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SIB proudly presents an innovative Savings bank and Recurring deposit account exclusively for women with free insurance
coverage - Mahila Savings Bank & Recurring DepositAccounts.

We offer an array of revolutionary advantages, services and wealth management solutions to help every woman to achieve their goals.
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Remittance by way of transfer or clearing up to Rs.50,000/- per month to Mahila ABB Account through other branches. ¢ FREE
cash withdrawal up to Rs.10,000/- daily through other branches apart from Rs.20,000/- through ATMs. & FREE payment of
cheque through speed clearing Pan India without limit.  FREE purchase of 2 Draft/PO up to Rs.10,000/- Monthly ¢ FREE 25
Cheque leaves per year. « FREE ATM cum Debit card with no AMC « FREE Internet banking facilities. ¢ FREE Bill payments,
mobile top up & e-commerce through SIB website “southindianbank.com”

CONDITIONS e All the free facilities will be available exclusively in the Mahila Savings Bank account only; ¢ In case minimum
balance of Rs.1000 is not maintained in the SB account, normal service charges will be collected. General T & C attached to SIB’s SB
account will apply for this SB also. # In case RD is closed before 12 months, a flat charge of Rs. 50/- as service charge will be
collected. T&C attached to SIB’s RD account will apply.

For further details contact your nearest SIB branch
or visit us at www.southindianbank.com.

Regd. Office: SIB House, Mission Quarters, Thrissur, Kerala, Pin - 680 001.
Email : sibcorporate@sib.co.in Tel : 91-487-2420020,
Toll free: 1800-843-1800, 1800-833-1800 (India)
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Economic scenarios change in unpredictable manner and accordingly policy
decisions have to address the new challenges. When it was the recession/
slowdown, monetary policy by the monetary authorities necessitated infusion
of moreliquidity at lower interest ratesto prop up consumption andinvestment
demand in the economy. The government action by fiscal policy required
reduction of taxesand hiking up government expenditureto stimul ate demand
intheeconomy. These policieswere pursued globally by the governmentsand
the central banks. These aretermed aseasy monetary policy and expansionary
fiscal policies. Thustherewasgradual recovery from the recessionary state of
the economy, and economic growth rates improved. But management of
economic recovery posed new challenges in the Indian economy. Unlike in
other countries, there were surging inflationary trends in the economy. This
started withfood pricesinflation primarily owing to supply shortagesresulting
from the lower food production. There was a severe drought situation in the
country and food output was lower. Gradually price increase became broad-
based and there was noticeable increase in prices of manufactured products
also. Now thepoliciesareto be geared to target at containing inflation without
choking economic growth. So this has become a balancing act on the part of
the RBI to giveclear signalsto focus on price stability but also to maintain the
tempo of economic recovery and growth.

What are the projections as regards India’s economic performance for
the year 2010-11?

The GDP — gross domestic product — growth for the year 2010-11 is placed at
8.0 percent with an upward bias. The wholesale priceindex inflation for March
2011isplacedat 5.5 percent. Themoney supply growth (M 3) isestimatedat 17.0
percent. The aggregate deposits of banks are projected to grow by 18.0 percent
and non-food bank credit by 20.0 percent for the present fiscal year.

What aretherisk factorsfor the Indian economy that are highlighted in

the RBI Annual Policy Statement?

The annua policy statement analyzes some risk factors that may adversely
affect the economic performance of the country. First, there is uncertainty



about the pace and shape of global economic recovery. Fisca stimulus
measures played a mgjor role in recovery process in many countries by
compensating for thefall in private demand. Till now, private demand has not
yet picked up. If stimulus measures are withdrawn, recovery and growth
process will be affected. Even though recovery in India is predominantly
driven by domestic demand, owing to the linkages of trade, finance and
sentiments, an uncertain global environment can adversely impact the Indian
economy. Second, if global recovery continues momentum, commodity and
energy priceswhich have been ontheriseduring thelast oneyear, may harden
further, leading toinflationary pressures. Third, anormal south-west monsoon
continues to be a critical factor for moderation in food prices and balanced
economic growth. Any unfavourable monsoon could impose fiscal burden
and dampen rural consumer and investment demand. Fourth, accommodative
monetary policies and monetary expansion in advanced economies coupled
with better growth prospects in emerging economies like India could trigger
large capital inflows. This could pose challenges for exchange rate and
monetary management. The appreciation of rupee will impact prospects of
exporters and domestic producers competing with imports.

