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We expect India's real GDP growth to cross
8% in 1QFY07 on the back of strong industrial
and services sector growth despite an erratic
monsoon.

We believe that the lagged effect of interest
rate hikes on money supply growth is going to
manifest itself by Dec'06 end which would not
necessitate the RBI to go for further aggressive
interest rate hikes in the coming period.
However we expect RBI to go for one more
interest rate hike of 25bps in the fourth
quarter of FY07 and then stop.

We believe that meeting the FRBM targets is
of utmost importance as it would help to keep
interest rates low and make India a favourable
destination for investments.

Falling crude oil prices will help to contain
Trade Deficit and CAD in FY07 thus lending
support to the INR. We maintain our INR
forecast of Rs. 44.5/US$ by Mar'07-end
primarily led by a weak dollar and a falling
oil price scenario.
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India's Real GDP growth rate expected to cross 8% in 1QFY07
We expect India's real GDP growth to cross 8% in 1QFY07 on the
back of strong industrial and services sector growth despite an erratic
monsoon. The exceptionally strong growth witnessed in the industrial
sector has an added risk of pushing up inflation higher in the coming
months. However we expect the manufacturing sector growth to
moderate in the second half of FY07 as the lagged effect of rising
interest rates will weigh down on the economy and reduce the risk of
inflation. We maintain our GDP growth estimate of 7.5% for FY07E at
this juncture but may be revised upwards in the coming months if the
economy continues to grow at the current fast pace.

Lagged effect of interest rate hikes to slow down credit growth by Dec'06 end
RBI's tightening monetary policy stance since Oct'04 has led to an
increase in the real interest rates from zero in Dec'04 end to an
average of 2.6% between Jan'05-Aug'06. This adjustment was
necessary as very low interest rates always carry with it the
potential of triggering inflationary pressures. However despite the
rise in real interest rates, the money supply growth has not slowed
down and is currently growing at 19.9% - much higher than RBI's
estimates of 15% growth in FY07. We believe that the lagged effect
of interest rate hikes on money supply growth is going to manifest
itself by Dec'06 end which would not necessitate the RBI to go for
further aggressive interest rate hikes in the coming period. However
we expect RBI to go for one more interest rate hike of 25bps in the
fourth quarter of FY07 and then stop.

India's Public Finance under scrutiny - now is not the time to falter
India's public finance has once again come under intense scrutiny
with the release of two reports in the last month.The first report is
the Planning Commission's approach paper to the 11th Plan titled
'Towards faster and more inclusive growth' which recommends the
postponement of the FRBM target by two years to mobilize more
resources for funding development expenditure. The other one is the
2nd Tarapore Committee's Report on Fuller Capital Account
Convertibility (CAC) which although does not set any explicit target
of fiscal deficit, but implicitly argues for a steady reduction in fiscal
deficit as one of the essential condition for achieving fuller CAC. We
believe that meeting the FRBM targets is utmost essential as it
would help to keep interest rates low and make India a favourable
destination for investments.

Falling crude oil prices to lend support to INR
Crude Oil prices fell by US$13/bbl in last one month to US$63/bbl
on the back of easing geopolitical risks, a slowing US economy and
adequate oil production by OPEC. Falling crude oil prices is good
news for the Indian economy, as it will help to contain India's Trade
Deficit and help to ease pressures on the Indian rupee. We are not
altering our BOP projections at this juncture. However if oil prices
continue to fall, we will revise our numbers favourbly for Trade
Deficit, CAD and INR for the full year FY07E. The broad directional
view on the INR will remain the same - that of appreciation - even
stronger in the case of a steady fall in crude oil prices than our
earlier estimates of Rs. 44.5/US$ by March'07 end, ceteris paribus.

 EXECUTIVE SUMMARY

Real GDP growth may be revised
upwards in the coming months

We expect RBI to go for one
more interest rate hike of

25bps in the fourth quarter of
FY07 and then stop

FRBM targets should not be
compromised at any cost

Falling crude oil prices will
help to contain Trade Deficit

 and CAD thus lending
support to the INR
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FULLER CAPITAL ACCOUNT CONVERTIBILITY

The second Tarapore Committee set up by the UPA government in
2006 has envisaged a roadmap spanning five years i.e. by 2011 to
achieve full Capital Account Convertibility (CAC). The first Tarapore
Committee set up in 1997-98 had laid down a target of three years
i.e. by 2000 to achieve the same objective. Therefore even if we
achieve the full CAC by the stipulated time period, we are still
lagging behind by more than a decade.

Some of the key recommendations of the recent Tarapore Committee
Report on CAC are as follows:

To raise annual limit on outward remittances by individuals
from US$25,000 to US$ 50,000 this year and to US$200,000 by
Mach 2011.

To ban fresh participatory notes (PNs) and phase out existing
PNs in a year's time.

To bar individual investments in foreign stock exchanges, but to
raise limit for investments by Mutual Funds from US$2bn to
US$3bn in 2006-07 and US$5bn by 2011.

To allow foreign corporates to raise rupee bonds in India from
this year with the option of converting to foreign currency.

To simplify FDI procedures.

To ease caps on FII investment in corporate debt.

To gradually raise cap on corporate borrowings abroad from
2007.

To review tax benefits on NRI bank deposits.

The committee's suggestion to gradually phase out and ultimately
ban Participatory Notes (PNs) has especially received a lot of flak as
it undermines the importance of the participation of hedge funds in
providing liquidity to the global financial markets. A ban on PNs
will surely lead to drying up of foreign fund flows into the country,
which is critically important to maintain a robust investment climate
and a sustainable high GDP growth rate.

Although the decision to allow individuals to remit upto US$100,00
per year by end FY09 is a welcome move, this target should have
been achieved by FY00 according to the first Tarapore Committee's
recommendation. As Dr. Surjit Bhalla (member of the Committee)
clearly points out in his dissent note that "what Indians may be
allowed to remit, and that too in FY09, is about 30% less in real
terms than what was recommended to remit in FY00."

We feel that the committee's suggestion that RBI should be
constrained to operate the exchange rate in a band of +/-5% around
the Real Effective Exchange Rate (REER) is not a positive move, as it
would lead to more speculation in the forex markets. Moreover in a
bid to micro manage the exchange rate, the RBI would lose its
autonomy on monetary policy to a great extent given the problem of
impossible trinity - which says that given free capital mobility, the
Central Bank cannot have autonomy over both exchange rate and
monetary policy.

Suggestion to ban PNs is
likely to be counter productive

RBI's attempt to micro mange
exchange rates will

lead to more speculation
in the forex market
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Last but not the least, although the report on fuller CAC is quite
heavy with numerous micro-details, it fails to give specific
quantitative targets on the required pre-conditions such as the level
of acceptable fiscal deficit, inflation, NPA's etc. before we can move
to a regime of fuller CAC. This is in stark contrast with the earlier
report on CAC, which had set explicit targets to be fulfilled in a
course of three year's time before we can have full CAC.

Despite some debatable policy recommendations, overall the
renewed interest shown by the UPA government to move towards a
fuller CAC regime is a positive development for the Indian economy
and will help to increase the pace of the second-generation reforms,
essential for achieving a secular sustainable high GDP growth.

