‘6.5%is below our potential
or desirablerate of growth’

High real interest rates for a
longer period can hurt economic
growth as it happened during
2015, says ASHIMA GOYAL,
external member, MP(, in an
email interview with Manojit
Saha. Edited excerpts:

In the minutes, you have
stressed on the point that the
realrepo rate does notrise too
high asinflation expectation
falls. What should be the real
reporate, given that January-
Marchinflation is projected
at5.1percent?
Therealreporateisstillinan
acceptable band around one.
Ifwe getasequenceofinfla-
tion forecasts below 5 per cent,
thereal reporate would
approach2percent. Thisistoo
high with the global slowdown
and other vulnerabilities. A
real reporate ofaround 1 per
centisadequatetobring
inflation down totarget, as
supply shocksunwind.

Can higherrealrates, fora
longer period, hurt growth?
Yes. This happened after 2015
when inflation fell with oil

pricesbutthe nominal repo
ratewasnotreduced
adequately. Asinvestment

THE NEXT FEW MONTHS ARE
CRITICAL. IF THEY SHOW A
SUSTAINED REDUCTION IN CORE
INFLATION, THEN THERE WOULD
BE NO NEED TO RAISE REPO RATES.
MONSOON RELATED SPIKES, IF
ANY, SHOULD BE TRANSIENT

ASHIMA GOYAL
EXTERNAL MEMBER, MPC

Evenifthere are monsoon-
related uncertainties, do you
believe the interest rate cycle

cycleisrevivingin India has peaked?
aftermanyyears, itis The next few months
tobe protected. are critical. Ifthey
showasustained
Yousaid consu- reductionincore
mptionandexports ASHIMA inflation, there wou-
areareasofsoftness, GOYAL ldbenoneed toraise
pent-updemandfor External reporates. Monsoon-
services may member, MPC  relatedspikes, ifany,
moderate,and should be transient.
unemployment remains
high. Do you think the FY24 You have also said, citing
growth projection of 6.5 per research that the inflation
centis optimistic? targetingregime has
No, but 6.5 per centisbelow contributed toreducing
our potential ordesirablerate | inflation expectations while
of growth needed toraise adding “it does not require
employment. thenominal repo to be kept

higher forlonger.” Does this
mean youwould like tosee
thereporate starttocome
down sooner thanlater?Is it
possible that the repo rate
will start declining in the
current fiscal as some
analysts have suggested?
Monetary policy affects
inflation in two ways. First, it
anchorsinflation expect-
ations. For this towork, the
inflation targeting regime has
tobe credible. For credibility,
the nominal reporate hasto
rise or fall with the expected
inflation rate, so that the real
rateisatanappropriate level.
Second, thereal reporate
affects aggregate demand.
Forthisalso, the real rate has
tobeatthe correctlevel. So,
statements about the
nominal repo alone are
inadequate. Since the
aggregate demand channel
workswith alag, nominal
rateshavetobeseeninthe
context of expected inflation.
Ifthelatter falls sustainably
below 5 per cent, the nominal
reporate alsoneedsto

come down.



