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Economic Weakness Necessitates Additional 

Monetary Stimulus in India   

 The Reserve Bank of India cuts the benchmark repo rate by 40 basis 

points to 4.0% following a surprise policy meeting, in order to alleviate 

severe economic pain caused by the COVID-19 pandemic. 

 An accommodative monetary policy stance was maintained, leaving the 

door open for further interest rate cuts. We expect the repo rate to be 

lowered by another 50 basis points over the next few months.  

The Reserve Bank of India (RBI) injected further monetary stimulus into the Indian 

economy after an unscheduled monetary policy meeting on May 20–22. The 

central bank slashed the benchmark repo rate by 40 bps to 4.0% (chart 1). The 

RBI’s Monetary Policy Committee (MPC) maintained an accommodative policy 

stance, implying that policymakers are open for further monetary stimulus if 

needed. In addition to the interest rate cut, the RBI introduced various other 

measures to improve the functioning of domestic financial markets and to ease 

financial stress. The RBI’s decision to loosen monetary policy was unanimous; five 

of the six MPC members voted for a 40 bps cut while one supported a 25 bps 

reduction. Prior to today’s action, the key rate had been lowered by 75 bps on 

March 27 and by 135 bps over the course of 2019. We had anticipated a 40 bps 

rate cut to be announced following the scheduled meeting on June 3–5; the RBI’s 

decision to bring the action forward reflects the acuteness of India’s economic 

situation.  

The RBI’s policymakers observed that the two-month lockdown triggered by the 

COVID-19 pandemic had caused a collapse in rural and urban demand, with 

various sectors “experiencing acute stress”. With inflation easing, the MPC 

assessed that risks to India’s economic growth outlook were the gravest. Despite 

various monetary and fiscal stimulus measures unveiled in recent months, the 

MPC remained very concerned about the economic outlook, pointing out that the 

existing monetary policy space needs to be used “now rather than later”. Indeed, 

they assess that India’s real GDP growth will be negative for fiscal year 2020–21 

(April–March), yet they foresee a recovery in the second half of the fiscal year.      

Inflationary pressures are easing in India, allowing the RBI to prioritize economic 

revival efforts. Headline inflation moderated to 5.8 y/y in March from the January 

peak of 7.6%, returning to the RBI’s 2–6% inflation target band (chart 1). The 

consumer price index for the month of April has not been released due to 

measuring difficulties caused by the lockdown. India’s core inflation has remained 

more contained, continuing to hover within the central bank’s target. We expect 

inflation to ease further over the coming months on the back of low oil prices and 

significantly softer demand-driven pressures. While the RBI’s policymakers assess 

the inflation outlook to be uncertain—reflecting supply chain disruptions, 

international oil prices, and the approaching monsoon season and its impact on 

food prices—they expect headline inflation to be below the target in September 

2020–March 2021. Considering the MPC’s inflation projection and weak economic 

growth outlook, we expect the RBI to lower the benchmark repo rate by another 

50 bps over the next few months. 
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