Economic and Financial Analysis
Global Economics
27 July 2018
27 July 2018
Article

India: Market stability isn’t enough for central
bank to pause tightening
Will the Indian central bank take comfort in the current market stability,
and not disturb the poise? We don’t think so. The RBI tightening cycle has
just begun and has a leg to run further, even beyond the meeting next
week
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We share the consensus view that the Indian central bank will tighten monetary policy by
another 25bp next week which may lend some more stability to the Indian rupee. The
excessive currency weakness was the trigger for the previous rate hike in June, though the
recent currency stability provides no reasons for the central bank to pause tightening.
But key headwinds to currency appreciation are unlikely to disappear and include high
inflation, widening current account and fiscal deficit and rising political uncertainty in the
run-up to general elections in early 2019.
We maintain our forecast of USD/INR rate trading toward 71.5 by the end of the year. (spot
68.6)

Some market stability
July turned out to be a better month for Indian financial markets in comparison to the last four
months, as reduced confidence-sensitive capital outflows from equity and government bond
markets offered some stability to the rupee (INR).
However, this was in sync with the broader stability observed in the global emerging market
space, which is surprising given that this is the month when the trade war rhetoric moved to
onslaughts, thereby intensifying downside growth risk and financial risk aversion.

6.5%

Forecast for RBI repo rate
25bp increase

That said, we don't believe the worst is over just yet.

27 July 2018

Tight domestic liquidity continues to pressure the market interest rates higher as the next bimonthly central bank meeting approaches. But only eight out of 28 forecasters in the Bloomberg
survey think the RBI monetary policy committee will take comfort in the current market stability
and not disturb the poise. We are in the majority forecasting a 25bp policy rate hike next week, the
second hike this year and markets have clearly priced the same.

Tight liquidity is pressuring market rates higher

Source: Bloomberg, ING

More policy tightening ahead
However, we don't think this will be the last policy move in the current tightening cycle. In fact, we
anticipate one more rate hike at the October meeting and the reason for our call of two rate hikes
in the current cycle are explained in detail here.
Just as the previous rate hike in June, we expect the upcoming policy decision to be unanimous by
all six monetary committee members -most of whom have warned about continued upward
inflationary pressures.
Read why we're looking for two interest rate hikes in India this year

Prakash Sakpal
Economist, Asia
+65 6232 6181
prakash.sakpal@asia.ing.com

ing.com/think

2

27 July 2018

Disclaimer
This publication has been prepared by the Economic and Financial Analysis Division of
ING Bank N.V. ("ING") solely for information purposes without regard to any particular
user's investment objectives, financial situation, or means. ING forms part of ING
Group (being for this purpose ING Group NV and its subsidiary and affiliated companies).
The information in the publication is not an investment recommendation and it is not
investment, legal or tax advice or an offer or solicitation to purchase or sell any
financial instrument. Reasonable care has been taken to ensure that this publication
is not untrue or misleading when published, but ING does not represent that it is
accurate or complete. ING does not accept any liability for any direct, indirect or
consequential loss arising from any use of this publication. Unless otherwise stated,
any views, forecasts, or estimates are solely those of the author(s), as of the date of
the publication and are subject to change without notice.
The distribution of this publication may be restricted by law or regulation in different
jurisdictions and persons into whose possession this publication comes should inform
themselves about, and observe, such restrictions.
Copyright and database rights protection exists in this report and it may not be
reproduced, distributed or published by any person for any purpose without the prior
express consent of ING. All rights are reserved. The producing legal entity ING Bank
N.V. is authorised by the Dutch Central Bank and supervised by the European Central
Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no.
33031431 Amsterdam). In the United Kingdom this information is approved and/or
communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is
subject to limited regulation by the Financial Conduct Authority (FCA). ING Bank N.V.,
London branch is registered in England (Registration number BR000341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this
report or effect transactions in any security discussed herein should contact ING
Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of
ING, and which has accepted responsibility for the distribution of this report in the
United States under applicable requirements.
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