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The RBI’s Annual Monetary Policy 2011-12 is characterized by an aggressive policy decision after a long-time with
hawkish stance amid prevailing inflationary concerns. In order to contain inflation by reining in demand side
pressures and anchor inflationary expectation while sustaining growth in medium term, though the same may
hurt growth in short-term, RBI increased both Reverse Repo rate and Repo rate by 50 bps from 5.75% to
6.25% and 6.75% to 7.25% with immediate effect.

The Marginal Standing Facility rate, at which Banks can borrow up to 1% of their respective Net Demand and
Time Liabilities, is determined at 8.25% with effect from May 7, 2011, and the savings bank deposit
interest rate increased from the present 3.5% to 4% with immediate effect.

On banking regulations front, RBI enhanced provisioning rates on advances classified as Non Performing Assets
and Restructured Assets, and also regulated bank’s investment in liquid schemes.

Policy Stance & Framework

RBI stated the Monetary Policy stance as to maintain an interest rate environment that moderates inflation and
anchors inflation expectations, to foster an environment of price stability that is conductive to sustaining growth,
and to manage liquidity to ensure that it remains broadly in balance.

The RBI implemented the Monetary Policy operating procedure recommended by the Working Group chaired by
Mr Deepak Mohanty, thus going forward weighted average overnight call money rate will be the operating target
of Monetary Policy and only one independent varying policy rate will be Repo rate with Reverse Repo rate fixed at
100 bps below Repo Rate and Marginal Standing Facility fixed at 100 bps above the repo rate.

RBI’s Domestic Outlook

= GDP growth: High oil and commodity prices and the impact of anti-inflationary monetary stance will moderate
growth to around 8% in FY2011-12, on the assumption of a normal monsoon and crude oil prices averaging
USD 110 / barrel.

= Inflation: Inflation is likely to remain at an elevated level, close to March 2011 levels, in the first half of the year
due to expected pass though of increase in global oil prices to domestic fuel prices and continued pass
through of high input prices into manufactured prices. The baseline projection for WPI inflation for March
2012 is placed at 6% with an upward bias.
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= M3, Deposit and Credit: M3 growth is projected at 16% for FY2011-12, while Non-Food Credit and Deposits
growth are projected at 19% and 17%, respectively for FY2011-12.

Our view on the Policy Actions

RBI’s 50 bps hike in policy rates was much required in order to contain persistent inflation pressure. The core
inflation is likely to remain elevated, given a substantial increase in oil and input costs for manufactures is not yet
fully passed on to consumers. Magnitude of food & primary inflation would much depend on monsoon, while fuel
inflation would elevate from current levels as government decides increasing petrol and diesel prices which would
again be having a cascading impact on manufactured inflation.

The systematic issues pertaining to slowdown in investment activities and higher commodity and energy prices are
likely to remain intact, amid a high build-up in core inflation, we expect RBI to increase rates by another 50 bps in
remaining period of the current calendar year.

RBI will have to continuously balance the twin challenge of expected moderation in growth and upside risk from
inflation. On the growth front, we expect a GDP growth of around 7.5% for 2011-12.

Impact & Outlook for Bond Markets

= The 10 year G-Sec trading range is expected to shift towards 8.15% - 8.30% between May - June, followed by a
possibility of a shift towards 8.50% in July to September. Going ahead, the yields would be impacted by
inflation and global oil price movement

= We expect the money market rates to start inching upwards by mid of May 2011, the rates are likely to move
up by 30 - 50 bps across the short-term yield curve.

Statutory Details: Canara Robeco Mutual Fund (CRMF) has been set up as a Trust under Indian Trust Act, 1882. Sponsors: Canara Bank, Head Office, 112 J C
Road, Bangalore; Robeco Groep N.V., Coolsingel 120, 3011 Rotterdam, Netherlands. Asset Management Company: Canara Robeco Asset Management
Company.

Risk Factors: Mutual Funds and securities investments are subject to market risks and there can be no assurance or guarantee that the objectives of the
Scheme will be achieved. As with any investment in securities, the NAV of the units issued under the Schemes may go up or down depending on the
various factors and forces affecting capital markets and money markets. The Sponsors of the Fund are not responsible or liable for any loss or shortfall
resulting from the operations of the Schemes of CRMF, beyond the initial contribution of a sum of Rs. 10 lacs towards setting up of CRMF.

Disclaimer: The information used towards formulating the outlook have been obtained from sources published by third parties. While such publications are
believed to be reliable, however, neither the AMC, its officers, the trustees, the Fund nor any of their affiliates or representatives assume any responsibility for
the accuracy of such information and assume no financial liability whatsoever to the user of this document. This document is strictly confidential and meant
for private circulation only and should not at any point of time be construed to be an invitation to the public for subscribing to the units of Canara Robeco
Mutual Fund. Please note that this is not an advertisement. The document is solely for the information and understanding of intended recipients only.
Internal views, estimates, opinions expressed herein may or may not materialize. These views, estimates, opinions alone are not sufficient and should not be
used for the development or implementation of an investment strategy. Forward looking statements are based on internal views and assumptions and
subject to known and unknown risks and uncertainties which could materially impact or differ the actual results or performance from those expressed or
implied under those statements
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