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December 2019 
 

“Our character is not defined in the good times, but in the hard times.” 
 

- Paul Brodie 
Equity markets 

Indices 29th Nov   
2019 

31st Dec   
2019 

1 Month 
Return (%) 

1 Year   
Return (%) 

BSE Sensex 40,793.81 41,253.74 1.13 13.98 
S&P CNX Nifty 12,056.05 12,168.45 0.93 11.88 
BSE 100 12,142.80 12,236.19 0.77 10.05 
BSE Mid Cap 15,084.86 14,967.83 -0.78 -0.48 
BSE Small Cap 13,560.57 13,699.37 1.02 -5.04 
Source: Bloomberg  

Large cap domestic indices posted gains during Dec’19; Sensex was up 1.13% during 
the month whereas Nifty gained 0.93%. Mid cap index was down 0.78%, however Small 
cap index gained 1.02% during the month, in line with large cap indices.. 

All the major global equity indices gained during month of Dec’19; ranging from 0.10% to 
7.00%. Hangseng followed by Shanghai Composite index gained the most during the 
month.  

For the month of Dec’19; Metals, IT and Auto sector indices gained the most while Oil & 
gas, FMCG and Capital goods sector indices declined the most. Metals sector was up 
6.64% followed by IT at 4.04%. Oil & gas and FMCG sector declined by 2.71% 
respectively during the month.    

The yield of benchmark 10-year G-sec (new) moved to 6.56% as at end Dec’19 up from 
6.47% at the end of Nov’19.  

 

All the major commodities except 
Lead and Zinc posted gains on a 
mom basis during Dec’20. Crude 
oil followed by Copper gained the 
most during the month.  
On a YoY basis, the performance 
of all the major commodities 
remains mixed. Gold, Silver and 
Nickel are the major gainers while 
Zinc has declined the most.  
 
  

Source: Bloomberg  
 
 
 
 
 
 

Commodities    
(USD) 

1 Month 
Return (%) 

One Year 
Return (%) 

Gold 3.64 24.31 
Silver 4.83 25.68 
Crude Oil 8.28 13.66 
Copper 5.29 -0.40 
Primary Aluminum 2.26 -7.56 
Lead -0.49 -2.23 
Nickel 2.60 25.22 
Tin 4.12 -6.66 
Zinc -0.07 -10.62 
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Macro Economic Data 

Indicators Sep-20 Oct-20 Nov-
20 

Dec-20 Comments 

IIP (%) -4.30% -3.80%   Industrial output declined by 3.8% in Oct’19, 
following 4.3% fall in Sep’19, mainly led by the 
decline in electricity output(-12.2% in Oct'19 vs. -
2.6% in Sep'19), mining output (-8% in Oct'19 vs. -
8.6% in Sep'19) and manufacturing output (-2.1% in 
Oct'19 vs. -4% in Sep’19).  

Core Sector (%) -5.10% -5.80% -1.60%  Core sector output contracted by 1.6% in Nov’19, 
following  5.8% contraction in Oct’19, led by the 
decline in electricity output (-5.7% in Nov'19 vs. -
12.2% in Oct'19) and natural gas output (-6.4% in 
Nov'19 vs. -5.7% in Oct'19).  

RBI monetary policy 
(Repo Rate) (%) 

5.40% 5.15% 5.15% 5.15% In its 5th bi-monthly monetary policy of FY20, RBI 
kept the repo rate unchanged at 5.15%.  During Feb- 
Oct'19 RBI has cut the repo by 135bps.  

     Real GDP growth projection for FY20 has been cut 
sharply from 6.1% earlier to 5% now, with a recovery 
in 2HFY20 the range of 4.9-5.5%. 

CPI inflation (%) 4.00% 4.60% 5.50%  CPI inflation rose to 5.5%(highest in last 40-months) 
in Nov'19 vs. 4.6% in Oct'19. It was led by a sharp 
jump in vegetable prices, which increased by 36% 
(highest in last 71-months) in Nov'19 from 26.1% in 
Oct'19. 

Trade Deficit ($, bn) -10.79 -11.01 -12.12  In Nov’19, exports fell by 0.3% yoy to $26bn, while 
imports declined by 12.7% to $38.1bn. As a result, 
Trade deficit widened to $12.1bn in Nov’19 vs. 
$11.1bn in Oct’19. 

GST Collection ($, 
bn) 

919 954 1,035 1,032 GST collections grew 9% yoy in Dec’19 to Rs. 
1.03tn, the second consecutive month when it crossed 
the Rs. 1tn mark. Also, this is the fastest growth in 
GST collections since Apr’19. 

FII Flows-Equity ($, 
bn) 

1.08 1.74 3.54 1.03 On equity side, FPIs bought $1bn in Dec’19, 
following an inflow of $3.5bn in Nov’19. On debt 
side, FII sold $0.65bn in Dec’19, following an 
outflow of $0.32bn in Nov’19.  

FII Flows-Debt ($, bn) -0.14 0.52 -0.32 -0.65  

Exchange Rate 
(INR/USD)  

70.69 70.81 71.73 71.38 Indian Rupee appreciated by 0.5% during Dec’19, as 
it closed at 71.4 in the end of Dec’19 from 71.7 at the 
end of Nov’19 per dollar. 

GDP (%) 4.50% 4.50% 4.50%  India’s real GDP growth decelerated to 4.5% (slowest 
since 4QFY13) in 2QFY20 from 5% in 4QFY19. A 
sharp deceleration in the investment growth (0.5% in 
2QFY20 vs. 3.1% in 1QFY19) is the main reason to 
lower the GDP growth in 2QFY20. 
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Outlook  
Global equity markets continued the strong momentum witnessed over October-
November and performed well in December - particularly in the second half - on the back 
of positive news on the trade deal between the US and China, finalization of US trade 
deals with Mexico and Canada, and the decisive outcome in UK elections.  

