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Higher for longer’ may be the 
narrative in the developed 
markets, but interest rates 

might not stay high for very long in 
India, with a section of the market 
expecting rate cuts to begin this year. 

The six-member Monetary Policy 
Committee of Reserve Bank of India 
(RBI) decided to keep interest rates 
unchanged at 6.5 per cent in the April 
review – after hiking the policy repo rate 
in six previous meetings. 

RBI Governor Shaktikanta Das 
emphasised that the pause was only for 
the April policy and that the central 
bank was ready to act if the situation 
demanded. “The RBI decision to pause 
has effectively punctured the debate of 
‘higher for longer’ so that we eventually 
lead to ‘lower for later/longer’,” said 
Soumya Kanti Ghosh, group chief eco-
nomic advisor of State Bank of India. 

“As of now, we expect a data depend-
ent policy hereon. However, as headline 
inflation is expected to stay below 6 per 
cent for almost most of FY24, an 
extended pause could be a pragmatic 
outcome. But we must also remember 
that any overhang of global slowdown 
could have a domestic feedback loop, 

and that could spark counter-cyclical 
rate action,” Ghosh said. 

It is the global slowdown that 
prompted some analysts not to agree 
with the RBI’s growth projection. The 
RBI seems to be more sanguine on 
growth, and has projected gross domes-
tic product (GDP) growth of 6.5 per cent 
for FY24, revised upward from 6.4 per 
cent projected in February, on the 
assumption of lower oil price of $85 per 
barrel, as compared to $95 per barrel 
earlier. “We believe the RBI’s GDP 
growth projection of 6.5 per cent YoY in 
FY24 is too optimistic, and we expect 
more than 1 percentage point down-
side,” Nomura said in a note. “In our 
view, the 0.1 percentage point GDP 
growth upgrade owing to the lower oil 
price assumption has not taken into 
account the weakness in global growth 
that is behind these lower oil price fore-
casts,” the note said. 

Nomura expects a significant disap-
pointment on growth and said it expects 
cumulative rate cuts of 75 basis points, 
starting from October. 

Economists at Citi Bank said their 
baseline view was that the RBI would 
take a long pause to evaluate the effect 
of the previous rate hikes. “Barring 
financial stability issues, the risk view 
is asymmetric, any rate hike will emerge 
if inflation diverges from the forecast, 
while the rate cut option can be trig-
gered by a sharper-than-expected  
slowdown in growth.” 

Jayanth Varma, the external 
member of MPC, which voted for a rate 
hike in the February policy, had said 
that growth was still fragile. 

Goldman Sachs sees two repo rate 
cuts in the first and second quarter  
of 2024. “We expect headline CPI infla-
tion to come in below 6 per cent (the 
upper end of the target band) for the 

rest of the year, and now expect the RBI 
to remain on hold till end-2023… For 
2024, we now forecast two repo rate cuts 
of 25 bps each in Q1 and Q2 of CY24,” 
economists at Goldman Sachs said. 

In the April policy, the RBI revised 
the inflation projection downward to 5.2 
per cent for FY24 from 5.3 per cent pro-
jected in February. Importantly, the 
inflation projection for the fourth 
quarter of FY24 was reduced by 40 bps, 
from 5.6 per cent to 5.2 per cent.  
As a result, the real policy rate – the dif-
ference between repo rate and year-
ahead inflation – is 130 bps, which is 
seen as high for an emerging economy 
like India. 

Broking firm Motilal Oswal, which 
also feels the central bank’s growth pro-
jection is optimistic, said muted exter-
nal demand, geopolitical tensions and 
rising volatility in global financial mar-
kets pose downside risks to growth. 

Analysts say RBI’s 
projection on GDP 
growth optimistic

Very hard:  
 

REAL RATE
REPO RATE (%) 

9

6

3
Jan 8,’142 Feb 8,’23

8.00

6.50

CPI COMBINED YoY (%)

Jan 31,’14

9

6

3

0
Feb 28,’23

8.6
6.44

Source: Bloomberg                                                                                                   Compiled by BS Research Bureau 