No quantifiable targets set
 for fulfillment of

essential pre-conditions
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REAL ECONOMY INDICATORS

We expect India's real GDP growth  to cross 8%  in 1QFY07 on the back of
strong industrial and services sector growth despite an erratic monsoon.

The exceptionally strong growth witnessed in the industrial sector has an
added risk of pushing up inflation higher in the coming months.

We maintain our GDP growth estimate of 7.5% for FY07E at this juncture
but may be revised upwards in the coming months if the economy continues to
grow at the current fast pace.

India's GDP growth rate expected to cross 8% in 1QFY07
The Indian economy continues to grow vibrantly despite a spate of
interest rate hikes since Oct'04. This is evident from the strong
industrial growth numbers in the first four months of the current
fiscal year. The industrial production recorded a double-digit growth
of 10.6% between Apr-July'06 as compared to 8.9% in Apr-July'05.
With continued buoyancy in the services sector, a manufacturing-led
strong industrial growth will help the Indian economy to record an
above 8% GDP growth in 1QFY07.

While this is good news, there is a fear that the credit-led boom can
push up inflation much higher than the current levels, which would
then require more aggressive tightening to bring inflation under
control. We believe that the lagged effect of interest rate hikes will
begin to show by Dec'06-end leading to a slowdown in credit growth
in the last two quarters of FY07. We expect RBI to raise rates once
again in the Jan'07 Monetary Policy Review only if the strong credit
growth continues till then. However we do not think that RBI would
raise rates in a hurry in the Oct'06 policy review in response to strong
industrial growth numbers, especially at a time when most of the
countries have decided to pause their rate hikes to assess the
situation.

We believe that the Indian economy can achieve a secular, sustainable
8-9% GDP growth only if it is able to raise its investment to GDP
ratio from the present 30% to 35% in a period of 3-5 years.

Chart 1: Gross Domestic Savings & Gross Domestic Capital Formation

 Source:  RBI, Economic Survey - 2005-06
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to improve to 35% as compared
to the current 30% to achieve a

sustainable high GDP growth

22

24

26

28

30

1999-00 2000-01 2001-02 2002-03 2003-04 2004-05

% of GDP GDCF GDS



SBI Capital Markets Limited 202, Maker Tower ‘E’, Cuffe Parade, Mumbai 400005  Tel. : 91-22-2218 9166  E-Mail: sanjay.chawla@sbicaps.com

   Please refer to our disclaimer given at the back cover page

MACROTREND

7

IIP grows at 12.4% in July'06 - the fastest growth in a decade
India's industrial production grew at 12.4% in July'06 led by a robust
growth in the manufacturing sector of 13.3%, supported by an
impressive growth in the electricity sector at 8.6% and mining sector
at 6%.

On use-based classification, the capital goods sector growth
moderated to 15.4% as compared to the growth witnessed in the first
quarter of the current fiscal. The consumer goods sector recorded a
17.9% growth in July'06 led by a fast growing durable consumer
goods (17.5%) and non-durable consumer goods (18%) growth. This
is not only the fastest monthly growth in FY07 but also the first time
in the last four months when the consumer goods sector growth has
surpassed the capital sector goods growth. The basic goods sector,
which has a 35% weightage in the IIP, recorded a sturdy growth of
10% in July'06 - the highest growth since last March'04 when it grew
by 10.3%. The intermediate goods sector growth moderated slightly
in July'06 to 7.9%.

The present trend of exceptionally strong industrial growth has
raised concerns that inflation may inch up if growth does not
moderate in the coming months. This high growth in the industrial
sector has led to a speculation that the RBI may raise rates in the
upcoming Monetary Policy Review in Oct'06. However we feel that
this strong IIP growth will moderate in the second half of FY07 as
the lagged effect of the previous interest rate hikes start taking full
effect. Therefore we think that RBI will not increase interest rates in
the Oct'06 policy review although there is a chance that RBI may
raise rates in Jan'07 Monetary Policy Review if the current trend of
high growth continues.

Table 1:  Index of Industrial Production - monthly growth trend                                                                                           (%YoY)

Source:CSO,SBICAPS Research

Strong IIP growth will not lead RBI to
raise rates in the Oct'06 Monetary

Policy Review

Consumer goods growth has surpassed
capital goods growth for the first time

in the current fiscal

Wts. Jul-05 Aug-05 Sep-05 Oct-05 Nov-05 Dec-05 Jan-06 Feb-06 Mar-06 Apr-06 May-06 Jun-06 Jul-06

FY07 FY06

Sector

Manufacturing 79.4 6.0 8.7 8.9 10.9 7.0 6.4 9.4 9.2 10.1 11.0 12.6 9.9 13.3 11.8 9.9

Mining & Quarrying 10.5 -1.9 -2.5 -1.9 -0.1 -2.1 -0.1 2.0 3.8 2.0 3.4 2.5 4.2 6.0 4.0 2.7

Electricity 10.2 -0.9 7.9 -0.8 7.7 3.4 3.4 6.4 9.2 3.4 5.9 5.0 4.9 8.6 6.1 5.5

IIP General Index 100.0 4.7 7.6 7.2 9.8 6.0 5.7 8.5 8.8 8.9 9.9 11.1 9.0 12.4 10.6 8.9

Use Based

Basic Goods 35.5 3.4 8.0 2.5 7.0 4.7 5.7 7.5 9.6 8.5 9.3 9.0 8.4 10.0 9.2 6.7

Capital Goods 9.7 14.9 12.9 22.8 24.3 11.5 12.9 27.0 10.7 11.9 19.6 23.4 21.3 15.4 19.9 14.1

Intermediate Goods 26.4 3.2 3.6 0.9 2.1 -0.6 0.9 3.6 2.2 3.3 8.5 10.9 9.3 7.9 9.2 3.5

Consumer Goods 28.4 4.5 9.3 11.9 14.6 11.1 7.3 8.0 12.5 12.4 8.9 9.6 5.6 17.9 10.3 14.8

 - Durable 5.1 3.8 13.0 15.2 16.4 15.9 12.0 15.9 20.3 21.0 7.4 19.0 18.7 17.5 15.7 13.0

 - Non Durable 23.3 4.7 8.0 10.5 14.0 9.3 6.0 5.7 10.1 9.5 9.4 6.4 1.6 18.0 8.5 15.5

April -July
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Table 2: Contribution of different sectors to the strong manufacturing sector growth in July'06                      (%YoY)

Manufacturing sector grows at a record 13.3% in July'06
The manufacturing sector registered a record growth of 13.3% in
July'06 after experiencing a double-digit growth of 11.2% between
Apr-June'06. The main contributors to the impressive manufacturing
sector growth in July'06 were 'Food Products' (26.8%), 'Wool, silk
and man-made fibre textiles' (25.0%),'Transport Equipment & Parts'
(22.4%), 'Other Manufacturing Industries' (21.3%), 'Basic Metal &
Alloy Industries' (19.5%),'Paper, Products, Printing, Publishing'
(15.8%) and 'Machinery & Equipment' (12.4%). We expect the
manufacturing sector growth to moderate in the second half of FY07
as the lagged effect of rising interest rates will weigh down on the
economy by slowing down the credit growth and thereby the
industrial growth.

