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India CB cuts rate, slashes growth forecast
Fourth cut this year as New Delhi battles sluggish growth, high unemployment
MUMBAI: India’s central bank yesterday cut interest rates
for the fourth time this year and slashed growth forecasts
as New Delhi battles a sluggish economy and high unem-
ployment. The Reserve Bank of India (RBI) said the bench-
mark repo rate-the level at which it lends to commercial
banks-would be reduced by 35 basis points to 5.40 per-
cent, taking rates to their lowest level since 2010.

“The monetary policy committee was of the view that a
25 basis point rate cut was inadequate due to evolving
global economic conditions while a 50 basis point cut
would be excessive,” RBI governor Shaktikanta Das told
reporters. “Hence, 35 basis points was viewed as a bal-
anced level of cut due to the current circumstances.”

All 36 economists surveyed by Bloomberg News had
predicted the central bank would cut rates by 25 basis
points. The Reserve Bank also revised down its growth

projection for 2019-20 from 7.0 percent to 6.9 percent,
noting that the global economy has been losing pace.

“Domestic economic activity continues to be weak,
with the global slowdown and escalating trade tensions
posing downside risks,” it added in a statement. A fall in
domestic demand lowered India’s growth rate in the last
quarter to 5.8 percent, with unemployment at its highest
since the 1970s. Indian carmakers including Mahindra &
Mahindra have halted production and reported falling
sales as consumer demand fell throughout 2019. The cut to
borrowing costs comes as central banks around the world
adopt a more dovish tone on monetary policy amid the
global slowdown.

Challenges ahead 
This is the fourth reduction this year under governor

Shaktikanta Das, an ally of Prime Minister Narendra Modi
who was appointed in December after his predecessor
quit following a spat with the government over alleged
interference. Modi-who won a second landslide victory in
recent national elections-faces a massive challenge to cre-
ate enough jobs for the 1.2 million Indians who join the
labor market each month.

The new government that took charge in May faced
twin blows when data showed economic expansion falling
to a five-year-low and rising unemployment. The growth
figures had come in at 5.8 percent in the fourth quarter. It
meant India had lost its place as the world’s fastest-grow-
ing major economy to China, which is currently on a 6.4
percent-growth trajectory.

Meanwhile, Finance Minister Nirmala Sitharaman’s
budget announcements in July created panic with a new

tax proposal for the super-rich that also targeted trusts
used by a large number of foreign funds.

Economists said further cuts could be on the cards.
“RBI has moved its stance to accommodative and inflation
is under control. RBI will cut interest rates by 50 basis
points incrementally throughout 2019 after this rate cut,”
Elara Capital economist Garima Kapoor said.

India’s inflation rose to an eight-month high of 3.18 per-
cent in June but was within the RBI’s target of four per-
cent. Capital Economics’ Shilan Shah warned further poli-
cy loosening could be a misstep, and “lead to higher infla-
tion and interest rates in the future”.

“The extent of the slowdown is open to debate. Soft
surveys show that spare capacity remains limited,
while bank lending growth is close to a five-year
high,” Shah said. — AFP 

MUMBAI: Reserve Bank of India (RBI) governor Shaktikanta Das (center) speaks during a press conference at RBI headquarters in Mumbai yesterday. India’s central bank yesterday cut interest rates for the
fourth time this year, as New Delhi battles sluggish economic growth and high unemployment. — AFP

Gold hits $1,500 
per ounce, 
investors seek 
safety in bonds 
LONDON: Money poured into the world’s bond
markets yesterday as investors shunned riskier
investments such as stocks for the relative safety
of government debt. Gold, another safe-haven
favorite, rose to levels last seen six years ago. 

As bond prices surge, their yield or returns to
investors fall, with benchmark 10-year govern-
ment paper in the US and elsewhere dropping to
multi-year lows. Markets now believe that the
world’s key central banks will cut interest rates
further to stave off, or at least alleviate, any com-
ing slowdown, analysts said. 

Commodity markets also followed the logic of
economic worry, with safe-haven investment gold
surging and oil, the fuel of economic growth,
falling.

Gold hit $1,500 per ounce for the first time
since 2013. “We see the ongoing steep rise in the
gold price as an expression of the high risk aver-
sion among market participants,” said
Commerzbank analysts. “Gold is quite clearly still
in demand as a safe haven in the current market
environment.” 

London Brent oil slid to its lowest level since
early January, while New York crude touched
depths last witnessed in mid-June. “It is concerns
about demand in connection with the trade con-
flict that are putting pressure on prices,”
Commerzbank said.—AFP

Asian CBs flag 
growth concerns 
with surprising 
interest rate cuts
WELLINGTON/MUMBAI: Asia central banks signaled
major concerns yesterday about the outlook for economic
growth, stunning markets with a series of surprising inter-
est rate cuts and pointing to policymakers’ dwindling
ammunition to fight off a downturn. The moves came after
trade tensions and slowing global growth prompted the
US Federal Reserve to cut rates for the first time in a
decade and the European Central Bank to signal policy
easing. Australia’s central bank eased policy in June and
July. “Almost every tool in the box has been used to engi-
neer a soft landing in the current economic cycle down-
turn,” analysts at OCBC in Singapore said in a market
note, arguing that limited stimulus options, given that rates
are generally very low, were problematic.

“We may stave off this recession with rate cuts - but
when the accumulation of stresses comes due in the next
downturn, the lack of monetary policy space is likely to
result in a harder landing for the global economy.” New
Zealand’s central bank cut its official cash rate 50 basis
points to a record low of 1 percent. That caught off guard
investors who expected a 25 basis point cut, prompting a
2 percent fall in the country’s currency.

The Bank of Thailand followed suit, cutting its one-day
repurchase rate by 25 basis points to 1.5 percent. All but
one of 15 analysts in a Reuters poll had predicted no rate
change. Citing growth concerns as “the highest priority”,
the Indian central bank cuts its repo rate a bigger-than-
expected 35 basis points to 5.4 percent.

Market volatility this week as the trade war ramped up
has added to concerns for central banks. In South Korea,
policymakers said they stood ready to cut rates if needed

to deal with the impact of anxious markets. Pointing to
similar concerns over the global economic outlook, Bank
of Japan (BOJ) policymakers called for the central bank to
talk about increased stimulus, according to a summary of
views from the July policy review.

With interest rates hovering around zero, the BOJ is left
with little ammunition to fight a downturn. Prolonged
ultra-low rates have also heightened the cost of additional
easing by hurting margins for banks. After cutting rates,
the governor of New Zealand’s central bank, Adrian Orr,
pointed to the risk that the central bank will have to do
much more to counter the slowdown in economic growth.

“It is easily within the realms of possibility that we
might have to use negative interest rates,” Orr told a news
conference after Reserve Bank of New Zealand’s policy
meeting.  “This was a stunning decision,” said Westpac’s

NZ chief economist Dominick Stephens, noting New
Zealand had cut rates by 50 basis points or more on only
three other occasions.

Offence beats defense
Policymakers everywhere have been forced to consider

more stimulus as fears grow over the broadening fallout of
the trade dispute on the global economy. Markets are
wagering that the ECB and BOJ will have to ease policy, oth-
erwise their currencies could rise to uncompetitive levels.

“Offence is the best form of defense,” Josh
Williamson, an economist at Citi, said of the New
Zealand central bank’s rate cut. “Committee members
were more concerned about global growth headwinds
and the potential impact on the New Zealand economy
via the trade channel.” — Reuters 

BANGKOK: The skyline of New Town Bangkok by night. The Bank of Thailand cut its one-day repurchase
rate by 25 basis points to 1.5 percent.—  AFP


