

RBI left with few options but to cut interest rates, says Assocham poll

In the face of foreign institutional investors pouring huge money into Indian stock and debt market, the RBI is left with very few options but to cut interest rates as it is faced with a prospect of Rupee strengthening to 37 per dollar by March 2008, a quick CEOs poll by Assocham Business Barometer has said.  

An ABB survey of 215 CEOs and managing directors has revealed that 67 per cent of them felt that the stage is set for the Reserve Bank to relax the monetary policy in the wake of the inflation touching five year low of 3.23 per cent. 

The investments by the foreign institutional investors in the month of September have increased by USD 3205 million as compared to USD 1318 million in same month last year recording a whopping 143 per cent rise.

Almost 64 per cent of the industrialists felt that if inflows maintained their pace at present level, it will not be possible for RBI to check the appreciation of domestic currency. Since March 2007, the Rupee value has increased from 44.03 to 39.7 in September, recording a 9.8 per cent rise. 

Almost 71 per cent of them thought that the trend is not going to be abated and the Indian currency may further strengthen to 37 by the end of this fiscal, registering a year-on-year rise of 15 - 16 per cent in about 12-13 months time from March 2007. 

After the US Federal Reserve Chairman Ben Bernanke announced cut in interest rates by 50 basis points, the arbitrage opportunity of shuffling money from US to Indian markets has increased by more than 10 per cent since August this year, an analysis done by ABB shows.   

Fifty six per cent of the respondents surveyed said that the slowdown in the US economy might even result into higher inflows for the Indian and the other emerging markets. “Weakening of the US economy and the dollar is encouraging the global fund managers to readjust their portfolios into more stable economy like India”, said Mr. Venugopal Dhoot, President, ASSOCHAM. 

Indian stock markets have given a handsome return of averaging 24 per cent as compared to developed markets of US with 9.5 per cent, UK with 2.1 per cent, Germany with 13.7 per cent, France with 1.7 per cent, Singapore at 12.3 per cent return, during the financial year 2007-08.

Eighty four per cent of the CEOs felt that it could be difficult to achieve the target of $160 billion as the export growth in the second half of the fiscal is likely to be dented further. The service exports, especially from IT and BPO sector, would also be hit.

	Parameter
	Per cent of CEOs agreed

	Rupee would strengthen to 37 per dollar
	71

	RBI should relax the monetary policy
	67

	Slowdown in US economy would lead to higher inflows in Indian market
	56

	Rupee appreciation to have positive impact on prices
	63


According to 73 per cent of the respondents, even if India followed the policy of market determined exchange rate, its central bank cannot remain silent spectator. With rise in liquidity position and slowdown in credit growth, two major private banks like ICICI and HDFC have already announced interest rate cut of 50 basis points on lending other than home loans. 

Sixty three per cent of those surveyed said that there is other side to the coin. India being net importer of merchandise goods, the Rupee appreciation will have a positive impact on the prices. They felt that but for the sharp currency rise, the Government would have been forced to revise the petroleum product prices with international rate of crude oil crossing $80 per barrel. 

Majority of 78 per cent of the respondents have appreciated the Reserve Bank’s initiative to encourage the capital outflows by relaxing the overseas investment and loan repayment norms for companies, mutual funds and individuals, and stated that such liberalization measures are essential to maintain the balanced liquidity position. 
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