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Annual Policy 2007-2008
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Price Situation

Source:  RBI
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M3 Growth(YOY) 

Source: RBI

Bank Credit Situation 

Source: RBI
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 The year-on-year (YOY) WPI inflation was 6.1%,

a moderation from intra year high of 6.7% at the

end of January 2007.

 Money supply (M3) increased by 20.8% YOY

compared to 17% previous year.

 Non-Food Credit (NFC) by SCB increased by 28

% on the back of 31.8% previous year.

 CRR was increased to 6.5% in two phases

before the policy
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First Quarter Review 2007-2008
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Price Situation

Source: RBI

M3 Growth (YOY)

Source: RBI

Bank Credit Situation

Source: RBI
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 Though inflation eased from 6.1% from the last

policy date to 4.4% on July 14, 2007 money

supply rose to 21.6% (YOY) from 20.8% on

previous policy date.

 Hence, to control liquidity, the ceiling of Rs 30

billion on daily reverse repo under the LAF was

withdrawn.

 CRR was increased by 50bps to 7.0%.

 All other policy rates were kept unchanged.
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Mid Term Review 2007-2008
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Price Situation

Source: RBI

M3 Growth(YOY)

Source: RBI

Bank Credit Situation

Source: RBI
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 The inflation, based on WPI, continued to ease from the peak

of 6.4% to 3.1% on October 13, 2007. However, money supply

continued to increase after showing some signs of moderation

following the last CRR hike.

 The money supply was primarily driven by increase in reserve

money with a build up of forex reserve.

 The ceiling on MSS was increased to Rs1,500 billion from

Rs1,100 billion to attract liquidity from capital inflow.

 CRR was once again hiked by 50bps to 7.5%. All other policy

rates were kept unchanged.
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Third Quarter Review 2007-2008
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Price Situation

Source: RBI

M3 Growth (YOY) 

Source: RBI

Bank Credit Situation

Source: RBI
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 Inflation based on WPI continued to be in the comfort

zone.

 However, money supply growth at 22.4% on January 4,

2008 continued to be a worry for RBI.

 There was no change in policy rates.

 This should be seen in the perspective of resurfaced

turmoil in the global financial market during that period

along with aggressive measures taken by Federal

Reserve on the back of liquidity concerns and economic

slowdown prospects in the world’slargest economy.
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What has changed
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Price Situation
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WPI - All Commodities
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WPI Breakdown 

Source: RBI
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Source: RBI and DDAV Analytics Calculation
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 The recent rise in inflation based on WPI has

been the major development.

 The current inflation rate of 7.33% as on April 12,

2008 is much above the 5.50% comfort level of

RBI.

 This rise in inflation is to a large extent driven by

global factors such as the recent rise in crude oil,

base metal and food commodity prices.
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Industrial Production
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IIP General Index
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IIP Sectoral

Source: RBI

IIP Use Based Classification

Source: RBI
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 The recent fall in IIP gives a signal of

slowdown of the Economy.

 The IIP came down to 8.60% in Feb. 2008

from 14.77% in March 2007.

 The impact of the monetary tightening is

clearly visible in Consumer Durable Index,

which contracted from its previous year value.
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Liquidity
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Money Supply and Aggregate Deposit Growth

Source: RBI
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 Money supply (M3,) although has shown a sign of

moderation from the intra year peak of 24.0% to a current

level of 20.8% (March 28,2008), is still much above the

RBI’slast annual policy target of 17.5%.

 Liquidity measured by bid for the reverse repo auction

has gone up significantly. Average amount of bid for the

week ending April 11, 2008 was Rs 626.74 billion.

 The recent hike of 50bp in CRR would only mop up

Rs185 billion, which leaves excess liquidity of Rs 440

billion.
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Bank Deposit and Credit Situation
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Aggregate Deposit and Credit Growth

Source: RBI
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Source: RBI
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 Deposit growth has been above the credit off-

take growth for maximum part of the year.

