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Primer 

Intermediate Duration: The “Sweet 
Spot” for Fixed Income Investors 

Amid evolving interest rate dynamics, the sweet spot for fixed 
income investors lies in the intermediate segment - balancing 
accrual yield, capital gain opportunity, and manageable risk. 
Short maturities face reinvestment hurdles, while long durations 
offer limited upside in today’s curve.  

Strategic yield curve positioning unlocks optimal risk-adjusted 
returns. 
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Intermediate Duration: The “Sweet Spot” for Fixed Income Investors 
 
Introduction  
 
The RBI’s Monetary Policy Committee (MPC) delivered a dovish pause at its October 2025 
meeting, unanimously voting to keep the repo rate unchanged at 5.5%. While the MPC 
maintained its neutral policy stance, this decision was not unanimous as 2 out of 6 MPC 
members favoured shifting to an accommodative stance. Additionally, the RBI Governor 
noted that there is a scope for monetary policy to further support economic growth. 
 
In this context, market participants are increasingly expecting additional repo rate cuts of 
25–50 bps in the current cycle. The quantum and timing of rate cuts will depend on growth-
inflation dynamics. Against this backdrop, we examine yields and spreads across segments 
to identify best risk-adjusted positioning for fixed income investors.  
 
Choosing the “Sweet Spot” 
 
Yield curve positioning is a critical strategy in fixed income allocation, as selecting the right 
segment of the yield curve strongly influences risk-adjusted returns. In this note, we identify 
the optimal ‘sweet spot’ for fixed income investors to target in the current interest rate 
environment. 
 
Both G-sec and AAA PSU yield curves are quite steep currently 

      
Source: Bloomberg, HDFC TRU; Note – Data as of 31st Oct 2025 
 
Current spread in 5-year AAA PSU segment over corresponding G-sec is higher as compared 
to 5yr and 10yr median spread. However, current 10-year AAA PSU spread is higher than 5yr 
median but in line with 10yr median spread. This makes 5-year segment more lucrative from 
an accrual or carry perspective.   
 
Segment  Current Spread 

(bps) 
Median Spread (bps) 

over 5 years 
Median Spread (bps) 

over 10 years 
5yr AAA PSU 66 44 55 
10yr AAA PSU 64 45 63 

Source: Bloomberg, HDFC TRU; Note – Data as of 31st Oct 2025; Spread is calculated over corresponding tenure G-sec 
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We have recently highlighted that long duration strategy is not a preferred segment given 
the unfavourable bond demand-supply dynamics and expectations of softer FY26 nominal 
GDP growth (reducing the scope for fiscal consolidation). Read here.   
 
In addition, we also note that long-term bond yields are largely driven by longer term 
growth-inflation expectations, and may not respond much to interest rate cuts, especially 
towards the end of the interest rate cut cycle.  
 
We therefore believe that intermediate duration is more likely to benefit from further interest 
rate cuts and surplus banking system liquidity which typically accompanies easing 
monetary policy cycle.  
 
Comparative Analysis of Yield Curve Segments: Short, Intermediate, and Long Tenors 
 

Segment Key Considerations  Preference  

1-Year  
(Short-Term) 

• Low interest rate risk 
• Low accrual/carry  
• High reinvestment risk due to 

frequent rollovers 

Less preferred due to high 
reinvestment risk and lower 
carry/accrual  

5-Year 
(Intermediate) 

• Stronger rate cut/ surplus 
liquidity transmission potential 

• Balanced interest rate sensitivity 
• Attractive carry/accrual and 

capital gain potential 

Preferred segment for optimal risk-
return balance 

>10-Year  
(Long-Term) 

• High interest rate sensitivity  
• Limited scope for yields to fall 

further 

Less preferred due to limited upside 
and higher volatility 

Source: HDFC TRU 
 

Corporate Bond Spread Trend Analysis   
 
5yr AAA PSU Yield Spread over 5yr G-sec 

  
Source: Bloomberg, HDFC TRU; Note – Data as of 31st Oct 2025 
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Current: 66 bps
10yr Median: 55 bps

The 5-year AAA PSU yield 
spread over 
corresponding G-sec is 
currently higher at 66 bps 
vs historical median of 55 
bps.  

This provides some 
cushion for transmission 
of rate cuts and surplus 
liquidity to 5yr AAA PSU 
yields.  

   

https://www.linkedin.com/feed/update/urn:li:activity:7389551518389026816
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5yr AAA PSU Yield Spread over Repo  

 
Source: Bloomberg, HDFC TRU; Note – Data as of 31st Oct 2025 

 
10yr AAA PSU Yield Spread over Repo 

 
Source: Bloomberg, HDFC TRU; Note – Data as of 31st Oct 2025 

 
Out Take:  
 
Current yield spreads in 5 and 10-year AAA PSU segments are aligned with historical norms, 
indicating fair valuation. With the possibility of further repo rate cuts and surplus liquidity, 
the 5-year AAA PSU segment stands out as an attractive avenue for capital gains, owing to 
its lower interest rate sensitivity and stronger transmission potential. Investors should 
remain vigilant on growth and inflation trends to strategically leverage these opportunities. 
 