Chart  2: Infrastructure and IIP Index                                 Chart 3: Consumer and Capital goods growth

Source: CSO, Bloomberg, SBICAPS Research                                                      Source: CSO, Bloomberg, SBICAPS Research

We expect the manufacturing
sector growth to moderate in

the second half of FY07
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Detailed Breakdown of Oct-05 Nov-05 Dec-05 Jan-06 Feb-06 Mar-06 Apr-06 May-06 Jun-06 Jul-06 Apr-July

Manufacturing Sector Wts. 2006-07

Manufacturing 79.4 10.9 7.0 6.4 9.4 9.2 10.1 11.0 12.6 9.9 13.3 11.8

Food products 9.1 -6.0 2.2 3.9 9.7 15.6 15.5 -7.4 -5.3 -2.4 26.8 1.0

Beverages,Tobacco and related Products 2.4 23.3 12.8 15.0 12.3 9.3 14.6 13.9 11.8 10.7 10.4 11.7

Cotton Textiles 5.5 12.7 10.1 2.2 2.0 11.0 -1.2 9.3 2.3 0.0 1.5 3.2

Wool  silk and man-made fibre textiles 2.3 -3.9 2.2 10.6 -9.6 13.2 -4.9 12.7 11.0 -6.2 25.0 10.3

Jute and other vegetable fibre Textiles 0.6 3.2 4.2 3.0 -3.9 -6.9 -4.8 -6.6 2.5 3.6 -5.1 -2.1

Textile Products 2.5 20.0 8.5 11.3 17.8 10.5 -1.1 12.6 7.5 14.1 17.3 12.7

Wood and Wood Products  2.7 -5.0 -4.6 -5.7 -2.5 -24.5 -6.4 -7.9 -24.9 -24.2 3.0 -14.4

Paper,Products, Printing,Publishing 2.7 8.7 -4.5 -23.0 4.6 -3.6 -15.9 9.0 16.6 9.9 7.3 10.5

Leather and Leather & Fur Products 1.1 -4.7 -18.7 -15.5 -20.7 -18.0 -0.6 -24.4 -1.2 -5.5 -7.2 -9.5

Basic Chemicals & Chemical Prods. 14.0 12.0 5.1 0.1 -0.6 2.0 6.1 14.5 14.6 4.0 9.8 10.6

Rubber,Plastic,Petroleum,Coal Products 5.7 0.4 1.8 12.5 8.9 3.8 3.7 4.3 11.5 10.1 9.4 8.9

Non-Metallic Mineral Products 4.4 8.7 6.4 14.4 16.0 13.4 20.2 18.5 9.9 18.7 13.4 15

Basic Metal and Alloy Industries 7.5 16.7 13.4 12.1 12.9 15.1 24.2 21.4 21.2 19.8 19.5 20.5

Metal Products and Parts 2.8 0.5 3.8 -5.1 3.0 5.4 0.4 4.6 -10.8 6.8 3.2 0.5

Machinery and equipment 9.6 13.8 10.6 10.7 21.0 14.6 10.5 8.8 16.1 16.5 12.4 13.5

Transport Equipment and Parts 4.0 16.4 10.9 10.1 13.2 14.7 13.5 13.8 27.0 20.5 22.4 21

Other Manufacturing Industries 2.6 38.3 18.6 28.7 34.0 10.7 41.3 33.8 37.4 24.5 21.3 28.9

Source: CSO, SBICAPS Research
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Services sector - contributing almost three-fourth to overall GDP growth
The services sector contributed almost three fourth to the overall real
GDP growth of 8.4% in FY06. Services sector growth at 10.3% in
FY06 was considerably higher than the average growth of 8.6%
during the last five years. The 'trade, hotel, transport and
communication sector' which recorded a double-digit growth (11.5%)
for the third consecutive year contributed almost half to the services
sector's growth. 'Financing, Insurance, real estate and business
services' also grew at a healthy 9.7% on the back of sustained
growth in bank credit and deposits, expanding insurance activity
and continued buoyancy in exports of software and other business
services. 'Community, social and personal services' sector growth
however slowed down to 7.8% as a result of fiscal consolidation
through expenditure management.

 Chart 4: Indicators of Service Sector Activity                                       (% YoY)

 Source: CSO, SBICAPS Research

Chart  5: New  Cell Phone connections           Chart  6: Foreign Tourist arrivals

Source: CMIE                                                                                                                   Source: CMIE

Chart  7: Cargo handled at ports           Chart  8: Commercial vehicles production

Source: CMIE                                                                                                                    Source: CMIE

Services sector growth at 10.3% in
FY06 was considerably higher
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South-West monsoon - likely to disappoint in FY07E
Cumulative all India area weighted rainfall for the South-West
Monsoon season (1st June'06- 23rd Aug'06) was below normal by 1%
(Actual 654.8 mm; Normal 660.2 mm). All India area weighted
rainfall for the week (17th August - 23rd August, 2006) was below
normal by 2% (Actual 56.6 mm; Normal 58.0 mm). The distribution
of overall South-West Monsoon till 23rd Aug'06 has been erratic with
only Southern India receiving 21% above normal rainfall whereas
North and South India have both received below normal rainfall.
While the IMD expects the total monsoon rainfall to be close to the
long-term average this year, the real concern lies in the temporal
and spatial distribution of the South-West Monsoon which has been
fairly uneven leading to a spike in the prices of crops such as rice,
sugar, oilseeds and wheat. In August'06, India moved to ease import
duties on wheat and oilseeds to ensure adequate supplies after
inflation breached 5% and the RBI hiked rates in July'06 to a four
year-high of 6.0% to control inflation. We maintain our agricultural
sector growth estimate unchanged at 2-2.5%

Table 3: Cumulative seasonal rainfall, 2006 (June-Sept)*

Note:* 1st June -23rd Aug'06
Source: Department of Agriculture & Cooperation, IMD

Table 4: All India area weighted rainfall                            Table 5: All India area weighted rainfall
for the monsoon season for the week

Source : Department of Agriculture & Cooperation, IMD                      Source : Department of Agriculture & Cooperation, IMD

The real concern lies in the temporal
and spatial distribution of the

South-West Monsoon
which has been fairly uneven

(1st June -23rd Aug'06) FY06

Excess 7

Normal 17

Deficient 12

Total 36

(17th Aug -23rd Aug'06) FY06

Excess 9

Normal 6

Deficient 12

Scanty 9

Total 36

Region Actual Rainfall

(mm)

Normal Rainfall

(mm)

Departure

(%) 

All India 654.8 660.2 -1

North-West India 433.6 454.0 -4

Central India 897.8 740.2 21

South Peninsula 476.6 522.2 -9

North-East India 787.2 1058.4 -26
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MONETARY INDICATORS

Broad Money Supply (M3), bank credit and aggregate deposits all growing at
a much faster pace than the RBI's comfort zone despite interest rate tightening.

This may aggravate inflationary pressures further, which are already on the
rise.

However given a sharp drop in the international crude oil prices and the
likelihood of the Fed maintaining its pause in interest rate hikes in Sept'06, we
do not expect RBI to hike rates in the Oct'06 Monetary Policy Review.

