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Reserve Bank of India Gov-
ernor = Shaktikanta  Das
countered calls for a 25 basis
points policy repo rate cut
from two rate-setting panel

members — Ashima Goyal

and Jayanth R Varma — stat-
ing that with a forecast of 4.5
per cent headline inflation
for FY25, the present rate is
broadly in balance and
avoids costly sacrifice of do-
mestic economic activity.

At the monetary policy
committee’s  latest  bi-
monthly ‘meeting, Das em-
phasised that, at this stage,
when durable disinflation to
the target is still a work in
progress, the issue of equilib-
rium natural interest rate
(NIR) is premature.

NIR is the short-term real
interest rate that would pre-

vail in the absence of busi-

ness cycle’shocks, with out-
put at potential, saving
equating investment and
stable inflation.

“Policy making in the real
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world cannot be based on an
abstract, . theoretical and
model specific . construct
which is unobservable and
time varying. Hence, any jus-
tification for policy easing
based on so called high real
rates can be misleading,” the
Governor said.

RATES UNCHANGED

RBI on Thursday reledsed

minutes of the MPC meeting

held during August 6 to 8,

2024. The committee de-
< cided by a 4 to ‘2 majority to
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keep the policy repo rate un-
changed at 6.50 per cent.

The resolution “to remain
focused on withdrawal of ac-
commodation to ensure that
inflation progressively aligns
to the target, whilé support-
ing growth too was decided
by a similar majority.

Goyal, - ‘Emeritus = Pro-
fessor, IGIDR, Mumbai, ob-
served that the Fed in indic-

ating a cut in its September ,

meeting, pointed out that
since monetary policy acts
with a lag they can’t afford to

await until they reach theirin-..

flation target beforé cutting,

. Goyal said that many ana-
lysts expect a 4 per cent
headline inflation by ‘sum-
mer next year as base effect

and good monsoon sharply

reduces. food inflation, im-
plying . the expected 'real
policy rate is 2.5 per cent.
Since Indian inflation is not
well measured and could be
over or under-estimated, too

much precision with regard. -

to a target is unproductive;
she added. !
“Even if growth is high, it
has to rise to.its full poten-
tial. A falling (headline infla-
tion) trend and low core in-
flation - indicates growth is
below * potential, implying
real rates are-above the NIR
and there is scope to reduce
the “repo rate and raise
growth. :

MIXED RESPONSE :
Varma, ' Professor,. IIM
(Ahmedabad), .underscored
that for the last several meet-
ings, he has been expressing

concerns. about the - unac-~

ceptable growth sacrifice in-

" however, do not share this

‘flects — (a) an unwarranted

‘potential of the economyand
(b) an overly sanguine ex-
- pectation about growth in

. with both prongs of this as-
. sessment,” he said.

duced by a monetary ‘policy
that 'is excessively restrict-
ive.’ :

“The majority of the MPC

concern, -perhaps because
they think that the Indian
economy is already growing
at close to its potential
growth rate. Such a view re-

pessimism about the growth

ensuing quarters.-] disagree

Varma noted that on a for-
ward looking basis, the cur-
rent repo rate of 6.5 per cent
translates into a real rate of
2.1 per cent. This is well
above what is needed to
drive inflation to the target
of 4 per cent. “It is true that
disinflation has been' pro-
tracted - and therefore re-’
strictive monetary policy has
to be maintained for a few
more quarters. But a real in-

terest rate of 1.5 per cent is

sufficiently restrictive jn this-
environment. # 4



