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The Union Budget 2016 was largely on expected lines with no negative surprises. The reforms
laid out in the budget focused on reviving the rural economy by boosting irrigation, infrastruc-

ture development and bank recapitalization.

The markets underperformed global and emerging markets through February despite stability
returning globally mainly on negative rumours of possible introduction of capital gains tax and
ability to contain Government expenditure accentuated by large Fll selling. Consequently mar-

kets were oversold.

The Indian economy should experience better days ahead. Low oil prices driving down CAD,
steadily falling fiscal deficit and low inflation have set the stage for lower interest rates. In our
view, the improving outlook for the economy and specifically after the recent correction, mar-

kets are attractively poised for those with a medium to long term view.

Debt

The Union budget 2016-17 quelled all market speculation and encouragingly stuck to the earlier
envisaged fiscal consolidation roadmap. The RBI is likely to perceive the budget as a positive
event, thus increasing the possibility of an inter-meeting cut. A lower than expected government

borrowing will help the private sector to participate more in raising credit.

Global rating agencies give significant importance to fiscal prudence. Government sticking to its
fiscal target will be perceived positively which may result in rating upgrades and positive outlook.
Since the fiscal deficit is under control and therefore, as and when the bulk bond supply is ex-
hausted, bonds will start following the fundamentals and the yields will ease significantly from

current market yield.

We expect the RBI to further ease policy rates over the next few months, provided inflation
remains under control, and any other major exigency does not occur. From an investment per-
spective, expectations of a normal monsoon, anticipated pickup in corporate profitability on the
back of declining input costs and higher activity on the service front could augur well for eco-
nomic growth and subsequently the credit environment. We see value at the longer end of the
curve, and recommend investors (who can withstand volatility) to invest in duration bond / gilt

funds for the medium to long term.

Disclaimer: Mutual Funds and securities investments are subject to market risks and there is no assurance or guarantee that the objectives of
the Scheme will be achieved. Please read the Statement of Additional Information and Scheme Information Document carefully before invest-
ing. CIN : U74140DL2007PTC164346
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