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• The buoyancy in Industrial production continued in July, growth was up 6.8% yoy, 
with the surprise being the very strong consumer goods numbers. On a cumulative 
basis, growth during Apr-July was at 4.6% v/s 5.6% last year

• The main stimulus for Industrial Production is coming from the Infrastructure (Core) 
Sector. Following the dismal 2.5% growth posted in July, the index for the six core 
infrastructure industries was up 7.1% in Aug – the highest growth since Feb 08. The 
index was up 4.8% during Apr-Aug FY10 vs. 3.3% last year

• The Inflation rate continued its sharp rise led by prices of primary food products. WPI 
Inflation climbed to 0.70% for the week ended Sep 26th from a negative (-)0.12% on 
Aug 29th. The base effect (from higher prices last year) too has been adding to this 
number

• Major economies around the world continue to recover slowly from a prolonged 
recession. Economic performance has been improving steadily though there are no 
signs yet of a V-Shaped recovery. The most recent Industrial activity numbers in 
both the US and the UK have disappointed from the month before

• September was the 21st consecutive month of shrinkage for the US workforce. The 
number of job losses accelerated sharply from a revised tally of 201,000 during 
August, and the rate of unemployment ticked up from 9.7% to 9.8

Macro Events



Source: Bloomberg

• The system remained flushed with liquidity in September with the daily RBI LAF 
reverse repo averaging INR 1,20,000 crore during the month

• MIBOR rates were marginally higher averaging just 3.35% during the month

Liquidity – remains abundant 
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Source: Bloomberg

G-Sec Yield Curve – marginally lower 

• G-Sec yield curve shifted marginally 
lower from the previous month as rates 
across the curve softened slightly

• The 10yr benchmark yield fell to 7.21% 
from 7.44% at the start of this month  

• In the T-Bill Auction results on Oct 07, 
91-day T-bill issued at 3.23% and the 
364-day paper yielded 4.59%, reporting 
lower cut-offs on the short end and 
higher cut-offs on the long end as 
compared to the previous month

• Current 1yr vs.10yr GOI spread was at 
275 basis points as against the mean 
spread of 170 basis point over the last 
1 year. We expect the current spread 
to compress and revert to the mean. 
Mean reversion is being witnessed 
since the last few months

0 3

-30
-18 -16 -11

7

-8
-27

-17 -23
-5 -11

25

-27

-2

0 -13.40

3.89
4.20

6.05

6.77

7.13 7.17 7.29
7.50

7.97

7.44
7.71

8.01 8.15 8.11 8.19 8.24

8.85

8.20

3.40

3.92 3.90

5.87

6.61

7.02
7.24 7.22 7.23

7.80

7.21

7.66
7.90

8.40

7.84
8.17 8.24 8.26 8.19

2.0

3.0

4.0

5.0

6.0

7.0

8.0

9.0

3M 6M 1Y 2Y 3Y 4Y 5Y 6Y 7Y 8Y 10Y 11 Y 12Y 13Y 15Y 18Y 25Y 26Y 30Y

(%
)

-50

0

50

100

150

200

250

300

(b
as

is
 p

oi
nt

s)

Sp re ad s - RH S

Y C - 31st A u g  - LH S

Y C - 30th  Se p  - LH S

0

2

4

6

8

10

12

O
ct

-0
8

N
ov

-0
8

D
ec

-0
8

D
ec

-0
8

Ja
n

-0
9

Fe
b-

09

M
ar

-0
9

A
pr

-0
9

M
ay

-0
9

Ju
n

-0
9

Ju
l-

09

A
u

g-
09

Se
p-

09

(%
)

-80

-30

20

70

120

170

220

270

320

(b
as

is
 p

oi
nt

s)

Spreads - RHS 10Yr GoI - LHS

1Yr T-Bill - LHS



Source: Bloomberg

Money Market – low rates amidst easy liquidity  

• Money market rates traded at extremely low levels due to ample liquidity in the system

• Spreads between 1 Year CD’s and T-Bill’s compressed marginally from the previous month, and 
spreads   between CP’s and CD’s widened. Overall, 1 Year CP spreads over 1 Year T-Bills 
widened 20-25 bps over the month

• Spread compression indicates reduced risk aversion and demand for short-term assets
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Source: Bloomberg

Corporate Bonds spread – unchanged this month

• Spreads of 5-Year AAA corporate bonds over their corresponding benchmark 
sovereigns, remained unchanged during the month and stood at about 140 bps

• The 5 year corporate paper yield compressed slightly to 8.45% at the end of 
September from 8.55% at the start of the month

5yr AAA Vs  5yr Gilt
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• Crude Oil prices remained in a range with the NYMEX Crude Oil Barrel averaging 
$70 during September.

• The WPI Inflation Index rose to 0.70% for the week ended Sep26, 09 from 
negative (Deflation) of -0.12% on Aug29, 09. The prices in the current year 
(week on week) continue to rise sharply on the back of very steep rises in the 
prices of Primary Articles (Food Prices) and some other commodities

Source: Bloomberg

Crude and Inflation Dynamics
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Government’s borrowing program

Source: indiabudget.nic.in

• The market will continue to witness volatility though the RBI is to ensure “non- 
disruptive” borrowing program
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Religare MF: Fixed Income Outlook and 
Opportunities



Fixed Income Market Outlook



 

Global economic data continues to surprise positively



 

Risk trades continue to be in favor leading to increase in global stocks and 
commodities



 

Inflationary pressures likely to build in the coming months taking into account – a) 
pressure from global commodity price rise b) faltering monsoon situation and c) 
dwindling base effect of past year



 

Liquidity conditions are likely to remain comfortable on a) RBI maintaining status quo 
on policy rates in calendar 09 b) weak credit pick up as Corporates going slow on 
CAPEX plans and c) RBI dollar intervention on FII/FDI inflows



 

With the 2nd half borrowing program being front loaded and RBI hinting at 
withdrawal of OMO program, all eyes would be on the monetary and credit policy 
review later in October. The market is likely to remain range bound in the meantime



 

In the medium term, macro conditions are likely to lead RBI to hike interest rates. 
We believe RBI may deliver a rate hike in the first quarter of calendar 2010



Ideas for investors

• Risk-averse investors should continue to look at short end of the yield 
curve 

• Volatility is likely to once again return at the long end of the yield 
curve with RBI policy review on the anvil. Investors who have entered 
at higher yields should take profits



Disclaimer: This presentation is for information purposes only and is not an offer to sell or a solicitation to buy any 
mutual fund units/securities. These views alone are not sufficient and shouldn’t be used for the development or 
implementation of an investment strategy. It should not be construed as investment advice to any party. All opinions, 
figures, charts/graphs and estimates included in this presentation are as of this date and are subject to change 
without notice. Neither Religare Asset Management Company Limited (Religare AMC), nor any person connected with 
it, accepts any liability arising from the use of this information. The data used in this material is obtained by Religare 
AMC from the sources which it considers reliable. While utmost care has been exercised while preparing the  
presentation, Religare AMC does not warrant the completeness or accuracy of the information and disclaims all 
liabilities, losses and damages arising out of the use of this information. The recipient of this material should rely on 
their investigations and take their own professional advice. Mutual Fund and Securities Investments are subject to 
Market Risks. Performance of the Sponsor(s) has no bearing on the expected performance of the Mutual Fund or any 
of its Scheme(s). 
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