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"It's not whether you're right or wrong, but how much money you make when you're right 

and how much you lose when you're wrong.” 
 

- George Soros    
Equity Markets 

Indices 29th Sep   
2017 

31st Oct   
2017 

1 Month 
Return (%) 

1 Year   
Return (%) 

BSE Sensex 31,283.72 33,213.13 6.17 18.87 
S&P CNX Nifty 9,788.60 10,335.30 5.59 19.65 
BSE 100 10,172.64 10,776.46 5.94 20.74 
BSE Mid Cap 15,436.01 16,587.98 7.46 23.71 
BSE Small Cap 16,113.68 17,600.49 9.23 30.82 
Source: Bloomberg  

Indian equity markets were up strongly during the month of October with large cap 
indices gaining between 5.59-6.17% mom. BSE mid cap index was up 7.46% and BSE 
small cap index gained 9.23% during the month.  

Major global equity indices were also positive during the month with returns ranging 
from 1.33% to 8.13%. Nikkei gained the most 8.13%, while Shanghai index gained the 
least at 1.33%, among the major global indices.  

The Sensex was up 18.87% while Nifty was up 19.65% on a yoy basis. While the BSE 
mid cap is up 23.71% yoy, BSE small cap index is up 30.82% yoy as of end October 
2017, thus outperforming the large cap indices on a yoy basis. 

For the month of October, all the sector indices posted positive returns; ranging between 
4.2% to 13%. PSU index was up 13.0% followed by oil and gas index- up 11.5%.  

FII’s outflow trend seen in August and September reversed in Oct-17 with FII’s investing 
a net of US$296mn in Indian equities. Thus, CYTD17, FIIs have recorded a net inflow of 
US$5.8bn in Indian Equities. Mutual funds have invested a net of US$15.3bn and DIIs a 
net US$12.1bn in Indian equities, CYTD17. On the debt side, FIIs invested US$ 2.8bn in 
Oct’17, following US$ 0.2bn of inflows in Sep’17. 

 
Macro Economic Data  
Industrial production expanded 4.3% in Aug’17, after growing 0.9% in Jul’17. The sharp 
uptick was majorly led by increase in mining output (9.4%), electricity production (8.3%) 
and primary goods (7.1%). 

The core sector output grew 5.2% in Sep’17, the highest in last six months, following 
4.9% growth in Aug’17. The increase, however, was mainly led by higher growth in 
energy related sectors. Coal output grew 10.6% in Sep’17, following 15.3% in Aug’17. 
Some of the other sectors that have shown high growth are Natural gas (6.3%), Petroleum 
(8.1%) and electricity output (5.2%). On the other hand, fertilizer output contracted 7.7% 
in Sep’17. Cement and Steel output continued to grow moderately in Sep'17. 

CPI inflation marginally eased to 3.3% in Sep’17, down from 3.4% in Aug’17, led by a 
20bps fall in food inflation from 2% in Aug’17 to 1.8% in Sep’17. The decline in food 
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inflation (Wt.46%) was led by a sequential fall in vegetable prices (-7.1% m/m) and fruit 
prices (-1.6% m/m fall in). Inflation for Aug’17 has been revised down to 3.3% from 
3.4% earlier. Core inflation, however, continued to inch up to 4.6% in Sep’17, up from 
4.5% in Aug’17. Reflecting the HRA increase impact, housing inflation also rose to a 38-
month high of 6.1% in Sep’17, from 5.7% in Aug’17. 

For the first time in this fiscal, India’s exports grew faster than imports in Sep’17. Total 
exports rose 25.7% yoy to $28.6bn in Sep’17, the highest level since Apr’17. The sharp 
increase in exports was led by a rise in exports of chemicals (46%) and engineering 
goods (44%). Imports in Sep’17 grew 18.1% to $37.6bn against 21% growth in Aug’17. 
Gold imports contracted 5% in Sep’17 to a 12-month low of $1.7bn . The trade deficit 
narrowed to a 6-month low of $9bn in Sep’17 from $11.6bn in Aug'17. 

Fiscal deficit at Rs.4.9tn reached 91% of the full year target during 1H FY18, the highest 
ever in first half of any fiscal. Govt. continued to cut Capex which contracted 15.7% yoy 
in Sep’17, following 27.6% decline in Aug’17. However, toal expenditure grew by 
11.8% in 1H FY18. Direct tax collections increased 13.5% yoy in Sep’17, led by a sharp 
increase in both personal income tax (26.3%) and corporation tax collections (8.1%) in 
Sep’17. 

The current 10-year benchmark yield has risen to 6.86% as of end Oct’17 from 6.66% as 
of end-Sept’17. Indian Rupee appreciated against USD in Oct’17 from 65.3 per dollar on 
to 64.75 per dollar on 31st Oct’17. 

  

Trend in the major commodities 
was mixed in the month of 
October. Nickel and Crude oil 
gained the most, increasing by 
17.10% and 7.80% respectively 
whereas Tin and Lead lost the 
most, falling by 6.29% and 2.86% 
respectively. On a year on year 
basis except gold, silver and tin 
all major commodities have 
posted gains.  

