Commentary: Chaitanya Kalbag -- India's central bank chief made...

http://asia.nikkei.com/Politics-Economy/Policy-Politics/Chaitany...

nikko

Nikko Asset Management

MULTI-ASSET in an era of volatility?

How do you mitigate excessive risks i

SUBSCRIBE |

LA;!‘X'N REVEEW

NIKKEI
ASIAN REVIEW st by Region
| Home | Politics & Economy | Business | Markets | Tech & Science | Viewpoints

You might also like

South Korea pivbts back
to US amid signs of
‘cracks’ in North regime

New Chinese aircraft
carrier to hit water by end
of year

Philippines wary of
Chinese encroachment on
disputed shoal

Politics & Economy > Policy & Politics

| Life & Arts

Log in | Subscribe | About Nikkei Asian Review

Search articles Search companies

| Features

| Japan Update | PrintEdition |

BOJ Watch: What form
would Kuroda's
re-anchoring take?

ABIS 2016: Saving ASEAN
from superficial
integration

Recommended by

Latest headlines

June 20, 2016 12:15 pm JST
Commentary }

Chaitanya Kalbag -- India's central bank
chief made too many enemies

India's Prime Minister Narendra Modi gestures to Reserve Bank of India (RBI) Governor Raghuram Rajan at an event
on financial inclusion in Mumbai in April 2015. © Reuters

Indian markets, already skittish over Britain's Brexit referendum, now have
to deal with the surprise announcement on June 18 by Reserve Bank of India
(RBI) Governor Raghuram Rajan that he is stepping down when his

three-year term ends on September 4.

Tough, uncompromising and outspoken, Rajan, 53, appeared to be doing
everything that a good central bank chief ought to do in terms of policy. But
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‘he was too independent for India's politicians and stepped on some very big

toes.

Rajan served notice of what to expect on his very first day in office at the RBI,
when he said: "The governorship of the Central Bank is not meant to win one
votes or Facebook 'likes'. But I hope to do the right thing, no matter what the

criticism."
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Two weeks after he took over, Rajan stunned markets by raising interest
rates, and did so twice more until early 2014, taking the repo rate to a high of
8% from 7.25%. Under constant pressure from the government and
businessmen, he has since trimmed interest rates to a five-year low of 6.5%

since January 2015, but critics wanted more.

Nonetheless, Rajan's efforts to restore investor confidence in India, arrest a

sharp fall in the rupee’s value and attack double-digit inflation have paid off.

Foreign direct investment rose from $36 billion in 2013/14, the year before
Modi took power, to $55.45 billion in 2015/16. Foreign exchange reserves
have increased sharply and the rupee ended last week trading close to 67 to

the dollar, the same level the central bank chief inherited.

Despite those results, Modi's government had turned frosty, and some of its
leaders distinctly hostile towards the RBI chief over the past couple of
months. The government was celebrating two years in power, helped by
growth of 7.6% in 2015-16 and the prospect of India being the world's fastest-

growing economy this year.

But inflation, which Rajan targeted at 5% in fiscal 2016/17 ending March,
rose sharply to 5.76% in May on the back of high food prices. Rajan
responded by holding rates steady, ignoring business and political pressure

to trim further.

In his farewell message to RBI staff on Saturday, Rajan made clear he would
have liked to stay on but was being pushed. "While I was open to seeing these

developments through, on due reflection, and after consultation with the
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government, I want to share with you that I will be returning to academia

when my term as Governor ends," he wrote. He also referred to two pieces of

unfinished business on which he and the government have not seen eye to

eye.

The first was a Monetary Policy Committee, recommended by a panel set up

by Rajan himself. An MPC would dilute Rajan's singular power to decide on

interest rates, but differences erupted over the membership and the RBI's

remit. A six-member committee will now be set up only by September, nearly

18 months after it was mooted, with the governor holding the casting vote.
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