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Debt funds: What to expect in June

Dhawal Dalal of Edelweiss MF, Marzban Irani of LIC MF, Rajeev
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During May, yields on government bonds have settled lower due to excess
liquidity, the surprise 40 bps rate cut by the RBI, wide spread risk-aversion mood
and more importantly demand from banks for deployment of funds were raised.

Market participants also reacted positively to the government’s Covid-19 related
stimulus package of Rs.20 lakh crore after knowing that the package will not put a
significant burden on the fiscal deficit of FY 2020-21. The balance sheet impact of
the 20 lakh crore package is expected to be around Rs.2 lakh crore for the
government, which is 1% of FY 2019-20 GDP.

Introduction of the new 10-year gilts also added to the positive sentiment and
yields of old 10-year gilts declined by around 15 bps.

Corporate bonds witnessed brisk investment and trading in May amid investment
demand from banks and mutual funds for high quality corporate bonds. The
downtrend in yields was more pronounced in the short term AAA segment as
steady appetite was witnessed from various participants.
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WHAT TO EXPECT

We expect incremental borrowing for FY21 in the 10-14 year

segment largely through the new 10 year gilts

RBI is probably at the end of its rate cutting cycle with one or
two rate cuts left in FY21

Based on that, we expect the short-end of the yield curve to
remain attractive

With reverse repo rate reduction, the excess liquidity is expected
to come to the g-Sec market at the shorter end of the yield curve.
Hence, the short end of the curve looks attractive

On the longer end, with a huge weekly supply, ideally the yields
should inch upwards

However, with the regular intervention from the RBI, yields are
expected to remain supportive

Considering that the market appetite for non-banking financial
corporation (NBFC) and housing finance company (HFC) has
been largely restricted to specific names within the top rated
spectrum, this would hinder access to a larger set of issuers

The near term outlook on 10-yr g-sec would be shaped by the RBI
and government providing clarity on funding of the additional
market borrowings. In the absence of clarity, we expect a range
bound market in the short term

We remain fairly constructive on the medium term trend of low

for longer' in terms of both policy rates and market interest rates

This is conditional on the assumption that the excess borrowings
would be absorbed either directly or indirectly by the RBI and or
through a combination of other regulatory actions such as in-
crease in held to maturity (HTM) limits etc

The caution for NBFCs will continue as participants would be
vigilant on the credit costs rising due to the pandemic

The near term outlook for gilts looks benign and steady

However, as lockdown eases and with a bit of credit offtake as we
move to the traditional busy season, gilt yields may inch up

The short end of the yield curve would remain range bound with
a softer bias, cushioned by liquidity and probability of further
rate cuts
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exposure to liquid and investors may opt for 1-3 look at PSU debt funds

high quality credit year period products like
low duration and
banking & PSU Fund
depending on risk

v

Given a sharp decline in
yields across the board,
we believe that a . J
P i appetite of investors
exposure to duration
funds (35%), credit
funds (15%) and
short-term funds (50%)
would be ideal at this
point to capitalise from
potential price
appreciation as well as
optimal yields for
investment horizon of
one year

§
MUTUAL
-

Latest Articles <>
‘Don't bombard your clients inbox Lockdown Diaries: Digital will be Will the equity market recovery,
with WhatsApp forwards’ preferred for business even after continue in June?
Read More lockdown Read More
Read More
0
Click to clap

Disclaimer: Cafemutual is an industry platform of mutual fund professionals. Our visitors are requested to maintain the
decorum of the platform when expressing their thoughts and commenting on articles. Viewers are advised to refrain from
making defamatory allegations against individuals. Those making abusive language or defamatory allegations will be
blocked from accessing the web site.

¢> 0 Comment
Be the first to comment.
SHARE YOUR COMMENTS
Name Email Id
ARN No. / EUIN / Organization Name City

Post Comment

Wish to stay on top of your game? Get daily tips, ideas and articles to grow your business.
Subscribe to Cafemutual Newsletter.

