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Another Benchmark Interest Rate Cut By  

The Reserve Bank of India 

 The Reserve Bank of India (RBI) cut its benchmark interest rates once 

again to 5.75% in order to support India’s weakening economy. 

 We expect the RBI to continue its accommodative monetary stance with 

further cuts in August. 

The Reserve Bank of India (RBI) lowered the benchmark repo and reverse repo 

rates by 25 basis points to 5.75% and 5.50%, respectively. Today’s policy move 

was the third consecutive interest rate reduction, bringing the benchmark rate to 

its lowest since 2015. There was unanimous agreement of the six-member 

Monetary Policy Committee (MPC) at its bi-monthly meeting today, unlike earlier 

decisions that left the committee divided. The RBI also shifted its monetary policy 

stance to accommodative, ruling out any near-term rate increases, while signaling 

further rate cuts ahead if growth remains soft.  

The decision to ease monetary policy is intended to reverse the sharp slowdown 

in India’s economic activity. The country’s real GDP growth slowed notably to 

5.8% in Q1 2019 (the slowest rate since Q1 2014) from 6.6% in Q4 2018, 

prompting us to revise our 2019 growth forecast for India down to 6.5% from 7.0% 

earlier. The MPC expressed particular concerns regarding a sharp slowdown in 

investment activity, along with a continuing moderation in private consumption 

growth. It also cited slowing global economic momentum and sharply rising 

tensions between China and the US in their decision. 

Inflation expectations have been modestly revised downward. Following a 

temporary increase in the first half of the year related to elevated food prices, the 

inflation outlook for the second half of the year was trimmed to 3.4–3.7% from its 

earlier projection of 3.5–3.8%. This is comfortably within the RBI’s annual inflation 

target of 4% ±2%, minimising price pressures from the more accommodative 

monetary policy stance. April’s headline inflation came in at 3.0% y/y in April, while 

core inflation was at 4.6% y/y but continues to show signs of gradual weakening. 

Given the current inflation dynamics and weaker economic growth momentum, we 

expect the RBI to deliver another 25 bps cut at the August 7 policy meeting.   

We continue to observe carefully the development of the following risks to 

inflation: 1) financial market volatility and potential depreciation pressure on the 

Indian rupee; 2) volatile food prices; 3) international crude oil price developments; 

4) ongoing global trade tensions that will potentially cause a growth slowdown and 

softer commodity prices; and 5) the southwest monsoon (June–September) 

rainfall, though expected to be near-normal this year. We will also monitor the 

effectiveness of the transmission of monetary easing into the real economy, as 

well as Modi’s first budget under his second term next month that is expected to 

provide additional support to the economy, both which could impact the inflation 

outlook. 
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