Real Interest rates on the rise but M3 growth not slowing down
RBI's tightening monetary policy stance since Oct'04 has led to an
increase in the real interest rates (10Yr G-Sec - WPI Inflation) from
zero in Dec'04 end to an average of 2.6% between Jan'05-Aug'06. This
adjustment was necessary as very low interest rates always carry with
it the potential of triggering inflationary pressures. However despite
the rise in real interest rates, the money supply growth has not
slowed down and is currently growing at 19.9% - much higher than
RBI's estimates of 15% growth in FY07. We believe that the lagged
effect of interest rate hikes on money supply growth is going to
manifest itself by Dec'06 end which would not necessitate the RBI to
go for further aggressive interest rate hikes in the coming period.
However we expect RBI to go for one more interest rate hike of 25bps
in the fourth quarter of FY07 and then stop.

Chart 9: RBI's monetary tightening has pushed up real interest rates

Source: RBI, SBICAPS Research

Chart 10: However M3 growth shows little sign of slowing down

Source: RBI, Bloomberg, SBICAPS Research
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Both credit and deposits growing  much faster than RBI's estimate
In its annual Monetary Policy meeting held in Apr'06, the RBI had
announced that it expects commercial bank's credit to grow at 20%
in FY07 as compared to an above 30% growth in FY06. The rationale
behind the slowdown in the credit growth estimate was interest rate
hikes since Oct'04, which was expected, to slowdown the credit
growth with a lag. However despite six rate hikes of 25bps each
since Oct'04, commercial bank's credit growth is still growing at a
scorching pace of 32%, making it one of the longest credit cycle in
the last three decades. A high credit growth in one hand would help
to maintain the high GDP growth of 8% witnessed in the last three
years but carries with it the threat of triggering inflationary
pressures going forward, thus eroding the real income of people. We
expect the lagged effect of interest rate hikes on credit growth to
have its full impact by Dec'06 end which will slow down credit
growth from the current levels. We expect average credit growth for
FY07 to be around 25% as compared to RBI's forecast of 20%.

Aggregate Deposits growth on the other hand has picked up from
an average 17% in FY06 to an average 21% in FY07 (till August'06
end). This is mainly in response to the rise in the policy interest
rates, which has led commercial banks to increase their deposit rates
in turn. However the growth in aggregate deposits is also
considerably higher than RBI's forecast of 15-16% growth for FY07.

Chart  11: Commercial Bank's credit growth trend

Source: RBI, Bloomberg, SBICAPS Research

Chart 12: Aggregate Deposits growth trend

Source: RBI, Bloomberg, SBICAPS Research
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picked up from an average 17% in
FY06 to an average 21% in FY07

(till August'06 end)

A high credit growth at 32%
will lend support to high GDP

growth but might
trigger higher inflation

29
30
30
31
31
32
32
33
33
34
34

Se
p-

05

O
ct

-0
5

N
ov

-0
5

D
ec

-0
5

Ja
n-

06

Fe
b-

06

M
ar

-0
6

A
pr

-0
6

M
ay

-0
6

Ju
n-

06

Ju
l-0

6

A
ug

-0
6

%  YoY

16

17

18

19

20

21

22

23

Se
p-

05

O
ct

-0
5

N
ov

-0
5

D
ec

-0
5

Ja
n-

06

Fe
b-

06

M
ar

-0
6

A
pr

-0
6

M
ay

-0
6

Ju
n-

06

Ju
l-0

6

A
ug

-0
6

%  YoY



SBI Capital Markets Limited 202, Maker Tower ‘E’, Cuffe Parade, Mumbai 400005  Tel. : 91-22-2218 9166  E-Mail: sanjay.chawla@sbicaps.com

   Please refer to our disclaimer given at the back cover page

MACROTREND

13

Inflation - the biggest threat to India's growth story
A high credit growth of above 30% has spurred both the services
and the industrial sector leading to an expected above 9% growth of
the non-farm sector in 1QFY07. The latest industrial production data
shows that IIP grew at 12.4% in July'06. Although this is good news
as far as overall GDP growth rate is concerned, it is a matter of
concern as far as inflation is concerned. Although inflation is not
truly reflected in narrow contrived price indexes such as Wholesale
Price Index (WPI) & Consumer Prices Index (CPI), it is still
worthwhile to note that both the price indexes have started to inch
up quite sharply in the last couple of months.

The WPI inflation has more or less remained stable below the
psychological 5% mark (until recently when the WPI touched 5% as
on the week ended 26th Aug'06).The CPI on the other hand, which is
relatively a better measure of inflation as it reflects final consumer
goods prices had gone up to as high as 8% in June'06 thereafter
coming down to 7% in July'06.

We maintain our argument that the real threat of inflation stems from
higher money supply growth rather than high international crude oil
prices. As long as the M3 and credit growth continue to remain at the
current unsustainable levels, the threat of inflation will continue to
persist. We expect average WPI inflation to be around 5.2% in FY07E.
Given this backdrop, the RBI's main challenge will be to maintain an
interest rate environment, which is not only growth supportive, but at
the same time will help to keep inflation under check.

Chart 13: WPI inflation once again touches the 5% mark

Source: RBI, Bloomberg, SBICAPS Research

Chart 14: CPI inflation rising more sharply then WPI inflation

Source: RBI, Bloomberg, SBICAPS Research
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Fed likely to maintain pause in rate hikes –– ECB, BOJ not quite done with
After seventeen consecutive rate hikes of 25bps each, the US Federal
Reserve finally decided to pause its interest rate hike cycle in the
Aug'06 FOMC meeting on the backdrop of a slump in the housing
markets, falling consumer confidence and a slowdown in the 2QFY06
GDP growth to 2.9% from 5.6% in 1QFY06. We expect the US
Federal Reserve to maintain its 'pause' stance in the Sept'06 FOMC
meeting as well. The housing slowdown, the effect of higher energy
prices and past interest-rate increases are anyways expected to slow
down economic growth further in the 2HFY06. Therefore any more
interest rate hikes at this juncture may lead to a hard landing of the
US economy, which is already reeling under the pressure of a
burgeoning Current Account Deficit and a Budget deficit.

Earlier in the month the Bank of Japan kept its overnight lending rate
unchanged at 0.25%, as it did not want to hamper the moderate
growth that the Japanese economy was experiencing. The ECB also
decided to keep its key short-term interest unchanged on 31st Aug'06
at 3%. However both BOJ and ECB are still far from over as far as the
tightening cycle is concerned mainly because inflation threat still
persists. Given the general trend of a pause in rate hikes globally, we
expect the RBI to also take a breather in the Oct'06 Monetary Policy
Review and keep the Reverse-Repo rate unchanged at 6%.

