
 

 

Overview 

borrowers, particularly those with floating interest rates. It describes the relationship between 
the repo rate, lending rates, EMIs, loan tenure, and borrowing decisions. 

What is the Repo Rate? 

The repo rate is the interest rate at which the RBI lends money to commercial banks for short-
term funding needs. It is one of the RBI's primary monetary policy tools used to: 

o Control inflation 

o Regulate liquidity in the banking system 

o Influence borrowing and spending 

o Support economic growth 

financial institutions. 

 

When the RBI raises the repo rate: 

o Banks' borrowing costs increase. 

o Banks may increase lending rates for customers. 

o Borrowers with floating-rate loans may experience higher borrowing costs. 

Possible outcomes include: 

o Higher monthly EMI if the loan tenure remains unchanged. 

o Longer repayment tenure if the lender keeps the EMI unchanged. 

o Increased total interest payable over the life of the loan. 

o  

 

When the RBI reduces the repo rate: 

o Banks can borrow funds at a lower cost. 

o Lending rates may decline. 

o Floating-rate loan borrowers may benefit from reduced interest rates. 

Potential benefits include: 

o Lower EMIs if the tenure remains the same. 



o Shorter loan tenure while keeping the EMI unchanged. 

o Lower overall interest costs. 

o  

Fixed-Rate vs Floating-Rate Loans 

Floating-Rate Loans 

 

Characteristics include: 

o Interest rates can rise or fall. 

o EMIs or loan tenure may change over time. 

o Borrowers benefit when interest rates decline. 

o Borrowers pay more when rates increase. 

Fixed-Rate Loans 

For fixed-rate loans: 

o Interest rates remain unchanged during the agreed fixed period. 

o EMIs generally remain constant regardless of repo rate changes. 

o Borrowers are protected from interest rate increases. 

o Borrowers also do not benefit immediately from rate reductions. 

Why Banks Do Not Immediately Change EMIs 

The article notes that repo rate changes are not always reflected instantly in customer loans 
because: 

o Banks review lending rates periodically. 

o Existing loan agreements determine how rate revisions are applied. 

o Internal funding costs and market conditions influence pricing. 

o  

Therefore, there may be a delay between an RBI announcement and changes in loan 
repayments. 

Home Loans and Repo Rate Changes 

For home loan borrowers: 

o Floating-rate home loans are more sensitive to repo rate changes. 

o An increase in rates can increase repayment costs. 

o A decrease may reduce EMIs or shorten repayment tenure. 



o The exact impact depends on the lender's policy and the benchmark used for 
pricing. 

Impact on Other Loans 

 

o Loans against property 

o Business loans 

o Personal loans (where linked to floating rates) 

o Vehicle loans in some cases 

The extent of the impact depends on whether the loan carries a fixed or floating interest rate. 

How Borrowers Can Manage Rate Changes 

The article suggests borrowers can respond to interest rate movements by: 

o Monitoring RBI monetary policy announcements. 

o Reviewing loan statements regularly. 

o Understanding whether their loan is fixed or floating. 

o Considering loan refinancing or balance transfer if better interest rates become 
available. 

o Making prepayments when financially feasible to reduce overall interest costs. 

Benefits of Lower Repo Rates 

Lower repo rates generally: 

o Encourage borrowing. 

o  

o Support home purchases. 

o Increase consumer spending. 

o Stimulate business investment. 

o Contribute to economic growth. 

Challenges of Higher Repo Rates 

Higher repo rates generally: 

o Increase borrowing costs. 

o Raise EMIs for floating-rate borrowers. 

o Reduce discretionary spending. 

o Slow credit demand. 

o Help control inflation by moderating overall demand. 



Key Takeaways 

o The repo rate is an important policy tool used by the RBI to influence interest 
rates and economic activity. 

o Floating-
fixed-rate borrowers are generally insulated during the fixed-rate period. 

o A repo rate increase usually raises borrowing costs, whereas a repo rate 
 

o The actual impact on an individual's EMI depends on factors such as the type of 
loan, the lender's policies, benchmark interest rates, and the terms of the loan 
agreement. 

o Borrowers should stay informed about RBI policy decisions and understand how 
their loan is structured to better manage future changes in interest rates. 
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