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RBI MPC Preview 
  

Hold for now, vigilance elevated 

Economics Monetary Policy  June 02, 2026 

We expect the MPC to hold rates steady this week, while signaling readiness to 

respond should inflation risks intensify and second-round pressures begin to 

emerge. While the percolation of the energy shock to the real sector is still 

unfolding, the RBI is likely to flag a cloudy Brent outlook amid a large drawdown 

in energy inventories and lingering geopolitical risks. This, in conjunction with the 

rising risk of El Niño, could lead the RBI to raise its FY27 inflation forecast, while 

adding downside risks to growth. Importantly, given the recent INR weakness, the 

RBI is likely to reiterate the clear delineation between monetary and FX policy 

under the inflation-targeting regime. Any future rate hike would be aimed at 

curbing domestic demand pressures or anchoring inflation expectations, rather 

than defending the INR. FX volatility will continue to be managed through reserves 

and regulatory measures. We will watch for policy measures aimed at encouraging 

USD inflows, including incentives for external borrowing and other capital flow 

channels. 

A cautious hold in June amid complex global and domestic macro backdrop 

The RBI MPC is expected to keep policy rates unchanged at this week’s meeting while 

reiterating its vigilance and readiness to act should inflationary pressures show signs of 

becoming entrenched. Since the last MPC in April, the macro backdrop has evolved in several 

important ways: 1) Brent briefly surged to as high as USD126/bbl before retracing ~25% 

to ~USD94/bbl currently amid mixed optimism over a potential US-Iran agreement, 

although broader commodity prices have continued to firm, 2) INR pressures have 

intensified and the outlook is unsteady despite some stabilization (CYTD down ~5.5%), 

constraining the RBI’s policy flexibility amid prevailing policy trilemmas, 3) delayed pass-

through of elevated energy costs to consumers is now underway, with pump prices rising 

Rs7.5/ltr and CNG price hikes of Rs4-7/ltr, implying a direct inflation impact of ~40bps, 4) 

mixed activity data so far, not suggesting a material growth slowdown, (5) central banks 

across EM are turning more hawkish as price pressures continue to build, while expectations 

of a modest DM hiking cycle are also taking shape (Refer to Exhibits 1-7). 

Stagflation concerns and oil market imbalances to shape RBI’s cautious tone 

While our baseline anticipates the SoH reopening by late mid-year, a large drawdown in 

energy inventories and lingering geopolitical risks could keep Brent crude prices close to 

current levels. There are also risks of a sharp rise in oil prices unless SoH throughput 

normalizes to pre-conflict levels if the stalemate persists. The RBI is likely to acknowledge 

that a prolonged crisis poses risks to both India's internal and external balances and may 

revise its Brent crude assumptions higher. This, in conjunction with the rising probability of 

El Niño (IMD forecasts 10% below-normal monsoon) could prompt an upward revision to 

the FY27 inflation forecast of 4.6%, while the 6.9% growth projection faces downside risks. 

That said, large buffer stocks could cushion El Niño-related food price pressures, as seen 

during the 2015 super El Niño. We expect FY27 headline inflation to average 5.1%, 

incorporating a moderate El Niño impact. The MPC’s cautious, wait-and-watch approach is 

likely to reflect its recently reiterated view in the MPC minutes that monetary policy cannot 

directly offset supply-driven inflation shocks but should respond only when second-round 

effects begin to emerge. (Refer to Exhibits 8-13). 

FX weakness to be a key pain point, but conventional hikes may yield little 

We do not expect the RBI to use rate hikes for FX management, given the MPC’s inflation-

targeting mandate. If rates are raised, the objective would be to curb domestic demand 

pressures or anchor inflation expectations rather than defend the INR. The 2013 experience 

highlighted the limits of interest-rate defense. Instead, we expect the RBI to continue 

managing FX volatility through reserves and regulatory measures, while potentially 

exploring incentives to boost USD inflows via external loans and other channels. A repeat of 

subsidized FCNR(B) schemes could be more costly in the current environment. More broadly, 

policymakers have tended to prioritize growth-inflation objectives over FX stability, keeping 

rates relatively accommodative despite periods of external outflows. While this may have 

made FX arbitrage and speculative trades cheaper, higher rates alone may not attract 

durable capital flows that eventually follow credible growth and sectoral innovations. (Refer 

to Exhibits 14-16). 