Chart 15: Reverse-Repo and Fed-Funds rate trend

Source: RBI, Bloomberg, SBICAPS Research

Chart 16:  10 Yr G-Sec trend

Source: RBI, Bloomberg, SBICAPS Research
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Table 6:  Banking Sector Indicators (as on 25th Aug'06)                          (Rs bn)

Source: RBI, SBICAPS Research

Table 7: Domestic Interest Rate Trend  (as on  11th Sept'06)

 Source: RBI, Bloomberg, SBICAPS Research

Table 8: International Interest Rate Trend  (as on  11th Sep'06)

 Source: RBI, Bloomberg, SBICAPS Research

USD LIBOR Current 1M Ago 3M Ago 12M Ago

1M 5.33 5.33 5.18 3.75

3M 5.39 5.41 5.32 3.86

6M 5.42 5.47 5.42 3.99

12M 5.40 5.50 5.50 4.15

Interest Rates (%) Current 1M Ago 3M Ago 12M Ago

Overnight 6.05 6.05 5.80 5.05

1 Yr Treasury Bill 6.85 6.89 6.68 5.53

1 Yr MIFOR 6.85 6.90 6.81 4.94

1 Yr OIS 6.67 6.67 6.57 5.50

10 Yr G-Sec 7.70 8.11 7.80 7.04

Banking Indicators FY06 FY05 %YoY

Aggregate Deposits 22,347 18,413 21.4

Total Bank Credit 15,861 12,015 32.0

  - Food 364 401 -9.3

  - Non Food 15,498 11,614 33.4

Cash Deposit Ratio 6.2 6.2 -

Credit Deposit Ratio 71.0 65.3 -

Investment Deposit Ratio 33.9 41.4 -
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FISCAL INDICATORS

India's public finance has once again come under intense scrutiny with the
release of two reports in the last month.

While the Planning Commission is willing to sacrifice the FRBM targets to
spend more on social development, the report on fuller CAC advocates a reduction
in fiscal deficit.

We believe that meeting the FRBM targets is of utmost importance as it would
help to keep interest rates low and make India a favourable destination for
investments.

India's Public Finance under scrutiny - now is not the time to falter
India's public finance has once again become the hotbed of debate
with the release of two reports in the last month. The first report is
the Planning Commission's approach paper to the 11th Plan titled
'Towards faster and more inclusive growth' which recommends the
postponement of the FRBM target by two years to mobilize more
resources for funding development expenditure. The other one is the
2nd Tarapore Committee's Report on Fuller Capital Account
Convertibility (CAC) which although does not set any explicit target
of fiscal deficit, but implicitly argues for a steady reduction in fiscal
deficit as one of the essential condition for achieving fuller CAC.

Both Finance Minister P. Chidambaram and the RBI has however
strongly opposed the Planning Commission's suggestion of
postponing the FRBM targets as it might derail macroeconomic
stability and hinder the very growth momentum that the Planning
Commission wants to foster. RBI has also pointed out that the
current Indian fiscal deficit is understated, as it does not incorporate
the effect of oil bonds. According to our calculation, if the effect of
the oil bonds (Rs. 280 bn) were included in the budget, the fiscal
deficit would have increased by 1% i.e. from the current FY07BE of
3.8% to 4.8% (after incorporating an expected slippage Rs.120 bn in
FY07).

Moreover with the setting up of the Sixth Pay Commission and
stalling of disinvestments, the government's fiscal burden is expected
to deteriorate in the coming years. Given such severe constraints, we
believe it is very unlikely that the government would be willing to
take the additional risk of borrowing more to be able to satisfy
Planning Commission's demands.

We believe that the government should adhere strictly to the FRBM
targets through both tax and expenditure reforms, which would help
to keep interest rates low and make India a favourable destination
for investments. It may be recalled that in the first week of August,
Fitch ratings had upgraded India's sovereign debt rating to
investment grade, citing an improvement in public finances. Global
Rating Agency Standard & Poor's has recently considered raising
India's sovereign rating if central government's deficits and debt
ratios continue to decline and the current growth momentum is
sustained. On the other hand, if fiscal consolidation falters or the
reforms agenda is put on hold, the positive outlook could be revised
to stable. Under such a scenario, we believe that ensuring fiscal
rectitude should be one of the top most priorities of the government
to usher in more domestic and foreign investments into the country
which would ensure an above 8% sustainable growth in the coming
years.

Fiscal Deficit - lesser the better

Lesser fiscal deficit will help to improve
India's sovereign rating leading to

more foreign investments

But fiscal Deficit position likely to
deteriorate given the stalling of

disinvestments & the need to borrow
more for funding the Sixth Pay

Commission
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Source: Controller General of Accounts, SBICAPS Research

Chart  17: Fiscal Deficit        Chart 18: Revenue Deficit

Chart 19: Plan Expenditure                       Chart 20: Non-Plan  Expenditure

Chart 21: Revenue  Account        Chart 22: Capital Account

Source: Controller General of Accounts, SBICAPS Research

Central Government Fisc update : April - July  2006
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Fiscal deficit for the period  Apr - July’06 stood at
Rs. 864bn (2.2% of GDP) - 58.1% of FY07BE and 11.5%
YoY increase.

Revenue  deficit for the period Apr-July’06  stood at
Rs. 782bn (2 % of GDP) - 92.3% of FY07BE and 13.5%
YoY increase.

Plan expenditure during the period Apr-July’06  increased
by 22.2% YoY.

Non-plan expenditure during the period Apr-July’06  also
increased by 22% YoY.

 Expenses on the revenue account  during  Apr-July’06
 went up by 24.2% YoY.

Expenses on the capital account saw a decline of  2.8% YoY
during the period Apr-July’06.
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Table 9: Central Government Finances for the period April - July'06                                                                      (Rs. bn)

Source: Controller General of Accounts, SBICAPS Research

Table 10: Sources of financing the deficits for the period April - July'06                                                               (Rs. bn)

Source: Controller General of Accounts, SBICAPS Research

Items BE Apr-July % of Apr-July % change
FY07 2006 BE 2005 YoY

1 External Financing 83 7 7.8 254 -97.4

2 Domestic Financing 1404 858 61.1 521 64.6

a Market Borrowings 1137 451 39.7 657 -31.4

b Securities against Small Savings 30 -2 -7.7 -1.0 NM

c Deposit Scheme for Retiring Employees -5 -1 25.0 -1 NM

d State Provident Funds 60 3 5.3 4 -25.0

e Special Deposits of Non-Govt. Provident Funds, 0 -1 NM -1 NM

Insurance Corporation etc.

f National Small Saving Fund 6 -45 -695.1 -109 NM

i  - Savings Deposit and Certificates 794 175 22.0 247 -29.5

ii  - Public Provident Funds 110 53 47.8 49 7.0

iii  - Investment In Securities -865 -266 30.7 -343 NM

iv  - Income/Expenditure of NSSF -33 -7 20.5 -62 NM

g Others 175 -34 -19.6 -244 NM

h Cash Balance {Decrease(+)/Increase(-)} 0 363 NM 220 65.4

i Investment (-) / Disinvestment(+) of Surplus Cash 0 124 NM 58 112.6

j Ways & Means Advances 0 0 0.0 0 0.0

3 TOTAL FINANCING 1487 864 58.1 775 11.5

Items BE Apr-July % of Apr-July % change RE % change YoY
FY07 2006 Actuals 2005 YoY FY06 FY07BE - FY06RE

