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Key Insights:

RBI’s rate -cut cycle appears largely complete, with scope for at most one further 25 bps cut
• The RBI MPC cut the repo rate by 25 bps in December 2025 while maintaining a ‘neutral’ policy stance

• RBI projects inflation to bottom out in the Dec’25 quarter and remain anchored around the 4% target in H1FY27

• Upside risks to inflation, such as higher oil prices or adverse weather, could constrain further RBI easing

• We expect the RBI to be near the end of its rate-cut cycle, with scope for a final 25 bps cut if conditions allow

• RBI is expected to maintain banking system liquidity in a sufficiently large surplus to support credit growth

• Rate cuts late in the easing cycle have a limited impact on long-term yields as spreads widen

• Gross G-sec supply expected to be heavy due to limited fiscal consolidation and large redemptions 

• Heavy supply will likely exert upward pressure on yields 

Capital expenditure growth expected to slow down 
• Central Government’s capex has witnessed a strong growth of 32% YoY in FYTD October 2025

• However, budgeted FY26 capex growth of 7% YoY implies a slowdown for the rest of the fiscal year

• Capex growth in FY27 may also remain muted, given the expected fiscal consolidation

• Higher social and welfare spending is likely to cap states’ capex growth as well

• Private sector capex was muted in H1FY26, but the investment pipeline remains strong

• Contraction in residential sales points to a slowdown in household capex

• Weak employment is likely to be a structural drag on residential sales and household investment 
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RBI is likely nearing the end of its rate-cut cycle

Source: RBI, MOSPI, 360 ONE Asset Research   
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Favourable growth–inflation dynamics could create room for a final 25 bps rate cut in the current easing cycle

4

The RBI MPC reduced the repo rate by 25 
bps in the December 2025 policy

The policy stance remained unchanged at 
‘neutral’

We believe the RBI is nearing the end of its 
rate-cut cycle, with a final 25 bps cut likely 
if growth–inflation dynamics permit

RBI highlighted in the December policy that 
underlying inflation pressures are even 
lower than suggested by the headline and 
core inflation prints, as these have been 
lifted by rising precious metal prices

If underlying inflation remains benign, 
there may be room for further easing
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RBI projects inflation to bottom out in the December quarter

Source: RBI, 360 ONE Asset Research   
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GDP growth is expected to moderate to 6.5–7% YoY over the next few quarters
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Inflation is expected to bottom out in the 
December 2025 quarter and remain 
anchored around the 4% target in H1FY27

However, there may be upside risks to this 
trajectory (such as higher oil prices or 
adverse weather conditions affecting 
agricultural output) that could limit the 
RBI’s  ability to pursue further easing

The RBI projects growth to moderate to a 
healthy 6.5–7% YoY over the next few 
quarters

Such growth would not, on its own, justify 
policy easing if there are upside risks to 
the inflation trajectory
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We expect the RBI to maintain banking liquidity in sufficient surplus

Source: RBI, CMIE, 360 ONE Asset Research Note: Durable Liquidity = Banking System Liquidity + Government Balances with RBI + Excess CRR maintained; NDTL – Net Demand and Time Liabilities, E - Estimate 
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The RBI may announce additional OMO purchases or FX swaps to infuse liquidity if conditions tighten

6

The RBI announced the infusion of Rs. 1.45 
trillion of liquidity into the banking system 
in the December policy through Open 
Market Operations (OMOs) and FX swaps

The RBI is expected to maintain banking 
system liquidity in a sufficiently large 
surplus (likely above 1% of NDTL) to 
support credit growth

The RBI may announce additional OMO 
purchase auctions if the liquidity 
conditions tighten

While OMOs would be marginally 
supportive of G-sec yields, we do not 
foresee any significant downward move, as 
the economy is at the tail end of the rate-
cut cycle (discussed later)
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Credit growth has picked up following regulatory and monetary easing

Source: RBI, 360 ONE Asset Research   Note: MCLR – Marginal Cost of Funds Based Lending Rate  
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Transmission to lending and deposit rates has been swift so far, but further pass-through is expected to be gradual
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Credit growth has bottomed out, with a 
broad-based recovery visible across 
sectors

There is scope for further pick-up in credit 
growth, supported by RBI regulatory 
easing, rate cuts, ample liquidity, and a 
healthy demand environment

Transmission to lending rates has been 
swift, with 63% of floating-rate loans now 
linked to the External Benchmark Lending 
Rate, which resets quarterly 

Similarly, transmission to new deposit 
rates has been rapid, aided by surplus 
liquidity conditions

However, further pass-through to lending 
and deposit rates is expected to be 
gradual, driven by a decline in MCLR rates 
and the maturity of existing deposits
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Long-term yields are expected to remain elevated

Source: CMIE, RBI, 360 ONE Asset Research   
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Rate cuts tend to have a limited impact on long-term yields as spreads widen toward the end of the easing cycle
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At the end of the rate cut cycle, 
spreads tend to increase

