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Executive Summary

2

Global / US

India -

Equities

India – Fixed 

Income

 Economic growth likely to surprise on upside, supporting earnings

 However, inflationary pressures are rising along with probability of Fed tapering

 High growth stocks are most vulnerable to valuation de-rating if above fructifies

 But bond yields are being range-bound, giving mixed signals

 European equities relatively well placed in improving growth environment

 Indian Equities have outperformed as expected (as Covid curve receded)

 Markets have remained resilient despite short term blip in economic activity

 Maintain Equal Weight (medium term) as eventually economic activity shall catch up

 Local economic cycle far from peak, providing confidence of good future growth

 However, brace for some correction led by global factors – ‘buying opportunity’

 Prefer exposure to Recovery themes & Banking Equities (on dips, if not already done)

 RBI’s G-SAP 1.0 & 2.0 – likely to influence interest rate curve to flatten

 Prefer medium duration portfolios as rates are likely to edge up gradually in medium term

Gold
 Contrary to expectation, Gold has rallied as Real Yields have declined while Dollar too has

fallen. Continue to maintain mild Under Weight bias



Asset Allocation Positioning

3

15

Legend

++ Strong Overweight

+ Overweight

0 Equal weight

- Underweight

- - Strong Underweight

 Previous Position

Asset Class

Short Term Long Term

- - - 0 + ++ - - - 0 + ++

Equities

Large Cap & Diversified

Mid & Small Cap

Global Equities*

Debt

Low Duration Debt

Short & Medium Term

Credit Fund

Duration

Gold

Note: *Prefer mild tilt towards Cyclicals



Strategic Indian Equity Allocation (recent history)
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Strategic Call on Equities
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Covid curve peak + Vaccines 

= 

Reopening & Growth resuming
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India – Covid Test Positivity Rate – May 9, 2021
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India – Covid Test Positivity Rate – Jun 3, 2021

7



India – Covid Test Positivity Rate – Jun 10, 2021
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India–Covid moderating Positivity Rate, higher testing & Vaccination
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• In our last edition, we highlighted that a peak in Covid Positivity usually coincides with Peak Cases.

• After peak in May, Case Positivity rate & positive cases have dropped materially, giving comfort of

likely opening up.

• Vaccine supply too has begun to pick up pace, as expected
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Expected Vaccine supply 
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Government aims to ramp up vaccine production, with a pledge to produce at least two billion doses

between August and December this year.

70 Mn Covishield doses produced per month by Serum Institute in Apr-May, 10 Mn Covaxin produced per month in Apr-May, 50Mn/50Mn/20Mn doses of 

Sputnik V/J&J/Cadila produced from May/Jul/Jun 21.
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Entire target population expected to get vaccinated by end CY21
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Vaccination Progression (in Crs) HCWs FLWs

Age 

Group 

45+ yrs

Age 

Group 

18-44 yrs

Total

Estimated Population 1 2 27 59 89 

Total Vaccine Dosage required for a 2-dose 

vaccine
2 4 54 118 178 

Total Vaccine Doses Administered 21.6* 

Illustrative Vaccination Progression (in Crs) Jun-21 Jul-21 Aug-21 Sep-21 Oct-21 Nov-21 Dec-21

Expected Vaccine Capacity per day 0.4 0.5 0.9 1.1 1.0 1.1 1.0

Total Vaccination doses per month 11 16 28 32 32 32 32

Cumulative Vaccine doses administered 32 48 75 108 140 172 204

If current vaccine production plan is to fructify, there is a high probability that entire targeted

population (18+ age) may get vaccinated by end of the current calendar.

Health Care Workers (HCW) & Frontline Workers (FLW); *Data till 31st May 2021



Indian markets outperformed as Cases have declined
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Note: **India’s Covid Test Peak Positivity Rate

Indian Equities underperformed Global Equities due to 2
nd

wave of COVID infections. However, as case

positivity rate has dropped (with increased testing), domestic markets have bounced back and are now

witnessing marginal outperformance on a YTD basis.

Performance 

Since 

08-May**

World S&P Nasdaq EM India

Sector (%) Avg. Wt. Return Avg. Wt. Return Avg. Wt. Return Avg. Wt. Return Avg. Wt. Return 

Total 100 1 100 1 100 2 100 3 100 8 

Defensives 64 2 71 1 98 2 61 2 47 7 

IT 21 2 26 2 48 3 20 2 17 8 

Discretionary 12 0 12 (2) 17 (2) 17 0 8 12 

Comm. Serv. 9 1 11 1 20 2 11 2 3 (1)

Health Care 11 3 13 0 7 7 5 8 6 5 

Cons. Staples 7 2 6 1 5 1 6 5 9 6 

Utilities 3 1 3 0 1 0 2 7 4 16 

Cyclicals 36 1 29 (0) 2 (3) 39 3 53 9 

Materials 5 (2) 3 (2) 9 (2) 10 6 

Industrials 10 (0) 9 (2) 2 (3) 5 5 4 14 

Real Estate 3 6 3 7 2 1 0 21 

Financials 15 1 12 (1) 18 4 26 7 

Energy 3 5 3 3 5 10 12 15 



UFI already beyond inflexion point

13

15

Bottoming out of UFI is now evident, & is expected to continue its uptrend as gradual opening up of localised

lockdowns will support the broad-based recovery starting from June. Further unlocking of restrictions which is

expected from the latter half of the month should enable economic activity to gather pace. With Centre’s

decision to procure vaccines in large supply, the pace of vaccination drive may also become expeditious,

propelling recovery.

ICICI Bank’s weekly UFI

continued its upward trend for

2
nd

consecutive week,

recording an index reading of

75.2 (vs. 71.6 in the previous

week).