What are the major considerations that have guided monetary policy
stance for 2010-11?

First, economic recovery is getting consolidated despite failure of monsoon
rainfal in the last year. Economic growth is projected to be more broad-based
in2010-11. Themonetary policy variableswhich weretargeting crisisSituation
have now to address the near-normal Situation. Second, there is an urgent
requirement that demand sideinflation is contained. Inflation which wasearlier
driven by supply sidefactors has become generalized and inflation expectations
remain a an elevated level. Third, even as surplusliquidity hasto be absorbed,
government debt management with moreissuance of securitiescompared tothe
previousyear requiressupportiveliquidity conditions. Thegovernment borrowing
programme has to be smooth while managing excess liquidity.

What are the monetary measures announced by the RBI?

The RBI has effected changes in the reserve ratios and policy interest rates to
containinflationary trends aswell asto stimulate economic growth. So thishas
become afine-tuning act on the part of the RBI and as such any drastic changes
cannot be expected in the policy interest rates— bank rate, repo rate and reverse
repo rate - and reserve ratios— cash reserve ratio (CRR) and statutory liquidity
raio (SLR). TheBank rate hasbeen retained at 6.0 percent. Bank rateisregarded
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as the long term indicative interest rate which need not change according to
fluctuating economic situations. The repo rate, considered to be the short-term
lending rate and refinancing rate of the RBI to commercial banks has been
increased by 25 basis points (0.25 percent) from 5.0 percent to 5.25 percent. It
has been decided to increase the reverse repo rate — the rate of interest the RBI
pays on excess funds that commercid banks park with the RBI - by 25 basis
points from 3.5 percent to 3.75 percent. These measures would mean dight
upward movement intheinterest ratesindicating costlier credittothepublic. The
CRR has been increased by 25 basis points from 5.75 percent to 6.0 percent of
thecommercia banks netdemandandtimeliabilities. Asaresult, thecommercia
banks have to deposit about Rs.12,500 crore of additiona funds with the RBI.
The lendable resources of the banks will be reduced to this extent.

What ar ethe expected outcomesof themonetary policy announcements?

The expected outcomes of the policy changes are detailed in the policy
statement. It is expected that inflation will be contained and inflationary
expectations will be anchored. At the same time, it ensures that economic
recovery process will be sustained. The monetary measures are expected to
meet the Government borrowing requirements and also the private credit
demand. Thusvarious policy instrumentswill be aligned to the evolving state
of the economy.

What are the financial sector reforms and innovations proposed in the
annual policy?

The financia sector reforms should improve financia intermediation and
maintain financial stability. Financial stability requiresastronger supervisory
regimefor financial companiesandfinancia conglomerates. Financial Stability
Reportswill be published half-yearly and accordingly suitable measures will
be initiated.

The interest rate futures market will be degpened with introduction of Interest
Rate Futures (IRFs) on 5-year and 2-year notional coupon bearing securitiesand
91-day Treasury Bills. IRFson 10-year notiona coupon bearing Government of
Indiasecurity were dready introduced in 2009. Fina guidelinesfor issuance of
non-convertible debentures of maturity of |ess than one year will be published
by theRBI. Credit Default Swaps (CDS) for corporate bondswill beintroduced
after finalizing aframework suitable for the Indian market. Exchange —traded
foreign currency option contracts will be introduced on spot US Dollar/Rupee
exchange rate for resdents. Separate Trading for Registered Interest and
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Principal of Securities (STRIPS) will be implemented through negotiated
dedling system. An active repo market in corporate bonds will operationalised.
A reporting platformwill beintroduced for al secondary market transactionsin
certificates of deposits (CDs) and commercia papers (CPs).