An additional 25 bps rate cut - if it materialises - is likely to have minimal impact on longer-dated bonds, as spreads would widen with no further cuts priced in, 
and the long end of the curve would be more influenced by heavy supply
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Gross g-sec supply likely to be heavy with limited fiscal consolidation

Source: Budget Documents, RBI, 360 ONE Asset Research   
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Heavy G-sec supply likely to exert upward pressure on yields 

9

The pace of fiscal consolidation has 
moderated, from 80 bps in FY25 to 40 bps 
in FY26, and is now expected to narrow 
further to just 10 bps in FY27

Heavy redemptions and limited fiscal 
consolidation could lead to higher gross 
supply in FY27, likely exerting upward 
pressure on yields
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Capex Outlook
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Central government capex expected to slow down  

Source: Budget Documents, CGA, 360 ONE Asset Research    Note: BE – Budget Estimates
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Weak receipts and continued fiscal consolidation are likely to keep capex muted
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The Central Government’s  capex has 
witnessed a strong growth of 32% YoY in 
FYTD October 2025

However, the government has budgeted 
for a 7% YoY growth in FY26

There is limited scope for the government 
to exceed the budgeted target, given the 
weak growth in receipts

Consequently, capital expenditure could 
contract by 14% YoY for the remainder of 
the financial year

Capex growth in FY27 may also remain 
muted, given the expected fiscal 
consolidation
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Higher welfare spending is likely to cap states’ capex growth

Source: Emkay Research  Note: Capital expenditure and welfare spending data represent aggregates for 19 major states. P – Provisional, BE – Budget Estimates
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States have little room to expand fiscal space for capital expenditure due to strict fiscal deficit norms
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States’  capital expenditure has expanded 
by a decent 10% YoY in FYTD till October 
2026

However, states’  social sector spending is 
expected to increase by a steep 21% YoY 
in FY26

The rapid expansion in social and welfare 
spending is limiting state governments’  
capacity to allocate resources toward 
capital expenditure

Stringent fiscal-deficit norms restrict 
states’  ability to create additional fiscal 
space for higher capex 
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Private sector capex has been muted in H1FY26

Source: ACE Equity, RBI, 360 ONE Asset Research  Note: Private corporate investment intentions values are approximate readings
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However, the investment pipeline remains strong, as reflected in the sharp increase in bank-sanctioned projects
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Capital expenditure by listed firms, a 
proxy for private-sector capex, has 
decelerated to single-digit growth after 
multiple years of double-digit increases

A sharp rise in bank-sanctioned projects 
indicates that the investment pipeline 
remains strong

However, a sustained recovery in 
consumption may need to precede a 
broad-based rebound in private capex
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Weak home sales point to a slowdown in household capex

Source: Avendus Spark
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Residential inventory years have started inching up as sales have slowed down 
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A year-long contraction in residential sales 
and launches suggests persistent 
weakness in household capital 
expenditure 

Even though residential inventory remains 
low, the slowdown in sales has led to an 
increase in inventory years - the number of 
years it would take to sell the existing 
stock of unsold residential homes
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Weak employment is likely to be a structural drag on residential sales

Source: Avendus Spark , 360 ONE Asset Research  Note: Permanent and contractual employee analysis pertains to data of 1000 listed companies, Employee expenses based on a sample of 2950 companies 

360 ONE Panorama December 2025

Hiring has also shifted toward more contractual employment rather than permanent positions

15

Employee expense growth has remained 
below 10% since March 2024

The weak growth reflects both subdued 
hiring activity and muted salary 
increments

The hiring mix has been shifting from 
permanent to contractual employment

Housing demand depends heavily on 
steady employment, permanent jobs, and 
wage growth

Hence, weak employment conditions are 
likely to remain a drag on household 
investment
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This document constitutes confidential and proprietary material and may not be reproduced or further distributed in part or full to any other person without the written 
permission of 360 ONE AMC. This document is the property of 360 ONE AMC and must be returned to 360 ONE AMC or its affiliates upon request. This document is provided for 
assistance only and is not intended to be used for taking investment decisions or otherwise. This document is not investment, legal, tax, or accounting advice.  The recipients 
should also inform themselves, and should take appropriate advice, on the legal requirements and shall not rely on this document for any subscription, purchase, holding, 
exchange, redemption or disposal of any investments. The opinions expressed herein are the personal opinions of the author. Past Performance is not an indicator/guarantee of 
future returns. Investment in securities are subject to market risk. Whilst every care has been taken in preparing this document, 360 ONE AMC and its affiliates and agents to the 
fullest extent permitted by applicable law disclaim any liability or responsibility for any error or omission or inaccuracy or mistake of any nature or any consequences of the use 
of the material/ information displayed on this document. Notwithstanding the aforesaid, nothing set out above shall exclude liability for any undertaking, representation, warranty 
or other assurance made fraudulently. The information given in this document is not exhaustive and is subject to change without notice. Statements/ opinions/recommendations in 
this communication which contain words or phrases such as “will”, “expect”, “could”, “believe” and similar expressions or var iations of such expressions are “forward – looking 
statements”. 

Disclaimer
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