Rise in Vehicle registrations

(indicating an improving

consumer demand

environment); Google & Apple

mobility indicators and activity

across categories such as

retail, grocery, transit stations,

parks & workplaces improved

WoW, indicating increased

people mobility upon easing of

restrictions.
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Risk-on rally – Global Inflation remains a key risk
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A very strong recovery…
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• As depicted in the chart (Source: FT),

the recovery over current & next year is

likely to be strongest since 1975

• Economic output expected to be

above trend in Developed

Economies, esp. US

• 1970’s saw a sharp rise in inflation.

There is a growing risk of inflation

sustaining at levels tolerable by

Monetary Authorities

• Federal Reserve, however, has

articulated that the current inflation

is transitory

Will higher inflation be sustained, requiring an earlier than expected monetary tightening move?



May registered a sharp increase in value of the Food Price
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May-21 increase represented the biggest mom gain since October 2010. It also marked the 12
th

consecutive monthly rise in the value of the FFPI to its highest value since Sep-11, bringing the Index

only 7.6% below its peak value of 137.6 points registered in Feb-11. Sharp increase in May

reflected a surge in prices for oils, sugar & cereals along with firmer meat & dairy prices.
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NFIB Small Businesses Prices Paid (%)
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Net percent of owners raising average selling prices increased four points to a net 40%, 

the highest reading since April 1981
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Used Vehicle Prices witnessing an unprecedented rise
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Used vehicle prices have risen by more than 50% on YoY basis. While it is also owing to supply

shortages due to pandemic and chips supply issues, strong demand driving pricing higher is clearly

evident
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Commodity Prices continue to influence Inflationary expectation
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Higher commodity prices are leading to input cost pressures in-turn leading to price to rise and

inflationary risk, going forward.
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Consumer Price Inflation showing upward surge
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It is possible that Inflation, although higher now partly due to base effect and partly due

to supply constraints, may not sustain. Nonetheless, risks are rising.
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• PCE price index increased

3.6% in April from one year

ago, reflecting increases in

both goods and services.

• Energy prices increased 25%

while food prices increased

0.9%. Excluding food and

energy, the PCE price index

increased 3.1% in April from

one year ago.



Why is Inflation a risk to markets?
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Our favorite chart (above) which compares Equity Price to Earnings to Bond Yields shows that market

has tended to peak out (& fall thereafter) when this ratio touches 0.5. All else being equal, if US 10 Year

Bond yield were to rise to beyond 2% (& swiftly), a correction is natural to expect. If the rise is gradual /

orderly, market volatility may not witness very high volatility as there is support from ‘Economic Growth’
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Equity P/E to Bond Yields • US Bond Yields have stopped

rising, despite rising inflationary

expectations, given that Fed

commentary has been guiding

the market of being tolerant of

‘transitory’ inflation, and

therefore no immediate risk of

monetary tightening.

• If, however, inflation sustains at

higher levels, there is a risk that

market may begin to discount

monetary tightening earlier than

expected, causing bond yields

to rise



But Bond Yields are showing divergence with inflationary data!
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Usually one would expect US Bond Yields to move up in response to rising inflationary pressures.

However, as economic data has come out, Bond Yields have actually receded off late. Hence, economic

and market data are giving divergent signals, with latter seemingly being aligned with Fed’s view of

inflation being ‘transitory’ than likely to be sustained. If it does, risks discussed above materialize.
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To conclude: Inflation risks cannot be ignored

23

• US Growth is likely to surprise on the upside, also imparting support to earnings growth

• That, however, is also likely to be followed by rising inflationary expectations – although bond

market isn’t yet signaling the same convincingly

• Expectations high that Fed shall also indicate its plan to taper by Q4 CY 2021

• A sustained inflation, ahead of market expectation, can cause bond yields to rise sharply.

• Risk: High equity valuations, therefore, may correct in response to a sharper rise in yields

Above induce risks of corrections in H2 CL 2021, although could provide an entry 

opportunity



European Equities are well placed relative to other markets

24

15

European equities look attractive basis relative valuations and improving growth prospects supported

by accelerating vaccine rollouts and re-openings (as government restrictions on economic activity are

loosened). Also, it remains a current account surplus economy providing cushion in times of external

vulnerability.
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India

Economic & Corporate cycle likely to support good earnings 

growth
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India OECD CLI expected to witness improvement

26

15

The expansion has historically lasted for between 1 to 4 years, depending on the global scenario &

India’s macro situation (which remains quite strong). Risk, however, is if domestic inflation also shoots

up beyond RBI’s tolerable level, which isn’t our base case.
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OECD Composite leading

indicators (CLIs), designed

to anticipate turning points

in economic activity

relative to trend, point to a

steady expansion.

India’s economic cycle is in

an expansion mode, and

far away from cyclical peak



Capacity Utilization levels are much below normal levels
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Utilization levels would have risen somewhat since last survey in Q3 FY 21, however, unlikely to be

meaningful. As utilization level rises higher basis improving economic activity, corporates are expected

to benefit not only from higher turnovers but higher profitability on back of favorable operating

leverage kicking in (assuming input cost pressures are being passed upon).
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Improving Balance Sheet Strength (Ex-Financial) Sector
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Lower external liabilities (proxy to Debt / Equity ratio & leverage), higher interest coverage ratio and

other key ratios too augurs well for corporate India not only making them resilient against vagaries of

economic cycles but providing potential growth opportunities too …..



Improving Balance Sheet Strength (Ex-Financial) Sector
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….. similarly with higher turnover ratios and return on equity (PAT / Net Worth).



Improving Balance Sheet Strength – Financial Sector
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The overall Financial Sector, especially the lenders, remain below peak on profitability, giving

confidence of normalization in earnings over next two years.



