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January 2018 

 

“In investing, what is comfortable is rarely profitable?” 
 

- Robert Arnott    

Equity Markets 

Indices 29
th

 Dec   
2017 

31
st

 Jan   
2018 

1 Month 
Return (%) 

1 Year   
Return (%) 

BSE Sensex 34,056.83 35,965.02 5.60 30.04 
S&P CNX Nifty 10,530.70 11,027.70 4.72 28.81 
BSE 100 11,029.78 11,419.07 3.53 29.30 
BSE Mid Cap 17,822.40 17,364.21 -2.57 35.05 
BSE Small Cap 19,230.72 18,716.77 -2.67 44.69 

Source: Bloomberg  

Indian equity markets performance was largely mixed during the month of January with 

large cap indices gaining between 3.53-5.60% mom, while the broader market in India 

underperformed the main indices. BSE mid cap index was down 2.57%, while BSE small 

cap index was down 2.67% during the month. Major global equity indices were mixed 

during the month with returns ranging from negative 2.0% to positive 9.9%. 

HANGSENG gained about 9.9%, while FTSE 100 was down by 2.0%, among the major 

global indices.  

The Sensex was up 30.04% while Nifty was up 28.81% on a yoy basis. While the BSE 

mid cap is up 35.05% yoy, BSE small cap index is up 44.69% yoy as of end January 

2018, thus outperforming the large cap indices on a yoy basis. 

For the month of January, sectors like IT, Infra and Banks outperformed the key 

benchmark indices, whereas sectors like Telecom, Autos, Pharma and Utilities 

underperformed the benchmark. 

FIIs pumped in Rs12,984cr into Indian equity markets in January’ 18 while DII’s 

invested Rs399cr. Among DIIs, Mutual funds bought Rs4,969cr. In debt market, FIIs 

bought a net of Rs9,355cr in domestic debt, while MF’s bought Rs17,635cr during the 

month. 

FIIs have net bought Rs19,827cr in Indian equity FYTD till end-January 2018 and in debt 

market, FIIs have bought a net of Rs1,28,352cr. DIIs have net bought Rs87,180cr in 

Indian equity FYTD, with MFs buying Rs1,10,317cr till end January-2018 and  in debt 

market, MFs have bought a net of Rs2,89,595cr in domestic debt. 

 

Macro Economic Data  

Industrial production growth accelerated to 8.4% in Nov’17 against 2% in Oct’17. The 

growth was majorly led by sharp increase in manufacturing output which increased by 10.2% 

in Nov’17 vs. 2.2% in Oct’17 and capital goods output which increased by 9.4% in Nov’17 

against 6.6% in Oct’17. Infrastructure and construction goods output grew by 13.5%, a 19-

month high, in Nov’17 against 5.5% in Oct’17. 

Core sector output growth decelerated to 4% in Dec’17, following a 7.4% growth in Nov’17. 

The growth was mainly led by increase in output of cement (19.7% in Dec’17 vs. 18.4% in 
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Nov’17) and fertilisers output (3% in Dec’17 vs. 0.3% in Nov’17). However, coal output 

contracted by 0.1% in Dec’17 and crude contracted by 2.1% in Dec’17. 

CPI inflation surged to a 16-month high of 5.2% in Dec’17 from 4.9% in Nov’17. The jump 

in CPI inflation was led by i) vegetable inflation which increased to 29.1% in Dec’17 against 

22.5% in Nov’17 and Egg inflation which rose to 9.5% in Dec’17 from 8% in Nov’17 ii) 

higher fuel inflation (9.2% vs. 8.8% in Nov’17) and, iii) higher housing inflation (8.2% vs. 

7.4% in Nov'17). More importantly, Core inflation surged to 5% in Dec’17 from 4.8% in 

Nov’17. 

Exports grew by 12.4% yoy in Dec’17 to $27bn following a 30.5% jump in Nov’17. Non-oil 

& non-gold exports growth also moderated to 12.1% in Dec’17 vs. 27.4% in Nov’17Imports 

grew by 21.1% to $41.9bn in Dec'17 against 19.6% increase in Nov’17. After 3 consecutive 

months of contraction, gold imports surged 71.5% to a 7-month high of $3.4bn in Dec’17. 

Non-oil & non-gold imports grew by 12.9% to $28.2bn. Trade deficit widened to $14.9bn, a 

3-year high, up from $13.8bn in Nov'17. Non-oil & non-gold trade deficit also remained 

elevated at $8bn in Dec’17. 

