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The Reserve Bank of India (RBI) recently faced the complex task of balancing
inflation management with the need to support economic growth. In its latest policy
review, the RBI chose to maintain its key interest rate at 6.5% while shifting to a
neutral stance. This move signals the central bank's flexible approach, allowing it to
respond to changing economic conditions both domestically and globally. These
decisions have implications for inflation control, growth, and the broader financial
landscape, affecting both borrowers as well as investors .

_— Changes in the RBl Key Interest Rate (Repo Rate) from 2020 to 2024
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MONETARY
POLICY OVERVIEW

In an effort to maintain stability amidst global and domestic uncertainties, the RBI kept its
benchmark repo rate at 6.5%. This rate has remained unchanged since February 2023. The shift
from a “withdrawal of accommodation” to a “neutral” stance allows for flexibility, enabling the RBI
to either raise or lower rates as economic data evolves. This move is essential in balancing inflation
control with economic growth. By adopting a neutral stance, the RBl is prepared to adjust its policy
based on forthcoming economic indicators.
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INFLATION
CONTROL MEASURES

Inflation remains a primary focus for the RBI, with a target of 4% and a tolerance band of +/- 2%.
Currently, inflation is projected to be around 4.5% for FY25. This projection, while within the
tolerance range, is influenced by food price volatility and potential disruptions in global
commodity prices. For instance, prices of essential commodities like crude oil can significantly
impactinflation levels, given India's reliance on oil imports.

Food prices, affected by factors like crop yields and monsoon patterns, also play a critical role in
inflation dynamics. The RBI's decision to hold interest rates steady is aimed at ensuring that
inflation remains under control, allowing room for a gradual moderation in prices. This provides a
more stable environment for long-term planning, as inflation is expected to ease in the coming
quarters, particularly if food prices stabilize with improved crop conditions.

ECONOMIC
GROWTH PROSPECTS

Despite inflation concerns, the RBI maintains a positive outlook on India's economic growth,
forecasting a GDP growth rate of 7.2% for FY25. This growth projection is driven by several factors:

Private Consumption: A key contributor to GDP growth, private consumption has shown resilience,
supported by a recovery in consumer confidence and spending. The festive season further boosts
demand, especially in sectors like retail, automobiles, and consumer goods.

Industrial Investment: The RBI's focus on creating a favorable investment climate is reflected in
increased industrial activity. Manufacturing growth has been steady, aided by government
infrastructure projects and private sector investments in sectors like construction and renewable
energy.

Bank Credit Growth: Bank lending has been robust, with credit growth supporting businesses and
consumers. This trend indicates healthy economic activity and a strong financial sector capable of
supporting growth initiatives. Increased bank credit also boosts capital expenditure, which in turn
drives industrial production and job creation.

However, the RBI acknowledges external factors that could impact growth, including global

commodity prices and geopolitical tensions. These factors may influence export demand and
investment inflows, underscoring the need for cautious optimism in growth projections.
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IMPLICATIONS
FOR BORROWERS

For borrowers, the RBI's decision to maintain interest rates offers stability in borrowing costs,
particularly for sectors dependent on consumer spending and investment. Housing, real estate,
and consumer durables often benefit from low and stable interest rates, as they reduce the cost of
financing and encourage consumer spending.

Stable borrowing costs also benefit businesses by providing a predictable environment for capital
investment. Small and medium enterprises (SMEs), which often rely on bank loans for expansion,
are likely to find this steady rate environment conducive to growth. For individual borrowers,
particularly those with home and car loans, stable rates mean manageable loan repayments,
helping to sustain consumer confidence and spending.

IMPLICATIONS
FOR INVESTORS

The RBI's neutral stance sends a message of cautious optimism to investors. While the likelihood of
significant rate cuts in the short term is low, the central bank's balanced approach supports a
stable macroeconomic environment. This stability is essential for sectors sensitive to interest rate
changes, such as banking, real estate, and capital-intensive industries like infrastructure and
manufacturing.

The Indian stock market, which often reacts to interest rate changes, may view the neutral stance
as a sign of economic resilience. Investors looking at fixed-income assets may find that the current
rate environment, while not yielding high returns, provides a degree of safety and predictability.
For equity investors, steady growth in GDP and a stable interest rate regime can bolster
confidence, particularly in sectors like finance, consumer goods, and industrials.
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BALANCING ACT:
INFLATION AND GROWTH

The RBI's neutral stance underscores its balancing act between controlling inflation and
supporting economic recovery. By maintaining flexibility, the central bank can respond to changes
in inflation trends and growth dynamics. This approach promotes economic stability, which is
crucial for fostering investor confidence and ensuring manageable borrowing costs for businesses
and individuals.