India - Banks Gross Bank Credit Growth
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As GDP picks up, the bank credit cycle is also likely to closely follow from near bottom currently
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To conclude: Conducive factors at play

32

Local economic cycle far from peak, providing confidence of good future growth



Q4 FY21 – Earnings Review
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Q4 FY21 - Earnings Review 

Low base effect and Metals aid earnings growth

34

• Q4FY21 net income for corporates witnessed sharp YoY increase primarily due to the Covid-led disruption in

the base quarter and aided by continued economic recovery in reporting quarter.

• Also, strong earnings growth reported by companies in commodity sectors has led to robust growth in

earnings on aggregate basis.

• For the 151 NSE 200 set of companies that have reported, revenue, EBITDA and net profit growth were 22%,

60% and 196% YoY, respectively. Ex- PSU Refineries, Metals, Bharti, M&M & Tata Motors, NSE 200 revenue and

earnings growth were ahead at 20% and 54%.

• Margins have expanded by 434 bps points on an aggregate basis. Ex-Tata PSU Refineries & Metals, Nifty 200 set

of companies has witnessed expansion of 183 bps.

• Across the board, input cost pressure has not dented earnings outlook indicating the ability to rationalize and

pass on cost which is corroborated by elevated WPI at 7.6% over Feb-Apr’21 (indicator of pricing power for

manufacturers). Going forward, cost pressures may arise as operations resume in full swing and raw material

prices continue to see upward pressure. But, as growth normalizes, operating leverage benefits should kick in

and support margins.



Q4FY21 – Earnings review - Powered By Commodities
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Metals & Energy sectors lead earnings growth

Sector No. Sales EBITDA PAT

Rs bn Co’s Q4 FY21 Q4 FY20 Growth % Q4 FY21 Q4 FY20 Growth % Q4 FY21 Q4 FY20 Growth %

Cons. Staples 14 608 492 24 129 106 22 91 76 19 

Cons. Discretionary 26 2,352 1,733 36 333 138 142 38 (58) (L to P)

Telecom 2 322 247 31 157 105 50 21 (46) (L to P)

Cement 7 599 472 27 148 101 46 66 63 5 

Domestic non-cyclicals 49 3,881 2,945 32 767 449 71 216 35 515 

Health Care 19 514 491 5 124 85 46 56 31 80 

IT 11 1,274 1,183 8 333 281 18 214 202 6 

Exports 30 1,788 1,673 7 457 367 25 271 234 16 

PSU Bank 4 1,016 773 31 393 285 38 89 41 120 

Pvt Bank 11 946 857 10 456 398 15 210 106 99 

NBFC 17 708 442 60 184 99 87 151 86 76 

Insurance 4 429 352 22 16 16 2 13 13 (3)

Financials 36 3,099 2,423 28 1,050 797 32 463 245 89 

Sub-Total Non-Cyclicals 115 8,768 7,041 25 2,274 1,612 41 950 514 85 

Industrials 12 825 719 15 160 116 38 75 57 34 

Utilities 4 223 190 18 51 40 30 10 (11) (L to P)

Materials 5 1,362 944 44 374 153 145 172 12 1,379 

Energy 8 5,312 4,560 16 507 173 193 366 (47) (L to P)

Others 7 117 126 (7) 13 20 (34) 4 9 (57)

Sub-Total Cyclicals 36 7,840 6,539 20 1,106 502 120 628 20 3,114 

Total 151 16,608 13,581 22 3,380 2,114 60 1,578 533 196 

Total Adjusted* 139 10,173 8,493 20 2,453 1,886 30 1,237 802 54 

Note: *Ex-PSU Refineries, Metals, Bharti, M&M & Tata Motors



Earnings upgrade cycle continues although pace has moderated
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Key reasons for upgrade in recent times:

• Energy & metals have witnessed big upgrades while multiple stocks in sectors like Consumer

discretionary, Telecom, Construction, etc. have seen meaningful downgrades. So while, there are

minor upgrades on an aggregate level, they are from the more volatile sectors.

• Larger companies & organized sector in the economy have been gaining market share and would

likely have gained again in the 2
nd

wave.
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• Despite drop in several 

economic activity 

indicators (due to 

localized lockdowns), 

earnings have not 

witnessed downgrades. 

• Nevertheless, EPS has 

witnessed minor 

upgrades.



Equity Strategy & Valuations
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Indian sentiment indicator at Over Bought Zone

38
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Lower Sentiment Index indicates a better buying opportunity given above avg 1 year forward

return & vice versa. Sentiment Indicator has inched up and is now in over bought zone, indicating a

likely near term consolidation
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Rolling Outperformance of Mid & Small w.r.t. Large caps
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Since Mar-21, Mid & Small caps underperformance has progressively reduced & is now at average

levels. Current technical indicator suggest Mid & Small cap outperformance is yet to peak.
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Valuations: Mid & Smallcaps w.r.t. Nifty are relatively expensive
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Relative valuations of Mid & Small caps (inferred from broader index Nifty 500) with respect to Nifty

has edged at above +1 Std dev. and is now moving closer to peak levels witnessed in Jan 2018.
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Equity Flows have witnessed moderation  
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Recent market up-move has been supported by Institutional Flows, which doesn’t indicate excess just

as yet
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Valuations likely to de-rate as yields rise
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While valuations are decisively on higher side but may not cause markets to materially correct as long

as global markets and yields are stable. However, market performance is likely to be lower than

earnings growth as valuations are likely to mean revert over medium term.

