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Abstract: 

This study examines the Impact of RBI's Repo Rate Changes on the Economy. The Reserve Bank of 

India (RBI) utilizes the repo rate as a crucial instrument of monetary policy to influence economic 

conditions. The repo rate, the interest rate at which commercial banks borrow short-term funds from the 

RBI, directly affects the cost of borrowing and, consequently, various facets of the economy. When the RBI 

adjusts the repo rate, it impacts interest rates on loans and deposits, thereby influencing consumer and 

business behavior.  An increase in the repo rate raises borrowing costs for banks, leading to higher interest 

rates for loans and credit. This can curtail consumer spending and business investment, potentially slowing 

economic growth and controlling inflation. Higher interest rates may strengthen the Indian Rupee, 

impacting trade balances by making imports cheaper but potentially reducing export competitiveness. 

Conversely, a reduction in the repo rate lowers borrowing costs, which can stimulate economic 

activity by encouraging spending and investment. Lower interest rates typically lead to increased consumer 

expenditure and business investment, fostering economic growth. However, this can also result in higher 

inflation if the economy is already operating at or near full capacity. Additionally, a lower repo rate can 

lead to a depreciation of the Rupee, affecting import costs and export competitiveness.  The repo rate’s 

impact extends to financial markets as well. Higher rates may depress bond prices and affect stock market 

performance, while lower rates generally boost bond prices and can enhance equity valuations. Overall, 

RBI's repo rate changes play a vital role in shaping economic dynamics, influencing inflation, growth, 

currency value, and financial markets, thereby impacting the broader economic environment. 
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INTRODUCTION: 

The Reserve Bank of India (RBI) is the central banking institution of India, established on April 1, 

1935, under the Reserve Bank of India Act, 1934. It was created to address the needs of a rapidly developing 

economy and to provide a stable monetary framework for the country. As India’s central bank, the RBI is 

responsible for regulating and supervising the country’s financial system, ensuring monetary stability, and 

promoting economic growth.  Headquartered in Mumbai, the RBI plays a critical role in the Indian economy 

through its multifaceted functions. Its primary objectives include managing inflation, regulating the money 

supply, and ensuring financial stability. The RBI also oversees the banking sector, setting guidelines and 

policies to maintain the health of financial institutions and protect depositors. Additionally, it is tasked with 

issuing and managing the Indian Rupee, the country's currency, and implementing monetary policy to 

influence economic conditions. 
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The RBI’s responsibilities extend to managing foreign exchange and promoting a stable exchange 

rate for the Rupee. It also acts as the banker to the government, handling the government's banking 

transactions and public debt. Through its regulatory functions, the RBI aims to foster a sound financial 

environment conducive to economic growth, while ensuring that the financial system remains resilient 

against economic shocks. Its decisions and policies significantly impact both the domestic and global 

financial landscape, reflecting its pivotal role in India's economic framework. 

OBJECTIVE OF THE STUDY: 

This study examines the Impact of RBI's Repo Rate Changes on the Economy. 

RESEARCH METHODOLOGY: 

 This study is based on secondary sources of data such as articles, books, journals, research papers, 

websites and other sources. 

THE IMPACT OF RBI'S REPO RATE CHANGES ON THE ECONOMY 

The Reserve Bank of India (RBI) uses the repo rate as a key tool in its monetary policy to influence 

economic activity. Here’s how changes in the repo rate can impact the economy: 

Interest Rates and Borrowing Costs 

The repo rate, set by the Reserve Bank of India (RBI), is the interest rate at which commercial banks can 

borrow short-term funds from the central bank. This rate is crucial because it directly influences the overall 

interest rates in the economy. When the RBI changes the repo rate, it affects the cost of borrowing for banks, 

which in turn impacts interest rates on loans and deposits for consumers and businesses. When the RBI 

increases the repo rate, borrowing from the central bank becomes more expensive for commercial banks. 

Banks generally pass these higher costs on to their customers, resulting in higher interest rates on loans. This 

increase in borrowing costs can have a significant impact on consumer behavior and business investments. 

For consumers, higher interest rates mean that loans for major purchases, such as homes or cars, become 

more expensive. This can lead to a reduction in consumer spending, as individuals may delay or forgo 

significant purchases due to higher financing costs. Additionally, higher interest rates on credit cards and 

personal loans can reduce discretionary spending, as consumers allocate a larger portion of their income to 

interest payments rather than consumption. 

