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Inflation bites back: Rate hike cycle has further to run

m  Key takeaway: The October MPC minutes signal a decisive shift in India’s monetary policy, with inflation risks increasingly
dictating the policy direction. The RBI raised the repo rate by 25bp to 5.50% and shifted its stance from neutral to
“calibrated tightening”. While all six members supported the rate hike, the stance decision exposed differences in their
assessment of the appropriate policy response, with Nagesh Kumar and Ram Singh favoring a neutral stance. The minutes
suggest that the easing phase has ended, with the focus shifting toward the extent and timing of further tightening.

®  Broad agreement on inflation risks, differences on the policy stance: Governor Sanjay Malhotra emphasized that

inflationary pressures were broadening beyond food and fuel, with the share of CPI items recording inflation above 4%
rising from 20% in March to 37% in August, warranting action to contain second-round effects. Indranil Bhattacharyya
also stressed the risks of persistent underlying inflation, inflation expectations, and cost pass-through, supporting a pre-
emptive policy response. Poonam Gupta acknowledged that the shock was largely supply-driven and not yet fully
entrenched, but argued that the projected rise in inflation and monetary-policy transmission lags warranted acting early.
Saugata Bhattacharya highlighted resilient economic activity and credit growth alongside input-cost pressures, while
cautioning against excessive tightening. In contrast, Nagesh Kumar and Ram Singh supported the rate hike but favored
retaining a neutral stance. Dr. Kumar pointed to resilient growth, manufacturing and employment, arguing that
uncertainty warranted policy flexibility. Prof. Singh warned that a tightening signal could prolong the rate-hike cycle and
weigh on consumption, investment, and demand, despite rising core inflation and expectations. Overall, members
broadly recognized the need to contain inflation, but differed on whether the RBI should explicitly signal further
tightening or preserve greater flexibility.

m Inflation risks becoming harder to ignore. The RBI expects CPI inflation to average 5.2% in FY27, with inflation averaging

around 5.8% over the next three quarters. Rising core inflation, a broader spread of price increases and elevated
household inflation expectations raise concerns about second-round effects. El Nifio-related risks to rabi output could
add to food inflation, while rupee depreciation increases the risk of imported price pressures. Meanwhile, escalating
tensions in West Asia and renewed attacks on energy infrastructure and shipping have heightened concerns over oil
supply disruptions, adding to price pressures. At the same time, the RBI raised its FY27 GDP growth forecast to 7.1% from
6.7%, suggesting that resilient domestic activity provides some room to prioritize price stability.

®  Our opinion: The tightening cycle has further to run. We expect cumulative rate hikes of 100bp from the pre-October
repo rate of 5.25%, taking the repo rate to 6.25%. The October hike and shift to calibrated tightening mark a hawkish
pivot, with rate cuts effectively off the table in the near term. We expect a further 25bp hike in December, taking the
repo rate to 5.75%, followed by another 50bp over subsequent meetings. The pace will depend on the evolution of crude
oil prices, inflation diffusion, core inflation, household expectations and currency conditions.

m  Persistent inflation risks, elevated global bond yields, dollar strength and foreign portfolio outflows are likely to keep

domestic bond yields elevated and exert continued pressure on the rupee. With the 10-year G-sec yield currently at
around 7.4%, we expect it to rise towards 7.5-7.6% by end-FY27. Meanwhile, the rupee remains vulnerable to
depreciation amid a strong dollar, elevated US yields and persistent capital outflows. We expect the USD/INR to average
around 96 in FY27.

Repo Rate FY27 GDP Growth Forecast FY27 CPI Forecast
5.50% 7.1% 5.2%
+25bp +40bp revision 3Q: 6.0%
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Exhibit 1: The RBI increased its FY27 inflation forecast to
5.2% in the Oct’26 policy from 5% in the Aug’26 policy meet

Exhibit 2: The RBI raised its FY27 real GDP forecast to 7.1%
in the Oct’26 policy from 6.7% in the Aug’26 policy meet

Inflation forecast (% YoY)

Aug'26 policy m Oct'26 policy

Real GDP forecast (% YoY) Aug'26 policy Oct'26 policy
<460 72 7.1 7.1
: 5.7
4.9 5.5 >2 53236
4.7 5.0 69  cges
6.7
6.5
6.4

