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¾ RBI raises repo and reverse repo rate by 25bps, leaving the 
CRR unchanged 

¾ Inflation would be the predominant focus of near-term 
monetary policies 

¾ Rate calibrations to continue in light of growth momentum 
and building demand pressures 

¾ Improved global growth prospects pose concerns over the 
current account and fiscal deficit 

 

RBI rate calibration continues as expected  

The RBI raised the repo and reverse repo rates by 25bps each to 5.5% and 6.5%, 
leaving the CRR unchanged. The additional liquidity support extended to scheduled 
commercial banks (SCB’s), up to 1% of their net demand and time liabilities (NDTL), 
have been extended upto April 08, 2011. The second LAF (SLAF) shall also continue till 
April 08, on a daily basis. 

 CRR Repo Rev. Repo 

Sept. 2008 9.00 9.00 6.00 

Sept. 2009 5.00 4.75 3.25 

Sept. 2010 6.00 6.00 5.00 

Nov. 2010 6.00 6.25 5.25 

Jan. 2011 6.00 6.50 5.50 

Source: RBI, Emkay Research 

Inflation to be the predominant focus of monetary policy 

With headline inflation moving past the RBI’s comfort level, driven by food and 
commodity prices, the emphasis is now to contain the current inflationary spiral and 
prevent it’s spill over into generalised inflation. The RBI notes that the structural nature 
of food price inflation clubbed with global commodity price increase has persisted for a 
while. Any continuation in this trend, it feels, would exert an effect on inflation both in the 
domestic and the international scenario.  

Retains GDP projection at 8.5%; persistence of growth momentum seen 

Growth in H1FY11, feels the RBI, suggests that the economy is operating at levels close 
to its trend rate. Good Kharif production and promising Rabi outlook have reflected the 
strong contribution of agriculture to GDP growth in FY11.  With risks to growth 
remaining on the upside, the RBI has maintained its GDP projection at 8.5%. In 
addition, improved corporate sales, indirect tax collections, advance tax payments and 
service sector indicators suggest the persistence of growth momentum. 

Build-up in demand side pressures seen; rate calibrations to continue 

The RBI views the increase in tax revenues, strong corporate sales and rapid growth of 
bank credit to represent demand side pressures. It feels the need to restrain inflationary 
expectations on the demand side, to contain the overall inflation. The RBI acknowledges 
that high credit growth along with lackluster deposit growth would not be sustainable. 
Moderation in credit growth is warranted here, to prevent the build-up in demand side 
pressures. 
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Source: Ministry of Commerce and Industry, Emkay Research   Source: Ministry of Commerce and Industry, Emkay Research 

Non-food manufacturing inflation, that represents demand side pressures, though remains 
stable at 5.1% - 5.9%; is significantly above the RBI trend rate of 4%. Indications of 
increases in the share of wages (as a part of the total cost) in the corporate sector along 
with agricultural wage increase through MGNREGA wage indexation, would exert pressure 
on headline inflation through the channel of input costs; eventually impacting output prices. 

With positive growth momentum and a likely build up in demand pressures, we feel the 
calibrated rate hikes would continue for the near term monetary policies. On headline 
inflation, we expect a southbound movement for the month of January, 2011 to 7.5% levels 
and range bound thereafter, with inflation for March FY11 hovering in the range of 7% - 
7.5% levels. 

Current account deficit (CAD) at unsustainable levels; calls for export 
diversification 

The RBI spells concerns over the unsustainability of the CAD, currently at $15.8bn for Q2 
FY11; expects it to remain at 3.5% of GDP for FY11. The capital flows that currently finance 
the CAD, are predominantly portfolio flows. The A faster than expected global recovery, it 
feels, would attract investment in advanced economies impacting capital inflows into India. 
This brings out the need to shift towards long term FDI for funding the CAD. The RBI is of 
the opinion that such a recovery would also push commodity prices further northward, 
widening the CAD. It calls for export diversification to tackle the problem of this widening 
deficit. 

Current account deficit  (Sep 2006 – present) 
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Core inflation (Non-food Manufacturing products)  Headline Inflation 
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Fiscal deficit control for effective inflation targeting 

Commodity price increases in the event of an early recovery pose problems on the fiscal 
front. The RBI sees the impact of increasing oil prices on the pricing of petroleum products 
and fertilisers. It opines that if such price increases do not percolate to the consumers and 
farmers, the government would have to make significant budgetary provisions that would 
restrict the ability to ease the fiscal deficit, undermining fiscal credibility. Trickle down of 
these prices to the consumers and the farmers; on the other hand, would further increase 
inflationary expectations, making inflation management extremely difficult. 

Fiscal deficit  (FY 05 – present) 
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Source: Bloomberg, RBI, Emkay Research 

 

Government finances 

Rs bn FY2011E FY2010RE % yoy chg 

Revenue receipt 7,522 5,773 30.3 

Capital receipt 451 302 49.3 

Total receipt 7,273 6,075 19.7 

Non-plan expenditure 7,361 7,064 4.2 

Plan expenditure 3,731 3,152 18.4 

Total expenditure 11,092 10,216 8.6 

Fiscal surplus/(deficit) (3819) (4140) (7.8) 

As % of GDP -5.5   
Excess money on 3G/BWA auction 700   
Additional demand for grants -580   
Likely fiscal deficit (3699)   
As % of GDP -5.3     

Source: Government accounts, Emkay Research 

Macro Targets for FY11 

Growth in % Comments 

GDP 8.5 Unchanged 

WPI 7.0 Revised upwards from 5.5% 

M3 17.0 Unchanged 

Deposits 18.0 Unchanged 

Non-food credit 20.0 Unchanged 

Source: RBI 
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of circulation and distribution of this document may be restricted by law or regulation in certain countries, including the United States. Persons into whose possession this document may come are 
required to inform themselves of, and to observe, such restrictions. This material is for the personal information of the authorized recipient, and we are not soliciting any action based upon it. This 
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Global Financial Services Ltd. is obligated to call or initiate contact with you for the purposes of elaborating or following up on the information contained in this document. The material is based upon 
information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied upon. Neither Emkay Global Financial Services Ltd., nor any person connected 
with it, accepts any liability arising from the use of this document. The recipient of this material should rely on their own investigations and take their own professional advice. Opinions expressed are 
our current opinions 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. 
We and our affiliates, officers, directors, and employees world wide, including persons involved in the preparation or issuance of this material may; (a) from time to time, have long or short positions in, 
and buy or sell the securities thereof, of company (ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation or act as a 
market maker in the financial instruments of the company (ies) discussed herein or may perform or seek to perform investment banking services for such  company(ies)or act as advisor or lender / 
borrower to such company(ies) or have other potential conflict of interest with respect to any recommendation and related information and opinions. The same persons may have acted upon the 
information contained here. No part of this material may be duplicated in any form and/or redistributed without Emkay Global Financial Services Ltd.'s prior written consent. No part of this document 
may be distributed in Canada or used by private customers in the United Kingdom. In so far as this report includes current or historical information, it is believed to be reliable, although its accuracy and 
completeness cannot be guaranteed. 
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