 

 

  

 

 

  

 

 Key Highlights: 

◼ Cautious wait-and-watch as 

external and inflation risks 

mount 

◼ FY27 inflation forecast likely to 

move higher (Emkay: 5.1%) 

◼ Any rate hike to target inflation 

and curtail demand, not to 

defend the INR 

◼ Watch for measures to attract 

USD inflows 
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Exhibit 1: Despite correcting in recent weeks, Brent prices remain elevated in CY26TD 

 

Source: Bloomberg, Emkay Research 

 

Exhibit 2: India has seen heavy FPI outflows since the start of the 

crisis… 

 

Source: CEIC, Emkay Research 

 

Exhibit 3: …while it has also been relatively worse-off when 

compared to FPI flows to rest of Asia  

 

Source: Bloomberg, Emkay Research 

 

Exhibit 4: INR has been among the worst-performing Asia FX in CY26 

 

Source: Bloomberg, Emkay Research. Data as of 2 June 2026 
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Exhibit 5: RBI intervention spiked to USD35bn in March, with INR under immense pressure 

 

Source: RBI, Emkay Research 

 

Exhibit 6: EM central banks are turning hawkish in the face of the ongoing energy crisis 

Country 
Most recent central  

bank rate action 

Rate move  

(bps) 
Tone Comments 

Indonesia Hike 50 Hawkish Surprise large hike to defend currency and control inflation 

Philippines Hike 25 Hawkish Sharp and urgent pivot away from easing bias; stance to remain restrictive ahead 

South Korea Hold - Hawkish Hawkish hold; "rate hike justified"; hikes likely ahead 

Thailand Hold - Neutral No worries around stagflation; "wait and watch" approach ahead 

Malaysia Hold - Neutral No immediate pressure to hike (Malaysia is a net energy exporter) 

Brazil Cut 25 Mildly hawkish Pace of easing to slow; will not allow inflation expectations to de-anchor 

Mexico Cut 25 Mildly hawkish End of easing cycle; likely to hold going ahead 
 

Source: Bloomberg, Emkay Research assessment 

 

Exhibit 7: The Fed and ECB are also expected to raise rates imminently 

 

Source: Bloomberg, Emkay Research 
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Exhibit 8: Global oil production has dropped significantly since 

the start of the West Asia crisis… 

 

Source: EIA, Emkay Research 

 
Exhibit 9: …leading to unprecedented levels of oil inventory 

drawdowns 

 

Source: EIA, Emkay Research 

 

Exhibit 10: OECD commercial oil inventories are estimated to have dropped to ~55 days of 

supply 

 

Source: EIA, Emkay Research 

 

Exhibit 11: IMD’s monsoon forecast is at its lowest ever, with India having seen poor monsoon 

during each El Nino year in the past 25 years 

 

Source: Bloomberg, Emkay Research 
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Exhibit 12: While El Nino hurts rainfall immediately, the impact on food inflation has been mixed 

 

Source: CEIC, Emkay Research 

= 

Exhibit 13: FY27E headline CPI at 5.1% after Rs10/ltr fuel hikes and moderate El Nino impact 

 

Source: CEIC, Emkay Research estimates 

 

Exhibit 14: RBI’s interest-rate defense of the rupee failed in 2013 

 

Source: Bloomberg, Emkay Research 
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Exhibit 15: Correlation between India-US real rate differential and USDINR has weakened post-

Covid 

 

Source: Bloomberg, Emkay Research 

 

Exhibit 16: RBI’s FX intervention has recently been far higher than the BoP would warrant 

 

Source: CEIC, Emkay Research 
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Market. In so far as this report includes current or historic information, it is believed to be reliable, although its accuracy and completeness cannot be 

guaranteed. 

This report has not been reviewed or authorized by any regulatory authority. There is no planned schedule or frequency for updating research report relating 

to any issuer/subject company.  

Please contact the primary analyst for valuation methodologies and assumptions associated with the covered companies or price targets. 

Disclaimer for U.S. persons only: Research report is a product of Emkay Global Financial Services Ltd., under Marco Polo Securities 15a6 chaperone service, 

which is the employer of the research analyst(s) who has prepared the research report. The research analyst(s) preparing the research report is/are resident 
outside the United States (U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to supervision 

by a U.S. broker-dealer, and is/are not required to satisfy the regulatory licensing requirements of Financial Institutions Regulatory Authority (FINRA) or 

required to otherwise comply with U.S. rules or regulations regarding, among other things, communications with a subject company, public appearances and 

trading securities held by a research analyst account.  