20FY27  3QFY27  4QFY27 FY27 1QFY28 2QFY27  3QFY27  4QFY27 FY27 1QFY28

Exhibit 3: Repo rate was hiked by 25bp to 5.50% in the
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Exhibit 4: Inflation increased to 5.5% in Sep'26 from 4.8% in

Oct’26 policy, in line with expectations Aug'26
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1. Inflation risks dominate the policy debate

The minutes reveal growing concerns about the broadening of inflationary
pressures beyond food and fuel. Headline CPI inflation increased to 4.8% YoY in
Aug from 4.5% in July, while core inflation rose to 4.2%. More importantly, the
share of CPI items recording inflation above 4% increased from 20% in Mar to
37% in August, suggesting that price pressures are becoming more widespread.
The MPC projects headline inflation to average nearly 5.8% over the next three
quarters, with inflation expected to reach the upper tolerance limit of 6% in
3QFY27. Although the initial inflation impulse has largely originated from
adverse supply-side developments, including elevated crude oil prices, global
commodity prices, and below-normal monsoon conditions—members
expressed concern that sustained input-cost pressures could eventually
translate into higher consumer prices and inflation expectations.
However, the minutes also acknowledge that evidence of supply-side
pressures becoming entrenched in firms’ pricing behavior remains limited. This
distinction explains the disagreement within the MPC: some members favor pre-
emptive tightening to prevent inflation persistence, while others caution against
an overly restrictive response to supply-driven price pressures.
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2. What each MPC member said?

The individual statements reveal substantial agreement on the need to address
inflation risks, but also meaningful differences in the interpretation of the available
evidence and the appropriate policy response. The following summaries capture
the main arguments and our interpretation of each member’s position.

Sanjay Malhotra

RBI Governor | Position on stance: Calibrated tightening

Inflation broadening warrants a policy recalibration

m Inflation diffusion has increased materially: 37% of CPI items recorded inflation
above 4% in August, compared with 20% in March.

m  Core inflation rose to 4.2%, while core inflation excluding precious metals
reached 2.9%, with strong monthly momentum of 0.5%.

m  Monetary policy should prevent supply shocks from feeding into wage
expectations and firms’ pricing behavior.

m Strong growth in money and credit aggregates creates potential demand-side
risks, although these have not yet been firmly established.

m  Further rate increases depend on underlying inflation, diffusion, second-round
effects and demand conditions.

Our interpretation: The Governor has narrowed the near-term policy choices to a

hike or pause. This is a hawkish change in communication, but not a commitment

to a predetermined sequence of hikes.

Dr. Nagesh Kumar

External member | Position on stance: Neutral

Growth resilience supports a hike, but uncertainty favors flexibility

m  GDPgrew 7.8% in 1QFY27, supported by manufacturing growth of 9.2% and
encouraging employment implications.

m The investment rate, measured by GFCF as a share of GDP, increased to 34.3%
from 31.4% a year earlier, suggesting an emerging private investment cycle.

m Industrial credit, capital-goods output, data-center investments, and global
capability centers reinforce the positive investment outlook.

m  Merchandise and services exports remain resilient; FCNR(B) inflows have
supported external financing and the rupee.

m Inflation is primarily supply-driven, without convincing signs of economic
overheating or broad generalization. A 25bp hike can help manage expectations
without committing to a tightening cycle.

Our interpretation: Dr. Kumar’s position is not opposition to higher rates. He

supports a measured response to inflation while retaining flexibility to react to
geopolitical, trade, and investment risks.

Saugata Bhattacharya

External member | Position on stance: Calibrated tightening

Real rates and external vulnerabilities strengthen the case for tightening

m  Wholesale input-cost inflation near 9% and evidence of producer-to-consumer
price pass-through suggest risks of inflation persistence.

m Broadening bank credit growth and resilient activity indicate that any remaining
output slack may be diminishing.
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m  Current and projected real interest rates appear insufficiently restrictive to
ensure price stability; he references an earlier estimated natural real rate of
1.4-1.9%.

m India’s external balance is vulnerable to tighter global financing conditions; an
adequate interest-rate differential can help attract debt capital.

m  Domestic financial conditions have already tightened, reducing the need for
large or rapid policy adjustments. Excessive tightening could weaken growth and
capital inflows.

Our interpretation: Mr. Bhattacharya makes a case for higher real interest rates

while recognizing that financial markets are already transmitting restraint. His

position favors tightening at a carefully calibrated pace.