Revenue

1 Revenue Receipts (2+3) 4,035 773 19.2 563 37.4 3,485 15.8

2    Tax Revenue (Net) 3,272 636 19.4 440 44.8 2,741 19.4

3    Non-Tax Revenue 763 137 18.0 123 11.0 743 2.6

4 Non-Debt Capital Receipts 118 23 19.8 23 2.3 141 -15.8

5 Total Receipts (1+4) 4,153 797 19.2 586 36.0 3,625 14.6

Expenditure

6 Non-Plan Expenditure 3,913 1,201 30.7 984 22.0 3,649 7.2

  On Revenue Account 3,444 1150 33.4 942 22.2 3,261 5.6

(i) of which Interest Payments 1,398 402 28.7 341 17.9 1,300 7.5

8   On Capital Account 468 51 85.8 43 18.0 388 20.8

9 Plan Expenditure 1,727 460 2.9 376 22.2 1,438 20.1

10   On Revenue Account 1,438 405 28.2 311 30.3 1,142 25.9

11   On Capital Account 290 55 18.9 65 -16.4 296 -2.3

12 Total Expenditure (6+9) 5,640 1,661 29.4 1,361 22.1 5,087 10.9

 (i) Revenue Account (7+10) 4,882 1,555 31.9 1,252 24.2 4,403 10.9

(ii) Capital Account ( 8+11) 758 105 13.9 108 -2.8 684 10.8

Balance, deficit (+)/surplus (-)

13 Fiscal Deficit (12-5) 1,487 864 58.1 775 11.5 1,462 1.7
As a % of GDP (Year to date) 3.8 2.2 - 2.2 - 4.1 -

14 Revenue Deficit (7+10-1) 847 782 92.3 689 13.5 918 -7.7
As a % of GDP (Year to date) 2.1 2.0 - 2.0 - 2.6 -

15 Primary Deficit {13-7(i)} 89 462 521.6 434 6.5 161 -45.1
As a % of GDP (Year to date) 0.2 1.2 - 1.2 - 0.5 -

7
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Year to date(July'06) roundup on tax collection:

Gross Tax Revenue - robust collection in July'06: Growth in the
Gross Tax Revenue collection at Rs 965bn for the period Apr-July'06
was higher by 35% on a YoY basis mainly on account of a sharp rise
in the direct tax collection. After the first four months of the current
fiscal, Gross Tax Revenue collection stood at 0.9% of GDP compared
to the target of 11.1% in FY07E.

Table 11: Tax collection trend                                                                                                                                                                        (Rs. bn)

 Source: Controller General of Accounts, SBICAPS Research

Direct Taxes: Direct tax collection continued to grow at a fast pace
during Apr-July'06. Total direct tax collection stood at Rs.342bn - an
increase of 56.5% on a YoY basis. Corporation tax collection stood at
Rs 199bn during Apr-July'06 - a sharp 80.7% increase on a YoY basis
as compared to last year's figure of Rs 110bn for the same period.
Income tax collection stood at Rs.144bn - a 32% increase on a YoY
basis as against the targeted increase of 16.9% in FY07BE over
FY06RE.

Indirect Taxes: Total indirect tax collection stood at Rs.622bn during
Apr-July'06 - a 25.5% increase over last year's indirect tax collection
of Rs.496 bn for the same period. Customs tax collection grew at
32.8%, higher than the targeted growth rate of 20.1% in FY07BE over
FY06RE. Other taxes, mainly comprising of the Services tax grew at
a robust 69.3% on a YoY basis during Apr-July'06 as against a
targeted growth rate of 48.1%. Excise tax collection maintained its
laggard pace, growing at a mere 6% during Apr-July'06 compared to
the same period last year.

Chart 23:  Year to date tax collection trend - Apr-July'06

Source: Controller General of Accounts, SBICAPS Research

Direct tax collection
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All the subheads of direct and indirect
taxes have shown a higher growth
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Rs bn. Apr-July'06 Apr-July'05

Items Apr-July'06 Apr-July'05 % YoY % of BE FY07BE FY06RE %YoY

Gross Tax Revenue 965 715 35.0 21.8 4,422 3,701 19.5

As a % of GDP (Year to date) 2.4 2.0 - - 11.1 10.5 -

Direct Taxes 342 219 56.5 16.3 2,104 1,698 23.9

As a % of GDP (Year to date) 0.9 0.6 - - 5.3 4.8 -

Corporation Tax 199 110 80.7 15.0 1,330 1,036 28.4

Income Tax 144 109 32.0 18.5 774 662 16.9

Indirect Taxes 622 496 25.5 26.8 2,318 2,003 15.7

As a % of GDP (Year to date) 1.6 1.4 - - 5.8 5.7 -

Customs Tax 265 200 32.8 34.4 771 642 20.1

Excise Tax 243 229 6.3 20.4 1,190 1,120 6.3

Service Tax* 114 67 69.3 32.0 357 241 48.1
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EXTERNAL SECTOR INDICATORS

Crude Oil prices fell by US$13/bbl in last one month to US$63/bbl on the back
of easing geopolitical risks, a slowing US economy and adequate oil production
by OPEC.

Falling crude oil prices is good news for the Indian economy, as it will help to
contain India's Trade Deficit and help to ease pressures on the Indian rupee.

Crude Oil prices fall by US$13/bbl in one month to US$63/bbl
After reaching a record high of US$76.9/bbl on 7th Aug'06, WTI
prices have recorded a steady fall since then and currently hovering
around US$63/bbl - a sharp drop of US$13/bbl in a span of one
month. The oil prices had shot up in the last month amidst
heightened geo-political tensions in the Mddle East leading to the
fear of supply shortages from oil exporting countries.

The absence of any negative geopolitical news in the last week has
therefore acted as a major force in bringing the international crude
oil prices down. Another important factor for the sharp drop in the
crude oil prices can be attributed to the slowdown witnessed in the
US economy since the 2QFY06. We believe that there is a great
likelihood of a global slowdown in 2007 led by an acute slowdown
in the US economy. In such a scenario, the slack in the consumer
demand will automatically help to keep oil prices at lower levels.
Moreover OPEC, which supplies 40% of the world's crude, has
decided to keep its output target unchanged at the present moment
at 28mn/bbl/day despite the recent fall in the crude oil prices as it
is too early to get a clear picture of the oil prices movement. Under
such a scenario, we expect oil prices to remain soft in the coming
months and may even touch US$60/bbl if the tension in the Middle
East subsides further.

Chart 24: WTI oil prices have fallen by US$13/bbl in last one month

Source: Bloomberg, SBICAPS Research
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Falling crude oil prices good news for Indian economy
The Indian economy imports 70% of its oil requirements. Therefore
high crude oil prices in the last two years have affected India's
balance of trade adversely. The Trade Deficit has widened from
US$13.7bn in FY04 to US$36.6bn in FY05 and further to US$51.5bn in
FY06 led by soaring crude oil prices as well as a fast growing
domestic economy, which has spurred the non-POL imports growth.
The Trade Deficit is expected to widen further to US$60bn in FY07 if
oil prices stay in the higher trajectory of US$70/bbl.

Therefore a falling crude oil price scenario will be greatly beneficial
for oil importing countries like India, which are also growing at a
fast pace. Assuming buoyant invisibles flow (spurred by remittances
and services export), a lower Trade Deficit will help to reduce the
Current Account Deficit (CAD), which has almost doubled from
US$5.4bn in FY05 to US$10.5bn in FY06. A small CAD will require
lesser foreign capital flows to finance it. Therefore even if foreign
capital flows slow down in FY07E (we have factored a slowdown in
portfolio investments in FY07 in our BOP projections), the Capital
Account Surplus of US$20bn will be sufficient enough to finance the
CAD of US$10-15 bn and add to further accretion of forex reserves.