Indian equities had a volatile month, declining in the first half as the RBI surprised 
negatively by keeping policy rates on hold and sharply reducing FY20 GDP forecast by 
110bps to 5%. RBI kept the policy rates unchanged but provided a forward guidance by 
maintaining an accommodative stance and indicated that there is space for future rate 
cuts.  

Moreover, Organisation of Petroleum Exporting Countries (OPEC) announced oil 
production cuts leading to a sharp surge in crude prices. Crude brent oil was up by ~8% 
during the month. Indian equities pared losses in the second half on the back of positive 
global developments. So much so that the frontline benchmark indices hit all time highs 
towards the end of the month. 

Despite pressure to boost weak tax revenues that are afflicted by the current economic 
slowdown, the GST council refrained from altering the rates while also extending date to 
file the annual returns. 

There are expectations of further actions from the government including cut in GST 
rates, fiscal incentives to prop up the real estate demand and front loading of 
infrastructure investments. While there should be some attempt in that direction, the 
overarching constraint is government's fiscal position which continues to struggle. 
Government has also hinted that there would be a big shortfall in the budgeted yearly 
divestment target as BPCL divestment in the current fiscal is being ruled out. The 
indirect & direct tax collections too have been weak and have been trending significantly 
below the budget estimates. 

Key benchmark indices are currently trading at about ~18.5x FY21 earnings which are 
slightly above the long term average. In view of the dichotomy between the benchmark 
indices performance and the domestic economic performance, we believe that the 
FY2022 estimated earnings are more at risk than the FY21 earnings as FY21 earnings 
would be mostly supported by reduction in credit costs of financial stocks and recovery 
in telecom earnings, but there is a rising risk of earnings being cut for FY2022 unless 
there is a meaningful pick in economic activity in the next year. This construct makes us 
slightly cautious in the short term. However, from a medium to long term point of view, 
as the benefits of GST, cleanup of bank balance sheets and positive impact of 
government reforms start percolating down to the real economy, we should see an 
improvement in growth indicators and that should augur well for the equity markets. 
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December 2019 

Fixed Income Market 
 
Fixed Income Market Review – 

The bond markets saw some sharp twists and turns in December driven by RBI’s 
actions. After two months of relatively muted trading range, bond markets saw larger 
moves over the course of the month. At the December Monetary policy meeting, RBI 
maintained status quo on policy interest rates and did not cut rates as was widely 
expected by the markets. Two consecutive quarters of weak GDP growth numbers – 
5.0% and 4.5% for Q1 and Q2 had led the markets to price in continued easing in 
interest rates. The rise in CPI inflation, albeit led by food inflation, and the consequent 
rise in households’ inflation expectations, were seen as the key reasons for RBI pausing 
on the interest rate easing cycle. Bond yields rose sharply as the markets were 
disappointed by RBI’s inaction. 
CPI inflation for November rose to 5.54%, driven by a rise in food inflation, while core 
inflation continued to ease. The spike in food inflation is expected to persist for a couple 
of months and is expected to ease as new produce flows into the markets. 
Global risk assets saw a meaningful rally in the month as the US and China announced 
a ‘phase 1’ deal in their trade dispute. The agreement was seen as a turning point, at 
least for the near term, from the deteriorating trading relations between the two largest 
economies. Oil prices traded with a firm bias, as the marginal improvement in global 
economic outlook and positive developments on US-China trade supported prices. 
RBI announced ‘Special OMOs’ during the month, dubbed ‘Operation Twist’, where RBI 
bought long term bonds and simultaneously sold a similar amount of short tenure bonds. 
While the switch ensured a liquidity-neutral intervention in the market, the simultaneous 
sale and purchase of different maturities, was intended to lower the yield spread 
between the short and the long ends of the yield curve. RBI’s actions had the intended 
impact. The 10-year benchmark GSec yield, which had hardened by about 30 – 35 bps 
post the disappointing monetary policy, retraced back almost fully to the pre-policy levels 
after the two ‘Special OMOs’ conducted by RBI during the month. 
The 10-year benchmark bond yield ended the month at 6.55%, from 6.47% at the end of 
the previous month, after trading at a high of 6.83% during the month. 
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Market Outlook – 

The pause in the interest rate cycle has led the markets to re-assess expectations for 
future rate cuts. The trajectory of CPI inflation is expected to head higher in the coming 
months before easing off thereafter. For an inflation-targeting central bank, the rise in 
inflation, though caused by transient factors, will preclude any interest rate cuts at the 
next meeting too. Meanwhile, the concerns over the Government’s fiscal balances have 
grown quite acute. The shortfall in tax revenues has widened considerably and 
additionally, the shortfall in disinvestment is also expected to be huge. While the 
Government has refrained from announcing any revised estimates for the fiscal deficit or 
any additional borrowing, the markets are looking forward to the Budget, on 1st February, 
for an update on the status of the Government’s finances. While the markets have 
reconciled to some additional borrowing in the last months of the year to bridge the 
revenues shortfall, the extent of the additional borrowing is expected to shape the path 
of yields over the coming months. 
Additional ‘Special OMOs’ from RBI is expected to add to volatility in the yields as the 
RBI’s purchases of the long tenure largely offsets the additional supply of bonds due to 
the Government’s additional borrowing from the markets. The short end of the yield 
curve, though, is expected to stay anchored close to the overnight rates, as the 
abundant liquidity in the system supports bond prices. 
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