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RBI LIKELY TO RAISE REPO AND REVERSE REPO RATE LAST TIME BY 25 BASIS POINT :SMC
SMC GLOBAL SECURITIES LTD anticipates 25 basis point hike in repo and reverse rate when RBI unveils its credit review policy on March 17th 2011,  stating that it would be the last jerk in the series since Central Bank’s interest rate moves have already affected real economy now.
The financial solution provider company feels that with series of RBI actions and rise in commodity prices, India Inc witnessed pressures on margins and now even growth of Industrial production lacks the GDP growth and IIP growth of last year. Talking about infrastructure, the six core industry even lagged the IIP growth.
	Industry group
	Weight
	 
	 
	 
	Y-o-Y Growth (%)

	 
	 
	Jan’10
	Jan’11
	Apr-Jan 2010
	Apr-Jan 2011

	General (IIP)
	1000
	16.8
	3.7
	9.5
	8.3

	Mining  & quarrying
	104.73
	15.3
	1.6
	9.4
	7.2

	Manufacturing
	793.58
	17.9
	3.3
	9.9
	8.6

	Electricity
	101.69
	5.6
	10.5
	5.6
	5.3


 
In a statement Chairman and Managing Director of SMC Group Mr Subhash Chand Aggarwal said that as India was moving ahead, balancing growth with inflationary expectation would be a difficult task for  RBI. The slippage in Industrial production and implications of RBI move that affects the economy with a lag could pose a threat to the growth and demand. That is why possibly after 17th march RBI would not take a further move even if inflation cools down slowly, he added. 
Capital flows into emerging market economies are influenced by pull factors and push factors.
The typical pull factors are the promising growth prospects, declining trend rates of inflation and improved governance in EMEs. Push Factors are the abundant liquidity in the system and the interest rate differential between the advanced economies and the EMEs. It is the push factors which triggers volatile flows.
Elaborating on the same firstly we pick up the pull factors. The so called improved governance or government role in some of the scam has been witnessed in the recent past only. Scams pertaining to 2G auction, Real estate, NBFCs involvement in realty loans, etc are some of the things that we have witnessed in the recent past. Talking about growth prospects, inability of government to address some of the supply side issues, global commodity prices spiraling up despite the kind of good monsoon needs a due attention. In order to check Inflation, RBI took a series of actions and even hiked the policy rates seven times cumulatively Repo Rate by 175 bps and the reverse repo rate by 225 bps. Additionally, the CRR was increased by 100 bps.
Now lets analyse the push factors that were playing out in the emerging economies out of surplus liquidity due to accommodative stance in the developed nations. High market valuations, monetary tightening in emerging economies like India that started somewhat earlier than the other part of the world, rising commodity costs affecting corporate profitability and high inflation played as a spoil sport for investment point of view whereas continuity of accommodative stance especially in November 2010 when fed announce its programme to buy back $ 600 billion worth of treasury securities and economic data of U.S. pointing towards stronger economic activity acted as positive in terms of investment in equities in the developed markets. 
The rising interest rate differential because of RBI moves may not help in guiding foreign flow in equity markets but may lead to widen the trade deficit. As a matter of fact the INR has strengthened around 3.8 percent in the period from April to date 2011 from the corresponding period. 
The interesting thing that is likely to happen in the onset of new fiscal may be we would see the series of monetary tightening ending in India and start of such actions in developed nations with Europe ringing the bell as soon as in April. 
If on expected lines Europe changes its stance in April and U.S. possibly in July 2011, then we may see slide in all asset class prices especially commodities. 

