
 
RBI hikes CRR by 50bps  
In a bid to slowdown credit growth, control inflation and curb the mounting growth in money 
supply (M3), the Reserve Bank of India (RBI) on Friday (March 30) hiked the short-term interest 
rate (repo rate) by 25bps to 7.75% and cash reserve ratio (CRR) by 50bps to 6.50%.  The CRR will 
rise to 6.50% in two tranches, the first on April 14, 2007 and the other on April 28, 2007. This is 
third consecutive hike in CRR in the last 3-4 months. The RBI has also reduced the interest paid on 
CRR from 100 bps to 50bps, indirectly making loans costlier for consumers. The latest CRR hike is 
likely to suck out about Rs 15,500 crore from the banking system. Non-food bank credit continued 
to grow at 29%, despite the previous repo rate and CRR hikes. Industrial production continues to 
be robust with IIP rising to 10.9% in January 2007. Rising dollar inflows from FDI and FII has led to 
rise in forex reserves to US$197 billion, which also infuses liquidity in the system and has been 
assisting rupee to strengthen further from current Rs 43.49 levels.    
 
Impact 
Banks: We expect a marginal fall in interest earnings and in turn banks’ profitability due to the 
current move. However, long-term prospects remain robust due to slight moderation in credit 
demand.  Among our coverage of banking stocks, we expect the current measures to shave off 
earnings by 0.8% to 1.5% in FY08E and FY09E.  
 
Bond Markets: The bond markets are expected to take a hit with yields in near term anticipated 
to go up. We expect 10-year benchmark yields to rise 15 to 20bps from previous close of 7.93%. 
 
Call Money: The RBI’s move came at a time when liquidity was tight. The central bank had been 
injecting liquidity through LAF. We believe the sudden hike in rates to control inflation and 
maintain price stability could lead to a further steep rise in call rates, which currently are hovering 
around 50% levels. 
 

Our view 
The CRR is the best short-term monetary tool to contain liquidity and has been used very 
tactically to absorb Rs 15,500 crore from the system and control current M3 growth of 22%, 
which is much higher than targeted 15% for FY07. We believe retail credit growth to taper down 
and bank stocks to remain stable in medium term after the immediate knee jerk reaction expected 
in near term. Though the RBI’s move may appear negative in the near-term for banks, it should 
help growth in economy over a longer term. 
 
Expected Impact on profitability 
 UTI Bank Yes Bank Bank of India 
  Revised PAT % change Revised PAT % change Revised PAT % change
FY07E 636.6 0.0 90.3 0.0 879.3 -0.4
FY08E 840.8 -1.1 153.4 -1.0 1,036.1 -0.8
FY09E 1,115.7 -1.2 239.2 -0.9 N.A N.A
Source : ICICIdirect Research 
 
 

DISCLAIMER: The report and information contained herein is strictly confidential and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, 
to any other person or to the media or reproduced in any form, without prior written consent of ICICI Brokerage Services Limited. "The author of the report does not hold any investment/open position in any of the 
companies mentioned in this report. ICICI Brokerage Services Ltd (IBSL) may be holding a small number of shares/ an open position in the above referred companies as on the date of release of this report." This report is 
based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed. This report and information herein 
is solely for informational purpose and may not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Nothing in this report constitutes 
investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report 
may not be suitable for all investors, who must make their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for 
the exercise of independent judgement by any recipient. The recipient should independently evaluate the investment risks. ICICI Brokerage Services Ltd and affiliates accept no liabilities for any loss or damage of any kind 
arising out of the use of this report. Past performance is not necessarily a guide to future performance. Actual results may differ materially from those set forth in projections. ICICI Brokerage Services Ltd may have issued 
other reports that are inconsistent with and reach different conclusion from the information presented in this report. This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen 
or resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or which would subject ICICI Brokerage Services Ltd 
and affiliates to any registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose 
possession this document may come are required to inform themselves of and to observe such restriction.  

 

RRRBBBIII   PPPOOOLLLIIICCCYYY   UUUPPPDDDAAATTTEEE           April 2, 2007 


