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RBI’s THIRD QUARTER REVIEW OF MONETARY POLICY 2011-12
RBI has kept the policy rates unchanged

•
•
•

Repo Rate 8.50%
Reverse Repo 7.50%
Marginal Standing Facility 9.50%

Reserve requirements have been changed
• Cash Reserve Ratio (CRR) cut by 50 bps to 5.5% from 6% of NDTL effective
the fortnight beginning 28 January 2012
• Statutory Liquidity Ratio (SLR) remain unchanged at 24% of NDTL
RBI’s considerations behind lower CRR and unchanged policy rates:
rates:
• Impact of persistent pressure of liquidity tightening on growth
o High liquidity deficit in the banking system will disrupt the credit flow
and ultimately aggravate the risk of lower growth.
o Cut in cash reserve ratio reinforces cut in rates in the coming months.
• Inflation moderated but too early to conclude
o Lower policy rates would come into effect only when there will be
sustainable signs of inflation moderation. Risk of elevated inflation still
prevails as majority of the drop was due to seasonal food items while
manufacturing products remains elevated.
o Upside risk to inflation persist due to incomplete pass through of global
crude oil prices, impact of rupee depreciation and slippage in the fiscal
deficit.
• Focus has been shifted to growth but containing inflation is necessary
o Downside risk to growth has increased despite higher inflation, pushing
RBI to focus on growth but containing inflation is a key to boost
productivity.
• Lowering policy rates would also require strong fiscal consolidation.
RBI’s expectations from the policy actions announced in this review:
• Cut in CRR will help to ease liquidity conditions for a sustained period of time.
• Easing liquidity will help to manage the asset-liability mismatch and reduce
the pressure of loan slippages to a certain extent.
• Overall, this will help to maintain smooth flow of credit, which will mitigate
risk to growth and help to reduce the inflationary expectations.
Revised projections in outlook for MarMar-12/ FY12
• RBI has revised its Gross Domestic Product (GDP) growth rate for 2011-12 to
7% from the earlier estimate of 7.6%. The reasons for the downward
projection are global uncertainty, weak industrial growth and slowdown in
investment activity.
• The central bank has retained the Wholesale Price Index (WPI) inflation
projection at 7% for March 2012 as it is moving in line with the projection.
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Impact on Equity Market
The key benchmark indices rose sharply after the announcement CRR cut by RBI.
More so, the sharp rise in the high weighted banking sector-the major beneficiary of
the move pushed up the benchmark index. BSE banking sector gained 3.5% while
sensex was trading higher by 1.5%. In the previous trading sessions, expectations of
a policy rate cut led to a rally in rate sensitive sectors like capital goods and realty.
Now upside in these sectors looks limited after the policy rates remained
unchanged.
Impact on Bond Market
The announcement of a cut in reserve ratio came as a relief to the money market
segment which was under stress due to tight liquidity condition. Short term CDs
corrected by 10-15 basis points. Post announcement, the yield on benchmark 10
year G-Sec initially came down to 8.08%, lower than the previous close of 8.17%,
however after RBI Governor’s comments on OMOs it witnessed a sharp pull back
and ended at 8.37% level. Corporate bond market remained largely flat with upside
bias on yield as a CRR cut was already priced in.
Our recommendations
• Drop in CRR was required due to consistently higher liquidity deficit as
compared to the RBI’s target of maintaining the same at a moderate level.
This will also provide room to increase the credit flow towards the productive
sectors of the economy.
• The cut in CRR by 50 bps is the first step towards the process of reversal in
interest rate cycle which is likely to begin from the next quarter.
• If WPI inflation remains at around 7% level till February or March, this could
give RBI sufficient room to start lowering policy rates in the next monetary
policy in March or April 2012.
• The forthcoming Union Budget will be viewed carefully and would like to see
prudent steps from the Government towards fiscal consolidation in 2012-13.
• We continue to recommend investing in ICICI Prudential Short Term Plan and
ICICI Prudential Regular Savings Fund.
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Disclaimer
Statutory Details: Settlor of ICICI Prudential Mutual Fund (IPMF): ICICI Bank Ltd. and Prudential plc;
IPMF was set up as a Trust sponsored by the settlor in accordance with the provisions of Indian Trust
Act, 1882. Trustee: ICICI Prudential Trust Ltd. (IPTL); Investment Manager: ICICI Prudential Asset
