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“RBI (Reserve Bank of India) has cut interest rates.” 

 

“RBI has increased the interest rates.” 

   

“RBI keeps the key rates unchanged..“ 
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• One of the primary functions of RBI is to control the supply of money in the 
economy and also ‘the cost of credit.’  

• Meaning, how much money is available for the industry or the economy and 
what is the price that the economy has to pay to borrow that 
money.  ‘Availability of money’ is nothing but liquidity and ‘cost of borrowing’ 
is  interest rates. 

• These two things (Supply of money and cost of credit) are closely monitored and 
controlled by RBI. The inflation and growth in the economy are primarily 
impacted by these two factors. 

• To control inflation and the growth, RBI uses certain tools like CASH 
RESERVE RATIO, STATUTORY LIQUIDITY RATIO, REPO RATE, 
REVERSE REPO RATE etc 
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Bank Rate 

● Bank rate is a rate at which the Reserve Bank of India (RBI) 
provides the loan to commercial banks without keeping 
any security.  
 

● There is no agreement on repurchase that will be drawn 
up or agreed upon with no collateral as well. 

https://byjus.com/free-ias-prep/rbi/
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Now, why RBI control Bank Rate ? 

 
What Happens When the Central Bank Increases the Discount Rate/ Bank Rate?  

 

 To counter inflation, the Central bank may increase the discount rate.  

 

 When increased, the cost to borrow funds increases.  

 

 In turn, disposable incomes decrease, it becomes difficult to borrow money to 

purchase homes and cars, and consumer spending decreases. 



Repo Rate 



• The rate at which banks borrow money from the RBI by 

selling their surplus government securities to the central 

bank (RBI) is known as “Repo Rate.”  

 

• Repo rate is short form of Repurchase Rate. Generally, these 

loans are for short durations (up to 2 weeks). 

 



 

• It simply means the rate at which RBI lends money to 

commercial banks against the pledge of government securities 

whenever the banks are in need of funds to meet their day-to-

day obligations. 

 

• Banks enter into an agreement with the RBI to repurchase the 

same pledged government securities at a future date at a pre-

determined price. RBI manages this repo rate which is the 

cost of credit for the bank. 
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•  Also known as “Discount Rate”, Bank Rate is often confused 
with Overnight Rate. 

 

•  While the bank rate refers to the interest rate charged by the 

central bank on loans granted to commercial banks, overnight 

rate is the interest charged when banks borrow funds among 

themselves.  
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•Bank Rate is charged against loans offered by the central bank 

to commercial banks, whereas, Repo Rate is charged for 

repurchasing the securities sold by the commercial banks to the 

central bank.  

 

•No collateral is involved while charging Bank Rate but 

securities, bonds, agreements and collateral is involved when 

Repo Rate is charged.  

 

•Repo Rate is always lower than the Bank Rate.  
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•Increase in Bank Rate directly affects the lending rates offered 

to the customer, restricting people to avail loans and damages 

the overall economic growth, whereas Increase in Repo Rate is 

usually handled by the banks and doesn’t affect customers 
directly.  

 

•Comparatively, Bank Rate caters to long term financial 

requirements of commercial banks whereas Repo Rate focuses 

on short term financial needs. 



Reverse Repo Rate 
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Reverse Repo Rate is a mechanism to absorb the liquidity in the market, thus 

restricting the borrowing power of investors.  

 

Reverse Repo Rate is when the RBI borrows money from banks when there 

is excess liquidity in the market. 

 

It is the rate at which commercial banks in India park their excess money 

with Reserve Bank of India usually for a short-term.  

 

The banks benefit out of it by receiving interest for their holdings with the 

central bank. Current Reverse Repo Rate as of February 2020 is 4.90%. 
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The Marginal Cost of Fund based Lending Rate refers to the minimum 

interest rate a bank must charge for lending. The bank cannot grant any loan 

below that rate, except in certain cases permitted by the Reserve Bank of 

India (RBI). 

 

The MCLR now serves as a benchmark and was introduced to counter the 

base rate system. It has been in effect since April 1, 2016, for all the 

categories of domestic rupee loans.  

 

Simply put, starting from April 2016, interest rates for every single loan, 

irrespective of the category, will be governed by the MCLR. 
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