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Global long-term bond yields were up during September, driven by 
region-specific cues. The Federal Open Market Committee (FOMC) 
reduced the target range for the federal funds rate by 25bps to 1.75-2.00%, 
in line with market expectations. There were three dissents to the decision 
to cut by 25bps. Two committee members were against a cut and one 
supported a more dovish 50bps cut. Fed Chair indicated that the Fed may 
soon allow the asset side of its balance sheet to increase at a rate that would 
halt the current passive decline in bank reserves in the system. The ECB 
cut its deposit rate by 10bps to -0.5%, the first change since March 2016. A 
cut had been widely anticipated. Forward guidance on rates was also 
reinforced, with the ECB expecting rates to "remain at their present or 
lower levels until it has seen the inflation outlook robustly converge to a 
level sufficiently close to, but below, 2%".  In addition, the ECB will restart 
net asset purchases from November 1, 2019, at a monthly pace of EUR 20 
billion per month. ECB also mentioned that it will continue the asset 
purchase for as long as necessary to reinforce the accommodative impact 
of its policy rates. The Bank of Japan kept its easy policy setting 
unchanged, as widely expected, and the Bank is to re-valuate its stance in 
the next policy meeting. The People's Bank of China (PBoC) announced 
reduction of Reserve Requirement Ratio across the board by 50bps, 
effective September 16. It will result in RMB 15bn reduction in cost of 
funding for banks per annum, which helps indirectly to lower borrowing 
costs for the whole system.

Domestic Market Scenario 

Fourth Bi-monthly Monetary Policy Review

The Reserve Bank of India (RBI) in its fourth monetary policy review for 
FY20 on October 4, 2019, reduced the repo rate by 25bps from 5.40% to 
5.15%, which was largely in line with the market expectation. It 
maintained the accommodative policy stance. The inflation projection for 
Q2FY20 is projected at 3.4% from earlier 3.1%. For H2FY20 the projection 
has been retained at 3.5-3.7%, similarly, Q1FY21 projection has been 
retained at 3.6% with risks evenly balanced. The GDP growth projection 
for FY20 is revised downwards to 6.9% from earlier 7.0%. GDP growth for 
FY20 is revised downward to 6.1% from earlier 6.9%. Q2FY20 growth is 
projected at 5.3%. H2FY20 GDP growth is projected at 6.6-7.2% from 
earlier 7.3-7.5%, with risks evenly balanced. The next Monetary Policy 
Committee (MPC) meeting is scheduled to be held from December 3-5, 
2019. 

Yields : In September 91-day T-Bill yield was down by 19bps and the 10-
year government securities yield was up by 13bps. The yield curve 
steepened during the month. The 10-year traded between 6.33% and 
6.78%.

Forex: In September, INR appreciated by 0.80% against the USD and 
appreciated by 2.00% against the Euro. Year to date, INR has depreciated 
1.50% against the USD and appreciated 3.50% against the Euro. During 
the month, INR traded in 70.56 to 72.39 range, on a daily closing basis. 

thForex reserve stood at USD 433bn for the week ended 27  September 2019.

Liquidity: Steady build-up of cash balances, particularly with advance 
tax inflows around September 15, surplus liquidity moderated, and the 
RBI undertook daily net absorption of INR 1,22,392 crore. Liquidity 
remained comfortable in the month of September as well. Reflecting easy 
liquidity conditions, the weighted average call rate (WACR) traded below 
the policy repo rate (on average) by 6bps in September.

Macro

Inflation: Headline CPI inflation inched up to 3.21% (YoY) in August 
(compared to 3.15% in July), primarily due to rising food prices. Elevated 
food inflation was mainly because of higher vegetable prices. Core 
inflation registered a decline to 4.30%. This moderation reflects current 
subdued demand conditions in the economy. 

WPI inflation remained unchanged at 1.08% y-o-y in August. The 
inflation in primary articles continues to increase driven by both food (viz 
cereals, pulses, vegetables, onion and fruits) and non-food articles.

Fiscal Deficit:  

Fiscal deficit for April-August stood at INR 5.54 trillion or 78.70% of the 
Budgeted Estimate (BE) of FY20 as compared to 94.7% for the same period 
last year. Capital expenditure stood at INR 1.36 trillion, 40.3% of BE of INR 
3.38 trillion. Revenue receipt stood at 30.7% of the BE of INR 6.03 trillion. 
Tax revenue stood at 24.5% of BE of INR 4.04 trillion. Non-tax revenue 
stood at 63.4% of BE of INR 1.98 trillion. 

Outlook: 

The Monetary Policy Committee (MPC) reduced the policy rate by 25bps, 

the fifth consecutive rate cut and in line with market expectation. It 
sharply reduced its GDP growth forecast from 6.9% to 6.1% for FY20. RBI 
maintained its accommodative stance. RBI said it would remain 
accommodative as long as necessary to revive growth while ensuring that 
inflation remains within the target.

Both domestic and external factors have been weighing on the economy in 
the last two quarters. Lower GDP growth, subdued investment climate 
and slowdown in the global economy have been limiting overall 
economic activity. In recent months government and policy makers have 
announced a series of measures to boost domestic demand and revive the 
economy. In September the government announced to reduce the 
corporate tax rate to boost economic activity, which has led market 
participants to believe that the government is set to exceed fiscal deficit 
target. 

RBI remained sanguine about fiscal deficit target despite corporate tax 
cut. It also mentioned that it would maintain surplus liquidity in the 
system. The larger portion of the supply of government securities for H2 
would be in the 10-year and above segment. In line with this, we expect the 
yield curve to steepen. The MPC notes that the negative output gap has 
widened further. The recent measures announced by the government are 
likely to spur private investment activity.

The slowdown in consumption, investment activity and headwinds from 
trade war tensions are the main downside risks to economic growth. With 
inflation forecast benign and growth projection revised sharply 
downwards, we expect a 15-25bps rate cut in FY20. However, the timing 
of such a rate cut will be contingent on the incoming data and external 
development.

From an investment perspective, we suggest investors (who can 
withstand volatility) to consider duration bonds/gilt funds for the short-
term horizon. Short-term maturity instruments look attractive from a 
valuation perspective. We continue to remain positive on corporate bond 
funds and accrual strategies. Investors who are looking for accrual income 
opportunities may consider select corporate bond funds that offer higher 
yields.
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