Theme ahead is likely to be stronger economy but volatile markets with upward bias

8

10

12

14

16

18

20

22
M

a
y
-
0

5

N
o

v
-
0
5

M
a
y
-
0

6

N
o

v
-
0
6

M
a
y
-
0

7

N
o

v
-
0
7

M
a
y
-
0

8

N
o

v
-
0
8

M
a
y
-
0

9

N
o

v
-
0
9

M
a
y
-
1

0

N
o

v
-
1
0

M
a
y
-
1

1

N
o

v
-
1
1

M
a
y
-
1

2

N
o

v
-
1
2

M
a
y
-
1

3

N
o

v
-
1
3

M
a
y
-
1

4

N
o

v
-
1
4

M
a
y
-
1

5

N
o

v
-
1
5

M
a
y
-
1

6

N
o

v
-
1
6

M
a
y
-
1

7

N
o

v
-
1
7

M
a
y
-
1

8

N
o

v
-
1
8

M
a
y
-
1

9

N
o

v
-
1
9

M
a
y
-
2

0

N
o

v
-
2
0

M
a
y
-
2

1

1Yr Forward PE



India - Sectoral Valuation: Cyclicals are relatively well placed
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Several sectors and stocks appears to be fairly valued and offering limited scope for re rating, returns

will likely follow roll forward (in earnings) or potential upgrades in earnings (as actual earnings follow

expected trajectory). Banking continues to offer opportunities on ‘buy on dips’

Sector Percentile Rank Frwd PE 2Yr EPS Growth PEG

Next50 0.9 22.7 13.3 1.7 

MNC 0.9 33.7 20.3 1.7 

IT 1.0 22.3 14.8 1.5 

FMCG 0.7 29.4 20.1 1.5 

Infra 0.5 15.7 13.8 1.1 

Pharma 0.9 23.7 21.7 1.1 

PSE 0.2 7.7 7.9 1.0 

Small250 0.9 15.9 16.4 1.0 

NSE500 1.0 18.9 20.3 0.9 

Mid 0.8 16.2 19.1 0.8 

Financials 0.6 15.5 18.4 0.8 

Nifty 1.0 18.6 22.4 0.8 

Media 0.1 13.7 23.0 0.6 

Energy 0.4 9.8 17.2 0.6 

Bank 0.7 15.1 28.1 0.5 

Auto 0.9 18.2 39.1 0.5 

Real Estate 1.0 29.7 73.8 0.4 

Metal 0.7 9.5 28.7 0.3 

PSU Bank 0.6 7.0 46.0 0.2 

P / B

Bank 0.6 2.0 

Energy 0.4 1.2 

Metal 0.9 1.4 

Small250 1.0 2.4 

Nifty 1.0 2.8 



Equity Strategy
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We maintain Equal Weight position in Equities given that full year expectations haven’t materially changed.

Advent of the 2nd COVID wave has disrupted the recovery momentum. The challenges with respect to Q1 FY22

earnings and inflation in key raw material could act as a headwind in the near term. However, basis Q4 FY21 results, we

are yet to witness earnings downgrade. Additionally, on the positive front,

o Economy has begun to gradually open up, providing positive fillip;

o Steady uptick in the daily vaccination rate from the lows and with fresh capacity expected to come soon

Hence, normalization is expected to be sooner than later.

• Stronger balance sheets for banks, healthier (listed) corporate balance sheets, leaner cost structures & reforms

around formalization of economy, corporate taxes, PLIs, GST, real estate, etc augur well. This coupled with expected

normal monsoons, focus on manufacturing exports is positive.

• While some de-rating (in equity multiples) is likely, they may not fall materially below +1 Standard

Deviation just as yet given the overall global & cyclical tailwind.

• Medium term, cyclical & economy facing sectors like Banking, Industrials / Capex, Energy etc. are still not in

outright expensive zone & offer reasonable growth prospects & can be added to in current phase of

underperformance / on dips.

• Defensive sectors (like IT, Pharma, FMCG & select Discretionary) exhibit stretched valuations.

• Also prefer a “late recovery theme” as a portfolio from a medium term perspective

However, one needs to be prepared for a US led correction in H2 2021



Risks
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• Global Inflation & US Tapering risks are rising: Inflation risks induce uncertainty and Tapering is a

certainty though timing is debatable. This has to be seen in context of high equity valuations and

expectations that Dollar shall remain range bound

o Further rise in real yields has the potential to de-rate equity valuation especially growth stocks, if the

pace of increase is sharp. An orderly gradual increase may not be disruptive.

o Trajectory of Dollar and consequent flows into EM including India remain critical support for market

performance. Any reversal is expected to increase market volatility.

• Rising cases of Covid, despite the 2020 learnings & template, do not necessarily offer room for complacence,

although our base case continues that the current spell shall be far less economically impactful vs H1FY21.

• Higher levels of crude prices has the potential to impact domestic macros adversely

• In the near term, some equity market corrections cannot be ruled out owing to over optimism in market

sentiments (which works as contra indicator). However, we continue to see any tactical corrections as

welcome opportunities to buy into pro economy assets and sectors.



Fixed Income
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RBI announcements amid second wave of COVID-19

15
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The RBI Governor made a series of unscheduled announcements on May 5, 2021 in light of the sharp upsurge

in infections that is likely to upset the economic momentum. While the global economy is coming back

supported by monetary and fiscal stimulus, activity is still uneven across sectors and countries and the outlook

looks uncertain in near term.

In the assessment for India, the governor noted that aggregate supply conditions seem to be not much

impacted. Aggregate demand conditions, on the other hand, may see a temporary dip depending upon how

the virus situation unfolds. However, the impact is expected to be moderate in comparison to last year.

Announcement of GSAP: The governor highlighted the easy domestic financial conditions is likely to

continue. After success of first round of GSAP of INR 25,000 crore, second such program has now been

scheduled for 20
th

May for an higher aggregate amount of INR 35,000 crores.