This report is intended for distribution to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the U.S. Securities and Exchange Act, 1934 (the 

Exchange Act) and interpretations thereof by U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a 6(a)(2). If the recipient of this report is 

not a Major Institutional Investor as specified above, then it should not act upon this report and return the same to the sender. Further, this report may not 

be copied, duplicated and/or transmitted onward to any U.S. person, which is not the Major Institutional Investor. In reliance on the exemption from registration 

provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to conduct certain business with Major Institutional Investors. 
Emkay Global Financial Services Ltd. has entered into a chaperoning agreement with a U.S. registered broker-dealer, Marco Polo Securities Inc. ("Marco Polo"). 

Transactions in securities discussed in this research report should be effected through Marco Polo or another U.S. registered broker dealer. 

This report is intended for Team White Marque Solutions  (team.emkay@whitemarquesolutions.com) use and downloaded at 06/03/2026 02:37 PM
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RESTRICTIONS ON DISTRIBUTION 

This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, 

country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation. Except otherwise restricted by laws 

or regulations, this report is intended only for qualified, professional, institutional or sophisticated investors as defined in the laws and regulations of such 

jurisdictions. Specifically, this document does not constitute an offer to or solicitation to any U.S. person for the purchase or sale of any financial instrument 

or as an official confirmation of any transaction to any U.S. person. Unless otherwise stated, this message should not be construed as official confirmation of 

any transaction. No part of this document may be distributed in Canada or used by private customers in United Kingdom.  

 

ANALYST CERTIFICATION BY EMKAY GLOBAL FINANCIAL SERVICES LIMITED (EGFSL) 

The research analyst(s) primarily responsible for the content of this research report, in part or in whole, certifies that the views about the companies and their 

securities expressed in this report accurately reflect his/her personal views. The analyst(s) also certifies that no part of his/her compensation was, is, or will 

be, directly or indirectly, related to specific recommendations or views expressed in the report. The research analyst (s) primarily responsible of the content of 

this research report, in part or in whole, certifies that he or his associated persons1 may have served as an officer, director or employee of the issuer or the 

new listing applicant (which includes in the case of a real estate investment trust, an officer of the management company of the real estate investment trust; 

and in the case of any other entity, an officer or its equivalent counterparty of the entity who is responsible for the management of the issuer or the new listing 

applicant). The research analyst(s) primarily responsible for the content of this research report or his associate may have Financial Interests2 in relation to an 

issuer or a new listing applicant that the analyst reviews. EGFSL has procedures in place to eliminate, avoid and manage any potential conflicts of interests 
that may arise in connection with the production of research reports. The research analyst(s) responsible for this report operates as part of a separate and 

independent team to the investment banking function of the EGFSL and procedures are in place to ensure that confidential information held by either the 

research or investment banking function is handled appropriately. There is no direct link of EGFSL compensation to any specif ic investment banking function 

of the EGFSL. 

 

1 An associated person is defined as (i) who reports directly or indirectly to such a research analyst in connection with the preparation of the reports; or (ii) 

another person accustomed or obliged to act in accordance with the directions or instructions of the analyst. 

 

2 Financial Interest is defined as interest that are commonly known financial interest, such as investment in the securities in respect of an issuer or a new 

listing applicant, or financial accommodation arrangement between the issuer or the new listing applicant and the firm or analysis. This term does not include 

commercial lending conducted at the arm’s length, or investments in any collective investment scheme other than an issuer or new listing applicant 

notwithstanding the fact that the scheme has investments in securities in respect of an issuer or a new listing applicant. 

 

 

COMPANY-SPECIFIC / REGULATORY DISCLOSURES BY EMKAY GLOBAL FINANCIAL SERVICES LIMITED (EGFSL): 

Disclosures by Emkay Global Financial Services Limited (Research Entity) and its Research Analyst under SEBI (Research Analyst) Regulations, 2014 with 
reference to the subject company(s) covered in this report-: 

 

1. EGFSL, its subsidiaries and/or other affiliates and Research Analyst or his/her associate/relative’s may have Financial Interest/proprietary positions in 

the securities recommended in this report as of June 02, 2026 
2. EGFSL, and/or Research Analyst does not market make in equity securities of the issuer(s) or company(ies) mentioned in this Report 

            Disclosure of previous investment recommendation produced:  

3. EGFSL may have published other investment recommendations in respect of the same securities / instruments recommended in this research report 

during the preceding 12 months. Please contact the primary analyst listed in the first page of this report to view previous investment recommendations 

published by EGFSL in the preceding 12 months.         

