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Growth prop: On RBI repo rate cut

As the RBI cuts the benchmark repo rate, concerns over the fiscal deficit remain
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Barely four months after the Reserve Bank of India switched its monetary policy stance to
one of ‘calibrated tightening’, signalling interest rates were set to trend higher, it has
reversed direction. Not only did the RBI’s monetary policy committee unanimously opt to
revert to a ‘neutral’ posture, but the rate-setting panel unexpectedly decided, by a 4-2
majority, to cut the benchmark repo rate by 25 basis points, to 6.25%. The MPC’s reasoning
has been fairly straightforward.

With Consumer Price Index-based inflation having continued to slow and projected to stay
well below the medium-term target of 4% till at least the October-December quarter, the
MPC saw an opportune moment to pivot to a growth-supportive stance. That there is a need
to bolster economic momentum is evident from the RBI’s downward revision of the forecast
for growth in the first half of the next fiscal year. The projection has been lowered to a range
of 7.2-7.4%, from 7.5% posited in the RBI’s December statement, as moderating global
growth and slowing overseas demand add uncertainties to the prevailing domestic
imbalances. Specifically, production and import of capital goods, which is a key gauge of
investment demand, contracted in November/December and credit flows to industry remain
muted. With an overall shortfall of 4% in rabi sowing across various crops, and storage in
major reservoirs at just 44% of the full level, the slowdown in farm output growth may,
worryingly, end up being more protracted.

The less-than-sanguine outlook for the rural economy is also reflected in the high-frequency
indicators of the services sector. Data on sales of both motorcycles and tractors in December
underscore weakening demand in the hinterland. This weakness in the farm sector is
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undergirding the unprecedented softness in food prices. The December CPI data showed
continuing deflation in food items.

While the RBI’s inflation calculus clearly benefits from the ongoing trend in price gains, the
MPC is justifiably cognisant of the tenuousness of the assumptions it has made for its
forward projections. Importantly, while it has assumed a normal monsoon this year, the
central bank acknowledges that any variation in geographic spread or uneven distribution in
terms of time could roil the inflation outlook. Inexplicably, however, the RBI’s policy
statement fails to make any mention of its hitherto abiding concern about fiscal prudence.
With the Interim Budget showing some slippage from the fiscal roadmap and projecting a
budget deficit of 3.4% for both the current financial year and the next, the risk of government
borrowing crowding out private investment demand remains tangibly real.

One must assume that the central bank will resume normal service on providing salutary
caution to the government after the coming general election.

THE HINDU VOCANULARY

» Prop(n.)- a person or thing that gives help or support to a weak person/thing
« E.g. Many people use alcohol as a social prop.

* Opportune(adj.)- suitable- favourable 3fa

« E.g. Itis an opportune time to save the money for future.
» Pivot sth- to turn or balance on a central point
» Bolster sth- to improve sth or make sth strong
« E.g. My father always bolsters my confidence.

» Sanguine(about sth)- optimistic- cheerful and confident about sth smaw

* E.g. They are very sanguine about their children’s future.

» Hinterland(n.)- the areas of a country that are away from the coast, from banks of a
large river or from main cities. s1r=ft setren

» Undergird(v.)- to provide knowledge or understanding of sth

+ Cognizant of sth — having knowledge or understanding of sth sm=r
 Hitherto(adv.)- until now- s« 7=

* E.g. A hitherto unknown species
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» Abiding(adj.)= lasting for a long time fe=rs, =
* Prudence- foas, sfenrt

» Tangibly- in a way that can be clearly seen or understood
» Salutary(adj.)- having a good effect on sb
» E.g. This would have a salutary effect upon the health of the family
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