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Indian bonds prove resilient to recent upheaval

A slowing manufacturing sector and the upcoming departure of its popular central banker have not
put investors off Indian bonds both at home and in overseas markets.

— 10-yr Indian government bond yields initially rose 3bps before falling back down to 7.66%
— Markit iBoxx ALBI India index saw yields remain stable at 7.82%, highs of 8.3% recorded in

February

— The Markit iBoxx USD Corporates India Index currently yields 4.29%, near 12 month lows

India’s manufacturing saw the second month
of lacklustre growth in a row according to the
May release of the Nikkei Manufacturing PMI
compiled by Markit. These numbers no doubt
make for sobering reading for India’s Prime
Minister Modi and his flagship “make in India”
campaign aimed at spurring manufacturing
growth in the country, especially since PMI
survey respondents indicated that new export
orders fell for the first time since 2013.

The Indian Rupee is reflecting the
slowed/weak growth as its currently trading
close to the recent lows registered against the
US dollar. The Rupee’s strength was
weakened further this week when India’s
popular central banker Raghuram Rajan
announced his decision not to seek a second
term in office, something which was
customary for recent governors.

Despite these dual pressures, Indian bonds
have managed to hold on to their recent gains
with both locally and overseas listed issuance
trading much tighter in recent months.
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Corporate credit also benefits
IGB 7.72% 2025
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Government bond investors remained
positive. According to Markit's bond pricing
service, India’'s 7.72% coupon government
bond maturing in 2025 saw yields rise initially
- 3bps to 7.70% on June 20", before
retreating to 7.66% as of June 22" India’s
economy has improved vastly over the past
few years, where inflation has been tamed,
and investors remain confident of a smooth
transition.
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Overall, local currency Indian government
bonds, as represented by the Markit iBoxx
ALBI India index, saw yields remain stable at
7.82%, as any negative shock was absorbed
by investors who see India relatively
insulated from overseas volatility in markets
caused by China and Brexit. Markit iBoxx
ALBI India index had been as high as 8.3% in
February.
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India’s banking sector, which is still loaded
with bad loans, remained resilient. CDS
spreads in India’s largest banks saw little
movement this week, despite risk in the
sector rising over the past year. Raghuram
Rajan did much to clean up India’s debt laden
banking system, with investors clearly
confident of a likeminded successor.
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India’s US dollar denominated corporate bond
sector also remained resilient, with yields
stable. The Markit iBoxx USD Corporates
India Index currently yields 4.29% or 292bps
over US treasuries, close to 12 month lows.
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