The measures announced by the Governor largely included easy access of credit to various priority sectors,

relaxation in overdraft facility for State Governments and other regulatory measures.

These announcements had a positive impact on sentiment. These measures not only sounded

pragmatic but also timely and had positive impact on bond yields.



Other Measures
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Various further measures were announced aimed at incentivizing credit flow to high priority areas

currently as well as to smaller & more susceptible balance sheets. Key ones are highlighted below:

Term liquidity 

facility of Rs. 

50,000cr 

The RBI announced an on-tap liquidity window of ₹50,000 crore (tenor of up to three years at the

repo rate) for the health care sector. Banks can use this window for a wide range of entities

involved in healthcare services related to COVID; banks can lend directly or through other

intermediary FIs

Special Long-

Term Repo for 

SFB

To provide further support to small business units, RBI will conduct special 3y long-term repo

operations of INR 10,000cr at repo rate for small finance banks (SFB), to be deployed for fresh

lending up to INR 10 lakhs per borrower

Relaxation in over 

draft facility for 

state government

RBI has allowed maximum number of days of OD in a quarter increased from 36d to 50d;

number of consecutive days of OD increased from 14d to 21d; facility available up to 30 Sep 21;

WMA limits of states already enhanced on 23 Apr 21

Resolution 

Framework 2.0 for 

individual, small 

businesses

Individuals and small businesses having aggregate exposure of up to INR 25 crore that have not

availed of previous restructuring and whose borrowing was ‘Standard’ as on March 31, 2021

shall become eligible to restructure their loans up to September 30, 2021.

For small businesses and MSMEs that previously restructured, lending institutions are also being

permitted to review the working capital sanctioned limits.



RBI has expanded its Balance Sheet to support economy
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The data above reflects RBI’s investments (pre-dominantly GoI Securities) relative to total money

supply (M3). RBI has expanded its balance sheet by 80bps in FY2021, and is likely to do the same in

foreseeable future, anchoring long bond yields at near current levels. A question although remains how

will market react when this ends!

There is a significant scope for further balance sheet expansion, relative to various DM

Economies – For US Fed~40%, BOJ~47%, Euro Zone~ 51%.
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Yields across the curve have gone up CYTD
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Short term yields have come down after going up in first quarter of CY 2021, as it is likely that the RBI is likely 

to push back the calendar of prospective normalization owing to second wave. 

Particulars 11 June 2021 9 April 2021 6-Apr 2021 1 Jan 2021
Change from 

1-Jan Inc/ (Dec)

Call Rate 3.00 3.10 3.35 3.05 (0.05)

Repo 4.0 4.00 4.0 4.0 -

Short Duration

3M T-Bill 3.40 3.34 3.24 3.01 0.39

6M CD 3.70 3.80 3.77 3.5 0.20

6M CP 4.0 4.35 4.30 3.8 0.20

G-Sec

1 Year Gilt 3.90 4.00 3.87 3.50 0.40

2 Year Gilt 4.50 4.60 4.54 4.25 0.25

5 Year Gilt 5.50 5.85 5.84 4.99 0.51

10 Year Gilt 6.02 6.02 6.12 5.83 0.19

10 Year SDL 6.6 6.60 6.69 6.43 0.17

Corp Bonds

1 Year AAA 4.20 4.35 4.30 3.90 0.30

3 Year AAA 5.20 5.10 5.10 4.68 0.52

5 Year AAA 5.90 5.90 5.95 5.50 0.40

1 Year AA 6.87 7.00 6.95 6.70 0.17

3 Year AA 7.80 7.90 7.86 7.44 0.36



Yield curve is steep
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As compared to 1 year yield of close to 4%, 6-8 year yields are close to 5.95-6.2%.

Funds which are targeted towards portfolio maturity 2026-2028 are appropriate for lower risk investors

seeking higher visibility of returns over holding period horizon. While there can be near term volatility,

investors can consider the same with 4 year or above investment horizon. Returns are likely to be in

line with current yield for holding period of 4 years and above.
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Interest Rate Cycle and Portfolio Return (Chart-I)

15

52

7%

6%

8%

8%

9%

4%

5%

6%

7%

8%

9%

10%

N
o

v
-
1
0

M
a
r
-
1
1

J
u

l-
1
1

N
o

v
-
1
1

M
a
r
-
1
2

J
u

l-
1
2

N
o

v
-
1
2

M
a
r
-
1
3

J
u

l-
1
3

N
o

v
-
1
3

M
a
r
-
1
4

J
u

l-
1
4

N
o

v
-
1
4

M
a
r
-
1
5

J
u

l-
1
5

N
o

v
-
1
5

M
a
r
-
1
6

J
u

l-
1
6

N
o

v
-
1
6

M
a
r
-
1
7

J
u

l-
1
7

N
o

v
-
1
7

M
a
r
-
1
8

J
u

l-
1
8

N
o

v
-
1
8

M
a
r
-
1
9

J
u

l-
1
9

N
o

v
-
1
9

M
a
r
-
2
0

J
u

l-
2
0

N
o

v
-
2
0

Medium Term Fund & Interest Rate Cycle

CAGR from May 2013 Medium Term (I) -Net YTM

Since 2012, interest rates were on gradual decline till May-13, however post that due to Fed taper

tantrum, the rates inched up significantly and remained at those levels for almost a year and then started

to decline gradually.

Investors who invested at lower yields with investment horizon of more than 3 years were able to

significantly outperform Net YTM, as full interest rate cycle played out, despite lower return in short term



Interest Rate Cycle and Portfolio Return (Chart-II)
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Interest rates again bottomed close to demonetization in Nov-16, and started to move up since mid of

2017 and further impacted by downgrades/ defaults in few of the names. Interest rates stared to come

down since mid-2019.