Avenues to take exposure to 5-year AAA PSU or equivalent segment  
 
• Direct Bond Exposure   
• Debt Mutual Funds – categories such as Corporate Bond, Banking & PSU 
• Target Maturity Funds/Debt ETFs – available across tenures    
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The 5-year AAA PSU yield 
spread over repo currently 
stands at 134 bps, slightly 
lower than 10-year median 
of 149 bps.  
 
The 10-year AAA PSU yield 
spread over repo is 
currently 167 bps, near its 
10-year median of 173 bps.  

Our Preference: 

While the spreads for both 
5 and 10-year are around 
historical medians, we 
favour the 5-year AAA PSU 
segment due to its lower 
interest rate sensitivity and 
greater likelihood of 
benefiting from further 
rate cuts and surplus 
liquidity. 
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Risks to our View:  
 

• RBI may delay or decide against cutting repo rates. 
• Liquidity conditions could tighten, leading to widening of corporate bond spreads. 
• Excess supply in the corporate bond market may exert spread widening pressure. 

 
These risks should be carefully monitored alongside the capital gain opportunities.  
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Disclaimer 

 
This communication is being sent by the Investment Advisory Group of HSL IA., registered under 
SEBI (Investment Advisors) Regulations, 2013 under the Registration number INA000011538. 
 
This note has been prepared exclusively for the benefit and internal use of the recipient and does not 
carry any right of reproduction or disclosure. Neither this note nor any of its contents maybe used 
for any other purpose without the prior written consent of HSL IA, Investment Advisory Group (HSL 
IA). In preparing this note, we have relied upon and assumed, without any independent verification, 
accuracy and completeness of all information available in public domain or from sources considered 
reliable.  This note contains certain assumptions and views, which HSL IA considers reasonable at 
this point in time, and which are subject to change. Computations adopted in this note are indicative 
and are based on current market prices and general market sentiment. No representation or 
warranty is given by HSL IA as to the achievement or reasonableness or completeness of any idea 
and/or assumptions. This note does not purport to contain all the information that the recipient may 
require. Recipients should not construe any of the contents herein as advice relating to business, 
financial, legal, taxation, or other matters and they are advised to consult their own business, 
financial, legal, taxation and other experts / advisors concerning the company regarding the 
appropriateness of investing in any securities or investment strategies discussed or recommended 
in this note and should understand that statements regarding future prospects may not be realized. 
It may be noted that investments in equity and equity-related securities involve a degree of risk and 
investors should not invest any funds unless they can afford to take the risk of losing their investment. 
Investors are advised to undertake necessary due diligence before making an investment decision. 
For making an investment decision, investors must rely on their own examination of the Company 
including the risks involved. Investors should note that income from investment in such securities, if 
any, may fluctuate and that each security’s price or value may rise or fall. Accordingly, investors may 
receive back less than originally invested. Neither HSL IA nor any of its employees shall be liable for 
any direct, indirect, special, incidental, consequential, punitive, or exemplary damages, including lost 
profits arising in any way from the information contained in this material. This note does not 
constitute an offer for sale, or an invitation to subscribe for, or purchase equity shares or other assets 
or securities of the company and the information contained herein shall not form the basis of any 
contract. It is also not meant to be or to constitute any offer for any transaction. HSL IA and its 
affiliates, officers, directors, key managerial persons and employees, including persons involved in 
the preparation or issuance of this material may from time to time, have long or short positions in, 
and buy or sell the securities thereof, of company (ies) mentioned herein. HSL IA may at any time 
solicit or provide commercial banking, credit, advisory or other services to the issuer of any security 
referred to herein. Accordingly, information may be available to HSL IA, which is not reflected in this 
material, and HSL IA may have acted upon or used the information prior to, or immediately following 
its publication. 
 
HSL IA neither guarantees nor makes any representations or warranties, express or implied, with 
respect to the fairness, correctness, accuracy, adequacy, reasonableness, viability for any particular 
purpose or completeness of the information and opinions. Further, HSL IA disclaims all liability in 
relation to use of data or information used in this report which is sourced from third parties. 
 
Please note that HDFC Securities has a proprietary trading desk. This desk maintains an arm’s length 
distance with the HSL IA team and all its activities are segregated from HSL IA activities. The 
proprietary desk operates independently, potentially leading to investment decisions that may 
deviate from research views. 
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Investment in securities market is subject to market risks. Read all the related documents carefully 
before investing. 
 
Mutual Fund Investments are subject to market risk. Please read the offer and scheme related 
documents carefully before investing. 
 
Registration granted by SEBI, membership of BASL (in case of IAs) and certification from NISM in 
no way guarantee performance of the intermediary or provide any assurance of returns to investors. 
 
This information is for educational/information purposes only.  


