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EXPECT STILL ANOTHER  HIKE OF 25 BPS IN  REPO RATE  ON JUNE 16TH: SMC GLOBAL SECURITIES LTD.   

The Reserve Bank of India (RBI) is expected to hike repo rate by still another 25 basis point later next    Week  as its  last ditch attempt to tame rising food inflation to ensure that it at least stays well  within single digit  even if  RBI’s  tenth such an attempt in last 14th months erodes growth and  further elevates  interest rates in its sole objective of making money much more costlier,  feels SMC Global Securities Ltd.

The  company argues that  preliminary economic indications of first quarter of  present fiscal  suggest that government is in dire need of  revenues to keep it’s fiscal deficit well within  targeted levels and also wants  current patterns of excessive consumption  to be curtailed a bit through continuation of harsher monetary policies to  restricts money supply  to temporarily check growing demand .

Releasing It’s assessment on prevailing Market Conditions, chairman and Managing Director SMC Global Securities Ltd Mr Subhash Chand Aggarwal said here today that excessive consumption has it’s consequences and time  arrived to temporarily put a check on them through continuation of harsher monetary  measures such as further increase in repo rate. 

The ill effects of injecting huge demand side pressures  have become so widely visible and pronounced  at times when industrial production is in question to compel  monetary policies makers  to take  resort to  option like hike in repo rate and there seems to be some justification in them ,  Mr Aggarwal argued . 

Other than this,  direct tax collections have come down in first two months of on going fiscal though refunds have a big impact on government’s net collections but a serious anxiety  also surfaced when policy makers in the finance ministry admit challenges in meeting indirect tax target in budget proposals for 2011-12. 
The SMC Global Securities Ltd  is also apprehensive that the government is unlikely to receive advance tax collection for first quarter of fiscal 2011-12 to an anticipated volumes, last date for which is 15th of this month  in view of prevailing economic realities and thus needs revenues and at the same time contain rising food inflation  for which prudent solution seems to be is further widening of RBI’s s repo rate window, pointed out Mr Aggarwal.

However, consequences of repeated repo rate increase would always be very adverse for capital markets as such moves weaken inflows of investments and especially foreign direct investments and create panic for FIIs and others. Another hike in prices of petroleum products, particularly diesel is in the offing and  will  nullify impact of increased repo rate on inflation since hike in diesel prices have always spiraling impact on inflation . 

Therefore, the government should deregulate diesel and petrol prices and immediately evolve consensus to introduce reforms in financial sector which are pending for so long to enable its policy makers to take firm decisions through which not only inflation is contained but high growth rate is maintained   and sustained also. 
Ends..