Source: Bloomberg  
Observations 
The RBI kept policy rates unchanged and revised down its growth forecast - Real GVA 
expected to grow at a slower 6.7% in FY18 from the earlier projection of 7.3%. It, also 
raised its CPI forecast to 4.2 - 4.6% in H2FY18 from 4.0 - 4.5% earlier and highlighted 
upside risks. 
 
On GST front, Govt. has received Rs. 922bn in Sep’17, marginally higher than Rs. 907bn 
in Aug’17 and Rs 940bn in Jul’17. 
 
The Finance Ministry announced Rs2.11tn recapitalization plan to boost public sector 
banks struggling with high level of NPAs. The two components of the plan are – issuing 
recapitalization bonds worth Rs1.35trn (~0.8% of GDP) and Rs760bn through fiscal 

Commodities    
(USD) 

1 Month 
Return (%) 

One Year 
Return (%) 

Gold -0.71 -0.35 
Silver 0.40 -5.83 
Crude Oil 7.80 27.04 
Copper 5.52 41.21 
Primary Aluminum 2.76 25.65 
Lead -2.86 16.90 
Nickel 17.10 17.88 
Tin -6.29 -6.17 
Zinc 3.26 36.24 
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resources and capital raise.  Govt has also announced ambitious plans to develop 
83,677km of roads with an investment of Rs6.92trn over the next five years. The funding 
will be mix of Govt funds, debt and private investment.  
 
For 28 out of Nifty 50 companies that have reported results till 30th Oct’17 - Sales/ PAT 
are up 12%/ 8% yoy respectively. EBITDA has grown by 18% yoy for ex-financial 
companies. PAT growth in Nifty is led by commodities companies, which reported 
24%yoy growth in earnings so far. Improvement in cumulative EBITDA margin has led 
by consumer goods (on back of cost control and price hikes) and commodities (led by Oil 
& Gas, Petrochemicals and Metals). 
 
Outlook 
Government announced bold plan to recapitalize PSU Banks. Government is likely to 
provide incremental Rs1.35tn in addition to the Rs760bn plan already in place to 
recapitalize the PSU Banks. This is a meaningful positive as it gives banks stronger 
ability to clean up the balance sheet by aggressively pursuing NPA recognition and 
provisions. This should also potentially act as growth booster as it pushes up credit 
growth over medium term. While details of the recapitalization program and timeline are 
still awaited PSU banks have rallied sharply on announcement.  
RBI left benchmark repo interest rate unchanged at 6.0% and the policy stance remained 
neutral. The policy statement was balanced leaving future policy largely data dependent. 
There were meaningful changes to both growth and inflation forecasts with GVA for 
FY18 revised down to 6.7% from 7.3% and increased CPI inflation for 2HFY18 to 4.2-
4.6% vs. 4.0-4.5% earlier. Economic data points were encouraging with sharp recovery in 
IIP while overall PMI increasing to 51.1. Inflation prints surprised positively driven by 
lower food prices. September trade deficit also narrowed with strong pick up in exports. 
 
Q2 earnings reported so far have broadly met expectations unlike previous few quarters 
although sector trends are mixed. In financial sector results from private retail banks and 
NBFC results were strong. In IT revenue growth lagged expectations. In FMCG volume 
growth recovered post GST. In Telecom results were better than expectations even 
though profitability continues to remain under pressure. In Pharma pricing pressure 
continued in US business while India business recovered post GST. Consensus earnings 
growth estimate have been revised downward to 13% for Nifty from around 20% at start 
of the year. 
       
Indian equities are rising on the comfort that the near term growth outlook is stabilizing 
on the back of encouraging high frequency data over past few months while there is a 
spike in long term optimism due to announcements made by the government to support 
growth by recapitalizing PSU Banks and boosting infrastructure through mega road 
project Bharatmala.  
 
We believe with support of global growth combined with a stable macro environment, we 
should be seeing signs of improving corporate profitability and return ratios in the 
coming quarters. Although markets are trading at premium to long term average, the 
earnings continue to represent down cycle fundamentals. Given the current scenario 
where we have an output gap in the economy coupled with deleveraging efforts, low 
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capacity utilization and stagnant earnings growth for a prolonged period the forward P/E 
ratio of 19X FY19E must be looked in the context of  of revival in the earnings growth 
going ahead. Key risk to the market in the near term is sharp increase in oil prices. Brent 
crude oil price has continued its upward trend rising by 7.8% in October breaching US$ 
60 mark. This may put pressure on key macro economic variables including inflation, 
current account deficit and fiscal deficit. 
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Debt Markets Update – November, 2017 
 
 
OctoberHighlights 
 

• The Bond markets were volatile in the month of October as bond yields moved 
almost 20 bps up from the previous month end levels.The meetingof the RBI’s 
Monetary Policy Committee (MPC)in October kept the repo rate and reverse repo 
rates unchanged while maintaining its neutral stance.The RBI also cut the SLR to 
19.5% as a measure towards transition to the LCR (Liquidity Coverage Ratio) 
regime by 2019. The RBI Governor also noted the rise in the inflation and 
acknowledged the likelihood of output gap widening but decided to wait for more 
data points to ascertain the transient versus sustained nature of headwinds in latest 
GDP growth numbers. The G-Sec 10 year benchmark bond opened the month at 
6.66% and touched as low as 6.64%, and finally settled at 6.86% at the end of the 
month. Liquidity conditions remained in surplus to the tune of about Rs 1tn which 
is expected to come down as the RBI continues with more OMO sales. The Rupee 
closed at 64.75 versus the USD at the end of August against 65.28 in September. 