A small CAD financed by foreign capital flows will help to ease
depreciation pressures on the rupee and will help it to strengthen
gradually. A strengthening rupee will help to tame inflation
indirectly by tightening liquidity without any interest rate hikes.
However it is too early to conjecture whether oil prices are likely to
stabilize at the current levels though all indications show that the
rally in the oil prices is almost nearing its end.

We are not altering our BOP projections at this juncture. However if
oil prices continue to fall, we will revise our numbers favourbly for
Trade Deficit, CAD and INR for the full year FY07E. The broad
directional view on the INR will remain the same - that of
appreciation - even stronger in the case of a fall in crude oil prices
than our earlier estimates of Rs. 44.5/US$ by March'07 end, ceteris
paribus.

Chart 25: Current Account and Trade Balance - yearly trend

Source:  RBI, SBICAPS Research
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Table 12: Balance of Payments Projection                                              (US$bn)

 Source: RBI, SBICAPS Research

Chart 26: Forex exchange reserves - monthly trend

Source: Bloomberg, SBICAPS Research

Table 13:  Latest trend in cross currencies (as on  11th  Sept ’06)

Source: Bloomberg, SBICAPS Research
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FY06 FY07E

1 Exports 104.8 120.0

2 Imports 156.3 180.0

3 Trade Balance (1-2) -51.6 -60.0

4 Invisibles, net 40.9 45.0

A Current Account Balance (3+4) -10.6 -15.0

5 Net FDI 5.7 6.5

6 Portfolio Investments 12.5 6.0

7 Loans 4.7 5.5

8 Banking Capital -1.4 -1.0

9 NRI Deposits 2.8 2.5

10 Rupee Debt Service -0.6 -0.5

11 Other Capital 0.9 1.0

B Capital Account Balance (5:11) 24.7 20.0

C Change in Reserves 15.1 5.0

Currency Latest 1W ago 1M ago 3M ago 12M ago

USD/INR 46.34 46.44 46.52 45.92 43.81

EUR/USD 1.2682 1.2873 1.2722 1.2639 1.2410

USD/JPY 116.74 116.08 116.32 113.97 109.68

GBP/USD 1.8661 1.907 1.8899 1.8404 1.8391
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Equity Markets:
Indian stock markets bounced back in the last month
as crude oil prices fell by US13$/bbl to reach
US$63/bbl and a strong indication from Fed's
minutes of meeting that interest rates are most likely
to be kept unchanged in the next FOMC meeting on
20th Sept.  With the 10Yr G-sec falling to 7.75% and a
pause in rate hikes by the G3 countries, it is very
unlikely that RBI would raise rates in the Oct'06
monetary policy review. This has helped to improve
sentiments in the stock markets further.  Currently
the BSE Sensex is trading at 11,963 levels with a P/E
multiple of 20.61 and NIFTY is trading at 3,467
levels with a P/E multiple of 19.9. We expect the
domestic stock markets to take cue from the global
markets in the coming month, as market participants
keenly await the US Federal Reserve's decision on
rate hikes.

Debt Markets:
Indian bond markets rallied in the last few weeks on
the back of falling crude oil prices and a positive
sentiment in the market that RBI is unlikely to raise
rates in the Oct'06 Monetary Policy Review. The
benchmark 10 Yr G-Sec yield, currently at 7.77% has
fallen almost 66bps from a 4-1/2-year high in mid-
July'06. However stronger than expected July'06 IIP
growth of 12.4% have led some market participants
to speculate that the RBI could raise short-term rates
again at its next review in Oct'06 in order to control
inflationary pressures. Although this is a possibility,
we do not expect RBI to raise rates in Oct'06. If the
RBI refrains from raising rates in Oct'06, bond
markets will rally further in the coming months
provided oil prices remain soft.

Forex Markets:
The INR remained choppy in the last month
touching Rs.46.6/US$ on 25th Aug'06 and then again
strengthening back to Rs.46.1/US$ on 9th Sept'06. The
Indian rupee strengthened in the first week of
Sept'06 mainly on account of a rebound in the Indian
stock markets on the back of a falling oil price
scenario and a positive view that interest rates in
most of the countries including India will remain
unchanged for the time being. We believe that US
Fed will keep interest rates unchanged in the
20th Sept'06 FOMC meeting which will lead to a
depreciation of the USD. If oil prices also remain
soft in the coming months, it will help to ease
pressures on the INR, as the Indian economy is more
sensitive to crude oil imports than their developed
counterparts. We therefore continue to maintain our
INR forecast of Rs.44.5/US$ by March'07 end.

FINANCIAL MARKET INDICATORS

Chart  27: Equity markets to remain choppy

Source: Bloomberg, SBICAPS Research

Chart  28: Sovereign Yield Curve

Source: RBI, Bloomberg, SBICAPS Research

Chart  29: INR to take cue from USD & oil prices

Source: RBI, Bloomberg, SBICAPS Research
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Table 14:  Macroeconomic Snapshot :  Annual Trend

Source: CSO,RBI, MOF, SBICAPS Research

Year-End 31st March FY01 FY02 FY03 FY04 FY05 FY06 FY07E

National Income Indicators 

GDP at factor cost (Rs. bn) 18,704 19,781 20,526 22,260 23,937 25,953 27,900

GDP at current market prices (Rs. bn) 21,077 22,813 24,497 27,602 31,214 35,315 39,800

GDP at current market prices (US$ bn) 461 475 507 601 694 797 875

Per capita GDP (US$) 458 467 494 583 672 761 817

Real GDP Growth (%) 4.4 5.8 3.8 8.5 7.5 8.4 7.5

  Agriculture Growth (%) 0.0 6.2 -6.9 10.0 0.7 3.9 2.5

  Industry Growth (%) 6.3 2.7 7.0 7.6 8.6 9.0 8.0

  Services Growth (%) 5.6 7.1 7.3 8.2 9.9 10.0 9.0

Monetary Indicators (%)

Money Supply (M3) growth - (average) 16.8 14.1 14.7 16.7 14.0 15.1 15.5

Deposit growth 18.4 14.6 13.4 17.5 14.2 17.0 16.0

Bank Credit growth 17.3 15.3 16.1 15.3 30.9 30.0 25.0

Inflation (%)

WPI (average) 7.2 3.6 3.4 5.4 6.5 4.5 5.2

CPI - Industrial Workers (average) 3.8 4.3 4.0 3.9 4.5 4.0 5.0

Fiscal Indicators (% to GDP)

Center's Fiscal Deficit 5.7 6.2 5.9 4.5 4.0 4.1 4.1

Center's Revenue Deficit 4.1 4.4 4.4 3.6 2.5 2.7 2.5

External Indicators 

Exports (US$bn) 45.5 44.7 53.8 66.3 82.2 104.8 120.0

Imports (US$bn) 57.9 56.3 64.5 80.0 118.8 156.3 180.0

Trade Deficit (US$bn) -12.5 -11.6 -10.7 -13.7 -36.6 -51.5 -60.0

Invisibles (US$bn) 9.8 15.0 17.0 27.8 31.2 40.9 45.0

Current Account (US$bn) -2.7 3.4 6.3 14.1 -5.4 -10.6 -15.0

Current Account (% of GDP) -0.6 0.7 1.3 2.3 -0.8 -1.3 -1.7

Foreign Exchange Reserves (US$ bn) 42.9 54.7 76.1 113.0 141.5 154.5 159.5

Import Cover of Reserves (in months) 8.8 10.9 13.4 16.9 14.3 11.9 11.0

Exchange Rate (Rs/US$)

