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RBI Monetary Policy Meeting 9th October 2026 

Executive Summary: 

• The MPC raised the repo rate by 25 bps to 5.50% (unanimous) on 7th October, 2026 – 

the first hike since February 2023 

• The MPC changed the stance from “neutral” to “calibrated tightening” by a 4-2 vote.  

• Calibrated tightening means no rate cuts – 'the next move is a hike or a pause’ – RBI 

Governor.  

• The Governor described it as a ‘mild hiking cycle.’ We feel this clarification was given to 

reassure the market that this is not the beginning of an aggressive rate-hiking cycle. 

• RBI raised its FY27 GDP forecast to 7.1% while signaling hikes leading us to believe that 

RBI is confident on India’s growth despite rising interest rates. 

• We are in a globally high-interest rate scenario. The pressures are external – crude 

near US$100/bbl on the US-Iran conflict, El Niño, and DM bond yields. 

Policy Decision: 

Particulars Repo Rate 
Standing 

Deposit Facility 
(SDF) 

Marginal 
Standing 

Facility (MSF) 
Stance 

Previous 
(Aug-26) 

5.25% 5.00% 5.50% Neutral 

Current 
(Oct-26) 

5.50% 5.25% 5.75% 
Calibrated 
tightening 

Source: RBI Monetary Policy Statement, October 7, 2026. CRR unchanged at 3.0%. Next MPC meeting: December 2-
4, 2026. 

RBI projections – June vs August vs October 

Metric Policy Q2 FY27 Q3 FY27 Q4 FY27 FY27 Q1 FY28 

Real GDP (%) Jun-26 6.3 6.5 6.8 6.6 – 

 Aug-26 6.4 6.5 6.8 6.7 – 

 Oct-26 7.2 6.9 6.8 7.1 7.1 

CPI (%) Jun-26 5.0 5.9 5.4 5.1 – 

 Aug-26 4.7 5.9 5.5 5.0 5.3 

 Oct-26 4.9 6.0 5.7 5.2 5.6 
Source: RBI Monetary Policy Statements (June 5, August 5 and October 7, 2026). Q1 FY27 actuals: GDP 7.8%, CPI 3.9%. 
Core CPI projected at 4.4% for FY27 (4.3% in August). 
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Detailed Note 

Backdrop to the meeting: 

Inflationary pressures are supply-side 

When the Iran crisis began, the initial assessment was that the situation could be prolonged. The 
Prime Minister alerted the country to prepare for an extended crisis – which has since been the 
case. 

Macro in control – Despite the extraordinary global macro environment and geopolitical 
uncertainty, the Indian government and RBI have managed the domestic macro environment 
relatively well, which was contrary to market expectations. However, sustained oil prices above 
$95/bbl is beginning to create pressures. India is an import-dependent economy, particularly for 
crude oil.  

But inflation is rising – Therefore, higher global commodity prices combined with rupee 
depreciation can materially increase domestic input costs. There are already signs of stress 
across: container traffic, logistics costs, diesel spreads, import costs and currency. Additional 
pressure in the way of food and water could come from El Niño, which the External Affairs 
Minister has highlighted as a potential risk. 
 

 

Why was this interest rate hike necessary? 

Traditionally, inflation is classified as either demand-pull or cost/supply-push inflation. In a 
conventional demand-driven inflationary environment, higher interest rates can reduce credit 
growth, consumption and investment, thereby moderating demand and eventually bringing 
inflation down. 

All contribute 
to higher 
inflation

Higher Oil 
prices

INR 
depreciation

Higher 
diesel prices

Rising 
logistics 

costs

Food 
inflation via 

El Nino

Commodity 
prices
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Source: MOSPI 
 

However, if inflation is primarily being caused by external supply shocks, the effectiveness of rate 
hikes in directly reducing inflation is limited. But interest rate hikes can help through other 
channels: 

• Managing money supply and liquidity 

• Supporting the currency 

• Maintaining macroeconomic stability 

• Preventing second-round demand-side inflation  

The market is currently interpreting RBI communication around terms such as “calibrated 
tightening” and the absence of an explicit indication of rate cuts as a signal that this can be a 
prolonged hiking cycle. This has made the market nervous. The RBI has had to increase its Oil 
prices assumption from $85 to $95 per barrel for oil prices. If Oil prices were to sustain above 
$100, this can be a prolonged hiking cycle. 

 

 

 
 

RBI has two levers to 
monitor

Internal

Fiscal 
deficit

Gov 
Balance 

Sheet

Budget 
allocation

External

Oil Weather Geopolitics

Well-managed via RBI-
government coordination 

Factors causing supply shocks, 
despite the government having 

good external connections 
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Why the Current Rate-Hike Cycle Is Different 

Normally, higher interest rates lead to: 

 
 

However, the current economic construct is different. Despite the geopolitical tensions, 
Indian macroeconomic indicators remain resilient. The current trend of macro data doesn’t show 
signs of demand slowdown. To observe the translation of hikes into the economy, we will monitor 
high-frequency variables over the next 6 months: 

 
Source: Fada, Investing.com, RBI, Various news sources 

Despite the possibility of multiple rate hikes, RBI is confident that the Indian economy will 
continue on its sustained growth path. On the back of this, RBI increased its Real GDP projection 
by +40 bps to 7.1% for FY27. Hence, we believe the Indian economy will continue to show strong 
and resilient growth despite the possibility of further rate hikes. 

With the repo now at 5.50%, the 10Y-repo spread (10Y G-sec yield – Repo rate) is ~180 bps – still 
well above its long-run average of ~105 bps, which means the bond market is already pricing in 
~3 rate hikes. This spread was ~198 bps before this interest rate hike. The market is pricing in a 
very pessimistic outcome. We feel the spread will compress as geopolitical issues resolve, and 
the El Nino passes.  

