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Bonding With Bonds
A Macro Konnect Edition

Long-End Yields Up — Risk Signal or Value Zone ?
Over the last few months, Indian bond yields have rallied significantly, particularly in the short to
medium end of the curve. Since the beginning of calendar year 2025, short term rates for
CDs/CPs/T-bills have eased by 100~150 bps, and 1 – 5 year G-secs have eased by 60~120 bps.
However, the 30 years + segment has remained largely flat. During this period, we have seen a 100
bps repo rate cut by the RBI, and liquidity has shifted to a significant surplus. The performance of
long-term G-secs has shown a notable divergence verses shorter end, despite the strength of
underlying domestic fundamentals.

India’s Macro Setup Remains Constructive:

▪ Inflation: Headline CPI is expected to average at 3.8% for FY26.

▪ GDP growth : Projected at 6.5% for FY26, supported by stable domestic demand.

▪ Fiscal deficit: Estimated at 4.4% for FY26, with credible consolidation.

▪ FX Reserves: Stand strong at $699 billion, anchoring INR stability with a manageable 1–2%
depreciation.

Despite these supportive metrics, the long end of the curve has seen limited movement. Since early
June, the longer tenors of the G-sec bonds have edged higher. This is driven not by fiscal stress, but
by near-term supply-demand imbalances.
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The chart above highlights a rare compression in spreads between the 10-year SDL and the 10-year
AAA corporate bond over the India 30-year G-sec, compared to historical trends.

In this environment, we believe the 30-year G-sec is relatively cheaper than both the 10-year
SDL and the 10-year AAA corporate bond.

Given the solid macro backdrop and global appetite for emerging market debt likely to improve,
these segments may offer attractive risk-adjusted returns — even without further policy easing.

Investors may consider investing in actively managed duration funds like Long Duration,
Dynamic Bond and Gilt Funds to capitalize on this market mispricing.

Investors may also consider a barbell strategy- combining short-end with long-end duration to
achieve desired duration as per risk appetite.
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With fiscal discipline, moderate inflation - expected below RBI mid point target, and a stable policy
backdrop, such steepness may not be justified.

We see compelling value in long-duration government bonds — especially in the 30-year
segments. Please refer to the charts given below for further insights.

Source: Bloomberg,  KMAMC Internal Research | The data in the charts above are as of June 24, 2025.
Details as per latest data available publicly.

Given Below Are Historical Spread Comparisons
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The information contained in this (document) is extracted from different public sources/KMAMC internal
research. The document includes statements/opinions which contain words or phrases such as "will",
"believe", "expect" and similar expressions or variations of such expressions that are forward looking
statements. Actual results may differ materially from those suggested by the forward looking statements
due to risk or uncertainties associated with the statements mentioned with respect to but not limited to
exposure to market risks, general economic and political conditions in India and other countries globally,
which may have an impact on services/investments, the monetary and interest policies of India, inflation,
deflation, unanticipated turbulence in interest rates, foreign exchange rates, equity prices or other rates or
prices etc.

All reasonable care has been taken to ensure that the information contained herein is not misleading or
untrue at the time of publication. This is for the information of the person to whom it is provided without
any liability whatsoever on the part of KMAMC or any associated companies or any employee thereof. This
should not be considered as a recommendation of any kind. Investors may consult their financial advisors
and/or tax advisors before making any investment decision. Past performance may or may not be sustained
in future. Investors should make any investment decision post considering their risk appetite. KMAMC /
Kotak Mutual Fund is not guaranteeing or promising any future returns/performance. These materials are
not intended for distribution to or use by any person in any jurisdiction where such distribution would be
contrary to local law or regulation. The distribution of this document in certain jurisdictions may be
restricted or totally prohibited and accordingly, persons who come into possession of this document are
required to inform themselves about, and to observe, any such restrictions.

Disclaimer

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