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I. Fiscal Overview

Revenues for the Government in the current fiscal have been under some pressure on two counts. GST was 
implemented starting July 1. The system is going through some transitional issues as the industry adjusts and 
absorbs the new indirect tax. Besides there has been a progressive reclassification of items and easing in 
operational issues under GST at the monthly meetings. The full impact of revenue loss if any on such 
reclassification of items is not fully clear. Also on the non-tax revenue front, collections this fiscal will be lower 
primarily because of lower dividend from RBI which is down almost 50% from the previous year. As mentioned 
earlier, some variability on the indirect tax collection front is expected. This is dependent on the manner in which 
the system fully absorbs GST in the coming months. We believe that some of the recent changes in GST are aimed 
at making the system simpler and should lead to better compliance. This should allay fears of a major revenue 
shortfall on indirect taxes.  However full clarity is still awaited on the revenue numbers for the current fiscal on this 
count. Direct tax collections have been quite encouraging and growing in line with expectation.

Source: Livemint

We would like to highlight that this Government has exhibited high degree of fiscal discipline by sticking to its 
targeted fiscal numbers in each of the past 3 years. We also think that the Government has the flexibility to 
recalibrate some year-end spending based on expected revenues which will help minimise deviation from the 
targeted numbers.



II. Evolving Local Macro in Charts:

Source: Bloomberg

We believe that absolute benchmark G sec yields are taking in account all of these factors. This partly explains the 
reason for spreads in the benchmark 10 year G sec being in excess of 100 bps over the repo rate. The last time we 
witnessed spreads in excess of 100 bps for G secs over repo rate was in 2015. The current macro position 
however is vastly different. As such, we view the current widening in yields, as an opportunity to add selective 
exposures from a medium term perspective.

Source: Internal Research & Bloomberg

Indian benchmark rates have declined by 200 bps in close to three years starting from a cut in Jan 2015, when 
repo rates  were at 8%. RBI has met 5 times this year starting from Feb until October and rates have been cut only 
once in August 2017 by 25 bps. In all other meetings the MPC has maintained a status quo on rates. Given the 
ongoing consolidation in macro, expectation of some growth revival and a marginal reversal in inflation, our view 
has been for a pause in rates. Given this backdrop we are not pencilling in strong rate cuts going ahead.



Source: Bloomberg

Short term yields continue to remain well anchored given the system surplus position. Overall levels of liquidity in 
the system has declined in the last few months as a result of liquidity suction conducted by RBI through MSS 
issuances and OMOs. Nevertheless, the system remains adequately in surplus which should cause short end 
yields to remain benign.

III. External Macro:

On the external front, Oil prices have witnessed some rebound having hovered around the USD 50 per barrel for a 
while. Near term, there has been some escalation in geo-political concerns which are adversely impacting oil 
prices.

Source: Bloomberg

Other factors which have had some impact on local rates include the ongoing tightening by the US fed and the 
likelihood of a fed rate hike in December. Combination of the above mentioned factors has caused a reversal in 
yields over the last 2-3 months.



IV. View on Rates:

Source: Bloomberg

High real interest rates relative to other emerging market economies and weak growth in recent quarters have been 
factors pushing the argument for rate easing. These factors are however being offset by inflation rising recently and 
expectation for CPI to inch further in the months ahead. On balance, our expectation is for a 'pause' in rates in the 
near term.

V. View on Asset Allocation:

Ultra Short term and Short maturity funds have been all weather products for us in our fixed income basket and 
have fared well under all market conditions. As such we believe these products should form the core part of the 
investment allocation in fixed income for most investors. Based on their incremental risk appetite select clients can 
fine tune their allocation to some bias either to duration to accrual strategies. 

Investment Horizon Recommended Fund

3-6 months Ultra Short Duration Funds

6  months and beyond Short Duration Funds

Post the sharp reversal in yields, investors with a higher existing allocation to longer products may wait for a 
tactical rally to re-balance in favour of shorter products. Investors making a fresh allocation are advised to allocate 
a larger share into Short end products.

Important Disclosures: The information contained herein is provided by DHFL Pramerica Asset Managers Pvt. Ltd. (Formerly known as Pramerica 
Asset Managers Pvt. Ltd.) (the AMC) on the basis of publicly available information, internally developed data and other third party sources believed to 
be reliable. However, the AMC cannot guarantee the accuracy of such information, assure its completeness, or warrant such information will not be 
changed. The information contained herein is current as of the date of issuance* (or such earlier date as referenced herein) and is subject to change 
without notice. The AMC has no obligation to update any or all of such information; nor does the AMC make any express or implied warranties or 
representations as to its completeness or accuracy. There can be no assurance that any forecast made herein will be actually realized. These 
materials do not take into account individual investor's objectives, needs or circumstances or the suitability of any securities, financial instruments or 
investment strategies described herein for particular investor. Hence, each investor is advised to consult his or her own professional investment / tax 
advisor / consultant for advice in this regard. The information contained herein is provided on the basis of and subject to the explanations, caveats and 
warnings set out elsewhere herein. 

The views of the Fund Manager should not be construed as an advice and investors must make their own investment decisions regarding investment/ 
disinvestment in securities market and/or suitability of the fund based on their specific investment objectives and financial positions and using such 
independent advisors as they believe necessary. 

Pramerica is the brand name used by Prudential Financial, Inc. (“PFI”) of the United States and its affiliates in select countries outside of the United 
States. Neither PFI nor any of the named Pramerica entities are affiliated in any manner with Prudential plc, a company incorporated in the United 
Kingdom. 

Mutual fund investments are subject to market risks, read all scheme related documents carefully.
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