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Another Interest Rate Cut By Reserve Bank of India  

 The Reserve Bank of India cut its benchmark interest rates by 25 basis 

points (bps) to 5.15% in order to underpin domestic demand.  

 The central bank’s dovish tone implies further monetary easing ahead. 

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

by 25 basis points to 5.15% and 4.90%, respectively (chart 1). Today’s move was the 

fifth consecutive interest rate reduction; the benchmark repo rate is at its lowest level 

since 2010. There was unanimous agreement within the six-member Monetary Policy 

Committee (MPC) to reduce the rate, though one member supported a 40 bps cut. 

The RBI maintained its accommodative monetary policy stance and signalled that the 

stance would remain unchanged “as long as it is necessary to revive growth”. 

Reflecting India’s challenging economic outlook and the MPC’s dovish bias, we 

forecast the benchmark rates to be cut by another 25 bps following the December 3–

5 policy meeting, taking the repo rate to 4.90% by year-end.     

The decision to ease monetary policy further is intended to reverse the sharp—and 

increasingly broadly based— slowdown in India’s economic activity. Against the 

challenging backdrop, we had anticipated a 35 bps rate cut, in line with the step 

taken following the August policy meeting when a 25 bps reduction was deemed 

inadequate. While the MPC opted to return to the conventional increment of 25 bps 

this month, the RBI’s policymakers sounded rather dovish, pointing out that India’s 

negative output gap has continued to widen. Therefore, the authorities noted that the 

economic slowdown “warranted intensified efforts to restore the growth momentum” 

and that “there is policy space to address these growth concerns”. Given India’s 

restrained public finances, the RBI is be responsible for most of economic revival 

efforts. Nevertheless, the central bank continues to struggle with inadequate 

monetary policy transmission, as its benchmark interest rate cuts have only partially 

been reflected in lower bank lending rates. The MPC noted that of the 110 bps of rate 

cuts that had been implemented prior to the October meeting, only 29 bps had been 

transmitted to average lending rates.  

The Indian economy has weakened considerably in recent months, justifying further 

monetary stimulus. Both rural and urban demand indicators suggest lost momentum. 

Lower business confidence due to elevated global uncertainties is filtering through to 

investment activity. Meanwhile, weaker global demand conditions are weighing on 

Indian exporters and the manufacturing sector. Recent weakness led the central bank 

to lower its FY2019–20 GDP growth forecast notably, from 6.9% to 6.1%. Our 

forecast is virtually in line with the central bank’s view; we estimate that India’s real 

GDP will grow by 5.8% y/y in the calendar year 2019.  

A muted inflation outlook allows the RBI to focus on stimulating domestic demand. 

Both headline and core inflation—currently hovering at 3⅓% y/y and 4%, 

respectively—remain comfortably within the RBI’s annual inflation target of 4% ±2%. 

Moreover, a negative output gap, manageable inflation expectations, and above-

normal monsoon rainfall that should keep food prices in check point to contained 

inflationary pressures over the foreseeable future. We expect price pressures to 

remain within the RBI’s target at least through 2020. 
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