4. EGFSL, its subsidiaries and/or other affiliates and Research Analyst or his/her relative’s may have material conflict of interest in the securities 

recommended in this report as of June 02, 2026 

5. EGFSL, its affiliates and Research Analyst or his/her associate/relative’s may have actual/beneficial ownership of 1% or more securities of the subject 

company at the end of the month immediately preceding the June 02, 2026 

6. EGFSL or its associates may have managed or co-managed public offering of securities for the subject company in the past twelve months. 

7. EGFSL, its affiliates and Research Analyst or his/her associate may have received compensation in whatever form including compensation for investment 
banking or merchant banking or brokerage services or for products or services other than investment banking or merchant banking or brokerage 

services from securities recommended in this report (subject company) in the past 12 months. 

8. EGFSL, its affiliates and/or and Research Analyst or his/her associate may have received any compensation or other benefits from the subject company 

or third party in connection with this research report. 

 

Emkay Rating Distribution 

Ratings Expected Return within the next 12-18 months. 

BUY   >15% upside 

ADD  5-15% upside 

REDUCE 5% upside to 15% downside 

SELL >15% downside 

 

Emkay Global Financial Services Ltd. 

CIN - L67120MH1995PLC084899 

7th Floor, The Ruby, Senapati Bapat Marg, Dadar - West, Mumbai - 400028. India  

Tel: +91 22 66121212  Fax: +91 22 66121299  Web: www.emkayglobal.com 

This report is intended for Team White Marque Solutions  (team.emkay@whitemarquesolutions.com) use and downloaded at 06/03/2026 02:37 PM
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OTHER DISCLAIMERS AND DISCLOSURES: 

Other disclosures by Emkay Global Financial Services Limited (Research Entity) and its Research Analyst under SEBI (Research Analyst) 

Regulations, 2014 with reference to the subject company(s) -: 

 

EGFSL or its associates may have financial interest in the subject company.  

 

Research Analyst or his/her associate/relative’s may have financial interest in the subject company.  

 

EGFSL or its associates and Research Analyst or his/her associate/ relative’s may have material conflict of interest in the subject company. The research Analyst 

or research entity (EGFSL) have not been engaged in market making activity for the subject company. 

 

EGFSL or its associates may have actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding 

the date of public appearance or publication of Research Report. 

 

Research Analyst or his/her associate/relatives may have actual/beneficial ownership of 1% or more securities of the subject company at the end of the month 

immediately preceding the date of public appearance or publication of Research Report.  

 

Research Analyst may have served as an officer, director or employee of the subject company. 

 

EGFSL or its affiliates may have received any compensation including for investment banking or merchant banking or brokerage services from the subject 

company in the past 12 months. . Emkay may have issued or may issue other reports that are inconsistent with and reach different conclusion from the 

information, recommendations or information presented in this report or are contrary to those contained in this report. Emkay Investors may visit 

www.emkayglobal.com to view all Research Reports. The views and opinions expressed in this document may or may not match or may be contrary with the 

views, estimates, rating, and target price of the research published by any other analyst or by associate entities of Emkay; our proprietary trading, investment 

businesses or other associate entities may make investment decisions that are inconsistent with the recommendations expressed herein. EGFSL or its associates 
may have received compensation for products or services other than investment banking or merchant banking or brokerage services from the subject company 

in the past 12 months. EGFSL or its associates may have received any compensation or other benefits from the Subject Company or third party in connection 

with the research report. EGFSL or its associates may have received compensation from the subject company in the past twelve months. Subject Company 

may have been client of EGFSL or its affiliates during twelve months preceding the date of distribution of the research report and EGFSL or its affiliates may 

have co-managed public offering of securities for the subject company in the past twelve months. 

This report is intended for Team White Marque Solutions  (team.emkay@whitemarquesolutions.com) use and downloaded at 06/03/2026 02:37 PM
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