For businesses, higher borrowing costs can make financing expansion projects, capital investments, or even 

day-to-day operations more expensive. As a result, businesses may scale back investment plans or delay new 

projects, leading to slower growth and potentially affecting overall economic productivity. In an 

environment of higher repo rates, businesses may also face higher costs for servicing existing debt, which 

can strain their financial resources and impact profitability.  Conversely, when the RBI decreases the repo 

rate, borrowing becomes cheaper for banks, and they typically lower their interest rates on loans to 

consumers and businesses. Lower interest rates can stimulate borrowing and spending by making credit 



© 2017 IJRAR July 2017, Volume 4, Issue 3                         www.ijrar.org (E-ISSN 2348-1269, P- ISSN 2349-5138) 

IJRAR19D5704 International Journal of Research and Analytical Reviews (IJRAR) 631 
 

more accessible and affordable. For consumers, this often translates into lower monthly payments for 

mortgages, car loans, and other types of credit, which can increase disposable income and encourage higher 

levels of spending on goods and services. This can lead to increased consumer demand and potentially boost 

economic growth.  

For businesses, lower borrowing costs can facilitate expansion and investment by reducing the cost of 

financing new projects or acquiring capital. Businesses may take advantage of lower rates to invest in new 

technology, expand operations, or hire additional employees, which can drive economic growth and enhance 

productivity. In addition, lower interest rates can ease the financial burden on businesses by reducing the 

cost of servicing existing debt, potentially leading to improved financial health and profitability. 

Inflation Control 

Inflation is the rate at which the general level of prices for goods and services rises, eroding purchasing 

power. Central banks, including the RBI, use monetary policy tools like the repo rate to control inflation and 

stabilize the economy. Adjusting the repo rate is a primary mechanism for influencing inflation.  When the 

RBI raises the repo rate, it typically aims to curb inflationary pressures. Higher interest rates lead to 

increased borrowing costs, which can reduce consumer spending and business investment. As borrowing 

becomes more expensive, consumers may cut back on spending, and businesses may delay or reduce 

investment projects. This decrease in demand can help alleviate upward pressure on prices, as lower demand 

may lead to slower price increases or even price declines. Additionally, higher interest rates can strengthen 

the currency, making imports cheaper and further helping to control inflation by reducing the cost of 

imported goods.  In an inflationary environment, raising the repo rate can also signal the RBI’s commitment 

to maintaining price stability, which can help manage inflation expectations. When businesses and 

consumers anticipate that inflation will be kept in check, they are less likely to demand higher wages or 

increase prices, which can contribute to overall inflation control. 

On the other hand, when the RBI lowers the repo rate, it can increase the money supply and stimulate 

demand in the economy. Lower interest rates can encourage borrowing and spending by consumers and 

businesses, potentially leading to higher demand for goods and services. If the economy is already operating 

near full capacity, this increase in demand can put upward pressure on prices, contributing to higher 

inflation. In such cases, a lower repo rate can exacerbate inflationary pressures, making it more challenging 

for the central bank to maintain price stability. 

The balance between stimulating economic growth and controlling inflation is a delicate one. The RBI must 

carefully consider the broader economic context, including current inflation rates, economic growth, and 

other macroeconomic indicators, when deciding on repo rate adjustments. 
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Economic Growth 

Economic growth refers to the increase in the production of goods and services in an economy over time. 

The repo rate plays a significant role in influencing economic growth by affecting borrowing costs and 

overall economic activity.  When the RBI raises the repo rate, it can slow down economic growth by 

increasing the cost of borrowing. Higher interest rates can lead to reduced consumer spending and business 

investment, as both consumers and businesses face higher financing costs. For consumers, higher interest 

rates can reduce disposable income and make loans for big-ticket items more expensive, leading to lower 

levels of consumption. For businesses, increased borrowing costs can deter investment in new projects or 

expansion efforts, potentially leading to slower growth and reduced economic activity.  In periods of 

economic overheating or high inflation, raising the repo rate can be necessary to prevent the economy from 

growing too quickly and causing inflationary pressures. By cooling down economic activity, the RBI can 

help maintain economic stability and prevent unsustainable growth. 