 Non-food credit growth at 22.8% (March 28,

2008) has come down from the last year

figure of 28%.

Indian Annual Monetary Policy 2008-2009 : Preview and Expectations 



Financial and Currency Market
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Yield Curve Steepens as Inflation Rises 

Source: Reuters
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Sensex corrects sharply 

Source: Reuters
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INR appreciated by 4.3% during the year  

Source: Reuters
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Central Banks Easing or Holding Policy Rates

Source: Reuters
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 Ripples of the subprime crisis continues to be

felt across the global. IMF was forced to revise

its global real GDP growth rate to 4.1%.

 At the same time, global inflationary pressure

continues to be high driven by crude oil, food

commodity and base metal prices.

 US Federal Reserve has aggressively cut the

Fed fund’srate from 5.25% to 2.25%, while

ECB continues to be cautious and has kept its

policy rate unchanged at 4.0%.

 Central banks in the emerging markets, and in

the commodity driven economies, are

increasingly faced with the challenge to contain

inflation.

 Recently, China increased its deposit reserve

ratio 50bps.

Central Banks Tightening Policy Rates

Source: Reuters
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Policy Signals

 Dr Y.V. Reddy commenting on inflation and liquidity management

 "Inflation is unacceptably high...we are very, very concerned...we are in full readiness to take

appropriate action to contain inflation"

 “anydecision has to be taken carefully as the situation is extremely complicated”

 Dr. Reddy said there were many instruments available to contain liquidity. “We will not

hesitate to use those instruments”(31 March, 2008 PTI)

 P. Chidambaramôscomments on the current developments

 “IfGDP growth was to be sacrificed by some margin, the government would not mind to

control inflation. We cannot have Inflation control measures and GDP growth at the same

time.”(16 April, 2008 ANI)

 “Themonetary policy review is coming up on April 29 and one will have to wait to see what

further steps the Reserve Bank takes”(23 April, 2008 The Telegraph)
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Outlook and Policy Expectation 

 Monetary Measures

 We expect the Bank Rate to be unchanged at 6.0%

 Considering the current surge in inflation, persistence in M3 growth over RBI’scomfort level

of 17.5% and its commitment to contain the medium term inflation in the range of 4.0–4.5%

to anchor inflation expectation, we expect RBI to increase the reverse repo rate by 25bps to

6.25% and maintain the spread between the reverse repo and repo rate.

 We do not expect any further increase in the Cash Reserve Ratio (CRR)

 Stance of Monetary Policy

 We expect the RBI to continue to focus on liquidity management, with an emphasis on price

stability and well-anchored inflation expectation.

 We believe a well- anchored inflation expectation is effective in the long run for achievement

of potential output.

 RBI would continue to emphasize on credit quality, while simultaneously concentrate on

credit penetration with a focus on agricultural sector.
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Outlook and Policy Expectation 

 Monetary targets

 We expect the RBI to continue to have a inflation target of 5.0–5.5% for the policy year

2008-2009, and a medium term inflation target in the range of 4.0–4.5%.

 Expecting a marginal slow down in the GDP growth rate for the year 2008-2009, we expect

the RBI to contain the M3 expansion in the range of 16.5-17.0%.

 Developmental Policies

 We expect RBI to continue with gradual liberalization of Capital Account, however, with a

change:

Á While policy in respect of Capital outflow would continue to be encouraging, we expect

some measures to curb excessive capital inflow in short to medium term.
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Outlook and Policy Expectation 

 Economic Outlook

 Our base case for 2008-2009 is a GDP growth of 8%.

 We expect the current fiscal and monetary measures to help in moderating the inflation

based on Wholesale Price Index from its current level of 7.14%. Our short term inflation

expectation is in the range of 6.0-6.5%.

 Market Outlook

 We expect the 10 year G-Sec to be in the range of “8.1%-8.2%”on account of neutralization

of expected rate tightening by high SLR investment demand.
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