 
Source: investing.com 
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Investment Implications: Real Assets 

Our investment notes since the start of the year have consistently communicated that we are 
operating in an inflationary world. 

 

 

 
 

Fixed Income: Tactical Rather Than Strategic 

Despite the possibility of higher interest rates, fixed income remains a relatively limited 
opportunity for us because of the current taxation environment. We therefore view fixed income 
primarily as a tactical opportunity rather than a structural return-generating allocation. 

However, the 10-year G-Sec yield at approximately 7.5%-7.8% makes duration a desirable 
allocation. If the geopolitical situation stabilizes and inflation pressures moderate, interest rates 
could eventually decline over the next 12-18 months, resulting in Fixed income gains. 

However, this strategy is challenging to execute given the current volatility due to geopoliticals. 
Hence, we are not eager to take duration risk despite having successful experiences with 
duration in the past. Instead, we would prefer to express the real-asset and yield thesis through 
REITs and InvITs – especially if higher rates allow these companies to come into favorable prices. 

Currently, for us, fixed income acts more as a judgment/barometer call on the Indian and global 
economy and part of our safety allocation, rather than as a core investment opportunity. 

From an investment perspective, we currently prefer tax-efficient products like Income plus 
arbitrage FoFs and SIFs – prioritizing predictability over possibility. 

Hybrid funds: select balanced-advantage and aggressive-hybrid funds remain well placed to 
capture both equity and fixed income gains 

Commodities 

Precious metals – We have re-initiated staggered allocation in select portfolios as we believe 
Silver and Gold are trading in favorable ranges 

Industrial metals – We are using Global Copper Miners as an investment vehicle to play the 
copper theme along with investment into Indian metal ETF. Similarly, we are evaluating investing 
in countries with higher share of the index construct being real assets (LATAM countries like Brazil 
and Mexico) 

Key Risks: 

• A prolonged West Asia conflict and Brent sustainably above US$100/bbl;  

• A disorderly rupee; inflation broadening beyond food and fuel; a CAD above 2% of GDP;  

• US 10Y yields rising above ~5.5% 

The broad investment framework has therefore been to move towards real assets and 
yielding assets. Our REIT note (May’26) and infrastructure discussions (ICM framework) have 
similarly highlighted the importance of assets that can generate income while providing some 
degree of inflation protection. 
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Disclaimer: 

The information or material (including any attachment(s) hereto) (collectively, “Information”) contained 
herein does not constitute an advice or an inducement to buy, sell or invest in any securities. Recipients of 
this information should not construe it to be investment advice unless and otherwise stated herein 
expressly and conduct their own investigation and analysis. Pravia Investment Advisors Private Limited 
(“Pravia”) may not have conducted any suitability analysis prior to dissemination of such information and 
the recipient should therefore seek advice of their independent financial advisor prior to taking any 
investment decision based on Information. No representation or warranty, express, implied or statutory, 
is made as to accuracy, completeness or fairness of the contents and opinion contained herein. The 
information can be no assurance that future results or events will be consistent with this Information. Any 
decision or action taken by the recipient based on this Information shall be solely and entirely at the risk of 
the recipient. The distribution of this Information in some jurisdictions may be restricted and/or prohibited 
by law, and persons into whose possession this information comes should inform themselves about such 
restriction and/or prohibition. Unauthorized disclosure, use, dissemination or copying (either whole or 
partial) of this information, is prohibited. Pravia will not treat the recipient/user as a customer by virtue of 
their receiving/using this report. Neither Pravia nor its affiliates, directors, employees, agents or 
representatives, shall be responsible or liable in any manner, directly or indirectly, for the contents or any 
errors or discrepancies herein or for any decisions or actions taken in reliance on the Information. The 
person accessing this information agrees to hold Pravia or any of its affiliates or employees free and 
harmless from all losses, costs, damages, expenses that may be suffered by the person accessing this 
Information. The Information contained herein is based on publicly available data or other sources 
believed to be reliable and for the exclusive purpose of transactions to be carried out within the territorial 
jurisdiction of India and all such transactions shall be governed by the laws in India. Pravia and/or its 
affiliates and/or employees may have interests/positions, financial or otherwise in securities mentioned 
here. Investment in securities market are subject to market risks. Read all the related documents carefully 
before investing. 

 

Standard Warnings: 

● Registration granted by SEBI, membership of BASL and certification from NISM in no way 
guarantee performance of the intermediary or provide any assurance of returns to investors. 

● The securities quoted are for illustration only and are not recommendatory. 

Statutory Information: 

● Pravia Investment Advisors Private Limited: CIN: U66309MH2025PTC451047; Regd Off 
Address: 801, A-Wing 215 Atrium, CTS No 215, Andheri-Kurla Road, Andheri East, Chakala MIDC, 
Mumbai - 400093; Contact: +91 9004139937 

● Corporate Investment Adviser SEBI Registration no. INA000021322, Validity of Registration: Nov 
04, 2025 – Perpetual. BSE Enlistment No.2375, 

● Principal Officer: Ms. Vaibhavi Shah (E-mail: info@pravia.in), Contact: +91 9004139937 

● Compliance Officer and Grievances Redressal Officer: Mr. Sachin Dwiwedi (E-
mail: compliance@pravia.in) Contact: +91 9004139937 

SEBI Regional Office: SEBI Bhavan, Plot No. C-4 A, G Block, Bandra Kurla Complex, Bandra East, Mumbai 
400 051. 
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