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Repo rate unchanged at 6.5% as expected; RBI to remain on pause in the next 
policy too… 
…rate cuts unlikely anytime soon 
 

 The RBI, on 8
th

 Jun’23, unanimously decided to keep the repo rate unchanged at 6.5%. Consequently, the SDF and the 

MSF/bank rates also remained unchanged at 6.25% and 6.75%, respectively. The rate action was in line with expectation 

because of a broad-based moderation in inflationary pressures during Mar-Apr’23. CPI inflation entered the tolerance 

band (of 2-6%) at 5.7%/4.7% YoY in Mar’23/Apr’23 v/s ~6.5% YoY in Jan-Feb’23 and 6.7% in FY23. The MPC also decided 

by a majority (of five out of six members) to stay focused on withdrawal of accommodation to ensure that inflation 

progressively aligns with the target, while supporting growth. 

 The RBI/MPC reiterated that the decision to hold the rate was taken to assess the cumulative impact of the previous rate 

hikes (250bp since May’22).  

 The Governor repeatedly emphasized that headline inflation still remains above the target and being within the 

tolerance band is not enough. The RBI/MPC’s mandate is to achieve the target of 4.0%, which is not likely to be achieved 

in FY24. The RBI projects CPI inflation at 5.1% in FY24 (v/s 5.2% YoY earlier), which is still far away from the 4.0% mark. 

The RBI maintained its FY24 real GDP growth forecast at 6.5% YoY. 

 Overall, today's rate action (to pause) was on expected lines with consumer price inflation coming back to the target 

band in Mar’23-Apr’23. We believe that the RBI will remain on pause in the upcoming policy as well and the next action 

is more likely to be a cut, probably in late-2023 or early-2024, as the global economy weakens. 

 

 
I. MPC decides to keep policy repo rate unchanged 
 The RBI, on 8th Jun’23, unanimously decided to keep the repo rate unchanged 

at 6.5%. Consequently, the SDF and the MSF/bank rates also remained 

unchanged at 6.25% and 6.75%, respectively. The rate action was in line with 

expectation because of a broad-based moderation in inflationary pressures 

during Mar-Apr’23. CPI inflation entered the tolerance band (of 2-6%) at 

5.7%/4.7% YoY in Mar’23/Apr’23 v/s ~6.5% YoY in Jan-Feb’23 and 6.7% in FY23. 

The MPC also decided by a majority (of five out of six members) to stay focused 

on withdrawal of accommodation to ensure that inflation progressively aligns 

with the target, while supporting growth. 

 The RBI/MPC reiterated that the decision to hold the rate was taken to assess 

the cumulative impact of the previous rate hikes (250bp since May’22).  

 The Governor repeatedly emphasized that headline inflation still remains above 

the target and being within the tolerance band is not enough. The RBI/MPC’s 

mandate is to achieve the target of 4.0%, which is not likely to be achieved in 

FY24. The RBI projects CPI inflation at 5.1% in FY24 (v/s 5.2% YoY earlier), which is 

still far away from the 4.0% mark. The RBI maintains its growth forecast at 6.5%. 
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Exhibit 1:  Repo rate remains unchanged at 6.5% in Jun’23 

policy 

 

*Fixed Rate Reverse Repo (FRRR) was replaced by Standing Deposit 

Facility (SDF) on 8
th

 Apr’22 

Exhibit 2: Liquidity surplus in the banking system has 

improved over the past month 

 

Updated as of 6
th

 Jun’23                                           Source: RBI, MOFSL 

 
II. RBI/MPC optimistic on growth, but cautious on inflation 
 Inflation likely to ease to 5.1% in FY24, but still above the target of 4.0%. The 

RBI projects CPI inflation at 5.1% in FY24 (v/s 5.2% YoY earlier), which is still far 

away from the 4.0% mark. Headline CPI inflation has come down to 4.7% in 

Apr’23 (due to broad-based slowdown across food, fuel and core components), 

aided by monetary policy tightening and supply-side measures taken by the 

Government. However, a durable disinflation in the core component would be 

critical to align the headline inflation with the target on a sustained basis. The 

RBI mentioned that the near-term inflation outlook appears more favorable 

than at the time of Apr’23 MPC meeting led by falling commodity prices, 

forecast of a normal southwest monsoon by IMD and robust Rabi harvest. On 

the other hand, spatial distribution of monsoon, El Nino disruptions in 2HFY23, 

geopolitical tensions, uncertainties in international commodity prices (especially 

sugar, rice and crude oil) and volatilities in global financial markets pose upside 

risks to inflation. The RBI expects inflation at 5.1% YoY in FY24 v/s 5.2% YoY in 

the Apr’23 policy meeting (1Q/2Q/3Q/4Q at 4.6%/5.2%/5.4%/5.2%). The RBI/ 

MPC reduced its: 1QFY23 forecast to 4.6% from 5.1% in Apr’23 policy meeting 

and 2QFY23 forecast to 5.2% from 5.4% in the last meeting while keeping the 

3Q and 4QFY23 forecasts unchanged. Thus, the RBI expects inflation to average 

5.3% in 2HFY23 v/s 4.9% in 1HFY23, possibly due to El Nino disruptions and 

expectations of a below-normal monsoon in the second-half of the year. 

 RBI/MPC optimistic about growth:  India’s economic activity remains resilient. 

India’s GDP grew faster than expected in 4QFY23 at 6.1% aided by strong 

investment and higher net exports. For FY23, real GDP came in at 7.2% v/s the 

earlier estimate of 7.0%. The RBI mentioned that domestic demand conditions 

remain supportive of growth backed by improving household consumption 

(urban consumption strong and rural demand on a revival path) and buoyant 

investment activity. The RBI maintained its FY24 real GDP growth projection at 

6.5% YoY (1Q/2Q/3Q/4Q at 8.0%/6.5%/6.0%/5.7%). The 1HFY23 growth has 

been increased to 7.3% from 7.1% in the Apr’23 MPC meeting while 2HFY23 

growth has been reduced to 5.9% from 6.0% earlier.  

 Higher Rabi crop production, expected normal monsoon, continued buoyancy in 

services, robust credit growth, healthy twin balance sheets of banks and 

corporates as well as softening inflation should support growth.  
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 Conversely, weak external demand, volatility in global financial markets, 

protracted geopolitical tensions and intensity of El Nino impact pose downside 

risks to growth. 

 

III. Our view: Rate cuts unlikely anytime soon 
Overall, today's rate action (to pause) was on expected lines with consumer price 

inflation coming back to the target band in Mar’23-Apr’23. It further shows that 

MPC is mindful of the cumulative rate hikes and will assess the impact of earlier rate 

hikes on the economy. Moreover, with inflation projected at 5.1% in FY24, the real 

policy rate is already at 1.4%. We believe that the RBI will remain on pause in the 

next policy as well and the next action is more likely to be a cut, probably in late 

2023 or early 2024, as the global economy weakens. 
 

 

Exhibit 3: FY24 inflation forecast cut to 5.1% from 5.2% YoY 

 

Source: RBI, MOFSL 

Exhibit 4: FY24 real GDP growth projection maintained at 

6.5% 

 

Source: RBI, MOFSL 
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