
tikely onary effect of GST reforms maygive RBI's
rate room for 25-50 basis rate cut

The proposed Goods & Ser-
vice Tax (GST) reforrns, en-
tailing only two prirnary slab
ratbs against the current five,

i are likeh to have a deflation-
;ary effelr on the economy,

igii,ing the RBI's rate-setting
lpanel the wiggle room to cut
i the policy repo rate by 25-50
basis points to support
growth, said experts,
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TIMINGISA}TT'
UBS economists said that

]the timing of CST reforms is
apt and this potential pollry
stimulus, along with per-

lsonal income tor relief ($15
billion), front{oading of rate
cuts (100 basis points calen-
dar year-to'date), softer in-

I

I

derlying inflationary pres-
sures remaining benigrr and
considering ttre .RBI's' neut-
ral:policy rate assumption of
1.4-1.9 per ceng.wg see spaee
forthe terminal repo rate to
fall to ttre 5-5.25 per cent
range. We maintainbur view
ttiat drere is space for 25-50
bps rate cut for the rest of
FY26 to support g!ow*r,"
theysaidl " ' '

the' RBI's rate-setting
panel has'cumulatively cut
the repo rate by 100bps from
5.5 per cent to 5.5 per cent
during the FebruaryJune
period.

"..- ;rffu 9L goyeronent "plans' to,
....ratioir.alise .the GST rate

from the present five slabs -
0 per cent, 5 per cent, 12 per
cent, 18 per cent and 28 per
cent - to just rwo (5 per
cent aJrd 18 per cent), plus a

demerit rate of 40 per cent
onluxuryitems.

DOUBLE-EDGEDSWORD
Venkata}rishnan Srinivasan,
Founder and Managing Part'
ner, Rocldort fincap LLR
observed that ttre proposed
GST rate rationalishtion is
shapingup as a double'edged
sword for markets. On one
han4 the revenue loss is es-
timated at about 0.3 per cent
of the GDP (t1.1 trillio:t an-
nually), which raises fears of'
a wider fiscal,deficit and gd-
ditional' government bbr-
rowing. "But there are two

, -important, mitigating,
factors. First, for.EY26, the
revenue loss is expected to
be largely offset by surplus
cess collections and ahigher-
than-budgeted RBI dividend
transfer. Secon4 GST cuts'

:vill lower prices at the point
of purchase, directly lifting
consumption demand," he
said. Venkatalaishnan em-
phasised that frcrn a macro
standpoint, GST rationalisa-
tionisdeflationary.

"\Alhile fi scal worries fr om
GST cuts 'are valid the
broader pohcy mix - defla-
tionary GST eirts, ofsettrng
fiscal' buffers and elevated
small savic.gs rates - tilts
the balance rowards monet-
ary easing, stronger con-
sumption and manageable
fiscal outcomes. This gives
the RBI more room to act.

-W.ith ilnderlying infl ation re-
maining soft, therq is scope
for an additional 25-50 bps
repb rate cut in FY26, poten-
tially taking the policy rate
towards 5-5.25 per cent," he
said"

flation (boosting purchasing
power) and improved credit
availability on regulatory
easing should help buoy
household,consurnption,-
over'tlie next 2-3 quajters.

"A GST rate cut would also
lower inflationary pressures
and likely increase the prob-
ability of further monetary
easing by the RBI. With un-
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