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January 2020 
 

“Things work out best for those who make the best of how things work out.” 
 

- John Wooden 
Equity markets 

Indices 31st Dec   
2019 

31st Jan   
2020 

1 Month 
Return (%) 

1 Year   
Return (%) 

BSE Sensex 41,253.74 40,723.49 -1.29 12.32 
S&P CNX Nifty 12,168.45 11,962.10 -1.70 10.44 
BSE 100 12,236.19 12,082.99 -1.25 9.30 
BSE Mid Cap 14,967.83 15,462.01 3.30 6.19 
BSE Small Cap 13,699.37 14,667.96 7.07 5.33 
Source: Bloomberg  

While the large cap domestic indices declined during Jan’20; Sensex was down 1.29% 
during the month whereas Nifty declined 1.70%; Mid cap index was up 3.30%. Small cap 
index was the best performer- gaining 7.07% during the month. On a 1 year basis, large 
cap indices are still outperforming the mid cap and small cap indices 

All the major global equity indices except Nasdaq declined during month of Jan’20. 
Hangseng index declined the most by 6.66% during the month while Nasdaq was up 
1.99%.  

For the month of Jan’20 performance across the sector was mixed. Consumer durable, 
health care and capital goods were the best performing sector while metals, oil & gas 
and banks declined the most    

The yield of benchmark 10-year G-sec (new) moved to 6.60% at the end of Jan’20 as 
against 6.56% as at end Dec’19  

 

All the major commodities except 
Gold and silver declined on a 
mom basis during Jan’20. Gold 
gained 4.74% during the month 
while Crude oil declined 15.19%.  
On a YoY basis, Gold, silver and 
Nickel have posted gains while 
Tin has declined the most. 
   
Source: Bloomberg  
 

 
 
 
 
 
 
 

Commodities    
(USD) 

1 Month 
Return (%) 

One Year 
Return (%) 

Gold 4.74 20.28 
Silver 1.07 12.34 
Crude Oil -15.19 -7.52 
Copper -9.83 -9.76 
Primary Aluminum -4.86 -9.84 
Lead -2.49 -11.03 
Nickel -8.38 2.96 
Tin -4.66 -21.46 
Zinc -3.17 -19.09 
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Macro Economic Data  

Indicators Oct-
19 

Nov-
19 

Dec-
19 

Jan-
20 

Comments 

IIP (%) -
4.00% 

1.80%   Industrial output grew by 1.8% in Nov’19, following 
4% fall in Oct’19,  mainly led by the increase in 
mining output (1.7% in Nov'19 vs. -8% in  Oct'19) and 
manufacturing output (2.7% in Nov'19 vs. -2.1% in 
Oct'19).  

Core Sector (%) -
5.80% 

-
0.60% 

1.30
% 

 Core sector output growth accelerated  to 1.3% in 
Dec’19 , following  0.6% contraction in Nov’19, led 
by the increase in coal output (6.1% in Dec'19 vs. -
2.5% in Nov'19) and cement output (5.5% in Dec'19 
vs. 4.3% in Nov'19)  

RBI monetary 
policy (Repo Rate) 

(%) 

5.15% 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 cut the repo are 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 (%) 4.60% 5.50% 7.40
% 

 CPI Inflation rose to 7.4% (highest in last 65-months) 
in Dec’19 vs. 5.5% in Nov’19, led by surge in food 
inflation to 12.2% in Dec’19 from 8.7% in Nov’19. 

Trade Deficit ($, 
bn) 

-10.92 -12.16 -
11.25 

 In Dec’19, exports fell 1.8% to $27.4bn, while imports 
declined 8.8% to $38.6bn, as a result trade deficit 
narrowed to $11.3bn in Dec’19 vs. $12.1bn in Nov’19.  

GST Collection ($, 
bn) 

954 1,035 1,032 1,108 Total gross GST revenue collections in Jan’20 stood at 
Rs. 1,108bn, following Rs. 1032bn collection in 
Dec’19.  

FII Flows-Equity 
($, bn) 

1.74 3.54 1.03 1.71 On equity side, FPIs bought $1.7bn in Jan’20, 
following an inflow of $1bn in Dec’19. On debt side, 
FII sold $1.63bn in Jan’20, following an outflow of 
$0.65bn in Dec’19.  

FII Flows-Debt ($, 
bn) 

0.52 -0.32 -0.65 -1.63  

Exchange Rate 
(INR/USD)  

70.81 71.73 71.38 71.38 Indian Rupee was flat during Jan’20, as it closed at 
71.4 in the end of Jan’20 from 71.4 at the end of 
Dec’19 per dollar. 

GDP (%) 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. 

Rabi Sowing (%)    9% Rabi sowings increased by 9% as of 24th Jan’20, led 
by jump in sowing of rice (23%) and coarse cereals 
(16%) 
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Outlook  
Equity markets globally started the new year on an optimistic note with the signing of 
Phase I of the US-China trade agreement bringing renewed hope of a global economic 
recovery. The excitement, however, proved short-lived as fresh concerns emerged 
because of the outbreak of Coronavirus in China. The resultant uncertainty dragged 
global markets and most commodities down in the second half of January. 

Given the backdrop of weak and slowing GDP growth, sectors such as Auto and Real 
estate struggling, NBFCs especially the ones focused on these sectors facing serious 
liquidity challenges and  

a possible collateral damage to the financial sector on account of these issues, there 
was an expectation that the government would undertake measures in the budget to 
address this demand slowdown. Despite lack of a significant fiscal headroom, there were 
hopes of a demand stimulus by aggressively cutting the personal income tax rates (on 
similar lines as the corporate tax cuts announced earlier), specific measures like higher 
interest exemption on housing loans and a material infrastructure push. However, while 
the budget did deviate from the earlier announced fiscal glide path by 50bps, it failed to 
deliver on most of the expectations related to demand revival. 

