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Month Overview (as on July 31, 2020)

Data Source – RBI, Mospi.Nic.in, CRISIL Fixed Income Database,
LAF – Liquidity Adjustment Facility, MSF – Marginal Standing Facility, SLF – Standing 
Liquidity Facility, CP - Commercial Paper, CD – Certificate of Deposit, CB – Corporate 
Bond, IIP – India Industrial Production, CPI – Consumer Price Index, WPI – Wholesale 
Price Index, CAD – Current Account Deficit, GDP – Gross Domestic Product 
*Weighted Average Yield  

Credit Spreads as on July 31, 2020

Source: CRISIL

Tenure 6M 1Y 2Y 3Y 5Y 7Y 10Y 15Y

AAA 0.31% 0.68% 0.37% 0.48% 0.36% 0.46% 0.48% 0.07%

AA+ 0.48% 0.87% 0.56% 0.67% 0.63% 0.77% 0.84% 0.43%

AA 0.73% 1.16% 0.87% 1.03% 0.99% 1.11% 1.23% 0.82%

AA- 0.87% 1.31% 1.04% 1.31% 1.28% 1.47% 1.69% 1.28%

A+ 1.13% 1.55% 1.25% 1.60% 1.67% 1.81% 2.03% 1.62%

A 1.30% 1.72% 1.57% 1.92% 2.01% 2.15% 2.28% 1.87%

A- 1.62% 2.04% 1.96% 2.59% 2.56% 2.73% 2.93% 2.53%

INDICATORS

Credit Markets

Credit Spreads

Note: None of the aforesaid recommendations are based on any assumptions. These are purely for reference and the investors are requested to consult their financial advisors before investing.

Credit Ratio

Intensifying Covid-19 pandemic and a looming global recession have cast an 
unprecedented cloud over the credit quality outlook of India Inc, which has already 
been impacted by a slowing economy. This has forced CRISIL to slash its base-case 
gross domestic product (GDP) growth forecast for fiscal 2021 to 3.5%. The impact of a 
slowing economy has already started reflecting in rating actions with downgrades 
(469) outnumbering upgrades (360) in the second half of fiscal 2020, and CRISIL's 
credit ratio sliding to 0.77 time compared with 1.21 times in the first half. Amid 
intensifying credit pressures, timely measures by Reserve Bank of India (RBI) to 
permit banks to offer moratorium on servicing of bank loans until May 2020 comes as 
a big breather in the immediate term. However, over the near to medium term, credit 
quality trends would be driven by the ability of companies to rebound from the near-
standstill demand situation. 

Source: CRISIL
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Money Markets

Liquidity

Currency in circulation rose 22.8% on-year in the week ended July 24, 2020, 
compared with 13.2% growth a year ago. The RBI, via its liquidity window, absorbed 
Rs 3611.14 billion on a net daily average basis in July 2020, compared with net 
liquidity absorption of Rs 3770.33 billion in June 2020.

Source: RBI, CRISIL Fixed Income Database

Inflation
Retail inflation, based on Consumer Price Index (CPI), was released after a two- month 
gap, along with data of other key categories. The NSO was unable to collect numbers 
for April and May owing to challenges because of the nationwide lockdown. However, 
it filled the missing data gaps for the previous two months using “imputation 
methodology recommended in 'Business Continuity Guidelines', brought out by Inter-
Secretariat Working Group on Price Statistics (combined forum of ILO, EuroStat, 
OECD, UNECE, World Bank and IMF) in May 2020.

CPI inflation in June 2020 was 6.09% on-year, almost touching the upper end of the 
Reserve Bank of India's (RBI) target band of 2-6%. CPI food inflation guided this trend; 
but had softened to 7.87% in June 2020, from 9.2% in May 2020 and 11.7% in April 
2020.

The lowering in food inflation was led by a sharp fall in vegetable inflation – to 1.9% in 
June 2020 from a high of 23.6% in April 2020, when the nationwide lockdown had 
kicked in, resulting in massive supply disruptions. Pulses inflation softened to 16.7% in 
June from 22.8% in April 2020. But it appears the supply disruptions continue to keep 
prices elevated in some cases, most notably in the meat and fish category, where 
inflation zoomed to 16.2% in June from 9.3% in April. 

