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Inflation in January dropped due to the cool off in the food prices. Consumer Price Inflation rate in
January 2024 declined to 5.1% year on year, compared with 5.7% in December, with food inflation
easing to 8.3% in the first month of 2024 from 9.5% the month before. Food inflation, in particular,
remains unhealthily high. So, it's unlikely that this would do much to hasten a pivot in monetary
policy. RBI has been unambiguous in its pursuit of price stability and wants inflation held at 4% on a
sustained basis.

RBI's inflation forecast for next fiscal year 2025 is 4.5% down from an estimated 5.4 per cent in the
current fiscal. The MPC forecasts stated that inflation will peak at 5 per cent in the first quarter of
fiscal 2025 and then moderate to reach 4.7 per cent in the fourth quarter.

Core inflation has also dropped, which suggests RBI's past rate hikes are working. This should ease
its concerns about slow policy transmission. And with economic growth holding strong, RBI will
have little reason to shift its focus away from inflation.

While consumer price inflation has remained in the RBI’s tolerance band of 2 - 6 per cent since
August, it still is away from its 4 per cent target.

The RBI MPC also continued its stance of ‘withdrawal of accommodation’. With this decision of ‘no
change’, the entire fiscal 2024 now has seen no movement on the policy rate and no alteration in
the stance.

Transmission of 250 bps hike is still incomplete. The transmission of the cumulative 250 basis point
policy rate hikes still remains incomplete in the credit market, RBI Governor said in his last monetary
policy statement on 8th February 2024. The RBI is using liquidity tools to speed up this process.

Fiscal prudence will also support the monetary policy. The Interim Budget has lowered the fiscal
deficit target to 5.1 per cent for fiscal 2025 from a revised 5.8 per cent in fiscal 2024 and remains
committed to bringing down the fiscal deficit to ~4.5 per cent of GDP by fiscal 2026. A lower fiscal
deficit would create headroom for the RBI to start easing policy rates this year.

The Indian economy showed signs of resilience at the beginning of the year as industrial output rose
and inflation fell. While industrial output growth rose to 3.8% in December after falling to an eight
month low of 2.4% in November. The Indian economy roared ahead in the December quarter with a
surprise growth of 8.4%, belying fears of a tempering as manufacturing, electricity and construction
put up a robust show.
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In the process, The GDP growth projections for FY2024 have been revised for the second time to
7.6%. The RBI has projected GDP growth for the FY2025 at 7%.

Going ahead slowing inflation despite food price hiccups, a smaller fiscal deficit and an imminent
turn in the US Federal Reserve policy rates will create the ground for the MPC to start cutting rates.
But the RBI is wary of doing so too early, or even changing its stance as inflation is not yet firmly
under control. More clarity on the path of disinflation – shaped by food prices and the trend in
crude oil prices given the tensions around the Red Sea — could push this decision at least to August
2024, if not later.

With the inclusion of India in the leading global bond index, the bond market is likely to be well
supported and act as a resistance to any untoward spike in the yields.

Thus, the factors like demand from inclusion of our G Secs in global bond indices, positive real rate
environment, softening core inflation and relatively balanced demand supply dynamics should play
out favourably.

RBI is expected to hold on to the current policy interest rates till Q2FY2025. Overall the bond
market is bullishly poised. We expect the 10 year G Sec yield is likely to trade within the range of
7.00 - 7.10 per cent in the near term.

Tracker

Trackers
February  16, 

2024
March 1, 2024

Average Call Money Rate (%) 6.14 6.15

Net Banking System liquidity  : Deficit (-) 
Surplus(+)  ( Rs Crs) 

(-1,84,293.94) (-40,002.39)

Bank Deposit Growth (%) 13.20 13.60

Bank Credit Growth (%) 20.30 20.30

CPI (%) 5.10 5.10

Core Inflation (%) 3.63 3.63

WPI Inflation (%) 0.27 0.27

Sensex 72,426.64 73,806.15

Nifty 22,040.70 22,378.40

Re/US$ 83.01 82.84

FPI Investments (US$ Bln) (Figures cumulative for 
Debt & Equity – Current FY)

33.296 35.224
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Gold/10 gm (Rs) 61,832 63,600

Gold/Oz (US$) 2013.10 2083.39

Crude Oil - Brent (US$/bbl) 83.47 83.55

2 Yr USA - Treasuries 4.64 4.53

10 Yr USA - Treasuries 4.28 4.19

Foreign Exchange Reserves (US$ Bln) 617.23 619.07

Government Securities – Secondary Market Yields

February 9, 2024 February 16, 2024 March 1, 2024

364 DTB 7.12 7.09 7.10

2 Years 7.05 7.07 7.00

5 Years 7.08 7.07 7.05

10 Years 7.11 7.10 7.06

15 Years 7.16 7.13 7.10

30 Years 7.16 7.14 7.13

364 DTB 2 Yr 5 Yr 10 Yr 15 Yr 30 Yr

09-02-2024 7.12 7.05 7.08 7.11 7.16 7.16

16-02-2024 7.09 7.07 7.07 7.10 7.13 7.14

01-03-2024 7.10 7.00 7.05 7.06 7.10 7.13
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