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REPORT OF THE BOARD OF DIRECTORS

To the State Bank of India, Reserve
Bank of |India and the Central
Government, in terms of Section 43(1)
of State Bank of India (Subsidiary
Banks) Act, 1959.

1. MANAGEMENT DISCUSSIONS
AND ANALYSIS

1.1 Macro Economic Scenario and
Banking Environment

1.1.1. The global economy which was
continuously on an expansion mode for
the four year period ended 2007,
slowed down significantly in 2008. Many
advanced economies  experienced
recessionary conditions, while the
growth in  emerging  economies
weakened. The global financial crisis
that first erupted with the collapse of the
US sub prime mortgage market,
deepened further and entered a new
turbuient phase in September 2008
affecting the confidence of global
financial institutions and markets.
According to IMF projections, global
economic activity is estimated to soften
to 3.4% in 2008 and decline to 0.5% in
2009. The emerging economies have
not decoupled from this downturn.
China & India which lead the emerging
markets in Asia have seen moderation
in the growth momentum.

1.1.2. The GDP growth rate averaged
8.8% during the five year period ended
2007-08, making the Indian economy
as one of the world’s fastest growing
economies. The growth momentum
however has seen moderation in the
recent past on account of the impact of
the global financial meltdown and the
growth rate for the year 2008-09 is
estimated to be around 7%.

1.1.3. The business confidence index
has fallen to a 5 year low during the
year reflecting the dent in optimism
because of the financial market
volatility. The index which stood at 154
in January 2008 has seen deterioration
since then. Mid 2008 also witnessed
significant increase in the WPI resulting
in a high rate of inflation, touching

4+~
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1.1.5 A Tehe 3 e 37 JAE I TAIRE
ferarr Forgar srefemamen & aRedar 6 &t 31E |
T % FaE § AR R S 7 At @
FT FER 2008 F FA fFAT 3R a=R F fAf
JaE H TEEH A | S 2009 dH, TG
RER I § 5 gioz, W 5.5 gfeRE o
fad W 4 ufaza g &9 fear mm o |
Qifeleeh FfAf A Hi 24 WlRTT dh FH
fepam mam | W wd foad Xt R AT S SR A
Fd §¢ 5 wforrd w@ 3.5 §ioRd aF FwI
QAR T |

116Wﬁwmﬁ?5wwﬁaﬁgﬁ§aﬁﬁ
92 T & T 2007-08 § TFG g IouE A
frafe 1 s @91 TR 13.5 wfirE &
T 59 fh a9 1990-01 H 77 6 wfoza & F
781 | wg Az wdt ok fRefar srdferae
qim H Agd aAhrh wgE o0 S o4 a
2008-09 * &RM Wrd &1 Fafa mnfa gam
3R 2008 # foafd & siehe gl & @ ¥
v T A % FREe % R A A
2008-09 ¥ @& F $200 Hifm & TarF
$175 difessm fpy o & fov g M@ ¥ |

1.1.7 Mo-wal 2008-09 & 3@y & fou
fafa = d==ft 9= 1,45,878 ffemw
IR TR H goN H (3 5,86,233
Fe) 1,56,597 fufe e (3. 7,05,231

almost 13% in August 2008. The front
line inflation however is on a downward
trend since September 2008 and has
reached near zero position.

1.1.4. In response to global hardening
of interest rates and increasing
inflationary pressure till August 2008,
the Reserve Bank of India resorted to
tight monetary policy and gradually
increased the policy rates. The reverse
repo (borrowing) rate had increased to
6% and the repo (lending) rate was
raised to 9%. The cash reserve ratio
was also raised to a high of 9%
effective 30th August 2008. In
response to higher credit growth in
select sectors, the Reserve Bank of
India tightened prudential norms
including increase in provisioning
requirement along with increased risk
weights in select sectors.

1.1.5. The global crisis impacted the
Capital inflows leading to liquidity
shortage in the economy. In response,
the RBI facilitated flow of funds in to
market by reducing the key rates from
October 2008. By January 2009, the
CRR was reduced to 5%, repo to 5.5%
and reverse repo rates to 4%. SLR was
also reduced to 24%. Repo and reverse
repo rates were further revised down
wards to 5% and 3.5% respectively.

1.1.6. The merchandise exports from
India have been growing in the recent
years and the ratio of exports to GDP
more than doubled to 13.5% in 2007-08
as compared to less than 6% in
1990-91. But the global slow down and
a severe demand contraction in
developed economies adversely
impacted the exports from India during
the year 2008-09. Exports figures have
been contracting since October 2008
forcing the Government to revise the
target for 2008-09 to $175 billion from
$200 billion following fall in overseas
demand.

