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likely peaked in 
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T
he headline consumer 
price index (CPI)-based 
inflation, which stood 
at 7.4 per cent in 

September, might have peaked 
and could fall going ahead 
thanks to easing momentum 
and favourable base effects, 
according to the State of the 
Economy report released by the 
Reserve Bank of India (RBI). It 
cautioned, however, that the 
fight against inflation would be 
dogged and prolonged. 

The report also said aligning 
inflation to the 4 per cent target 
involved achieving two mile-
stones — first, bringing it below 
the upper end of the tolerance 
band of 6 per cent, and then 
lowering it to around the mid-
point of the band. 

“This trajectory (of inflation) 
will likely be gradual in view of 
the repeated shocks to which 
inflation has been subjected by 
both epidemiological and geo-
political causes, but the easing 
of inflation will inject confi-
dence into both consumers and 
businesses, recharge animal 
spirits and investment and 
improve the international com-

petitiveness of India’s exports,” 
said the report, which was 
authored by the RBI’s staff, 
including the Deputy Governor 
in charge of monetary policy 
Michael Patra. The views 
expressed in the report are those 
of the authors and not the RBI’s. 

The RBI increased the policy 
repo rate by 50 basis points 
(bps) to 5.9 per cent in 
September, taking the total 
increase in the repo rate since 
May to 190 bps. Turn to Page 6 > 
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FORWARD 
PREMIUM HITS 
11-YEAR LOW 
At a time when its forex 
reserves have seen a rapid 
decline, the RBI is said to 
have stepped up 
interventions in the 
forwards segment of the 
currency market, which has 
caused the dollar/rupee 
forward premium to fall to 
11-year low, traders said. 4 > 

BOND YIELDS EASE 
AS MPC HINTS AT 
SLOWER HIKES 
Yields on government bonds 
fell sharply on Monday as 
the minutes of the Monetary 
Policy Committee’s 
September 28-30 meeting 
were perceived as 
suggesting a slower pace of 
rate increases by the Reserve 
Bank of India.  4 >



This is not confined just to 
cars. Till three years ago, die-
sel accounted for 88 per cent 
in the entry-level SUV seg-
ment (including Brezza, 
Nexon etc). That has now 
reversed, said Srivastava. 

A spokesperson for Tata 
Motors said the company “has 
always supported the govern-
ment in its move towards safe 
and green mobility, and will 
comply with all the regulations 
mandated by the govern-
ment”. In the run-up to the 
implementation of the BSVI 
norms, several carmakers, 
including Maruti Suzuki 
India, pulled the plug on die-
sel cars in the mass segment, 
even though they retained 
diesel presence in the pre-
mium SUV segment. 

Inflation... 
The RBI projected that inflation 
would reduce to 5 per cent dur-
ing the second quarter of the 
next financial year, and it 
would take two years to reach 
the central bank’s target, which 
is 4 per cent with a 2 per cent 
variation on either side. 

“The fight against inflation 

will be dogged and prolonged, 
given the long and variable lags 
with which monetary policy 
operates,” the report said. 

If the RBI succeeds in bring-
ing inflation down to 4 per 
cent, it will strengthen India’s 
prospects as one of the fastest 
growing economies of the 
world, enjoying a negative 
inflation differential with the 
rest of the world, according to 
the report. “This happy out-
come will re-enthuse foreign 
investors, stabilise markets and 
secure financial stability on an 
enduring basis,” it said. 

The report appeared confi-
dent about the country’s 
growth prospects and observed 
that broader economic activity 
has remained resilient. It said 
economic activity was poised 
to expand with domestic 
demand accelerating as con-
tact-intensive sectors are 
experiencing a revival. 

The RBI report also said 
robust credit growth and forti-
fied corporate and bank bal-
ance sheets provide further 
strength to the economy. 

“The pick-up in bank credit 
growth was led by the term 
loans category. With economic 
activity gaining momentum, 
growth in bank credit for work-
ing capital has also caught up 
in recent months reflecting an 
optimistic outlook for demand 
conditions,” the report said. 

While banks have been 
prompt in raising the lending 
rates in tandem with the repo 
rate, deposit rates have moved 
up at a slower pace. 

“Banks have been quicker 
in adjusting their lending rates 
vis-à-vis retail deposit rates,” 
the report said, adding that the 
median term deposit rate of 
commercial banks, which 
reflects the prevailing card 
rates on fresh deposits, 
increased by 26 bps during the 
May-September period. 
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