• The IIP grew by 4.3% in August, from 1.2% in July. August saw an uptrend in 
manufacturing index which came in at 3.1% vs 0.1% in July. The mining index 
for Augustrecovered and came in higher at 9.4% as compared to 4.8% previously. 
The electricity index, also inched higher and came in at 8.3% as compared to 
6.5% in July. On the use based index, basic goods were higher and came in at 
7.1% vs 2.3%, while intermediate goods recovered marginally but stayed still in 
negative territory to -0.2% from -1.8% in July. Consumer goods recovered and 
came in positive at 1.6%in August,from -1.3% previously. Consumer non-
durables sub-index rose and came in at 6.9% from 3.4% in July. 

• Headline CPI inflation, for September was unchanged at 3.28% from August.The 
food index came in a tad lower to 1.76% in September from 1.96% in August. 
The vegetable inflation tumbled down to 3.92% from 6.16% and pulses inflation 
continued in the negative zone at -22.50% as compared to -24.43% in the 
previous month. The fuel index moved up to 5.56% from 4.94% and housing 
index was also up at 6.10% from 5.58%.  The miscellaneous index was 
unchanged at 3.85% in the month of September. On a M-o-M basis the core 
inflation showed strengthening bias and moved up to 4.61% from 4.50% in the 
previous month, attributed primarily to the impact from implementation of the 
HRA revisions after the 7th Pay Commission award as also the impact of GST on 
services prices. 

• WPI eased to 2.60% in September from 3.24% in August due to the softening 
seen in food (vegetables) inflation and easing in primary product prices. Primary 
articles inflation moved down to 0.15% in September as compared to 2.66% in 
August, and correspondingly food inflation also moved down to 2.04% from 
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5.75% in the previous month. The manufactured products category increased 
marginally to 2.72% from 2.45% as commodity products (sugar) as well as 
transport equipment prices moved up sequentially. The fuel and power index 
showed a lower print of 9.01% as compared to 10.00% MoM. Core inflation also 
moved up to 2.90% in September as compared to 2.57% in August. 
 

• India’s trade deficit narrowed and came in at $9.0bn in Septemberas compared to 
$11.70bn in the previous month. Exports jumped 26% to $28.6bn while imports 
rose 18.1% to $37.6bn. During September, all the top ten commodity groups of 
export have exhibited positive growth over the corresponding month of last year 
comprising 82.14% share in total exports. Cumulative value of exports for the 
period April-September 2017-18 was US $ 147.2 billion registering a positive 
growth of 11.52%. Cumulative value of imports for the period April-September 
2017-18 was US $ 219.3 bn registering a positive growth of 25.08%. 
 

 
Outlook 

• Inflation is moving higher from recent lows and is likely to touch 5% before 
easing again. On the other front growth continues to slowdown. RBI is willing to 
wait for more data points before deciding to support the growth. It advocated 
strongly for bank recapitalization to enable banks to support credit growth when 
the need arises. Post recapitalization we do not except RBI to cut rates in a hurry 
to lend support to growth. Lead indicators suggest that growth is recovering, but 
slowly. Government has shown the intent to push economic growth on faster path 
by announcing big bang reforms on banks (2.11 lakh crore recap plan) and 
infrastructure sector (Bharat Mala). These measures would take time to translate 
to higher economic growth. 

• On Fiscal front, there is a lot of uncertainty. It is extremely difficult to estimate 
revenue collections after GST implementation as economy is still adjusting and 
frequent changes are being made. There is a definite shortfall in non-tax revenue 
receipts (lower dividend from RBI, lower telecom fees and loss of revenue on 
excise duty cut on fuel). We do not expect government to cut expenditure 
significantly to meet fiscal target as it would hurt the economy which is already 
struggling to bounce back from demonetization shock and GST disruption. The 
probability of missing the fiscal target is high at this juncture. Recap bonds will 
increase overall debt.  

• Globally, commodity prices (excluding precious metals) are on the rise. Crude oil 
moved sharply in last two months. Higher crude prices are negative for India 
macro as it would lead to either higher inflation or higher fiscal deficit (if excise 
duty is cut to keep retail prices in check). Global growth is on recovery path led 
by US and Europe. US Fed is all set to raise rates in December.  
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• Overall we expect RBI to stay put in December policy if Q2 GDP data is better 
than Q1 data. We expect bond yields to trade in rage from 6.80% to 7.0% till any 
data (growth/inflation) surprises. Higher crude prices are incrementally negative 
for bond yields. 
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