Investors who invested at lower yields in end 2016, with investment horizon of more than 3/4 years were

able to significantly outperform Net YTM as the full interest cycle played out.



Fixed Income Strategy
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RBI announcements implies a change in RBI’s economic outlook since last policy meeting in the aftermath of the

second-wave. With RBI announcing various measures including GSAP programme, it will restrict upside in

long term yields from current levels in near term. 10Y G-Sec is likely to trade in range of 5.80% to 6.25%

and will be volatile.

Given low rates & expectation of gradual upward movement in short term yields over time, investors should

consider products with duration lower than investment horizon. Following is preferred strategy:

For investment horizon upto 3 months: prefer liquid funds. Individual investors can consider bank savings 

upto 3 months as other categories can be volatile.

For longer investment horizon (upto 1 year): investors can consider Ultra Short Term Funds, Arbitrage 

Funds & Deposits. 

Horizon of more than 3-4 years –

• Prefer funds with reasonable mix of AAA and AA (medium term portfolios) which have net yields 

of more than 5.5%. As highlighted, strategy can outperform the current net yield over 3-4 years, and 

also 3 year roll down / AAA strategies. 

• One can also consider 5-7 year roll down strategies, for investors with horizon of more than 4 years

We reiterate that the experience of last decade is instructive towards the interest rate cycle. After

bottoming out, interest rates tend to rise, only to moderate – the overall cycle being 3 to 4 years. Hence,

its critical to have a 4-year horizon for longer term investors.



Gold
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As real yields fell, Gold has rebounded…
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Decline in Real Yields has given some life to Gold – a proxy play on Real Yields, contrary to our

expectation.

(2.3)

(1.3)

(0.3)

0.8

1.8

2.8

3.80

500

1,000

1,500

2,000

2,500
A

p
r
-
0
6

S
e
p

-
0
6

F
e
b

-
0
7

J
u

l-
0
7

D
e
c
-
0
7

M
a
y
-
0

8

O
c
t
-
0
8

M
a
r
-
0
9

A
u

g
-
0
9

J
a
n

-
1
0

J
u

n
-
1
0

N
o

v
-
1
0

A
p

r
-
1
1

S
e
p

-
1
1

F
e
b

-
1
2

J
u

l-
1
2

D
e
c
-
1
2

M
a
y
-
1

3

O
c
t
-
1
3

M
a
r
-
1
4

A
u

g
-
1
4

J
a
n

-
1
5

J
u

n
-
1
5

N
o

v
-
1
5

A
p

r
-
1
6

S
e
p

-
1
6

F
e
b

-
1
7

J
u

l-
1
7

D
e
c
-
1
7

M
a
y
-
1

8

O
c
t
-
1
8

M
a
r
-
1
9

A
u

g
-
1
9

J
a
n

-
2
0

J
u

n
-
2
0

N
o

v
-
2
0

A
p

r
-
2
1

Gold ($/Ounce) US Real Yield (RHS)



Thank you
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IMPORTANT INFORMATION, DISCLOSURES & CONDITIONS

Disclaimer: “Mutual Fund investments are subject to market risks, read all scheme related documents carefully”. The products, services and benefits referred to herein are subject to the terms and

conditions governing them as specified by ICICI Bank / third party from time to time. Nothing contained herein shall constitute or be deemed to constitute an advice, invitation or solicitation to

sell/purchase any products/services of ICICI Bank / third party and is not intended to create any rights and obligations. ICICI Bank is acting merely as a distributor of third parties for mutual funds. Any

investment in such third party products shall constitute a contract between the investor and the third party. Participation by ICICI Bank's customers is on a purely voluntary basis and there is no direct or

indirect linkage between the provision of the banking services offered by ICICI Bank to its customers and their investment in third party products. ICICI Bank shall not be liable or responsible for any loss

resulting from third party’s products.

ICICI Bank distributes Mutual Fund schemes of its affiliates and group companies.

Please visit http://www.icicibank.com/Personal-Banking/investments/mutual-funds/disclosure.html for important information on Mutual Fund investments.

This report and the information contained herein are strictly confidential and are meant solely for the selected recipient to whom it has been specifically made available by ICICI Bank Limited (“ICICI

Bank”). If you are not the intended recipient of this report, please immediately destroy this report or hand it over to the nearest ICICI Bank office. This report is being communicated to you on a

confidential basis and does not carry any right of publication or disclosure to any third party. By accepting delivery of this report you undertake not to reproduce or distribute this report in whole or in

part, or to disclose any of its contents (except to your professional advisers) without the prior written consent of ICICI Bank. The recipient (and your professional advisers) will keep information

contained herein that is not already in the public domain permanently confidential.

This report provides general information on global financial markets and trends and is intended for general circulation only. This document does not have regard to the specific investment objectives,

financial situation and the particular needs of any specific person. Investors should seek advice from a financial adviser regarding the suitability of an investment, taking into account the specific

investment objectives, financial situation or particular needs of each person before making a commitment to an investment. This report is not an offer, invitation or solicitation of any kind to buy or sell

any security and is not intended to create any rights or obligations in any jurisdiction. The information contained in this report is not intended to nor should it be construed to represent that ICICI Bank

provides any products or services in any jurisdiction where it is not licensed or registered or authorised to do so.

Nothing in this report is intended to constitute legal, tax, securities or investment advice, or opinion regarding the appropriateness of any investment, or a solicitation for any product or service. The use

of any information set out in this report is entirely at the recipient’s own risk. No reliance may be placed for any purpose whatsoever on the information contained in this report or on its completeness.

