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Reserve Bank of India keeps rates on hold
Slow growth and upward inflation trajectory provides little leeway for the
RBI policy in either direction

6%

RBI repurchase rate

As expected

No surprises here
As widely expected, the Reserve Bank of India’s Monetary Policy Committee (MPC) voted 5-1 for a
stable monetary policy at their meeting today. One MPC member remained in favour of a policy
rate cut.

Upward inflation trajectory
Inflation remains in the driving seat for the RBI’s rate policy.
But today’s statement reflected concerns about private consumption recovery. And highlighted
risks of continued upward inflation trajectory in the near-term as a result of higher food and fuel
prices, administrative measures such as the hike in housing allowance for central government
staff and waivers of farm loans in some states, rising inflation expectations, and above all, the
possible widening of the fiscal deficit due to reforms.
The MPC revised its forecast range for CPI inflation in the second half of fiscal year 2017/18 to 4.34.7% from 4.2-4.6%.

Weak policy transmission mechanism
Hopes remained pinned on the recapitalisation of public sector banks in boosting credit and GDP
growth.
However, as the RBI’s Deputy Governor Dr Viral Acharya noted in a speech recently, weak balance
sheets hinder the transmission of rate cuts to the real sectors of the economy via the credit
channel. There was no change to the central bank’s 6.7% growth forecast for the current financial
year ending in March 2018.

Expect on-hold RBI in 2018
While equities sold off in a knee-jerk reaction, there was little impact on the currency and
the government bond markets. We remain of the view that slow growth and upward
inflation trajectory provide little leeway for the RBI policy in either direction. We forecast an
on-hold policy throughout 2018.
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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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