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Will the RBI Cut Rates in February 20252 
Anticipating a Shift in Monetary Policy 

As the Reserve Bank of India (RBI) prepares for its Monetary Policy Committee (MPC) meeting on February 5-7, 2025, one of the key questions on 

everyone's minds is what will RBI do with the repo rate? 

With the arrival of a new governor and an evolving global economic environment, the RBI is facing a challenging landscape. The decision to cut, maintain, 

or raise rates could have significant implications for India's economy. Let's explore the options available to the RBI and how a potential rate cut could 

impact the country. 

Global Economic and Geopolitical 
Context 

As we move into 2025, the global economic landscape remains a complex mix of 

opportunities and challenges. Major central banks, including the US Federal Reserve, 

have adopted easing measures in response to slowing growth and moderate inflation. 

This policy shift has created a supportive environment for economic activity globally. It 

may also serve as a cue for the RBI to consider a rate cut to maintain competitiveness 

and stimulate domestic growth. 

However, persistent geopolitical tensions and volatility in commodity markets, mainly 

crude oil, complicate this cutlook. They disrupt global trade and supply chains while 

exerting upward pressure on import-dependent economies like India. These external 

pressures amplify the complexity of monetary policymaking, demanding that the RBI 

strike a careful balance between global influences and domestic economic priorities.



Domestic Economic Landscape Overview 

India’s economy has demonstrated remarkable resilience on the domestic front, with GDP growth projected 

at 6.5% for FY 2024-25. 

The services and manufacturing sectors deliver robust performance, driven by strong demand and ongoing 

reforms. However, exports face headwinds due to subdued global demand, and private consumption growth 
appears to have plateaued, signaling areas that require targeted interventions. 

Inflation also remains a persistent challenge. While the headline rate moderated to 4.7% in November 2024, 

food inflation remains elevated at 9.04%, and core inflation remains at 5.2%. Rising rural inflation, fuelled by 
agricultural supply-side constraints, underscores the need for policy measures to address structural 
inefficiencies in the sector. 

Despite these challenges, India's economic landscape is rife with opportunities. The government's focus on 

infrastructure development and initiatives aimed at rural empowerment could unleash significant economic 

potential. Investments in technology and skill development programs are poised to enhance productivity, 
create jobs, and stimulate consumption. These measures position India as a promising growth engine in the 

global economy. 

One challenge that the RBI faces lies in crafting policies that not only address inflationary concerns but also 

unlock these opportunities for long-term growth. 

The Transition in RBI Leadership 

The appointment of Sanjay Malhotra as the RBI Governor has coincided with notable market movements, 

including INR reaching new lows and bond yields dipping. These shifts reflect broader market expectations 

as stakeholders speculate on how Malhotra's leadership might shape monetary policy in the current 

economic climate. 

Known for his pragmatic approach, Malhotra is expected to bring a balanced perspective to the RBI's 

decision. The evolving global and domestic economic conditions are also likely driving speculation about a 

potential rate cut. 

While adjusting rates rests on a confluence of factors, Malhotra's leadership offers an opportunity to 
recalibrate policies to address India's immediate challenges and long-term goals. 
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Government Priorities and the 
Economic Growth Imperative 

The Indian government continues prioritizing economic growth, investment promotion, and job 

creation as core elements of its developmental agenda. Setting a fiscal deficit target of 5.9% of GDP 

for FY 2024-25 underscores its commitment to balancing fiscal discipline with growth-oriented 

initiatives. 

RBI complements the government's efforts in this context. Its monetary policy decisions, whether 

through interest rate adjustments or liquidity measures, are instrumental in sustaining momentum 

in key sectors, ensuring adequate credit flow, and maintaining financial stability. 

If implemented, a rate cut could catalyze these goals, providing a supportive monetary framework to 

bolster India’s economic ambitions. 

The RBI's Policy Options for February 2025 

Let's see what each option could mean for investors. 

* Rate Cut 

This could potentially stimulate investment and consumption by mirroring the 

accommodative stance of other central banks in similar situations. 

* Status Quo 

This would signal caution in response to persistent inflation or global 

uncertainties and could allow the RBI to adjust its stance later. 

* Rate Hike 

While unlikely, this could be considered if inflationary pressures unexpectedly rise due to 

external factors like volatile commmodity prices. 
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The Likely Course of Action 

Some experts opine that the RBI might cut rates in February. This likelihood appears strong for several reasons. 

\ 
Nl 

Global Economic Trends 

The RBI may face challenges in maintaining foreign 

investor interest in Indian debt if rates are cut. Lower 

yields could narrow the gap with returns in other 

markets, potentially reducing debt inflows and 

impacting capital stability. 

Inflation Considerations 

_ 

Focus on Growth 

Despite persistently high core inflation, the 

recent moderation in headline inflation offers 

the RBI room to adjust its stance without 

significantly exacerbating inflation. 

With the government’s emphasis on 

stimulating growth, a rate cut could provide 

much-needed stimulus. Lower borrowing costs 

could spur investment, consumption, and a 

revival of essential sectors. 

Liquidity Support 

The RBI has taken certain steps to manage 

liguidity, such as reducing the Cash Reserve 

Ratio (CRR). A rate cut could complement 

these efforts and ensure credit flows 

smoothly to businesses and consumers. 
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Implications of a Rate Cut: What Could Happen? 
A rate cut would ripple through various sectors of the economy, shaping economic outcomes: 

i 
For the Economy For Bond Investors 

Bond prices on existing securities will rise, Lower rates could stimulate borrowing and 
particularly for long-duration instruments, investment, potentially accelerating GDP ) i . 

growth to 6.7% in FY 2025-26. offering capital gains. 
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For Financial Markets 

The equity market might rally on prospects of 

stronger corporate earnings, but a weaker 

rupee could affect foreign portfolio inflows 

into debt markets. 