Prof. Ram Singh

External member | Position on stance: Neutral

Mild hikes, not an extended high-for-long cycle

m Core inflation and diffusion indicators point to some widening of price
pressures; three-month household inflation expectations reached 9.9%.

m Strong credit growth creates a risk that supply-driven inflation could interact
with demand pressures.

m A modest rate increase is justified to improve the real policy-rate position and
anchor expectations.

m Evidence of overheating remains limited: a wage-price spiral, unusual capacity
pressure and excessive private demand are largely absent.

m  An explicit tightening stance could damage automobiles, real estate,
discretionary spending and private investment, particularly as growth
moderates and input costs rise.

Our interpretation: Prof. Singh favors incremental rate increases where needed

but opposes signaling a prolonged hiking cycle. His dissent is about forward

guidance and growth costs, not the immediate 25bp increase.

Indranil Bhattacharyya

RBI Executive Director | Position on stance: Calibrated tightening

Act before inflation expectations become unanchored

m  Weighted-median and trimmed-mean inflation measures have increased,
indicating stronger underlying inflation momentum.

m Inflation expectations have risen among urban and rural households, with some
evidence of input-cost pass-through in restaurants and prepared food.

m  Persistent crude and food price shocks could interact with resilient demand and
strong monetary and credit growth.

m  Waiting for definitive evidence of entrenchment risks requiring a larger and
more damaging policy response later.

m Calibrated tightening communicates that near-term choices are a rate hike or
pause, while retaining data dependence.

Our interpretation: Mr. Bhattacharyya presents a strong argument for pre-emptive

action: delaying tightening could ultimately increase both the inflation and output

costs of restoring price stability.
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Dr. Poonam Gupta
RBI Deputy Governor | Position on stance: Calibrated tightening
Policy lags justify acting before second-round effects appear

m The inflation shock is still predominantly external and supply-driven, with

limited evidence of sustained core-price entrenchment.

m  Nevertheless, headline CPl is projected to touch 6% in 3QFY27, while strong GDP

growth gives policy room to respond.

m  Monetary policy acts with a lag, so waiting for clear evidence of generalization

may lead to an unnecessarily delayed response.

m Timely responses when inflation approaches tolerance limits have supported

the credibility of India’s inflation-targeting framework.

m Additional hikes may be warranted if inflation diffusion, expectations, or input-
cost pass-through worsen; their magnitude and timing remain data-dependent.

Our interpretation: Dr. Gupta’s position is preventive rather than a claim that

inflation is already entrenched. She supports early action to preserve credibility and

limit future policy costs.

3. The real disagreement: Inflation persistence vs growth

risks

The degree of inflation generalization

Malhotra, Saugata Bhattacharya, Ram Singh, and Indranil Bhattacharyya pointed to
evidence of broadening price pressures. Nagesh Kumar argued that inflation
remained predominantly supply-driven without signs of overheating. Poonam
Gupta also acknowledged limited evidence of entrenchment but favored acting

before the risk became more pronounced.
The appropriate real interest rate

Saugata Bhattacharya questioned whether prevailing real interest rates were
sufficiently restrictive, while Ram Singh argued that projected inflation could push

the ex-post real policy rate into negative territory. Both acknowledged the

importance of avoiding excessive tightening, particularly given already restrictive

financial conditions and the potential implications for investment.
The signaling effect of the policy stance

Four members supported calibrated tightening as a means of reinforcing the RBI’s
inflation-fighting credibility and preparing markets for the possibility of additional
rate increases. Nagesh Kumar and Ram Singh preferred retaining a neutral stance.
Prof. Singh warned that signaling a prolonged tightening cycle could weaken
demand and private investment even before further rate hikes materialize.

Exhibit 5: Member comparison matrix

Dimension Malhotra Kumar S. Bhattacharya Singh I. Bhattacharyya Gupta
Supports October hike Yes Yes Yes Yes Yes Yes
Supports tightening stance Yes No Yes No Yes Yes
Inflation broadening High Lower emphasis High High High Medium
Growth / over-tightening risks Medium High High High Lower emphasis  Medium
Further hikes Conditional Not explicit Conditional Conditional Conditional Conditional

Note: Qualitative classifications are our interpretation of the members’ statements, not official RBI

scores. “Conditional” means further action depends on incoming data.
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4. Further tightening possible, but the pace will matter

m  The October minutes strengthen the case for a restrictive monetary policy bias
in the coming months. Stronger-than-expected GDP growth provides the RBI
with some room to prioritize inflation control, while the projected rise in CPI
inflation toward 6% in 3QFY27 increases the possibility of further policy action.
However, the 4-2 divergence on the policy stance indicates that the committee
is unlikely to favor aggressive tightening without clearer evidence of inflation
persistence or stronger demand-side pressures.