Govt. fiscal deficit widened to Rs. 6.2tn during the first nine months of the fiscal FY18, 
overshooting the full year fiscal deficit target of Rs. 5.4tn (3.2% of GDP) and reached 104% 
of the overall target. During Apr-Dec FY18, Revex grew 13.5% vs. the budgeted growth of 
5.9% and Capex grew 30.8% against the budgeted growth of 10.7%. In Nov’17, Revex 
increased by 16% yoy and Capex grew 36.2% yoy. Direct tax collections grew by 17.1% yoy 
in Apr-Dec FY18, marginally lower than the budgeted 20.2% growth rate for the year. Non 
tax revenue contracted 37.8% yoy in Apr-Dec FY18 vs. a decline of 13.7% budgeted for the 
full year. 

Forex reserves increased from USD411.12bn in the week ending January 5, 2018 to 

USD421.91bn in the week ending February 2, 2018. The current 10-year benchmark 

yield has risen to 7.43% as of end-January 2018 from 7.326% at end-December 2017. 
Indian Rupee remained range bound during Jan’18 as it opened at 63.9 as of 1st Jan’18 and 

closed at 63.7 as of 31st Jan’18. 

  

Trend in the major commodities 

was mixed in the month of 

January. While Tin and Zinc 

gained the most, increasing by 

8.26% and 6.66% respectively, 

Aluminum and Copper lost the 

most, falling by 2.14% and 1.78% 

respectively. On a year on year 

basis also, all major commodities 

were mixed, with Nickel rising 

the most by 36.61% and Silver 

was down 1.22%. 
Source: Bloomberg  

 

Observations 

Commodities    
(USD) 

1 Month 
Return (%) 

One Year 
Return (%) 

Gold 3.23 11.11 

Silver 2.37 -1.22 

Crude Oil 3.01 25.88 

Copper -1.78 18.81 

Primary Aluminum -2.14 22.02 

Lead 5.01 10.16 

Nickel 6.58 36.61 

Tin 8.26 9.36 
Zinc 6.66 23.78 
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In Budget FY18, Overall fiscal deficit estimate for FY18 is revised to 3.5% of GDP from the 

initially budgeted 3.2% of GDP. For the year FY19, fiscal deficit is budgeted to be 3.3% of 

GDP. The budget FY19 focussed mainly on rural development. The highlight of the Budget 

is that the Minimum Support Price of all crops shall be increased to at least 1.5 times that of 

the production cost. Introduction of a new flagship National Health Protection Scheme, 

providing a health insurance cover of ₹5 lakh a family per annum. The scheme will cover 

10cr families, with approximately 50cr beneficiaries. Introduction of Long Term Capital 

Gain (LTCG) tax, however, was a one negative for markets. 

 

Reversing the decline in the last two months, GST collections improved to Rs. 867bn in 

Jan’17. The government expects collections to improve further after the introduction of the 

interstate e-way bill system from 1st Feb’18. 

 

Outlook 

Growth in developed world (US, Europe and Japan) is emerging out of a decade long 

slowdown and if consensus expectations play out as per the script (3% growth for US and 4% 

growth for ex-US developed world), it will be fair weather for the equities. Global bond 

yields are on a rise on back of improving growth and pose key risk to global equity markets.    

Q3 earnings declared so far have fared slightly better than expectations. Financials witnessed 

decline in delinquency ratio and improving loan growth. FMCG and consumer discretionary 

sectors reported strong volume growth on stabilization of GST and favorable base (impacted 

by demonetization corresponding last quarter). IT earnings were in line for large cap while 

outlook is more constructive for FY19 even though it will still be single digit USD revenue 

growth. Telecom sector profitability remained under pressure.    

While domestic macros have turned less favorable with worsening trade deficit, likely 

slippage in fiscal deficit and spiking bond yields we expect earnings trajectory to improve to 

mid double digit in FY19. We believe with disruptive changes like demonetization, GST 

implementation, clean up of bank balance sheet behind foundation for long term 

improvement in economic growth and corporate profitability has been seed.  

When we talk of earnings recovery, a recovery in overall capital formation cycle would be a 

key factor apart from growth in consumption. While the key driver for investments in the 

economy will continue to be public spend where we expect government spending to 

accelerate in areas like agriculture, infrastructure, housing as we approach a pre election year, 

we also expect private capex cycle also to benefit from improving demand and easier 

availability of credit with fixing of banking system balance sheet. We are already seeing 

signs of revival of investments in steel sector. While market valuations at 20XFY19E is at 

premium to historical mean we expect Nifty earnings growth to dramatically improve from a 

4% CAGR over the past five years to more than 10% in current fiscal and at least 15% next 

year as corporate earnings return to normal. We continue to remain optimistic from a medium 

to long term point of view.  
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Debt Markets Update – February, 2018 
 

 

January Highlights 
 

 Bond markets were volatile in the month ofJanuary as bond yieldscontinued to climbfrom 

the previous month end levels.The key factorsdriving yields higher werethe inflation 

numbers(CPI at 5.21% vs 4.88%), rise in crude oil prices as well as higher US treasury 

yields (2.71% vs 2.41%).The erstwhile 10yr benchmark GSec bond ended the month at 

7.60% up by 27 basis points from the previous month’s closing of 7.43%. During the 

month we also had a new issue of 10yr G-Sec, the coupon for which was set at 7.17% and 

this bond tradedup to 7.43% by the end of the month.  Liquidity conditions continued to 

remain neutral in the month of January. Rupee closed at 63.59 versus the US dollar in 

January as against 63.87 in December. 

