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31-Aug-19 31-Jul-19 Change (bps)
10 Year Benchmark Yield (s.a) 6.56% 6.37% 19

10 Year AAA (PSU) (ann) 7.58% 7.59% -1

5 Year AAA (PSU) (ann) 7.28% 7.37% -9

3 Year AAA (PSU) (ann) 7.23% 7.29% -6

1 Year AAA (PSU) (ann) 6.93% 7.04% -11

3 Month T Bill 5.43% 5.66% -23

3 Month CD 5.55% 6.28% -73

6 Month CD 5.93% 6.28% -35

9 Month CD 6.20% 6.75% -55

12 Month CD 6.43% 6.88% -45

10 Year AAA Spread 0.91% 1.12% -21

5 Year AAA Spread 0.61% 0.90% -29
 

Sovereign bond yields during the month witnessed a sell off on the back of bank selling pressure due to excess SLR holdings. US bond yields rallied on the back of increasing trade
tensions and rising global growth concerns and closed at 1.49 compared to 2.01 at the beginning of the period. India 10-year G-Sec yields hardened and closed the month at 6.56
compared to 6.37 at the beginning of the month. Corporate bond yields eased during the month with 10-year yields ending the period at 7.58 down 1 bps and 5-year bond yields
ending the period at 7.28 down 9 bps. Money market instruments at the shorter end of the curve also rallied on the back of improved banking system liquidity and increasing
expectation of monetary easing. 3-month Treasury bill eased by 23 bps to close at 5.43. CDs with residual maturity of 3month and 6month eased by 73 bps and 35 bps respectively.
FPI activity saw net inflow of 3,531 crores for the month of August as compared to 5,452 crores for the month of July. Cumulatively, FPI inflows from debt market for FY20 is at Rs.
3,007 crores. Indian Rupee depreciated on the back of emerging market currencies selloff tracking CNY depreciation closing at 71.41 compared to 68.80 at the beginning of the
period. Crude oil prices fell during the month hitting a low of 57.25 and closed at 60.63 compared to 65.19 at the beginning of the period.

On the macroeconomic data released during the period, CPI inflation was largely unchanged at 3.15% YoY in July from 3.18% in June, slightly above market expectations of 3.10%.
Food price inflation picked up to 2.4% from 2.2% in June, while core inflation (CPI ex-food and beverages, fuel) surprisingly spiked to 4.5% from 4.1% in June. Industrial production
(IP) growth for June moderated to 2% YoY from a markedly upwardly revised 4.6% in May (from 3.1% previously) – above market expectations of 1.4%. On a seasonally adjusted
basis, IP contracted 0.5% MoM versus 0.2% growth in May. India trade deficit narrowed to -USD13.4bn in July, from -USD15.3bn in June. Export growth surprised positively, rising
2.3% YoY in July, versus a decline of -9.7% in June. Import contracted again by -10.4% YoY in July versus -9.1% in June. India’s GDP growth slowed more than expected to 5% y-o-
y in Q2, versus 5.8% in Q1.

RBI’s Monetary Policy Committee reduced the policy repo rate by 35 basis points from 5.75% to 5.40% and maintained the stance to “Accommodative”. MPC now expects CPI
inflation at 3.1 per cent for Q2:2019-20 and 3.5-3.7 per cent for H2:2019-20, with risks evenly balanced. CPI inflation for Q1:2020-21 is projected at 3.6 per cent. MPC revised the
growth projections lower from 7.0% for FY2020 to 6.9%, in the range of 5.8-6.6 for H1-FY2020 and 7.3 – 7.5 for H2, with risks tilted to the downside. Over-all, MPC believes that
inflation outlook remains benign and contained till Q1-FY2021, thereby allowing MPC to focus more on growth revival at current juncture.

US Federal Reserve Chairman Jerome Powell in his speech said that “The most likely outlook for our economy remains a favorable one with moderate growth, a strong labor market
and inflation moving back up close to our 2% goal’’. He said that US Fed doesn’t expect a recession and said that they are monitoring the risks and will be conducting policy in a
way to address them implying further rate cuts. Futures market in US is pricing in 100% probability for a cut at US FOMC scheduled on September 17-18./p>

Systemic liquidity during the month of August remained positive and closed at positive 1,32,600 crores compared to positive 1,55,100 crores at the beginning of the month after
hitting an intra-month high of 2,16,500 crores. Going forward the liquidity is expected to remain positive in H1FY20 with government spending continuing and currency in circulation
remaining benign in an industrially slow season.

Going forward, we expect further monetary policy easing in October policy (another 40-65 bps in next 12-18 months) due to benign inflation, weak domestic and global (due to
escalating trade tensions between US and China) growth and dovish developed markets reserve banks. We expect RBI to maintain banking system liquidity in surplus mode to
support pass through of rate cut in banking system. We expect new 10-year Gsec benchmark to trade between 6.30-6.70 range and 10-year Corporate bonds to trade in a range of
7.25%-7.65%. We expect the short-term rates to remain dependent on systemic liquidity.
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