By adopting a neutral stance, the RBl is effectively signaling that while inflation remains a priority,
there is room to support economic growth without an immediate need for rate cut. This approach s
critical in the context of global economic uncertainties, as it provides a cushion against external
shocks that could affect inflation or growth. In doing so, the RBI is fostering a stable environment
that encourages both domestic and foreign investments, which are essential for sustained
economic growth.

FUTURE
POLICY EXPECTATIONS

Looking ahead, the RBI's neutral stance leaves the door open for future rate adjustments based on
inflationary trends. Some analysts speculate that if inflation moderates as projected, the RBl may
consider rate cuts in the medium term. However, any easing is likely to be gradual, as the central
bank remains vigilant about inflation risks, especially those linked to volatile food and commodity
prices.

This cautious approach suggests that investors should prepare for gradual changes in the interest
rate environment. For fixed-income investors, this means that returns are likely to remain steady in
the short term, with limited scope for significant increases. Equity investors may find that while
rate-sensitive sectors may not see immediate benefits, the overall economic stability fosters a
favorable environment for long-term growth.
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CONCLUSION

The RBI's recent monetary policy decisions reflect its commitment to maintaining price stability
while fostering economic growth. For borrowers, stable rates mean manageable costs, and for
investors, the current environment suggests cautious optimism, with moderate returns on rate-
sensitive sectors. The RBI's approach underscores the importance of adaptability in an uncertain
global landscape, ensuring that India's economy remains resilient amidst potential challenges. As
global factors continue to influence India's economic trajectory, the central bank's focus on
inflation control and growth support provides a solid foundation for sustained economic progress.

The RBI's balanced strategy of inflation control and growth support positions the Indian economy
for stability in the near term. With a flexible policy stance, the RBl is well-equipped to navigate the
evolving economic landscape, fostering a resilient and sustainable environment for both borrowers
and investors. This approach is crucial as India continues its path to becoming a key player in the
global economy, offering a stable foundation for long-term planning and investment.
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Disclaimer: This report has been prepared by the research department of Invasset, is for information purposes only. This report is
not construed as an offer to sell or the solicitation of an offer to buy or sell any security in any jurisdiction where such an offer or
solicitation would be illegal. Invasset have exercised due diligence in checking the correctness and authenticity of the information
contained herein, so far as it relates to current and historical information, but do not guarantee its accuracy or completeness. This
Document may contain confidential and/or privileged material and is not for any type of circulation and any review, retransmission,
orany other useis strictly prohibited. This Document is subject to changes without prior notice.

The opinions expressed are our current opinions as of the date appearing in the material and may be subject to change from time to
time. Prospective investors are cautioned that any forward looking statement are not predictions and are subject to change without
prior notice. Recipients of this material should rely on their own investigations and take their own professional advice. Invasset or
any of its affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any
inadvertent error in the information contained in this report. Invasset. or any of its affiliates or employees do not provide, at any
time, any express or implied warranty of any kind, regarding any matter pertaining to this report, including without limitation the
implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The recipients of this report should
rely on their own investigations.

Invasset and/or its affiliates and/or employees may have interests/ positions, financial or otherwise in the securities mentioned in
this report. Opinions expressed are our current opinions as of the date appearing on this material only. While we endeavour to
update on a reasonable basis the information discussed in this material, there may be regulatory, compliance, or other reasons that
prevent us from doing so. This reportis not directed to or intended for display, downloading, printing, reproducing or for distribution
to or use by any person in any locality, state and country or other jurisdiction where such distribution, publication or use would be
contrary to the law or regulation or would subject to Invasset or any of its affiliates to any registration or licensing requirement
within such jurisdiction. Invasset may or may not hold any securities discussed in the article in its portfolios. Invasset may or may not
take decisions based on the information contained in the article while curating portfolios for its clients. Without limiting any of the
foregoing, in no event shall Invasset, any of its affiliates or any third party involved in, or related to, computing or compiling the
information have any liability for any damages of any kind.

This research has been done by the
Core Fundamental Research Team of InvAsset PMS Desk.

Anirudh Garg Harshal Dasani
anirudhgarg@invasset.com harshaldasani@invasset.com

www.invasset.com



INV

ASSET

India's Best Performing and Most Customer Centric PMS

4

MUMBAI
911 One Lodha Place,
Lower Parel, Mumbai 400013

GURUGRAM

Lith Floor Two Horizon Centre,
DLF Phase 5, Gurugram,
Haryana 122002

LUDHIANA
1401, Aspen 2, Centara Greens,

Pakhowal Road, Opp. Riviera Resort,
Ludhiana 141001

Q
1800-309-2172
98158-10172

D
info@invasset.com

<Ay
o=y

A\ /2

www.invasset.com




	Page 2
	Page 3
	Page 4
	Page 5
	Page 6
	Page 7
	Page 8
	Page 9

