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The Reserve Bank of India (RBI) raised a benchmark interest rate by half-a-

percentage point on July 26, tightening more aggressively than expected in an 

effort to get a grip on an inflation problem that it warned could grow worse. The 

RBI lifted its lending rate, or the repo rate, to 8% from 7.5% and the reverse repo 

rate to 7%, the 11th increase since it began tightening policy in March 2010. 

The move indicated the RBI was ready to sacrifice growth in Asia's third-biggest 

economy to cool price rises that have stoked public discontent. But business lead-

ers warned that the increase threatened to stifle economic growth that, while ro-

bust, has been slowing. 

The RBI signaled it would maintain a hawkish stance until price pressures show a 

sustained fall. "Although the impact of past monetary-policy actions is still getting 

transmitted, considering the overall growth and inflation scenario, there is a need 

to persevere with the anti-inflationary stance," the central bank said in its policy 

review for the fiscal first quarter. 

The decision comes as authorities struggle to control near double-digit inflation, 

which has been uncomfortably high for more than two years. The RBI has been 

one of the most aggressive among central banks, but price pressures still remain 

high, driven by strong demand pressures that have spread from food to other 

commodities. Inefficient agricultural infrastructure and a shift in diet to protein-

rich foods have both stoked higher food prices. 

But the central bank’s sustained tightening that began more than a year ago has 

raised concerns of a sharp slowdown in economic growth. Economists say a sig-

nificant part of the tightening seen so far has yet to be fully transmitted into the 

economy because of the lag that always accompanies monetary policy. So as the 

previous tightening takes effect, India’s expansion could slow substantially. 

While the RBI’s actions have been aimed at tamping down inflationary expecta-

tions, clearly these alone won’t be enough. The central bank, for instance, has 

blamed the rise in food prices on a structural increase in the demand for protein-

rich foods thanks to India’s growing prosperity.  

Economists also point to the country’s inefficient supply management, which can’t 

be addressed by simply ramping up interest rates. The government needs to re-

vamp its distribution system but that will take a long time. Its wide fiscal deficit 

and still-high subsidies further stoke inflation worries. 
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ANOTHER INTEREST RATE HIKE 
 

4.00

6.00

8.00

10.00

12.00

M
ar

 1
0

M
ay

 1
0

Ju
l 1

0

Se
p

 1
0

N
o

v 
1

0

Ja
n

 1
1

M
ar

 1
1

M
ay

 1
1

Ju
l 1

1
Minimal Impact

Inflation % Repo Rate %



 2 

A STEP CLOSER FOR 51% FDI IN MULTI-BRAND RE-

TAILING 

After years of debate, India, one of the largest consumer markets in the world, has finally taken a tenta-

tive step to allow international retailing giants like Wal-Mart, Carrefour and Tesco to set up shop in the 

country. On July 21, the committee of secretaries (CoS), headed by cabinet secretary Ajit Kumar Seth, 

gave its approval to allow a minimum of 51% in multi-brand retailing, a major step towards opening the 

sector to allow the entry of foreign retail giants. The proposal has to approved by the Union Cabinet, 

though. 

The committee recommended relaxing investment to allow foreign retail firms a majority stake of 51% in 

multi-brand retail businesses with a minimum investment of $100 million to set up retail operations (with 

half of their total investment for developing back-end infrastructure). However, they have been restricted 

to cities that have a population of over 1 million. 

So far foreign multi-brand retailers have been allowed into wholesaling and not directly to consumers. 

Single-brand retailers are however permitted, which has allowed luxury branded product makers like 

Marks & Spencer to set up operations in the country. 

Opening of the multi-brand retail sector to foreign investments has been stalled due to stiff political oppo-

sition and from small traders who fear being forced out of business by their multinational rivals. 

What needs to be understood that this is about more than getting swanky big supermarkets into subur-

ban malls. This is an attempt to ensure that India’s creaking supply chains, which slow down any attempt 

to deal with galloping food inflation, can be modernized and made much more effective than they have 

been to this point. Taming food prices needs the presence of an updated back-end infrastructure.  