Q3 results so far have been more or less in line with subdued expectations. While 
topline performance has been muted as was expected, EBITDA margins performance 
has surprised on the upside for most sectors including Agri, Autos, Banks, and FMCG. 
What is noteworthy is that most of it has come from gross margin expansion despite very 
subdued volume growth and reasonably high competitive intensity. Net profit 
performance has been helped by the cut in corporate tax rate. There are some early 
signs of recovery in the rural sector with most Agro-chemicals companies delivering 
good results and some stability seen in the monthly tractor volumes. 

In the face of weakening economic activity and subdued equity market performance, 
inflows into mutual funds have been relatively resilient, which is a very good trend from a 
long term point of view. FII flows have turned the corner of late, with some improvement 
in global sentiments and a possible bottoming out of Indian fundamentals. 

Markets are currently trading at roughly 19x FY21 P/E which is a little above the long 
term average. With the recent slowing down of the economy, there is a rising risk of 
earnings being cut further unless there is a meaningful pick in economic activity in the 
next few quarters. This construct makes us slightly cautious in the short term. However, 
from a medium to long term point of view, as the benefits 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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January 2020 

Fixed Income Market 
Fixed Income Market Review – 

Bond market volatility continued at elevated levels in January as well. From the weekly 
frequency for the ‘Operation Twist’ in December, RBI pared down the number of ‘Twists’ 
in January disappointing the markets and leading to paring down of bond positions. The 
CPI data, too, was adverse as the food price inflation surged to multi-year highs. For a 
market that has been wary of the Government’s fiscal balance, the negative 
developments on the RBI support and inflation fronts added impetus to the yield 
hardening trend. Bond yields recovered some of the losses by the end of the month on 
hopes of continued support from RBI. 
 
CPI inflation for December rose to 7.35% from 5.54% in November, as food prices, 
especially perishables – vegetables and fruits, spiked. This spike in prices is expected to 
ease in the coming months as new produce flows into the markets. However, food 
prices, apart from the perishables basket, namely pulses, oilseeds, poultry, etc have 
been seeing a more sustainable pick up in prices after a long period of deflation. This 
trend is likely to sustain and consequently, food inflation is unlikely to retrace back to 
levels seen earlier in the year. Core inflation stayed benign. However, a couple of 
idiosyncratic factors, unrelated to demand, are likely to lead to a near term firming up of 
core inflation. 
 
Global risk assets saw a sell-off as the novel coronavirus incidences in China and other 
countries spread at a rapid pace threatening to develop into a pandemic. Economic 
activity in China is seeing a sharp slowdown as the Chinese authorities have placed 
heavy restrictions on movement of people to contain the spread of the virus.The impact 
of the slowdown in China is expected to have a larger effect on the global economy as 
China is now the second largest economy and is more closely integrated with the global 
economy. 
 
The correction in risk assets extended to commodities as well, including oil prices. Brent 
crude oil prices corrected to USD 57.94 / barrel from USD 66 / barrel. 
The fall in oil prices and the expected weakness in growth due to the corona virus 
epidemic saw a sharp fall in most global bond yields. The supportive bond environment 
helped the 10-year benchmark yield recover to 6.60% by the end of the month, from an 
intra-month high of 6.70% versus 6.55% at the end of the previous month. 
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Outlook 
Going forward, the markets expect inflation to ease off as vegetable prices cool down. 
Moreover, as growth impulses are still weak, core inflation is expected to stay subdued, 
save for some one-off factors like the telecom re-pricing and price impact of the change 
in emission norms for autos. The key concern for the markets has been the slippage in 
revenues for the Government, leading to a wider fiscal deficit. 
 
The Budget for financial year 2020-21, announced on 1st February, positively surprised 
the bond markets, as the Government did not resort to any additional borrowing in the 
current year, preferring to use alternative sources for making up the shortfall in 
revenues. The fiscal deficit widened to 3.8% of GDP for the current year, fully utilising 
the 0.5% ‘escape clause’ under FRBM Act and narrowing it to 3.5% next year. The gross 
borrowing for next year, budgeted at Rs 7.8 trillion, is around the lower end of market 
expectations, which is positive from the bond market perspective. The lack of additional 
borrowing for the current year, helped long end bond yields soften from the earlier levels. 
In the Monetary policy review, while the RBI’s actions on the policy rates’ front and the 
outlook on inflation and growth, were along expected lines, it was the other changes that 
positively surprised the markets. 
 
The Long Term Repo Operation (LTRO) for a cumulative Rs 1,00,000 cr at the fixed 
repo rate effectively sparked additional demand for bonds at the short end of the yield 
curve. The softening of yields at the short end pulled down yields at the longer end of the 
curve, as well. The RBI expects that the softening of bond yields will help hasten the 
transmission of rate cuts to corporate lending rates. The CRR exemption for incremental 
loans further incentivizes banks to step up credit growth. 
In addition, any weakness in commodity prices due to the spread of the corona virus, 
can provide further impetus to softer yields. 
 
The monetary policy measures along with the Budget proposals have pushed bond 
yields lower as the RBI has taken pro-active steps to soften bond yields when the 
Government is not issuing any fresh securities in the remainder of the month. Bond 
yields are expected to stay soft in the coming months as underlying trends for inflation 
and growth do help RBI maintain its accommodative policy stance and opens up space 
for RBI to use unconventional tools to keep yields soft.  
 


	023302020 AR Policy Holders_Cover_A4_1
	Market Outlook_Jan 2020
	- John Wooden
	Equity markets
	Fixed Income Market


