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The Monetary Policy Committee (MPC) today unanimously decided to keep the policy repo rate
unchanged at 6.50%. The policy stance was also kept unchanged, focussed on “withdrawal of
accommodation to ensure that inflation progressively aligns with the target, while supporting growth”.
Consequently, SDF, MSF and CRR rates were also kept unchanged at 6.25%, 6.75% and 4.5%
respectively. Additionally, with an objective of better liquidity management, RBI allowed reversal of
liquidity during weekends and holidays as well from 30 December 2023.

On Growth: Global growth softened sequentially at an uneven pace in major economies driven by
tight monetary policy and decelerating trade. India’s

growth, however, remained buoyant with Q2FY24 GDP CIol growth Oct-23E | Dec-23E
growth surprising sharply on the upside. The growth QF24 65 7 6
was led by investments and government spending. The Q3FY24 6.0 6'5
momentum is holding up well reflected in strong PMlIs, Q4FY24 5:7 6:0
above average capacity utilisation, healthy cement and FY24 full year 6.5 70
steel consumption, robust GST collections and festive Q1FY25 66 6.7
demand, etc. Domestic demand also remains supported Q2FY25 NA 65
by resilient urban demand and gradual recovery in rural Q3FY25 NA 6.4
consumption. *actual Source: RBI, MOSPI

RBI revised its growth estimate upwards by 50 bps to 7.0% for FY24 and forecasts average growth
of ~6.5% for 9MFY25. RBI expects the growth to be supported by robust manufacturing and
construction activity, healthy services sector and improvement in rural sector.

On Inflation: CPI has moderated materially since last MPC meeting on back of correction in

vegetable prices, reduction in LPG prices and broad-based CPI (%) Oct-23E  Dec-23E

softness in core inflation. RBI also noted that disinflation Q2FY24 6.4 6.4*
process is underway led by correction in commodity prices, Q3FY24 56 5.6
tighter monetary policy and proactive measures by Q4FY24 5.2 52
overnment.
g AFY24 54 54
RBI maintained its inflation estimate for FY24 at 5.4% and Vf:__r?gg 55 3
expects average inflation of ~4.6% during 9MFY24. RBI 82FY25 N.A 4'0
acknowledged that spike in prices of select vegetables is 03FY25 NA 17

likely to push inflation higher in the near term. However, it
expects CPI to normalise thereafter on back of easing of
input prices led by correction in commaodity prices, government interventions to manage supply side
challenges and soft core CPlI momentum.

*Actual; Source: RBI

Conclusion and Outlook

RBI policy was largely on expected line and there were no surprises. The omission of any mention of
likelihood of OMO sales and allowing liquidity reversal over weekends and holidays was viewed as
mildly positive by the market participants. However, RBI maintained its cautious tone of it being
“highly alert” to inflation risks and pursuit of “actively disinflationary policy”.

The outlook for fixed income remains favourable over the medium term, in our view, considering the
following:
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e Robust tax and small saving collections limit the risk of fiscal slippage and additional market
borrowings. Moreover, the net supply of SLR securities in H2FY24 is significantly low.

e Inclusion of India’s sovereign securities in JP Morgan bond indices bodes well for demand
outlook for G-Sec and can effectively cap any significant rise in yields.

e Subdued core CPI momentum on the back of lower input price pressures and benign global
commodity prices. Inflation expectations also remain well anchored.

¢ Decline in fiscal impulse, weakness in international trade and soft private consumption is likely to
moderate growth over the coming months.

¢ RBI is expected to maintain an extended pause and the bar for restart of rate hikes remains
high.

¢ Adequate foreign exchange reserves should keep pressure on INR at bay despite high rates in
AEs.

However, there are counter balancing factors which can put upward pressure on yields.

e Given the high durable liquidity, the interbank liquidity is likely to improve if the Government
steps up spending. Thus, risk of RBI conducting OMO sales lingers but the timing and quantum
are uncertain.

e Regular food price shocks can keep CPI elevated and can adversely impact inflation
expectations.

¢ SLR holdings of the banking system are high and credit growth robust. Further, the demand from
the Insurance sector is likely to taper down vis-a-vis last year. Hence, incremental demand for G-
Secs is likely to remain muted.

e Even though global interest rate cycle may have peaked, any significant rise in global bond
yields can have a rub-off effect on Indian yields as well.

On an overall basis, in our view, yields are likely to trade with a downward bias, and the long end is
likely to outperform over the medium term. While we continue to recommend investments into short
to medium duration debt funds, given the elevated yields levels, investors could consider higher
allocation to longer duration funds, in line with individual risk appetite.
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Glossary

BPS Basis points (1 bps = 0.01%)
CPI Consumer Price Index
GDP Gross Domestic Product
MSF Marginal Standing Facility
OMO Open Market Operations
RBI Reserve Bank of India
SDF Standing Deposit Facility
SLR Statutory Liquidity Ratio
WPI Wholesale Price Index
DISCLAIMER

The views of HDFC Asset Management Company Limited, Investment Manager for HDFC Mutual
Fund expressed herein as of 8" December 2023 are based on internal data, publicly available
information and other sources believed to be reliable. The source for this document is the Bi-monthly
Monetary Policy Statement, 2022-23, dated 8" December 2023 published by the RBI. Any
calculations made are approximations, meant as guidelines only, which you must confirm before
relying on them. The information contained in this document is for general purposes only and is not
investment advice. The document is given in summary form and does not purport to be complete.
The document does not have regard to specific investment objectives, financial situation and the
particular needs of any specific person who may receive this document. The information/ data herein
alone are not sufficient and should not be used for the development or implementation of an
investment strategy. The statements contained herein are based on our current views and involve
known and unknown risks and uncertainties that could cause actual results, performance or events
to differ materially from those expressed or implied in such statements. Past performance may or
may not be sustained in future. HDFC Mutual Fund/HDFC AMC is not guaranteeing/
offering/communicating any indicative yields or guaranteed returns on investments made in the
scheme(s). Neither HDFC AMC and HDFC Mutual Fund (the Fund) nor any person connected with
them, accept any liability arising from the use of this document. The recipient(s) before acting on any
information herein should make his/her/their own investigation and seek appropriate professional
advice.

MUTUAL FUND INVESTMENTS ARE SUBJECT TO MARKET RISKS, READ ALL SCHEME
RELATED DOCUMENTS CAREFULLY.