Conversely, when the RBI lowers the repo rate, it aims to stimulate economic growth by making borrowing 

cheaper. Lower interest rates can encourage consumers to spend more, as they face lower costs for loans and 

credit. Increased consumer spending can boost demand for goods and services, leading to higher levels of 

economic activity and growth. Similarly, businesses may be more willing to invest in new projects, expand 

operations, or hire additional employees when borrowing costs are lower. This can drive economic growth 

and enhance overall productivity.  In times of economic downturn or recession, lowering the repo rate can 

be particularly important to support economic recovery. By reducing borrowing costs and encouraging 

spending and investment, the RBI can help stimulate economic activity and mitigate the negative effects of a 

slowdown. Lower interest rates can also help businesses manage financial challenges and support job 

creation, contributing to a more robust economic recovery. 

Currency Value 

The value of a currency relative to other currencies can have significant implications for an economy. The 

repo rate set by the RBI can influence the value of the Indian Rupee through its impact on interest rates and 

investment flows. 

When the RBI increases the repo rate, it can attract foreign investors seeking higher returns on their 

investments. Higher interest rates can lead to higher yields on Indian assets, such as government bonds and 

corporate securities, making them more attractive to investors. As foreign investment flows into India, 

demand for the Indian Rupee increases, which can lead to an appreciation of the currency. A stronger rupee 

can make imported goods and services cheaper, benefiting consumers and businesses that rely on imports. 

Additionally, a stronger currency can help manage inflation by reducing the cost of imported goods.  

However, a stronger rupee can also have potential drawbacks. For exporters, a stronger currency can make 

their goods and services more expensive for foreign buyers, potentially reducing demand for exports. This 

can negatively impact the profitability of export-oriented businesses and trade balances. 
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Conversely, when the RBI lowers the repo rate, it can lead to a depreciation of the rupee as investment 

returns become less attractive relative to other currencies. Lower interest rates can reduce foreign investment 

flows into India, decreasing demand for the rupee and leading to a weaker currency. A weaker rupee can 

make exports more competitive, as Indian goods and services become cheaper for foreign buyers. This can 

benefit export-oriented businesses and potentially improve trade balances.  However, a weaker rupee can 

also increase the cost of imports, which can lead to higher prices for imported goods and services. This can 

contribute to inflationary pressures and impact consumers and businesses that rely on imported inputs. 

Financial Markets 

Financial markets, including stock and bond markets, are sensitive to changes in the repo rate. The repo rate 

influences interest rates and borrowing costs, which can have significant effects on financial market 

performance.  When the RBI raises the repo rate, it can lead to a rise in interest rates across the economy. 

Higher interest rates can result in lower bond prices, as the yields on new bonds become more attractive 

compared to existing bonds with lower yields. This can negatively impact bondholders, as the value of their 

existing bonds decreases. Additionally, higher interest rates can increase borrowing costs for businesses and 

consumers, potentially slowing down economic growth and affecting corporate earnings. This can lead to 

lower stock market valuations, as investors may anticipate reduced profitability and slower economic 

growth.  In financial markets, higher interest rates can also impact investment decisions. Investors may shift 

their portfolios in response to changing interest rates, seeking higher returns in fixed-income securities or 

other assets that benefit from a higher rate environment. This can lead to fluctuations in asset prices and 

market performance. 

Conversely, when the RBI lowers the repo rate, interest rates across the economy generally decrease. Lower 

interest rates can lead to higher bond prices, as the yields on existing bonds become relatively more 

attractive compared to new bonds with lower yields. This can benefit bondholders and encourage investment 

in fixed-income securities. Additionally, lower borrowing costs can stimulate economic activity and improve 

corporate earnings, potentially leading to higher stock market valuations.  In financial markets, lower 

interest rates can also encourage investment in riskier assets, such as equities, as investors seek higher 

returns in a low-rate environment. This can lead to increased stock market performance and asset price 

appreciation. 

CONCLUSION: 

The Reserve Bank of India's repo rate is a fundamental tool in shaping the economic landscape of the 

country. Adjustments to the repo rate have far-reaching implications for various aspects of the economy, 

including borrowing costs, inflation control, economic growth, currency value, and financial markets.  An 

increase in the repo rate can help manage inflation and stabilize the economy by reducing borrowing and 

spending, but it may also slow economic growth and impact financial markets negatively. Conversely, a 

decrease in the repo rate can stimulate economic activity by making borrowing cheaper and encouraging 

investment, although it may also lead to higher inflation and currency depreciation. 
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The RBI’s strategic manipulation of the repo rate reflects its broader objective of maintaining 

monetary stability and promoting sustainable economic growth. Understanding the complex interplay 

between the repo rate and economic variables is crucial for policymakers, businesses, and investors. The 

repo rate's influence extends across the economy, making it a vital instrument in achieving balanced and 

resilient economic development. 
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