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Ravi Dutta Mishra, Gireesh Chandra Prasad

Galloping retail inflation raises expectations of aggressive interest rate hikes

Spiralling inflation and the impact of the war in Europe have prompted agencies, including
RBI, to temper FY23 growth forecast
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years, led by a surge in food and fuel prices, raising expectations that the central bank
may favour more aggressive rate hikes in June to cool prices.

A Mint poll of 24 economists estimated retail inflation at 7.5% in April. Inflation has
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now remained above the Reserve Bank of India’s (RBI’s) upper tolerance band ¢
for the fourth consecutive month. It was at 6.95% in March.
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Economists said the higher-than-expected April reading has significantly raised the
likelihood of a faster pace of rate increases by the monetary policy committee this
year. The rate-setting panel raised the repo rate by 40 basis points (bps) in an out-of-
turn meeting earlier this month, the first increase in nearly four years.
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Experts now expect the central bank to hike the repo rate by 25-40 basis points (bps)
in the June policy and raise rates by around 75-100 bps in the year to 31 March.

“The surge in the retail inflation clearly justified the off-cycle rate hike last week and
significantly raised the likelihood of a back-to-back rate increase in June 2022," said
Aditi Nayar, chief economist, ICRA Ltd. “We now foresee a high likelihood that the
MPC will raise the repo rate by 40 bps and 35 bps, respectively, over the next two
policies to 5.15%, followed by a pause to assess the impact of growth. As of now. we
continue to see the terminal rate at 5.5% by the middle of 2023."

D.K. Srivastava, chief policy adviser, EY India, said he expects the RBI to increase the
policy rate by an additional 50 basis points or more in one or two steps. “With higher
interest rates, investment and growth may be adversely affected. But there may also
be a positive spinoff due to higher growth in taxes linked to higher nominal growth,"
Srivastava said.
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CPI inflation print, although it will remain above 6.5%," Nayar said.

India is among several major economies facing high inflation, with the US at 8.3% in
April and the euro region at 7.5%. China, however, reported a 2.1% retail inflation in
April.
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Meanwhile, industrial output data for March showed subdued growth, complicating
the challenges for monetary and fiscal policymakers. The index of industrial
production (IIP) grew 1.9% in March from 1.7% in the preceding month.

Industrial output data, also released by the ministry on Thursday, showed the output
of consumer durables and non-durables contracted in March from the year-ago
period, indicating the impact of inflation on demand while capital goods output
growth, a proxy for investment growth, remained muted in March over a high base.
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