1.1.7. Cumulative value of exports for
the period April-February, 2008-09 was
US$ 1,56,597 million (Rs.7,05,231
crores) as against US$ 145878 million
(Rs. 5,86,233 Crores) registering a
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growth of 7.3 per cent in Dollar terms
and 20.3 per cent in Rupee terms over
the same period last year. Imports have
reflected a relatively higher growth,
although there has been a dip in
imports in the recent past. Cumulative
value of imports for the period April-
February, 2008-09 was US$ 2,71,687
million (Rs.12,23,213 crores) as against
US$ 2,28,081 million (Rs. 9,17,179
crores) registering a growth of 19.1 per
cent in Dollar terms and 33.4 per cent
in Rupee terms over the same period
last year. The trade deficit for
April-February, 2008-09 was estimated
at US $ 1,115,090 million which was
higher than the deficit at US $ 82,203
milliion during April-February, 2007-08.

1.1.8. While the positive economic
climate aided by the progressive
liberalization in the policy approach,
boosted the foreign direct investments
in the first half of the year, the trend
reversed during the second half and
impacted the capital market and the
forex market considerably.

1.1.9. The foreign exchange reserves of
the country rose to US $ 309.7 billion
as at the end of March 08. The increase
in reserves has mainly been on account
of an increase in foreign currency
assets which increased by US $ 107.3
billion. However, in the past few months
the foreign exchange reserves have
been on the decline. This is mainly due
to valuation changes and RBI
intervention to stabilize the Rupee and
the reserve stood at US $ 252 billion as
at March 09.

1.1.10. In the Banking sector, the
growth in both deposits and advances
moderated considerably. The year on
year growth in deposits as on 27th
March 2009 stood at 19.8% as against
the growth of 22.4% achieved in the
previous year. Similarly in the case of
Bank Credit also the growth plummeted
to 17.3% during the year from 22.3%
witnessed in the previous year. The G-
Sec market & Bonds market exhibited
high degree of volatility during the year
and the yields saw frequent zig- zag
movements. Banking industry, being a
key ptayer in the Bonds market was
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also prone to vagaries of the market
movement and the profits of the Banks
were affected in the first two quarters
owing to increased ‘mark to market’
depreciation.

1.1.11. To sum up, the economy in
2008-09 witnessed increased volatility
in many spheres and was impacted by
global
slow down in

economic crisis, pronounced

industrial production/
exports and shadows of a severe

unemployment.

1.1.12. In order to counter the economic
slow down, RBI has taken a number of
monetary easing and liquidity
enhancing measures. The objective was
to facilitate flow of funds from the
financial system to meet the needs of
productive sectors. Government of

India also initiated several fiscal
measures and also put in place three
“Stimulus Packages” for maintaining the
growth momentum. The economy in the
third quarter registered a lower growth
of 5.3% against a growth of 8.8% in
corresponding quarter previous year.
The rate of investment for 2008-09 is
expected to be 37.1% of GDP as

compared with 35.9% GDP last year.

1.1.13 Not
down turn in the third quarter, the Indian

withstanding the steep
economy is expected to grow at around
7% in 2008-09, as the effect of stimulus
package and monetary measures have
started yielding results. The 7% growth
would be second highest in the worid.

1.2. Economy of Karnataka

1.2.1. india’s 8th
State in terms of geographical size
(1,91,791 square km) is home to 5.28
crore people (2001 Census) accounting
for 51% of
approximately 5.5% of the GDP of India.
The state
industrialized states in the country.

Karnataka,

largest

India’s population and

is one of the top five
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1.2.2. In more recent times, Karnataka
has emerged as the “knowledge capital”
of the country. The concentration of IT
related  industries, Bio-Technology,
BPOs and IPO’s combined with strong
research and development institutions
and a large pool of trained manpower
have ensured for the state a sustainable
competitive edge in the country’s
Industrial scenario.

1.2.3. The Annual Plan Outlay has been
enhanced by 36% from Rs.21,751
Crores in 2008-09 to Rs.29,500 Crores
in 2009-10, of which the majority of
funds allocated are to the priority
sectors. Rs. 2,440 crore provided for
Agriculture and  allied  activities,
Rs. 3,036 crores provided for Rural
Development, Rs. 4,714 crores for
Irrigation, Rs. 6,107 crores for energy

sector and Rs. 1,327 crores for
Transport sector, Rs. 7,376 crores
estimated to be spent on Urban

Development sector and Rs. 8,888
crores to be spent for Education Sector.

1.2.4. The Business growth of the Bank
depends to a large extent on the
Karnataka economy since more than
81% branches (545 out of 674) are
located in the State. The following are
the salient features of the Karnataka
Economy in 2008-09:

@ Economic growth is estimated to be
14.7% at current prices.

e Per capita income of the State,
which was estimated to be
Rs.40,809 in 2007-08 (at current
prices), is estimated to increase to
Rs.46,289 for the year 2008-09.

@ Industrial Sector  growth is
estimated at 5.8% in the year 2008-
09, while the service sector is likely
to grow by 9.2%.

® Agricultural production is likely to
decrease by 5.7%, due to inade-
quate rainfall, as compared to the
performance of the last year.

1.2.5. Karnataka is seeking to emerge
as a major investment destination in the
southern part of the country. To
accelerate development of the State,

fee]
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