Average 45.7 48.0 48.3 45.9 45.0 44.3 45.5

Year-End 31st March 46.5 48.9 47.5 43.6 43.8 44.6 44.5
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ANNEXURES

Table 15: Central Government Finances                                                                                                                                 (Rs bn)

Note: Figures in bracket indicate percentage of GDP
Source: Budget Documents, SBICAPS Research

Items FY01 FY02 FY03 FY04 FY05 FY06RE FY07BE

Revenue

1 Revenue Receipts (2+3) 1,926 2,014 2,317 2,639 3,060 3,485 4,035

2   Tax (net to centre) 1,369 1,337 1,594 1,870 2,248 2,741 3,272

3   Non tax 557 678 723 769 812 743 763

4 Capital Receipts (5+6+7) 1,330 1,610 1,686 2,075 1,917 1,602 1,605

5   Recoveries of Loans 120 164 342 673 620 117 80

6   Other Receipts 21 36 32 170 44 24 38

7   Borrowings & other liabilities 1,188 1,410 1,313 1,233 1,252 1,462 1,487

8 Total Receipts (1+4) 3,256 3,625 4,004 4,714 4,977 5,087 5,640

Expenditure

9 Non Plan Expenditure (10+12) 2,429 2,613 2,889 3,491 3,654 3,649 3,913

10   On Revenue Account of which 2,268 2,400 2,681 2,835 2,969 3,261 3,444

11      Interest Payments 993 1,075 1,178 1,241 1,269 1,300 1,398

12   On Capital Account 162 213 209 656 685 388 468

13 Plan Expenditure (14+15) 827 1,012 1,115 1,223 1,323 1,438 1,727

14   On Revenue Account 511 617 716 786 875 1,142 1,438

15   On Capital Account 316 395 399 436 448 296 290

16 Total Expenditure (9+13) 3,256 3,625 4,004 4,714 4,977 5,087 5,640

17 Revenue Expenditure (10+14) 2,779 3,016 3,396 3,621 3,844 4,403 4,882

18 Capital Expenditure (12+15) 478 608 608 1,092 1,133 684 758

Balance,deficit (+) / surplus (-)

19 Revenue Deficit (17-1) 852 1,002 1,079 983 783 918 847

(4.1) (4.3) (4.4) (3.6) (2.5) (2.6) (2.1)

20 Fiscal Deficit {16-(1+5+6)} 1,188 1,410 1,313 1,233 1,252 1,462 1,487

(5.7) (6.1) (5.4) (4.5) (4.0) (4.1) (3.8)

21 Primary Deficit (20 -11) 195 335 135 -8 -17 161 89

(0.9) (1.5) (0.6) 0.0 (0.1) (0.5) (0.2)
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P : Preliminary                        PR : Partially Revised
Source:  RBI, SBICAPS Research

Table 16:  India’s Overall Balance of Payments                                                                                                        (US$ mn)

Items FY01 FY02 FY03 FY04 FY05PR FY06P
A. CURRENT ACCOUNT (i+ii) -2,666 3,400 6,345 14,083 -5,400 -10,612
i) MERCHANDISE TRADE BALANCE -12,460 -11,574 -10,690 -13,718 -36,629 -51,554

Exports 45,452 44,703 53,774 66,285 82,150 104,780
Imports 57,912 56,277 64,464 80,003 118,779 156,334

ii) INVISIBLES (a+b+c) 9,794 14,974 17,035 27,801 31,229 40,942
a) Services 1,692 3,324 3,643 10,144 14,199 22,265
i) Travel 693 123 -29 1,435 985 1,368

ii) Transportation -1,512 -1,306 -736 879 259 -1,117
iii) Insurance 47 8 19 56 187 57
iv) Government not included elsewhere 332 235 65 28 67 -175
v) Miscellaneous 2,132 4,264 4,324 7,746 12,701 22,132

of which: Software Services 5,750 6,884 8,863 12,324 16,526 22,262
b) Transfers 13,106 15,856 16,838 22,162 20,844 24,276
i) Official 252 458 451 554 591 181

ii) Private 12,854 15,398 16,387 21,608 20,253 24,095
c) Income -5,004 -4,206 -3,446 -4,505 -3,814 -5,599
i) Investment Income -4,664 -3,844 -3,544 -3,757 -2,669 -5,027

ii) Compensation of Employees -340 -362 98 -748 -1,145 -572

B. CAPITAL ACCOUNT 8,840 8,551 10,840 16,736 31,027 24,693
1 Foreign Investment(a+b) 5,862 6,686 4,161 13,744 12,147 18,222

a) Net Foreign Direct Invesment (i+ii) 3,272 4,734 3,217 2,388 3,240 5,733
i) FDI into India 4,031 6,125 5,036 4,322 5,589 7,691

Equity 2,399 4,091 2,766 2,229 3,714 5,759
Reinvested Earning 1,352 1,644 1,832 1,460 1,508 1,676
Other Capital 280 390 438 633 367 256

ii) FDI Abroad -759 -1,391 -1,819 -1,934 -2,349 -1,958
Equity -344 -570 -611 -1,122 -1,261 -978
Reinvested Earning -340 -700 -1,104 -552 -700 -364
Other Capital -75 -121 -104 -260 -388 -616

b) Portfolio Investment 2,590 1,952 944 11,356 8,907 12,489
In India 2,760 2,021 979 11,356 8,907 12,489
Abroad -170 -69 -35 0 0 0

2 Loans (a+b+c) 5,264 -1,261 -3,850 -4,364 10,755 4,737
a) External Assistance 410 1,117 -3,128 -2,858 1,923 1,438
b) Commerical Borrowings 4,303 -1,585 -1,692 -2,925 5,040 1,591
c) Short Term to India 551 -793 970 1,419 3,792 1,708
3 Banking Capital (a+b) -1,961 2,864 10,425 6,033 3,874 1,373

a) Commercial Banks -1,882 2,660 10,135 6,501 3,979 442
b) Others -79 204 290 -468 -105 931
4 Rupee Debt Service -617 -519 -474 -376 -417 -572
5 Other Capital 292 781 578 1,699 4,668 933

C. Errors and Omissions -306 -194 -200 602 532 971
D. Overall Balance(A+B+C) 5,868 11,757 16,985 31,421 26,159 15,052
E. Monetary Movements (i+ii+iii) -5,868 -11,757 -16,985 -31,421 -26,159 -15,052

i) IMF -26 0 0 0 0 0
ii) Foreign Exchange Reserves -5,842 -11,757 -16,985 -31,421 -26,159 -15,052

iii) SDR Allocation 0 0 0 0 0 0
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the next 12 month. 1=Buy (expected to outperform the market by 15 or more percentage points); 2=Outper-
form (expected to outperform the market by 5-15 percentage points); 3=Marketperform (expected to per-
form in line with the market); 4=Underperform (expected to underperform the market) by 5-15 percentage
points); 5=Sell (expected to underperform the market by 15 or more percentage points); 6=Venture (return
over multiyear time frame consistent with venture capital, should only be held in a well-diversified portfo-
lio).


