and inflation estima-
tes (Barclays: 6.8%, 4%). We
expect continued liquidity
support and timely FX inter-
vention to keep financial
conditions stable,” said
Aastha Gudwani chief eco-
nomist with Barclays.

“We do not expect any
change inrepo rate or stance
this time. The tone will be
cautious and what will be ea-
gerly awaited is RBI’s fore-
cast of GDPand inflation un-
der the prevailing uncerta-
inty. We do not expect any
measuresforeitherliquidity
or currency management as
RBI will do whenever requi-
red as we have seen of late,”
said Madan Sabnavis, chief
economist, Bank of Baroda.

Theinflation-growth mix
is beginning to shift. Icra ex-
pects CPI inflation to rise to
4.3% in FY27 from 2.1% in
FY26, even as growth shows
signs of moderation. “In this
context, the Monetary Policy
Committee is expected to
maintain a pause on policy
rates for an extended period,
even as growth moderates.
The Reserve Bank of India
may continue to manage li-
quidity conditions to sup-
port the system,” said Aditi
Nayar, chief economist, Icra.

According to Soumya
Kanti Ghosh, chief econo-
mist, SBI, because of ex-
change rate fluctuations and
external shocks like supply
chain disruptions, imported
inflation is already at 5.4%
(215 bps more than the head-
line) for Feb’26 and is expec-
ted to increase considerably

further. Consequently, CPI
trajectory (as of now) may
indicate more than 4.5% in-
flation for the next 3 quar-
ters. This is still within the
2% tolerance band over the
4% inflationrate.

The other positive on in-
flation front is the govt’s re-
cent decision for full cus-
toms duty exemptiononawi-
derangeof critical petroche-
mical products till June 30. It
may lower input costs and
hence may have benign im-
pactonimported inflation.

Yet, beneath the surface,
the currency is driving a dif-
ferent conversation. The ru-
pee’s sharp fall has revived
the argument for rate action
as a defence tool. Higher ra-
tes can pull in dollar flows by
makingrupee assetsmoreat-
tractive, creating an arbitra-
ge that supports the curren-
cy.Butthisisnotaconventio-
nalcycle.

Analysts say that energy
shocks do not lend themsel-
ves to standard responses.
According to Emkay Global,
the earlier policy emphasis
was on transmission of past
rate cuts, using abundant li-
quidity to keep overnightra-
tes below the policy rate and
ease borrowing conditions.
Now thedrivers are more dif-
fuse: inflation expectations,
growth risks and tighter fi-
nancial conditions are fee-
ding into the central bank’s
trade-offs.



