5years after taking charge, Das faces ‘inflation at 4%’ challenge

MANOJIT SAHA
Mumbai, 14 December

Reserve Bank of India (RBI)
Governor ShaktikantaDasis
credited with many
achievements, particularly how
he navigated the pandemic
challenge and then the war in
Europe amid global central banks
increasinginterest rates.

even the Chinese yuan. The RBI’s
intervention in the currency
market helped achieve this. Atthe
same time, the central bank was
able to hold on forex reserves of
around $600 billion.

Das, whotook charge in
December 2018, is on course to
become the longest-serving
governor in almost seven
decades. Histerm endsin

During his five-year tenure, December next year.
the banking sector has become Ifthereisonethingthat keeps
resilient, improving the central bankonits
profitabilityand toes, itisinflation. The
maintaining healthy law mandates the
capital. central bank maintain

Business growth N E the consumer price
continuedtobe index (CPI) rate at 4 per
strong. India’s AN A LYS | S cent, with avariation of
payments system has 2percenton eitherside.
conquered new peaks In2022the RBIfailed

with transactions through United
Payment Interface clockinga
fresh height in November, hitting
174 trillion.

Under Das, the RBIlaunched a
pilot on the central bank
digital currency last year, with the
target of hitting one million
transactionsaday.

The rupee, which was
hammered last year following
Russia’sinvasion of Ukraine, was
remarkably stable in 2023. The
Indian unit was most stablein
2023 intwo decades, more than

inits mandate to maintain the
average inflation rateinthe 2-6
per cent range for three
consecutive quarters. The central
bankstarted raising the policy
repo rate from May to address
inflation. Between May 2022 and
February 2023, the repo rate was
raised 250 basis points to 6.5 per
cent, and the RBI paused since
then. But Das refused to drop the
guard and, in his own words,
maintained Arjuna’seye —a
metaphor used tocommunicate
its focus on bringing down
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is4 percent.

The governor has not signalled
tothe market that the central
bankisdone with rate hikes and
indeed paused, as the withdrawal
of the accommodative stance has
been maintained with frequent
hawkish overtones.

“(The) target of 4.0 per cent CPI
rateisyettobereached and we
havetostay the course,” Das said
during the December review of
the monetary policy.

While the average inflation
rate is projected to be above 5 per

January-March2023-24 as
well as April-June 2024-25, it is
expected to fallto 4 percent
during the second quarter next
financial year.

The central bank has done well
tobring down the core inflation
rate, which eased to4.2 per centin
November 2023 from 4.4 per cent
in October 2023 — thiswas
the lowest print since the
pandemic came.

The worry isfood inflation, on
which the central bank has
limited control.

retraced to 5.6 per centin
November 2023 from 4.9 per cent
in October2023. The uptick was
entirely driven by the food and
beverages segment, with all other
groups either reporting alower or
anunchanged year-on-year
inflation print in November 2023
relative to October 2023,” said
Aditi Nayar, chief economist,
head, research and outreach,
ICRA. The surge inthe food and
beverages inflation rate to

8 per centin November was
largely led by asharpincreasein

Despite volatile food prices, it
goestothe credit of the central
bankthat it hasnot allowed
inflation to be generalised — yet
another indicator of how inflation
expectations have been anchored.

“We expect the CPIrateto
move towards the 4 per cent target
from Q2FY25 onwards, assuming
crude oil prices stay moderate.
Coreinflation continues to show
broad-based moderation spread
across goods and services,
indicating thatinflation pressures
haven’t spread from food to non-

food,” said Gaura Sen Gupta,
economist with IDFC First Bank.

“Over the medium term,
headline inflation tends to move
towards core inflation. The key
risktoinflation remains from
food prices. Adverse weather
events have resulted in multiple
food price shocks, which will need
tobe monitored,” Sen Guptasaid.

Dashad said the central
bankwould remain alert to any
signs of derailing of the
disinflation process.

“Based ontheevolving
situation, the Monetary
Policy Committee will take
appropriate actiontoreachthe4
per cent target,” Das said during
the December policy review.

Low inflation should be
sustainable, headded.

Suyash Choudhary, head, fixed
income, Bandhan AMC, said:
“Given climate change and
repeated disruptions, it is possible
that the food component will see
periodic volatility. However, so
longastheunderlyingdynamicis
benign, the headline inflation rate
will likely keep returning to trend
astheshocks dissipate.”

Iftheinflation rate hits the
target, thatis, 4 per cent, Das can
claim he hasticked all the right
boxesin hisillustrious six-year at
Mint Road.