Meanwhile, Wholesale Food Inflation (WPI) Index declined 1.81% in June 2020 owing 
to a fall in prices of fuel and power, even as food articles remained elevated. The rate of 
deflation in May 2020 was 3.21%.

Source: Mospi.Nic.in, CRISIL Centre for Economic Research (CCER)
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Bank credit/ deposit growth
Bank credit growth rose 5.8% on-year in the fortnight ended July 17, 2020, compared 
with 6.2% on-year growth reported in the fortnight ended June 5, 2020. Non-food bank 
credit fell to Rs 101.33 trillion as on July 17, 2020, compared with an outstanding 
credit of Rs 101.69 trillion as on June 5, 2020. Time deposit growth was 10.6% on-year 
in the fortnight ended July 17, 2020, compared with growth of 11.0% on-year in the 
fortnight ended June 5, 2020. Demand deposits witnessed 12.6% on-year growth in 
the fortnight ended July 17, 2020, versus 14.2% on-year growth in the fortnight ended 
June 5, 2020. India's M3 money supply rose 12.4% on-year in the fortnight ended July 
17, 2020, versus 10.6% a year ago. Reserve money rose 14.7% on-year in the week 
ended July 24, 2020, versus growth of 12.9% a year ago.
Source: RBI
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Our outlook

Interbank call money rates remained below the RBI's repo rate of 4% in July owing to 
surplus liquidity in the system.

Source: CRISIL Research
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Current Account 

India's current account balance (CAB) recorded a marginal surplus of US$ 0.6 billion 
(0.1% of GDP) in Q4 of 2019-20 as against a deficit of US$ 4.6 billion (0.7% of GDP) in 
Q4 of 2018-19 and US$ 2.6 billion (0.4% of GDP) in the preceding quarter, i.e., Q3 of 
2019-20.

The surplus in the current account in Q4 of 2019-20 was primarily on account of a 
lower trade deficit at US$ 35.0 billion and a sharp rise in net invisible receipts at US$ 
35.6 billion as compared with the corresponding period of last year.

Net services receipts increased on the back of a rise in net earnings from computer 
and travel services on a year-on-year basis.

Private transfer receipts, mainly representing remittances by Indians employed 
overseas, increased to US$ 20.6 billion, up by 14.8% from their level a year ago.

Net outgo from the primary income account, primarily reflecting net overseas 
investment income payments, decreased to US$ 4.8 billion from US$ 6.9 billion a year 
ago.

In the financial account, net foreign direct investment at US$ 12.0 billion was higher 
than US$ 6.4 billion in Q4 of 2018-19.

Foreign portfolio investment (FPI) declined by US$ 13.7 billion as against an increase 
of US$ 9.4 billion in Q4 of 2018-19 – on account of net sales in both the debt and equity 
markets.

Net inflow on account of external commercial borrowings to India was US$ 9.4 billion 
in Q4 of 2019-20 as compared with US$ 7.2 billion a year ago.

Owing to COVID-19 related uncertainty, net inflows under 'other capital' surged during 
the quarter, reflecting inter alia the FPIs' outstanding balances with custodian banks 
and pending issuance of shares by FDI companies.

There was an accretion of US$ 18.8 billion to the foreign exchange reserves (on a BoP 
basis) as compared with an accretion of US$ 14.2 billion in Q4 of 2018-19.

Source: RBI, CRISIL Research 

Physical assets

Indian gold prices (up 10.99%) rose sharply in July to close at Rs  53,615 per 10 grams 
on July 31, 2020 vis-à-vis Rs 48,304 per 10 grams on June 30, 2020 on the Multi 
Commodity Exchange (MCX). Gold prices witnessed a record high level during a 
month tracking positive global cues including rise in the Covid-19 infections back 
home and globally also dented hopes of swift economic recovery. 

Source: MCX

In an unusual move, the MPC also asymmetrically slashed the reverse repo by 90 bps. 
The repo and reverse repo rates now stand at 4.4% (down from 5.15%) and 4.0% 
(down from 4.9%), respectively. To tide over any unwarranted volatility, the MPC also 
increased borrowing limits under the marginal standing facility (MSF) of the LAF 
window from 2% to 3%. The MSF rate now stands at 4.65% (down from 5.40%). 