Conclusion: A Critical Decision for India’s Economic Future 

RBI's repo rate decision will be pivotal for the coming months. The central bank faces the delicate task of balancing economic stimulation with inflation control. 

While the rate cut is not guaranteed, current global and domestic conditions make it plausible. If the RBI opts for a rate cut, it has the potential to significantly 

boost economic activity. However, the broader implications for inflation, foreign capital flows, and currency stability must be carefully analyzed.
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Breaking Down Taxation on 
Bonds in India: What Every 
Investor Needs to Know 

Taxes on bonds can seem complex, but 

mastering them could be the key to 

higher post-tax returns. Can strategic 

choices help you maximize post-tax 

gains? Disc how understanding 

bond taxation can unlock smarter 

investment strategies. 

BONDS 

I | 

What are Tax-free Bonds: 

Understanding Their Benefits, 
Types, and Advantages 

Tax-free bonds present a unigue 

opportunity by providing in t income 

that's not subject to taxation, enhancing 

your net returns. Want to understand 

how these bonds can fit intc ur 

long-term investment plans? Learn how 

tax-free bonds can be a valuable addition 

to your portfolio. 
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Understanding Tax Saving 
Bonds: A Path to Reduced 
Tax Liabilities 

With the dual advantage of tax benefits 

and fixed income, ng bonds are 

an attractive ion for investors 

seeking financial efficiency. Inte ; 

in how these instruments can help you 

your financial goals? Learn how 

tax-saving bonds can enhance your 

investment strategy.

https://www.jiraaf.com/blogs/taxation-on-bonds
https://www.jiraaf.com/blogs/tax-free-bonds
https://www.jiraaf.com/blogs/tax-saving-bonds
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INVESTMENT TIPS 

A rate cut often implies that bond investors reassess their investments and optimize their portfolios for 

the potential market movements. Here are some tips to prepare for the impending changes this year. 

Consider medium- 

to long-term bonds 
Explore hybrid funds 

for balance 

As they reduce portfolio 
volatility as rates shift 

As falling rates increase their 
market value 

Use credit risk funds for 

higheryields 

Hold existing high-yield instruments 

for higher payouts 

As credit spreads often 
compress during rate cuts 

As new issuances may 

offer lower rates 

v 
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T PROJECTED IMPACT OF RBI’'s RATE CUT 

ON DIFFERENT SECTORS (2025) 

With predictions of RBI cutting rate in February, which in all likelihood would mark the beginning of a rate cut cycle, 

here's how some of the key industries would be impacted in the months to follow. 

i E Positively Affected 
i Real Estate & Lower borrowing costs due to lower interest rates + [ Y 

Construction Sectors 

Automobile Increased affordability due to cheaper loans 

Banking & NBFCs Higher credit growth and profitability due to lower interest rates 

g Manufacturing Increased investment ease for manufacturers due to lower borrowing costs 
i M 
(EReReN) 

@’ IT Services Lower borrowing costs & new investment chances due to lower interest 

RBI's RATE CUT 
TN 

Insurance Companies =+ Lower insurers’ profits due to falling interest on fixed-income options 
B = B 

Lower deposit inflows due to reduced interest rates on PPF, etc. Small Savings Schemes % 

Lower returns on debt funds due to interest rates decrease Debt Mutual Funds % 

Lower interest rates reduce the returns on loan portfolios, impacting profitability FI:InBaFnCcsI?I Services E:?Z 

N T . — . . Pension Funds & 
— . er_:11:a vely (=reids Lower yield on fixed-income investments due to reduced interest Retirement Plans 

2CcLors 

2025 Projections
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JIRAAF IN THE NEWS 

2024 Outlook: Key Trends 

and What to Expect in 2025 

The Indian bond market is gaining 

traction by including IGBs in global 

indices, fostering retail investor 

participation. Saurav Ghosh, Co-founder 

of Jiraaf, discusses the evolving 

landscape and strategies for minimizing 

volatility risks. How can investors make 

informed decisions in this dynamic 

environment? 

o
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2024: An inflection point for 

India's bond market — 

what lies ahead for retail 

investors in 2025 

India's bond market is on track for a 

significant rally in 2025, driven by factors 

like strong foreign inflows and RBI's 

anticipated rate cuts. The confluence of 

favorable factors makes 2025 an ideal 

year for retail investors to enter India's 

bond market. How can you leverage this 

for your portfolio? 
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Share Market Highlights 19 

December 2024: Sensex falls 

over 960 points to close at 

79,218, Nifty ends 23,951; Dr 

Reddy'’s, Cipla top gainers 

After the US Fed signaled fewer rate cuts 

in 2025, the Indian equity market saw a 

sharp decline on December 19, 2024. Yet, 

defensive sectors, such as pharma, saw 

significant gains. How can you better 

position your portfolio in a volatile 

market? 

https://businessnewsthisweek.com/news/2024-outlook-key-trends-and-what-to-expect-in-2025/
https://www.cnbctv18.com/market/2024-year-ender-inflection-point-india-bond-market-retail-investors-2025-outlook-19530655.htm
https://www.thehindubusinessline.com/markets/share-market-nifty-sensex-live-updates-19-december-2024/article69000808.ece
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