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The RBI’s 6 -member Monetary Policy Committee
(MPC) recently decided to cut the repo rate by 25
basis points to 6%. Discuss the impact of repo rate
cuts on economic growth and inflation. (150 words)

Repo rate (Repurchase Agreement Rate) is the interest rate at which commercial banks
borrow money from the central bank. The RBI’s MPC recently cut the repo rate to 6% which
will encourage borrowing and spending thus improving the overall economy.

Implications of Repo Rate Cut

e Economic Growth:
o Lower borrowing costs encourage business expansion and investment, leading
to higher production and job creation.
o Reduced interest rates make loans cheaper, which lowers EMIs and boosts
borrowing and spending.
« Financial Markets:
o Banks may lower interest rates on savings and fixed deposits, making savings
less attractive.
o Consumers may be driven towards stocks, mutual funds, or real estate as
alternative investment options.
« Export Competitiveness:
o Lower repo rate can reduce investment returns, leading to capital outflows.
o A weaker currency may raise import costs but improve export
competitiveness.
e Inflation:
o Increased spending from lower rates could drive up prices and inflation.
o Inflation may exceed the RBI's target of 4% within a band of +/- 2%.

The change comes amid global economic uncertainty, particularly due to trade frictions and
tariffs imposed by the US. It is aimed to set the overall interest rate environment in the
banking system and broader economy.
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