Management Co. Ltd. (IPAMCL); IPTL & IPAMCL are incorporated under Companies Act, 1956.
Liability: Liability of IPMF/Sponsors/IPTL/IPAMCL is limited to Rs. 22.2 lacs collectively. Past
performance of the Sponsors, AMC, Fund, and Trustee has no bearing on the expected performance
of the mutual fund or any of its schemes. Risk Factors:
Factors: All investments in Mutual Fund and securities
are subject to market risks and the NAV of the Schemes may go up or down, depending upon the
factors and forces affecting the securities markets and there can be no assurance that the fund’
fund’s
objectives will
will be achieved. ICICI Prudential Short Term Plan (An open-ended Income Fund is an
additional Plan under the existing ICICI Prudential Income Plan with characteristics similar to ICICI
Prudential Income Plan. The objective of the Plan is to generate income through investments in a
range of debt and money market instruments of various maturities with a view to maximizing income
while maintaining the optimum balance of yield, safety and liquidity, Exit Load: (i) If the amount,
sought to be redeemed or switched out is invested for a period of upto 6 month from the date of
allotment – 0.75% of applicable Net Asset Value; (ii) If the amount, sought to be redeemed or
switched out is invested for a period of more than 6 months from the date of allotment – Nil. ICICI
Prudential Regular Savings Fund is an open-ended income fund that intends to provide reasonable
returns, by maintaining an optimum balance of safety, liquidity and yield, through investments in a
basket of debt and money market instruments with a view to delivering consistent performance.
However, there can be no assurance that the investment objective of the Scheme will be realized. Exit
load: (i) If the amount, sought to be redeemed or switched out is invested for a period of upto 15
months from the date of allotment – 2% of applicable Net Asset Value; (ii) If the amount, sought to be
redeemed or switched out is invested for a period of more than 15 months from the date of allotment
– Nil. However, there is no assurance or guarantee that
that the objectives of the abovementioned
Schemes will be achieved. Investments in the aforesaid Schemes may be affected by risks relating to
trading volumes, settlement periods, interest rate, liquidity or marketability, credit, reinvestment,
regulatory, investment
investment in unlisted securities, default risk including the possible loss of principal,
investment in securitised instruments and risk of coco-mingling etc. ICICI Prudential Short Term Plan
and ICICI Prudential Regular Savings Fund are only the names of the schemes and do not in any
manner indicate either the quality of the Schemes or their future prospects and returns. Mutual Fund
investments are subject to market risks. Please read the Statement of Additional Information and
Scheme Information Document of the
the Schemes carefully before investing.
investing.
In the preparation of the material contained in this document, the AMC has used information that is
publicly available, including information developed in-house. Some of the material used in the
document may have been obtained from members/persons other than the AMC and/or its affiliates
and which may have been made available to the AMC and/or to its affiliates. Information gathered
and material used in this document is believed to be from reliable sources. The AMC however does
not warrant the accuracy, reasonableness and / or completeness of any information. We have
included statements / opinions / recommendations in this document, which contain words, or
phrases such as “will”, “expect”, “should”, “believe” and similar expressions or variations of such
expressions, that are “forward looking statements”. Actual results may differ materially from those
suggested by the forward looking statements due to risk or uncertainties associated with our
expectations with respect to, but not limited to, exposure to market risks, general economic and
political conditions in India and other countries globally, which have an impact on our services and /
or investments, the monetary and interest policies of India, inflation, deflation, unanticipated
turbulence in interest rates, foreign exchange rates, equity prices or other rates or prices etc.
The AMC (including its affiliates), the Mutual Fund, the trust and any of its officers, directors,
personnel and employees, shall not liable for any loss, damage of any nature, including but not
limited to direct, indirect, punitive, special, exemplary, consequential, as also any loss of profit in any
way arising from the use of this material in any manner. The recipient alone shall be fully
responsible/are liable for any decision taken on this material.