® Importantly, the MPC has not committed to a predetermined rate-hike cycle.
The Governor’s statement leaves room for a pause, while several members
acknowledge that monetary conditions have already tightened and that
excessive rate increases could undermine investment and growth. The trajectory
of underlying inflation, inflation expectations, credit growth, commodity prices,
and exchange-rate developments will be critical in determining the next policy
move.

5. Market implications

Rates, bonds, and the rupee: Persistent inflation risks, elevated global bond yields,
dollar strength and foreign portfolio outflows are likely to keep domestic bond
yields elevated and exert continued pressure on the rupee. With the 10-year G-sec
yield currently at around 7.4%, we expect it to rise towards 7.5-7.6% by end-FY27.
Meanwhile, the rupee remains vulnerable to depreciation amid a strong dollar,
elevated US yields and persistent capital outflows. We expect the USD/INR to
average around 96 in FY27.

Exhibit 6: Market Implications

Market / Channel Assessment
«+» Atightening bias and inflation risks could keep yields elevated,
10-year G-sec yield although market pricing and government borrowing dynamics

will influence the extent of any further rise.

«» Higher borrowing costs and tighter funding conditions could
weigh on NBFCs’ margins and profitability, particularly for

NBFCs smaller players with greater reliance on market borrowings.
Rising funding costs may also lead to higher lending rates,
potentially affecting credit demand.

% Higher domestic rates may offer some support, but oil prices,

Rupee capital flows and the global dollar environment will remain
more important near-term drivers.

< Rate-sensitive sectors such as real estate, automobiles and

Equities discretionary consumption could face valuation and demand
headwinds.
++» Sustained growth and credit availability provide support, but a
Private capex prolonged tightening cycle could increase financing costs and

delay investment decisions.
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6. Our view

m  The October MPC minutes suggest that India’s monetary policy has entered a
new phase, characterized by greater vigilance toward inflation persistence and a
willingness to act before supply-side shocks become embedded in underlying
prices. The unanimous rate hike underscores the committee’s shared concern
about the inflation outlook, while the disagreement on the policy stance
highlights the trade-off between anchoring inflation expectations and
preserving growth momentum.

m Inflation risks remain elevated despite some moderation in crude oil prices from
their September highs, with geopolitical uncertainty keeping the outlook
volatile. The RBI’s projection that inflation will average around 5.8% over the
next three quarters, remaining above 5.5% in each quarter, points to a less
benign trajectory. Rising inflation diffusion, firmer core inflation, and elevated
household inflation expectations increase the risk of second-round price
pressures, while El Nino-related risks to rabi output could add to food inflation.
Resilient domestic growth provides the RBI with room to prioritize price
stability, while elevated US yields, dollar strength, and persistent foreign
portfolio outflows are adding to pressure on the rupee and increasing imported
inflation risks.

m  We believe the RBI retains room for further measured tightening, particularly if
elevated crude oil prices, food inflation and currency pressures sustain the
upward momentum in headline and core inflation.

m Base case: We expect the RBI to deliver a cumulative 100bp rate hike over the
current tightening cycle, taking the repo rate to 6.25%. The 25bp hike in
Oct’26, alongside the shift in stance from neutral to “calibrated tightening”,
marks a clear hawkish pivot, with rate cuts effectively off the table in the near
term. We expect a further 25bp hike in Dec’26, taking the repo rate to 5.75%,
followed by another 50bp of tightening over subsequent meetings.

m  Ultimately, the October minutes reinforce a policy framework in which inflation
risks dominate near-term decisions, but the extent of monetary tightening
remains conditional rather than predetermined. For financial markets, this
suggests continued pressure on borrowing costs and bond yields, with incoming
inflation data and the RBI’s assessment of inflation persistence likely to be the
principal determinants of the policy path.

Investment in securities market are subject to market risks. Read all the related documents carefully before investing.
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