India FI Weekly: FPIs turned buyers in end 2024; ‘all eyes on their return in 2025’ ,,,w,gm Union Bgﬂﬁ
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During the calendar year 2024, the 10 year benchmark yield has softened by 42 bps, the highest
softening since 2020 which clocked a fall of 66 bps. The major reasons for such fall are Government’s
fiscal discipline, positive flows due to inclusion of IGBs in Global Bond indices along with anticipation
of rate cuts. In terms of FPI flows, India received Rs.1.52 lakh crore under debt segment in calendar
year 2024 against Rs.0.60 lakh crore in 2023.The 10 year benchmark yield has remain rangebound in
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the last fortnight of Dec-24 (range of 6.75%-6.82%) awaiting cues from new RBI Governor & Govt. on
6.90 the Budget. Liquidity deficit eased during the month end after hitting a high of Rs.2.43 lakh crore
6.80 taking into effect of advance tax payment and GST outflows. US 10 year after touching a high of 4.63%,
its highest since April eased close the year at 4.57% and still marked the 4t" consecutive year of rise
6.70 since 1980s.
6.60 US 10 year yield 4 year rising streak
> US 10 year yields closed year 2024 higher continuing its multi-year trend. It is the 4" consecutive year of rise
6.50 and happening for the first time since 1980s.
6.40 » Post Sep-24 Fed rate cut, the US 10 year yield have risen by 78 bps in the Sep-Dec 2024 quarter alone being
the highest quarterly increase since the 3™ quarter of 2022. Pricing of further rate cuts in 2025 have come
6.30 down leading to sharp rise in US 10 year yield.
» The Fed has signaled a more cautious stance on policy easing in 2025 citing persistent inflation. Additionally,
6.20 policy uncertainty surrounding Trump taking over US presidency in Jan-25 have driven safe-haven flows into
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the dollar.
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FPIs remained buyers in IGBs in 2024

> IGBs have been included in JP Morgan Emerging Market Bond Index from 28" Jun-24 staggered over 10 months
till 31°* Mar-25, thereby bringing in ~$24Bn flows to India.

> At the time of announcement of index inclusion (30" Sep-23), FPIs were holding Rs.0.96 lakh crore of
government bonds under Fully Accessible Route (FAR) category. These holdings have increased to Rs.1.73 lakh

Source: Bloomberg, UBI Research

Fig.2: Drivers of Liquidity in Q3FY25; (Rs.in
Lakh Crore)
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4.50 .80 crore as on 31 Mar-24 which further jumped to Rs.2.53 lakh crore as on 31 Dec-24 as index inclusion flows
4.00 kicked in from end of Jun-24.

3.50 > Of the Rs.2.53 lakh crore holdings as on 31 Dec-24, Rs.1.18 lakh crore is part of 5-9 year segment which has
3.00 more than doubled i.e. 2.23 times of Sep-23 holding of Rs.0.53 lakh crore. The FAR holdings in 10-14 year
2.50 segment is Rs.0.42 lakh crore as on 31 Dec-24 which has grown 10 times of Sep-23 holding of Rs.0.04 lakh
2.00 crore primarily due to 10 year benchmark holding.
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1.00 (3.76) 039 0.64 I Fiscal impulse improves in Nov’24, Capex to chase the run-up
0.50 ” e : > For Apr-Nov FY25, Fiscal Deficit touched 52.5% of Budget Estimate and 7% lower on y-o-y basis.
- o 1 » The negative momentum seen under capex in the first half seems to have reversed in the third quarter with
\Q\)a\: \G\Qa‘*‘ e & \Q\)\é\? : 21.3% YoY pick up seen in Nov’24. While capex was down by 14.7% during Apr Oct’24, the extend of negativity
(_,0(61\'529 < (Jo(?a\’ge& I has lessened in Nov’24 (negative by 12.3% during Apr-Nov’24), with a further pickup expected in the coming
k I months. A monthly run rate of Rs.0.64 lakh crore in 8 months and with 4 months to go, the govt. needs to step
: up the run rate to Rs.1.49 lakh crore which is more than double of what has been clocked till Nov-24.
I Undershooting the capital expenditure may lead to fiscal consolidation but also impact both growth and tax
: collections in the next fiscal.
1 » The Fiscal deficit financing has been done via market borrowings (47% of BE, net borrowings) while financing
I through small savings has declined on YoY basis from Rs 1.24 lakh crore in Apr-Nov’23 to Rs 1.03 lakh crore in
: Apr-Nov’24. Market expectations of market borrowings, however, are lower than Budgeted.
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Source: RBI, CEIC, UBI Research