What are the policy announcements with implications for the banking
sector ?

The commercial bankswill be mandated to switch over to the system of Base
Rate in place of the present BPLR (Benchmark Prime Lending Rate) system
fromJuly 1, 2010. It isexpected that the Base Rate system will facilitate better
pricing of loans and enhance transparency in lending rates.

The banks will be alowed to classify their investments in non-SLR bonds
issued by companiesengaged ininfrastructure activitiesand having aresidual
maturity of seven years under the held to maturity (HTM) category.
Infrastructureloanaccountsclassified assub-standardwill attract aprovisioning
of 15 percent instead of the current 20 percent but subject to a mechanism to
escrow cash flows and ensuring first legal claims on cash flows.

Banksaremandated not toinsist on collateral security for loansuptoRs. 101acs
extended tothemicro and small enterprises((MSE). Thebanksarea sorequired
toincreaseflow of creditto MSME sector, particularly tomicro enterprises. The
banks will be alowed to engage any individua, including those operating
Common Service Centres (CSCs) as business correspondents (BC). RBI
proposesto strengthen the monitoring mechanism on customer servicesof banks
through on-site and off-site inspections. A roadmap will be prepared for
introduction of abank holding company / financia holding company structure
together with the required legidative framework. A working group will be
constitutedfor analyzinginformationsecurity, el ectronicbankingandtechnol ogy
risk management for tackling cyber frauds and improving systems. As banks
have to comply with the IFRS (International Financia Reporting Standards)
convergence process, detailed studies are proposed on the implications and
operational guidelines relevant to the banking sector. The issue of mode of
presence of foreign banksin Indiathrough branch or wholly owned subsidiary
(WOS) will be further discussed before afind decision.

Thustheannual monetary policy statement takescareof theparticular exigencies
of the economic stuation in the country and rightly focuses on the twin
objectives of price stability and economic growth. Also it is properly aigned
with the fiscal path of prudence and consolidation of the Union Government.



Highlights of the RBI Annual Monetary Policy 2010-11

Monetary Measures

@ Repo rate has been raised by 25 basis points from 5.0 per cent to
5.25 per cent

@ Reverse repo rate has been raised by 25 basis points from 3.5 per cent
to 3.75 per cent

@ Cash Reserve Ratio (CRR) of scheduled banks has been raised by 25
basis points from 5.75 per cent to 6.0 per cent of their net demand and
time liabilities (NDTL)

Developmental and Regulatory Measures

@ Financial Stability Reports will be published by RBI on a half-yearly
basis

@ Banks will be mandated to switch over to Base Rate system for pricing
loans to ensure transparency, better pricing and effective monetary
transmission

@ Interest Rate Futures on 5-year and 2-year notional coupon bearing
securities and 91-day Treasury Bills will be introduced

@ Plain vanilla currency options on spot US Dollar/Rupee exchange rate
for residents will be introduced

@ Banks will be permitted to engage any individual as banking
correspondents (BCs) subject to banks’ comfort level and their carrying
out suitable due diligence

@ Implementation of Financial Inclusion Plans (FIPs) of banks will be
monitored

@ Banks cannot insist on collateral securities for loans up to Rs.10 lakh to
units in the MSE (Micro and Small Enterprises) Sector

@ Banks’ performance on flow of credit to MSE Sector will be monitored

@ Discussion papers will be prepared on mode of presence of foreign
banks in India - through branch or wholly owned subsidiary — and on
guidelines for issuance of additional banking licenses to private sector
players

@ Monitoring Customer Service of the banks with focus on retail and
small customers

Your comments and feedback on this publication may be sent to Saff Training College,
The South Indian Bank Ltd., Thrissur 680 001 or by E.mail: ho2099@sib.co.in
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