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Invest in Long-term
Bonds to CashInon
Lower Rates Ahead
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Mumbai: The Reserve Bank of In-
dia mav have dashed the market's
hopes of aratecut in Decembser but
investors can plan right away to
make the most of the likely mone-
tary easing over the next couple of
vears, Financial planners and dis-
tributors are advising investors to
invest hall of their fived income
portfoliotoa mixture of long-dura-
tion funds, gilt funds and tax-free
bonds, which are better poised to
benefit from falling interest rates.

The market is expecting the ey
poliey rate to be eut by 75-100 basis
points gradually over the next 12-18
months. As interest rates fall, bond
prices will move up, thereby giving
investors a capital appreciation.

Rates and bond prices move in op-
posite directions.

The fall in consumer price infla-
tion to6.46% in September, the low-
est sinee the new series of CPlwas
released In January 2012 and fall-
ing domestic fuel prices in the
wakeof weakening global crudenil
prices make a case for cut in inter-
est rates, said fund managers.

“With crude prices moving down,
to around 382 per barrel, and diesel
prices cut, inflation will come
down, which could help the RBI
cut rates, early next vear” savs
Lakshmi Iyver, head (fixed income),
Kotak ME

Long-term income and gilt funds
may fetch superior returns as the
vield on the 10-vear benchmark
falls. *“The 10 vear Gol benchmark
which trades in the range of 815
8.2% could fall by 100 basis points
over the next 1518 months. This
will give investors a higher capital
appreciation in long-term income

funds and gilt funds,” says Dwijen-
dra Srivastava, head, lixed Income,
Sundararm Mutual Fund.

Fund managers said the govern-
ment's fscal deficit numbers
would also play a key role in the di-
rectionof the 10-vear bond. I fiscal
deficit is lowerthan-projected, it
could strengthen the rally in the
bond market.

Financial planners, however, cau-
tionthat there s arisk if ascenario
emerges where interest rates do
not fall as expected. Unit-holders
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v e fall, bond
funds, tax-firee bonds and gilt
funds, which have a longer maturi-
ty, benefit the most. "A tax-fiee
bond with a maturityof 10-20 vears
could give you a capital apprecia-
tionof 4-5%, il interest rates fall by
50 basis points,” says Vikram Da-
lal, MD, Synergee Capital. For ex-
ample, the 9.01% NHB bonds, with
a face value of 5000 maturing in
2034, trades at 26,400, Now, if inter-
st rates fall by 50 basis points, the
capital appreciation will be to the
tune of 5%. If the bond is held fora
vear, the tax-free interest income
wotlld be 8%, thereby taking an in-
vestor's total retarns to 14%.
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