 The IIP for November came in much higher at 8.4%, compared to 2.2% in October. The 

growth was primarily driven by the manufacturing index which jumped up and came in at 

10.2% as compared to 2.5% in October. The mining index for November rose to1.1% as 

compared to 0.2% in October. The electricity index, also came in marginally higher at 

3.9% as compared to 3.24% earlier. On the use based index, basic goods came in higher 

and showed a print of 3.2% vs 2.5%, while intermediate goods also showed an uptrend in 

numbers and managed to stay well above negative territory showing a positive print of 

5.5% from 0.2% in November. Consumer goods also shot up and came in at 13.7%in 

November, from 0.8% in October. Consumer non-durables sub-index also went 

upsignificantly to23.1% from 7.7% in November. 

 Headline CPI inflation, for December,came in higher at 5.21% from 4.88% inNovember. 

The rise was mainly due to rise in the housing and food prices. The food index came in 

higher at 4.85% in December versus4.41% in November. Underlying the food inflation, 

vegetable inflation spiked higher at 29.18% from 22.48% while pulses inflation 

continued in the negative zone at -23.47% as compared to -23.53% in the previous 

month. The fuel and light index moved marginally lowerto 7.90% from 7.92% and 

housing index moved higher to8.25% from 7.36%, driven by the adjustment in prices 

post the 7
th
 Pay Commission implementation. The miscellaneous index came in a tad 

higher at 3.79% from 3.63% in the month of December. On a MoM basis the core 

inflation accelerated to 5.13% from 4.86% in the previous month. 

 Headline WPI inflationcame in lower at 3.58% in December from 3.93% in November 

due to the reversal seen in primary product prices. Primary articles inflation moved down 

sharply to 3.86% in December as compared to 5.28% in November. The manufactured 

products category was unchanged at 2.61%. The fuel and power index showed a higher 

print of 9.16% as compared to 8.82% MoM. Core inflation however came in marginally 

higher at3.17% in December vs 3.03% in November. 

 India’s trade deficit came in higher at $14.90bn in January as compared to $10.40bn in 

Decemberand $13.06bn in November. Exports grew for the fifth consecutive month, 

growing by12.0% to $27 from 5.73% in December. Imports rose faster, by 21% to 

$41.9bn,following 10.4% growth in December. 
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Market Outlook – 

 The period since September 2017 has seen a sharp rise in bond yields, as the market 

speculated on the possibility and the extent of the slippage in the fiscal deficit, against the 

backdrop of rising global bond yields and rising commodity prices. However, the series 

of flip-flops on the borrowing amount for the year, either through actual announcement or 

through a de facto reduction in the borrowing due to poor response at the weekly auction, 

induced greater uncertainty in the markets leading to a higher than usual rise in yields. On 

a like-to-like basis, ie the erstwhile 10-year benchmark bond has seen close to 110 bps 

rise over the past 5 months, running far ahead of any expectations of rate hikes by RBI. 

Overall, we maintain our view that bond yields have reacted excessively to the 

developments over the past few months. 

 Though inflation has risen to 5.21%, we do not foresee a sustainable rise in inflation 

beyond the 6% threshold for inflation target range set for RBI. We expect the average 

inflation for the coming year to trend around the 5% handle. Growth for the coming year 

is also expected to range between 7.1% - 7.5% and more importantly, the capacity 

utilization for the manufacturing sector is expected to stay subdued. In an environment of 

modest growth and rangebound inflation, we expect RBI to maintain status quo on 

interest rates for a few more quarters. 

 Bond yields, then, are likely to be influenced by other developments, notably direction on 

global bond yields, commodity prices and most importantly, appetite for Govt issuances 

next year. Any increase in demand, either through a meaningful increase in FPI 

investment limits in domestic bonds and / or OMO purchases of bonds by RBI can tilt the 

market towards some softening in yields. In the absence of a specific trigger for the 

market, we continue to expect bonds to trade around the current ranges with elevated 

levels of volatility as has been witnessed over the past few months. 
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