Cold storage is as important, in its way, as roads and bridges. Mobilizing foreign funds to build it is over-

due, and should be hastened. According to industry estimates, up to 40% of India’s fruit and vegetables 

FISCAL DEFICIT QUADRUPLES TO RS.1.6 LAKH 

CRORES IN 3 MONTHS 

India’s fiscal deficit quadrupled from a year ago to Rs 1.6 lakh cr. in the first quarter, in line with the Re-

serve Bank of India’s (RBI) apprehensions. Against the government’s optimism that it will rein in fiscal 

deficit at 4.6% of Gross Domestic Product (GDP) for the financial year, the deficit has already reached 

39.4% of the target in three months. At this point of time last year, it was 10.5% of the 2010-11 target. 

 

The gap between the government’s expenditure and revenue widened during April-June, because re-

ceipts did not keep pace with last year’s numbers, boosted by one-time revenue gain from the 3G spec-

trum auction. Also, the government’s disinvestment programme for this year is yet to take off fully.  

 

Non-tax revenue, the head under which spectrum sale proceeds come, was down 89% to Rs 12,221 cr. 

in April-June, compared to Rs.115,000 cr. in the same period last year. Even tax revenue fell short of last 

year’s collections. It stood at Rs. 78,699 cr., compared to Rs. 83,994 cr. in the same period last year. 

The government was able to contain its expenditure just above last year’s figures. Its outlay stood at Rs. 

261,217 cr., slightly more than Rs. 242,208 cr. 

 

Analysts expect it would be difficult for the government to bring fiscal deficit below 5% of GDP for 2011-

12. Last year, the government was able to contain fiscal deficit at 4.7% of GDP, against the original target 

of 5.5% and the revised target of 5.1%.However, doubts are now being raised over maintaining the high 

growth momentum in the economy in the current fiscal as inflation continues to remain high, putting 

pressure on interest rates and subsequently slowing down credit off-take and the investment climate. 
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Taxpayers who file their income-tax returns electronically will get their refunds within a month. To speed 

up refunds and encourage electronic filing of tax returns, the Central Board of Direct Taxes has promised 

expeditious refunds. The wait for refunds in the case of physical tax returns ranges between 5-10 

months. 

Weekly Spotlight 

Thinking is the hardest work there is, which is probably why so few engage in it. 

                                                                                                - Henry Ford 
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Did You Know? 

 

Soros Fund Management, owned by a investing legend George Soros and one of the most successful 

hedge funds in the world, announced earlier this week that it would cease to hold outsiders’ money and 

from next year would manage only the $25bn the Soros family and its various foundations count as per-

sonal wealth. 

The move completes Soros’s transformation from a speculator, who in 1992 made $1 billion betting that 

the Bank of England would be forced to devalue the pound, to philanthropist statesman, a role he first 

imagined for himself as a Hungarian émigré studying at the London School of Economics after World War 

II, according to Soros’s writings. In the last 30 years, he’s given away more than $8 billion to promote 

democracy, foster free speech, improve education and fight poverty around the world. 

In India, Soros never achieved the same reputation as Warren Buffett did. Buffett’s buy-and-hold strategy 

is widely admired among the best private investors in India and many make the annual pilgrimage to 

Omaha when Buffett chairs the annual investor meeting of his Berkshire Hathaway.  Nevertheless, Mr. 

Soros has had a tremendous influence on the investment world in the 4 decades he’s been active and a 

fantastic track record. His fund has given a compounded annual return of over 20% since 1969! 

AN INVESTING LEGEND HANGS UP HIS BOOTS 

July 22 July 29

Weekly YTD

Sensex 18,722.30 18,197.20 (2.80) (11.27)

Nifty 5,633.95 5,482.00 (2.70) (10.64)

US  12,681.16 12,143.24 (4.24) 4.89

China 2,770.79 2,701.73 (2.49) (3.79)

Japan 10,132.11 9,833.03 (2.95) (3.87)

Hong Kong 22,444.80 22,440.25 (0.02) (2.58)

Germany  7,326.39 7,158.77 (2.29) 3.54

UK  5,935.02 5,815.19 (2.02) (1.44)

Brazil 60,270.47 58,823.45 (2.40) (15.12)

NYMEX Crude  ($ per barrel) 99.90 95.70 (4.20) 4.70

Gold ($ per oz) 1,602.00 1,628.50 1.65 15.87

Weekly DII Inflow (Rs.cr) 608.59 1,076.71

Weekly FII Inflow  ($ mn) 68.67 282.02

Cumulative DII Inflow - YTD (Rs.cr) 12,875.87 13,952.58

Cumulative FII Inflow - YTD ($ mn) 2,166.61 2,448.63

Food Inflation (%) 7.58 7.33

% change


