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Draining out the Excess Liquidity

RBI hikes CRR by 75bp to 5.75% in two stages

Keeps Repo, Reverse Repo unchanged

Reiterates its stance of shifting from 'managing the crisis' to 'managing

the recovery'

Concerned about likely transmission of inflation to other sectors as the

growth momentum picks up

Sets the advances and deposits growth forecast at 16.0% and 17%,

respectively for FY2010

Raises baseline projection for GDP growth for FY2010 to 7.5%

Raises baseline projection for WPI Inflation for FY2010 to 8.5%

Aims to maintain interest rate environment consistent with price stability

and financial stability without compromising on growth.

CRR hiked to 5.75%

RBI increased the cash reserve ratio (CRR) of scheduled banks by 75bp from 5.0%

to 5.75% of their net demand and time liabilities (NDTL) in two stages; the first

stage of increase of 50bp will be effective the fortnight beginning February 13,

2010, followed by the next stage of increase of 25bp effective the fortnight beginning

February 27, 2010. As a result of the increase in the CRR, about Rs36,000 crore of

excess liquidity is expected to be absorbed from the system.

Domestic liquidity to remain comfortable

Banks remain flush with liquidity, having deployed an excess of almost Rs 4 lakh

crore in risk-free investments like government bonds and reverse repo auctions, as

strong domestic savings continue to drive 20% growth in deposits even though

credit growth is at 12-13% yoy. Excluding valuation changes, Forex reserves

increased by US $8.6bn during 2QFY2010 as against net outflow of US $17.9bn

in 3QFY2009; the net increase was driven by strong inflows of risk capital (FII and

FDI) of US $17bn as against net outflow of US $5bn during 3QFY2009. While the

current account deficit is also expanding, robust capital inflows (including revival

going forward in ECBs as well) are expect to drive strong net forex inflows going

forward, that should support comfortable growth in domestic money supply. Hence,

we believe that banks' lending and deposit rates are unlikely to go up in next 3 to

4 months.
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Credit Growth Picking Up, but remains below desired levels of RBI

Year-on-year increase in non-food bank credit to the commercial sector, at 14.4% as
on January 15, 2010, was significantly lower than the 22.0% growth a year ago.
However, the total flow of financial resources from banks, domestic non-bank and
external sources to the commercial sector during 2009-10 (up to January 15, 2010)
at Rs5,89,000cr was only marginally lower than Rs.5,95,000 crore in the corresponding
period of the previous year. Thus, the non-bank sources of finance have, to a large
extent, mitigated the impact of the slow down in bank credit growth.

In view of the increased availability of funds from domestic non-bank and external
sources, RBI has reduced indicative credit growth projection to 16% for current fiscal
(from the 18% projected earlier). Accordingly RBI also reduced the projected M3
growth and deposits growth to 16.5% and 17% respectively.

Banking Sector outlook

We believe that presently low interest rates, combined with reducing leverage in
borrowers' balance sheets due to equity raising and rising earnings, will help revive
credit demand from 4QFY2010E onwards. Further Monetary tightening measures in
the coming policies are unlikely to dampen demand anytime soon; rather, such
measures are likely only if Capital inflows are robust in the first place, which will
actually improve the GDP growth, Savings and Investment and Banking sector growth
outlook. In a rising interest rate environment, the banks with a strong CASA ratio and
lower duration investment book are expected to be better positioned to protect their
NIMs.

Within the sector, we prefer private banks, in light of their stronger core competitiveness
and likelihood of marketshare gains as the external environment becomes more
conducive from FY2011E onwards. ICICI Bank, Axis bank and HDFC Bank remain
our top pick in the sector.

BankBankBankBankBank % CASA% CASA% CASA% CASA% CASA

Bank of India 33.0

Punjab Nat. Bank 39.5

Union Bank 32.3

Corporation Bank 23.3

Indian Overseas Bank 30.0

Indian Bank 31.1

Dena Bank 35.5

ICICI Bank 39.6

HDFC Bank 51.7

Axis Bank 42.8

Yes Bank 10.1

Exhibit 1: CASA Ratio

Source: RBI, Angel Research
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DISCLAIMER

This document is not for public distribution and has been furnished to you solely for your information and must not be reproduced or
redistributed to any other person. Persons into whose possession this document may come are required to observe these restrictions.

Opinion expressed is our current opinion as of the date appearing on this material only. While we endeavor to update on a reasonable basis
the information discussed in this material, there may be regulatory, compliance, or other reasons that prevent us from doing so. Prospective
investors and others are cautioned that any forward-looking statements are not predictions and may be subject to change without notice.
Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed
herein.

The information in this document has been printed on the basis of publicly available information, internal data and other reliable sources
believed to be true and are for general guidance only. While every effort is made to ensure the accuracy and completeness of information
contained, the company takes no guarantee and assumes no liability for any errors or omissions of the information. No one can use the
information as the basis for any claim, demand or cause of action.

Recipients of this material should rely on their own investigations and take their own professional advice. Each recipient of this document
should make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies
referred to in this document (including the merits and risks involved), and should consult their own advisors to determine the merits and risks
of such an investment. Price and value of the investments referred to in this material may go up or down. Past performance is not a guide
for future performance. Certain transactions - futures, options and other derivatives as well as non-investment grade securities - involve
substantial risks and are not suitable for all investors. Reports based on technical analysis centers on studying charts of a stock's price
movement and trading volume, as opposed to focusing on a company's fundamentals and as such, may not match with a report on a
company's fundamentals.

We do not undertake to advise you as to any change of our views expressed in this document. While we would endeavor to update the
information herein on a reasonable basis, Angel Securities, its subsidiaries and associated companies, their directors and employees are
under no obligation to update or keep the  information current. Also there may be regulatory, compliance, or other reasons that may
prevent Angel Securities and affiliates from doing so. Prospective investors and others are cautioned that any forward-looking statements
are not predictions and may be subject to change without notice. Angel Securities Limited and affiliates, including the analyst who has
issued this report, may, on the date of this report, and from time to time, have long or short positions in, and buy or sell the securities of the
companies mentioned herein or engage in any other transaction involving such securities and earn brokerage or compensation or act as
advisor or have other potential conflict of interest with respect to company/ies mentioned herein or inconsistent with any recommendation
and related information and opinions.

Angel Securities Limited and affiliates may seek to provide or have engaged in providing corporate finance, investment banking or other
advisory services in a merger or specific transaction to the companies referred to in this report, as on the date of this report or in the past.

Note: Please refer important `Stock Holding Disclosure' report on Angel web-site (Research Section).
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