Fig.3: FPIs flows in Equity and Debt Segment
returned to positive in Dec-24; (Rs.in Crore)
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Rupee at record highs hurting liquidity and short term yields
» During the month of Dec-24 the liquidity touched a deficit of Rs.2.43 lakh crore due to Advance Tax & GST

outflows. With full 0.50 bps CRR cut being implemented from 28" Dec’24 the system had released Rs.1.16
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-20,000 H \\ _ ,’ lakh crore to the Banks.
-40,000 > The fall in Fx reserves continued in Dec’24 with USD 13.70 Bn fall (till 20" Dec-24) which brought the balance
-60,000 to USD 644.39 Bn as on the week ended 20" Dec-24. The depreciating rupee beyond Rs.85/$ level and its
-80,000 impact on domestic liquidity during QFY25 may curb degrees of freedom of MPC in terms of rate cuts. We
-1,00,000 - believe that more liquidity measures may be announced in order to manage system liquidity.
1,20,000 » During the Sep-Dec-24 quarter, T-Bills have hardened by 15-20bps as the liquidity went to deficit from surplus

and the calendar for Q4FY25 of T-Bills is much heavier than expected.
> After two months of consistent selling by FPIs in equity, they have turned buyers in December 2024. Till 31
Dec-24 they have bought Rs.15,446 Crore of equity and Rs.12,512 Crore under debt segment.
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Source: NSDL, UBI Research Fig.4: T-Bills witnessing upward pressure in Q4FY25; Fig.5: FAR holdings with highest investments in 5 to 9
(Change in bps) year tenor segment; (Rs.in Crore)
0.30 1,40,000
By: 0.20 1,20,000
Kanika Pasricha 0.10 l 1,00,000
kanika.pasricha@unionbankofindia.bank - . 80,000
(©-19) 60,000
Dhiraj Kumar (0.20) ’
dhirajkumar@unionbankofindia.bank (0.30) 40,000
(0.40) 20,000 I
(0.50) -
Mar-Jun-24 Jun-Sep-24 Sep-Dec-24 Sep-23 Dec-23 Mar-24 Jun-24 Sep-24 Dec-24
m 3 Months m6 Months m12 Months E<5 ®5-9 = 10-14 ©>20

Source: CEIC, NSDL, RBI, UBI Research



mailto:kanika.pasricha@unionbankofindia.bank
mailto:dhirajkumar@unionbankofindia.bank

Kanika Pasricha
Chief Economic Advisor

Suneesh K

R Gunaseelan
Nidhi Arora
Rajesh Ranjan
Jovana Luke George
Amit Srivastava
Rohit Yarmal

S. Jaya Laxmi
Dhiraj Kumar
Akash Deb
Shreyas Bidarkar

Banking Research Team

kanika.pasricha@unionbankofindia.bank
suneeshk@unionbankofindia.bank
gunaseelan@unionbankofindia.bank
nidhiarora@unionbankofindia.bank

rajeshranjan@unionbankofindia.bank

jovana.george®@unionbankofindia.bank

asrivastava@unionbankofindia.bank
rohitdigambar@unionbankofindia.bank
s.jayalakshmi@unionbankofindia.bank
dhirajkumar@unionbankofindia.bank

akash510®@unionbankofindia.bank

shreyas.bidarkar@unionbankofindia.bank

Disclaimer:

The views expressed in this report are personal views of the author(s) and do not necessarily reflect the views
of Union Bank of India. Nothing contained in this publication shall constitute or be deemed to constitute an
offer to sell/ purchase or as an invitation or solicitation to do so for any securities of any entity. Union Bank
of India and/ or its Affiliates and its subsidiaries make no representation as to the accuracy; completeness or
reliability of any information contained herein or otherwise provided and hereby disclaim any liability

regarding the same.



mailto:akash510@unionbankofindia.bank