The information/ views set out herein may be subject to updating, completion, revision, verification and amendment and such information may change materially and we may not (and are not obliged

to) notify you of any such change(s). ICICI Bank is not acting as your advisor or in a fiduciary capacity in respect of the products and services referred to in this report, and accepts no liability nor

responsibility whatsoever with respect to the use of this report or its contents.

The information set out in this report has been prepared by ICICI Bank based upon projections which have been determined in good faith and sources considered reliable by ICICI Bank. There can be no

assurance that such projections will prove to be accurate. Except for the historical information contained herein, statements in this report, which contain words or phrases such as 'will', 'would', etc., and

similar expressions or variations of such expressions may constitute 'forward-looking statements'. These forward-looking statements involve a number of risks, uncertainties and other factors that could

cause actual results to differ materially from those suggested by the forward-looking statements. The forward looking statements contained in this report as regards financial markets and economies is

not to be construed as a comment on or a prediction of the performance of any specific financial product. ICICI Bank does not accept any responsibility for any errors whether caused by negligence or

otherwise or for any loss or damage incurred by anyone in reliance on anything set out in this report. The information in this report reflects prevailing conditions and our views as of this date, all of

which are subject to change. In preparing this report we have relied upon and assumed, without independent verification, the accuracy and completeness of all information available from public sources

or which was provided to us or which was otherwise reviewed by us. Past performance cannot be a guide to future performance.

Please note that ICICI Bank, its affiliated companies and the individuals involved in the preparation of this report may have an interest in the investment opportunities mentioned in this report which may

give rise to potential conflict of interest situations. Employees of ICICI Bank may communicate views and opinions to our clients that are contrary to the views expressed in this report. Internal groups of

ICICI Bank may make investment decisions contrary to the views expressed herein.

If you intend to invest in investment opportunities, if any, mentioned here or act on any information contained herein, we strongly advise you verify all information through independent authorities and

consult your financial, legal, tax and other advisors before investment.
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DISCLOSURE FOR BAHRAIN RESIDENTS

DISCLOSURE FOR DUBAI INTERNATIONAL FINANCIAL CENTRE (“DIFC”) CLIENTS: 

DISCLOSURE FOR OMAN RESIDENTS:

DISCLOSURE FOR QATAR FINANCIAL CENTRE (“QFC’) CLIENTS:

ICICI Bank Limited's Bahrain Branch is licensed and regulated as an overseas conventional retail bank by the Central Bank of Bahrain (“CBB”), located at Manama Centre, Manama, P.O. Box-1494,

Bahrain.

We are guided by the extant guidelines issued by CBB from time to time. The document is for the benefit of intended recipients only and is not being issued/passed on to, or being made available to the

public generally. No public offer of investment product is being made in the Kingdom of Bahrain.

This offer is on a private placement basis and is not subject to or approved in terms of the regulations of the CBB that apply to public offerings of securities, and the extensive disclosure requirements

and other protections that these regulations contain. This product offering is therefore intended only for Accredited Investors as per CBB rule book.

The investment products offered pursuant to this document may only be offered in minimum subscription of US$100,000 (or equivalent in other currencies) to customers with financial assets more than

USD 1 million only. The CBB assumes no responsibility for the accuracy and completeness of the statements and information contained in this document and expressly disclaims any liability whatsoever

for any loss arising from reliance upon the whole or any part of the contents of this document. The Board of Directors and the Management of the issuer accepts responsibility for the information

contained in this document. To the best of the knowledge and belief of the Board of Directors and the Management, who have taken all reasonable care to ensure that such is the case, the information

contained in this document is in accordance with the facts and does not omit anything likely to effect the reliability of such information.

In case of any doubt regarding the suitability of the products and any inherent risks involved for specific individual circumstances, please contact your own financial adviser. Investments in these

products are not considered deposits and are therefore not covered by the Kingdom of Bahrain’s deposit protection scheme

“This marketing material is distributed by ICICI Bank Ltd., Dubai International Financial Centre (DIFC) Branch and is intended only for ‘professional clients’ not retail clients. The financial products or

financial services to which the marketing material relates to will only be made available to a ‘professional client’ as defined in the DFSA rule book via section COB 2.3.2. Professional clients as defined by

DFSA need to have net assets of USD 500,000/- and have sufficient experience and understanding of relevant financial markets, products or transactions and any associated risks. The DIFC branch of

ICICI Bank Ltd., is a duly licensed Category 1 Authorized Firm and regulated by the DFSA”.

Investors are requested to read the offer document carefully before investing and note that the investment would be subject to their own risk. Capital Market Authority (“CMA”) shall not be liable for the

correctness or adequacy of information provided by the marketing company. CMA shall not be responsible for any damage or loss resulting from the reliance on that data or information. CMA shall not

be liable for the appropriateness of the security to the financial position or investment requirements of any person. Investors may note that CMA does not undertake any financial liability for the risks

related to the investment.

ICICI Securities Limited, Oman Branch (“I-Sec”) has been granted license in the category “Marketing Non Omani Securities” activity by CMA in the Sultanate of Oman. I-Sec shall be marketing products

and services that are offered through ICICI Group, including third party products. I-Sec / ICICI Bank are not licensed to carry on banking, investment management or brokerage business in the Sultanate

of Oman. The services and products of I-Sec / ICICI Bank and their marketing have not been endorsed by the Central Bank of Oman or the CMA, neither of which accepts any responsibility thereof. I-Sec

/ ICICI Bank is offering such products and services exclusively to carefully selected persons who satisfy strict criteria relating to solvency & creditworthiness, having previous experience in securities

market and who comply with applicable laws and consequently such offering shall not be deemed to be a public offer or marketing under applicable law. Persons receiving this documentation are

instructed to discuss the same with their professional legal and financial advisers before they make any financial commitments and shall be deemed to have made a reasoned assessment of the

potential risks and rewards of making such a commitment. I-Sec / ICICI Bank accepts no responsibility in respect of any financial losses in respect of investments in bonds, notes, funds, listed and

unlisted stocks, other financial securities or real estate or arising from any restriction on disposing of any of the foregoing at any time.

