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Debt RBI in its recent Monetary policy reiterated the 4% target for inflation
instead of its comfort with 2-6% band. It also mentioned option of OMO

bonds sales to suck out liquidity signalling that yields will keep higher for
longer.

On J P Morgan’s inclusion of India in its Bond Index, market expects USD
25-30 Bn of flows into the local bond market over the next 18 months. This
should contribute to softening interest rates, improved liquidity, lowering

cost of funds for corporates and a more resilient currency in the medium
term.

Meanwhile, bond yields in India have risen reflecting both the RBI
signalling and the upward movement in global bond yields. The 10-yr
G-Sec has touched 7.38% from the low of 7.10% last month.

Tactical allocation with 18-24 months view to longer-duration and dynamic
debt funds can be staggered over next 3 months.

Short term surpluses can be parked in arbitrage funds which are currently
giving very healthy post tax returns.

Some new tax efficient solutions for debt investment can also be looked at.