The MPC has announced a host of measures to enhance liquidity, ease financial 
market conditions and address cash flow concerns following a near-halt in economic 
activity. The three-month moratorium on term loans and deferment of interest on 
working capital are steps that were much-needed and would certainly help individuals 
and firms tide over these unprecedented times.

The MPC measures would help improve sentiment, reduce rupee volatility (by 
allowing banks to participate in the Non-Deliverable Forward (NDF) market) and help 
maintain the financial market stability. Corporate bond spreads and long-term yields 
are expected to soften. The latter will lower the borrowing cost of the government.

Given the unknown nature of the Covid-19 shock, the MPC refrained from giving 
growth and inflation outlooks, while reiterating that India's fundamentals are stronger 
than they were in the aftermath of the Global Financial Crisis. The MPC believes 
inflation is not an imminent fear given the fall in crude oil prices and softer core on 
account of the slack in the economy. CRISIL forecasts inflation declining to 4.4% in 
fiscal 2021 from an estimated 4.7% in fiscal 2020.

The move enhances the supply of credit, which can be quickly deployed as and when 
the demand rebounds. To that extent, these steps would be growth-supportive once 
the economy starts recovering from the Covid-19 impact.

CRISIL estimates GDP growth in fiscal 2021 at 3.5%. This assumes two things: a 
normal monsoon, and the effect of the pandemic subsiding materially, if not wearing 
out, in the April-June quarter. The slump in growth will be concentrated in the first half 
of next fiscal, while the second half should see a mild recovery. 

Source: RBI, CCER

Government Borrowing 

Owing to the Covid – 19 pandemic, the Centre's gross borrowing has been revised 
upwards by Rs 4.2 trillion to Rs 12 trillion for fiscal year 2020-21 compared to the 
budget estimate of Rs 7.8 trillion, and sharply higher than Rs 7.1 trillion for fiscal year 
2019-20. Weekly borrowing via debt issuances has also been increased – for the 
period from May 11, 2020 to September 30, 2020 the government will now borrow Rs 
6 trillion versus the earlier figure of Rs 3.90 trillion for the same period announced at 
the end of the previous fiscal. The RBI is scheduled to sell dated securities totalling Rs 
1.2 trillion in August. 

 Source: Union Budget 2020-21, RBI

Fixed Income Outlook 

The short end of the yield curve collapsed with T-bill and CD yields remaining below the 
repo given excess system liquidity. The 10 year Government bond ended the month at 
5.83% down by 5bps from the previous month.

RBI has been aggressively buying USD to support INR and thisled to higher system 
liquidity which led to increased steepness of the yield curve RBI has bought USD ~35 
billion of forex, from April to date.. RBI is  keen on keeping interest rates at record lows 
and keeping a check on the term premium to ensure better transmission of rates which 
in-turn should support in the revival of the economy. The heavy infusion of liquidity is 
driving down yields to lows at the short end and is also now getting filtered into yields 
at the longer end of the curve.

Since June, government bond yields have largely been stable due to fiscal challenges 
while the credit spreads have dropped significantly. Inflation has stayed above RBI's 
comfort zone mainly due to supply disruption, broad economic indicators continue to 
show weakness from IIP to vehicle sales to imports and exports. The monsoons have 
been above normal across the country and rural indicators such as tractor sales and 
agri input sales have shown robust growth indicating that the rural economy can pull 
up GDP growth despite large scale disruption to industrial activity. The central bank 
will focus on expected bad loans once moratorium ends and this may be in the form of 
sops to borrowers, loan restructuring or formation of a bad bank
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The RBI's policy

On 22nd May 2020, the RBI Monetary Policy Committee (MPC), in order to further 
ease financial conditions and facilitate the flow of funds at affordable rates reduced 
the policy repo rate by 40 bps to an unprecedented level of 4.0%. It is notable that repo 
rate was at a higher level of 4.75% in 2009 during the global financial crisis (GFC). The 
MPC also decided to maintain the accommodative stance “as long as necessary to 
revive growth and mitigate the impact of Covid-19 on the economy, while ensuring 
that inflation remains within the target.” 