“This Financial Communication is issued by ICICI Bank Limited, QFC Branch, P.O. Box 24708, 403, QFC Tower, West Bay, Doha, Qatar and is directed at Clients other than Retail Customers. The specified

products to which this financial communication relates to, will only be made available to customers who satisfy the criteria to be a “Business Customer” under QFC Regulatory Authority (“QFCRA”)

regulations, other than the retail customers. An individual needs to have a liquid net worth of USD 1 Million (or its equivalent in another currency), and a company/corporate needs to have a liquid net

worth of USD 5 Million (or its equivalent in another currency) to qualify as a “Business Customer”. The QFC Branch of ICICI Bank Limited is authorized by the QFCRA.”
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For the avoidance of doubt, whilst we provide support advisory services to our Clients who are resident in Qatar, as we do not carry out business in Qatar as a bank, investment company or otherwise 

we do not have a licence to operate as a banking or financial institution or otherwise in the State of Qatar.

This document is for personal use only and shall in no way be construed as a general offer for the sale of Products to the public in the UAE, or as an attempt to conduct business, as a financial 

institution or otherwise, in the UAE. Investors should note that any products mentioned in this document, any offering material related thereto and any interests therein have not been approved or 

licensed by the UAE Central Bank or by any other relevant licensing authority in the UAE, and they do not constitute a public offer of products in the UAE in accordance with the Commercial 

Companies Law, Federal Law No. 8 of 1984 (as amended) or otherwise. 

ICICI Bank UK PLC (Company No: 04663024) is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and Prudential Regulation Authority. Its registered 

office is One Thomas More Square. London E1W 1YN. It is subject to the laws of England and Wales.

ICICI Bank UK PLC, (“ICICI Bank”) provides products and services on an 'execution-only' basis, which is solely limited to transmission or execution of investment instructions and does not provide 

investment advisory services or act in a fiduciary capacity in this or any other transaction.

ICICI Bank is incorporated in India, registered office “Landmark” Race Course Circle, Vadodara 390 007, India and operates in South Africa as a Representative Office of a foreign bank in terms of the 

Banks Act 94 of 1990. The ICICI Bank South Africa Representative Office is located at the 3rd Floor, West Building, Sandown Mews, 88 Stella Street, Sandton, 2196. Tel: +27 (0) 11 676 7800 Fax: +27 

(0) 11 783 9748. All Private Banking offerings, including ICICI Bank Limited Private Banking products and services are offered under the “ICICI Bank Private Banking” brand. ICICI Bank is registered as 

an external company in South Africa with the registration number 2005/015773/10. ICICI Bank is an Authorised Financial Services Provider (FSP 23193) in terms of the Financial Advisory and 

Intermediary Services Act 37 of 2002. This report is not an offer, invitation, advice or solicitation of any kind to buy or sell any product and is not intended to create any rights or obligation in South 

Africa. The information contained in this report is not intended to nor should it be construed to represent that ICICI Bank provides any products or services in South Africa that it is not licensed, 

registered or authorised to do so. Contact the South African Representative Office or one of its relationship managers for clarification of products and services offered in South Africa.

We ICICI Bank Limited, Singapore Branch ("Bank") located at 9, Raffles Place #50-01 Republic Plaza, Singapore 048619, are a licensed Bank by the Monetary Authority of Singapore. Our representative, 

who services your account, and who acts on the Bank's behalf, is authorized to deal in securities and securities financing activities. Nothing in this report constitutes any advice or recommendation for 

any products or services. Nothing in this report shall constitute an offer or invitation for, or solicitation for the offer of, purchase or subscription of any products, services referred to you. This research 

report is being made available to you without any regard to your specific financial situation, needs or investment objectives. The views mentioned in this report may not be suitable for all investors. 

The suitability of any particular products/services will depend on a person's individual circumstances and objectives. It is strongly recommended that you should seek advice from a financial adviser 

regarding the suitability of any market trends/opportunities, taking into account your specific investment objectives, financial situation or particulars needs, before making a commitment to purchase 

such products/services.

There is no direct or indirect linkage between the provision of the banking services offered by ICICI Bank to its customers and their usage of the information contained herein for investing in product / 

service of ICICI Bank or third party. Any investment in any fund/securities etc described in this document will be accepted solely on the basis of the fund's/ securities’ Offering Memorandum and the 

relevant issuing entity’s constitutional documents. Accordingly, this document will not form the basis of, and should not be relied upon in connection with, any subsequent investment in the fund/ 

security. To the extent that any statements are made in this document in relation to the fund/ security, they are qualified in their entirety by the terms of the Offering Memorandum and other related 

constitutive documents pertaining to the fund/ security, which must be reviewed prior to making any decision to invest in the fund/ security

In addition to the Information, disclosures & conditions above, this report is sent to you because we feel that the information contained herein may be of interest to you and may further assist you in 

understanding our products and the markets we operate in.

DISCLOURE FOR QATARI RESIDENTS

DISCLOSURE FOR RESIDENTS IN THE UNITED ARAB EMIRATES (“UAE”):

DISCLOSURE FOR UNITED KINGDOM CLIENTS: 

DISCLOSURE FOR SOUTH AFRICAN CLIENTS:

DISCLOSURE FOR RESIDENTS IN SINGAPORE:

DISCLOSURE FOR RESIDENTS IN INDIA

THIRD PARTIES MARKETING ICICI BANK’S PRODUCTS:


