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Don’t see lending rates rising in a hurry

Although the RBI surprised
many with a rate hike,

RituGangrade Arora, chief
investment officer, Canara
HSBC OBC Life Insurance,
feels there are chances of re-
ductionininflationinthecom-
ing months. In an interview
with Mithun Dasgupta,
Arorasaidshealsoexpectsthe
RBI to slash rates later this

Whilethemarketswereex-
pecting that the RBI would
hold rates, governor
Raghuram Rajan sur-
prised many by raising the
keylendingratesby 25bps.
What is your expectation
on the RBI's next move go-
ing forward?

The RBI did surprise the
financialmarketswitharate
hike. Thegovernorhasclari-
fied that inflation remains
the primary focus and will
guide the monetary policy.
Rajan also said he expects
rates toremain stablefor the
next few months and does
not envisage further hikes
going forward. I would thus
expectapauseinthenearfu-
ture. Hopefully, inflation will
be on a declining trajectory
over the next few months
and give RBI the confidence

toinitiaterate cutslater this
year. I think it will be a few
months before CPIwill be in
a range which supports a
rate cut. Hence, the high in-
terest rate cycle may be a lit-
tle prolonged.

The Urjit Patel committee
recommended shifting the
goalposts to consumer
price inflation target to
manage monetary policy.
Where do you see the CPI-
based inflation going?

The RBI's focus is clearly
on CPL Fortunately food
pricesaremoderatingandfu-
el inflation also seems to be
stable. We expect the CPI-
based inflation to be around
6% in the next 12 months. As
inflation starts easing over
nextthefewmonths, hopeful-
ly RBIwill consider rate cuts
and helprevive growth.

Following the RBI’s re-
cent move, the cost of
funds for banks is expect-
ed to go up further. Based
onthe current macroeco-
nomic conditions, do you
expect banks to raise
lending rates?
Anyhikeinreporates will
definitely impact the cost of
funds for banks. After the

credit policy, many senior
bankers have assured the

marketthattheydonotenvis-

age a full transmission on
this hike to customers and
borrowers. Although the
rates were hiked by 75 basis
points since September last
year, therehasbeennosignif-
icant transmission of the
same. Given the sober credit
demand and offtake, I do not
anticipate that banks will be
lookingatraisingthelending
ratesinahurry.

Thestock marketis expect-
ed to be volatile, with the

Federal Reserve sticking
with its plan to scale back
stimulus and general elec-
tions round the corner
backhome. What will beits
impact on the currency
and foreign investmentgo-
ing forward?

Theonly certainty in Indi-
an equity markets over the
nextfew months is volatility,
The economicfundamentals
remain strained and con-
cerning — inflation and in-
terest rates high, growth
weak, investment cycle bro-
ken, F1I flows fickle and un-
certain in midst of tapering
and a high focus on general
elections.

The currency has re-
mained reasonably stable,
CAD position strong, valua-
tions reasonable and funda-
mentals seem to be bottom-
ingout. All these will pull the
market in opposite direc-
tions and result in sharp
volatility. I expect the mar-
kets to be range bound and
volatile with sharp sectoral
andstockspecificswings.Ido
notseepossibilityof abigral-
ly in the equity market and
expectittooscillateinarange
over thenext6 months.

Given the market condi-

tions, how can a retail in-
vestor gain?

Retailinvestorscancreate
wealth only through regular;
disciplinedinvestinginasset
classesasper individual risk
appetite. Every time is good
to invest in equities. But it is
important to remember that
wealth is created overa long
period of disciplined invest-
ing. Analysis of the last 35
years of Sensex data demon-
strates that there are many
periods (rolling 2-5 years)
when equity markets gener-
ate volatile and negative re-
turns. Butoncethetimehori-
zon is expanded to over 10
years, a healthy double digit
CAGR (compounded annual
growth rate) return is gener-
ated inequity markets.

Currently, debt offers a
promising investment op-
portunity, with a better visi-
bilitytogood returnsoverthe
next couple of years. A debt
investor can lock into high
current yields and further
benefitfrom mark-to-market
gains as interest rates and
yields start falling later in
this year This offers in-
vestors a possibility of dou-
ble-digit return in debt in-
vestments over the next
coupleof years.
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