Against a total repo rate reduction of 185 basis points (bps) since fiscal 2020 (a major 
75 bps reduction came on 27th March 2020), banks, on average, have reduced their 
deposit rates by 128 bps and one-year MCLR by 89 bps. Out of 89 bps reduction in 
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The long end of the yield curve remains elevated with term premium continue to 
remain stretched, 364 Day TBill spread over 10 Year GSec remains above 200bps 
clearly highlighting that the risk averseness is still prevalent . The RBI had conducted 
operation twist to keep rates at the longer end of the curve in check, which remain 
elevated around fiscal concerns. On the corporate bond space, credit premium 
remains high, good quality spread assets (AA corporate bond) continue to provide 
better carry over AAA. Flight to safety has pulled the AAA yields closer to ~5%. 
Clearly, based on the above scenario i.e high term premium and favourable credit 
spread , we have increased duration across our portfolios to benefit from higher term 
premium and to benefit from capital appreciationand we have also added spread 
assets (AA Corporate bond) in our portfolios to benefit better accrual income. Our 
recommendation remains to add duration and add spread asset to the portfolio with 
the aim to benefit from a total return strategy. (Data Source: CRISIL)

Finally, these are interesting times,  we are about to see one of the worst growth in 
decades but interest rates still remains higher than lows seen during other crisis. We 
are witnessing 1 month CD collapsing below repo but some of the good quality AA 
rated corporate bonds still trades at elevated yields. Even post RBI aggressive rate 
cuts, we are seeing yield curve which is one of the steepest seen in India's history.

We remain positive on the bond markets. A good strategy may be to create a portfolio 
with maturity in the range of 2-5 years along with accumulating spread assets to give 
better carry to the portfolio. Having said that, we remain cognizant of managing the 
liquidity, concentration, credit and duration in our accrual portfolios to provide investor 
with better risk adjusted returns. We recommend investors with an appetite for 
volatility to invest in Dynamic Duration Scheme.

Debt Valuation Index considers WPI, CPI, Sensex ON-YEAR returns, Gold ON-YEAR returns and Real estate ON-YEAR returns over G-Sec yield, Current Account Balance and 
Crude Oil Movement for calculation.

Debt Valuation Index

Debt Valuation Index
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Ultra Low Duration

Low Duration

Moderate Duration

High Duration

Aggressively in 
High Duration

Cash Management Schemes

These schemes aim to benefit from 
mitigating interest rate volatility 

These schemes aim to benefit from 
better risk adjusted returns

Shorter Investment Horizons

Our Recommendations

ICICI Prudential Savings Fund
ICICI Prudential Floating Interest Fund
ICICI Prudential Ultra Short Term Fund

ICICI Prudential Short Term Fund
ICICI Prudential Banking & PSU Debt Fund
ICICI Prudential Corporate Bond Fund 

Accrual Schemes 

ICICI Prudential Credit Risk Fund 
ICICI Prudential Medium Term Bond Fund 

These schemes aims to benefit from 
capturing yields at elevated levels

Dynamic Duration Scheme

ICICI Prudential All Seasons Bond Fund This scheme aims to benefit from 
volatility by actively managing 
duration

Investors looking for:
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Based on our framework, accrual scheme have moved into buy territory due to:
 1. Valuations being attractive - YTM's at an elevated levels over repo rate ( refer below index)
 2. Industry flows slowing down in accrual category mainly due to credit concerns
 3. Narrative associated with the category is negative

Data as on 31-July-2020, YTM values taken since scheme inception

Data as on 31-July-2020, YTM values taken for the last 10 years

Debt Accrual Scheme – Yield to Maturity (YTM) Valuation Index

The above are to highlight the valuations of the schemes and does not in any case is an indication of the performance of the respective Schemes.
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ICICI Prudential Credit Risk Fund – Spread [YTM* (%) – Repo Rate (%)]

ICICI Prudential Medium Term Bond Fund – Spread [YTM* (%) – Repo Rate (%)]
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Average : 2.32

Current Spread : 
3.93
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