First Name Last Name Email

Subscribe

INSIDE CAFEMUTUAL NEWS CLIENT MANAGEMENT

KNOWLEDGE


https://cafemutual.com/images/Debt-funds-What-to-expect-in-June.jpg
https://cafemutual.com/news/industry/19295-dont-bombard-your-clients-inbox-with-whatsapp-forwards
https://cafemutual.com/news/industry/19295-dont-bombard-your-clients-inbox-with-whatsapp-forwards
https://cafemutual.com/news/industry/19294-lockdown-diaries-digital-will-be-preferred-for-business-even-after-lockdown
https://cafemutual.com/news/industry/19294-lockdown-diaries-digital-will-be-preferred-for-business-even-after-lockdown
https://cafemutual.com/news/industry/19293-will-the-equity-market-recovery-continue-in-june
https://cafemutual.com/news/industry/19293-will-the-equity-market-recovery-continue-in-june
https://cafemutual.com/news/industry/19285-six-out-of-10-debt-fund-folios-are-retail
https://cafemutual.com/news/industry/19295-dont-bombard-your-clients-inbox-with-whatsapp-forwards

About Us

Advertise With Us

Contact Us
Disclaimer
Editorial Policy,
Media

Privacy Policy,

SOCIAL
f ¥ in

SUBSCRIBE NEWSLETTER

YOUR EMAIL

Ask Us

Awards & Ratings
CafeAlt

Guest Column
Insurance News
MF News

News Archive
News From Press
NFO News
Principal Times

#AdviceZarooriHai

Business Development
Financial Planning

RESOURCES

Application Forms
Empanelment Forms

MF FACTS & FIGURES

Directories
Events

Fund AUMs

Fund Fact Sheets
Reports

Education
Glossary,
Tutorials

MY RESEARCH DESK

Financial & SIP Calculators
Fund Performance & NAV

Success Stories
POLLS
Cafemutual Channel

© Cafemutual.com. All rights reserved. Reproduction of news, articles, images, videos or any other content in whole or in part in any form or medium without express written permission of

cafemutual.com is prohibited.

Powered by Barcode Design Studio


https://cafemutual.com/about-us
https://cafemutual.com/advertise
https://cafemutual.com/contact
https://cafemutual.com/disclaimer
https://cafemutual.com/editorial-policy
https://cafemutual.com/media
https://cafemutual.com/privacy-policy
https://cafemutual.com/news/business-development
https://cafemutual.com/news/financial-planning
https://cafemutual.com/application-forms
https://cafemutual.com/empanelment-forms
https://cafemutual.com/directories
https://cafemutual.com/news/events
https://cafemutual.com/fundaums
https://cafemutual.com/fund-fact-sheets
https://cafemutual.com/reports
https://cafemutual.com/news/education
https://cafemutual.com/glossary
https://cafemutual.com/news/tutorials
https://cafemutual.com/applications/financial-calc
https://cafemutual.com/applications/fund-performance
https://cafemutual.com/news/tarraki
https://cafemutual.com/polls
https://www.youtube.com/channel/UCHVvTRkilLwrfZqVI_NJVZQ
https://cafemutual.com/
https://cafemutual.com/news/industry/19285-six-out-of-10-debt-fund-folios-are-retail
https://cafemutual.com/news/industry/19295-dont-bombard-your-clients-inbox-with-whatsapp-forwards
https://facebook.com/Cafemutual
https://twitter.com/Cafemutual
https://www.linkedin.com/company/1044779
https://cafemutual.com/news/askus
https://cafemutual.com/awards
https://cafemutual.com/news/cafe-alt
https://cafemutual.com/news/guestcolumn
https://cafemutual.com/news/insurance
https://cafemutual.com/news/industry
https://cafemutual.com/news/archive
https://cafemutual.com/news/press-news
https://cafemutual.com/news/nfo
https://cafemutual.com/news/principal-times
https://cafemutual.com/news/edelweiss-insights

