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September 2018 

 

“Success is not final; failure is not fatal. It is the courage to continue that counts.” 
 

- Winston S. Churchill 

Equity markets 

Indices 31
st

 Aug   
2018 

28
th

 Sept   
2018 

1 Month 
Return (%) 

1 Year   
Return (%) 

BSE Sensex 38,645.07 36,227.14 -6.26 15.80 
S&P CNX Nifty 11,680.50 10,930.45 -6.42 11.67 
BSE 100 12,016.97 11,140.99 -7.29 9.52 
BSE Mid Cap 16,881.33 14,763.20 -12.55 -4.36 
BSE Small Cap 17,193.20 14,430.68 -16.07 -10.44 

Source: Bloomberg  

Broader Indian equity markets declined steeply during the month of September; Sensex 

was down 6.26% m-o-m while Nifty was down 6.42%. Performance of Mid and small 

cap indices was worse than the large cap indices; BSE mid cap index was down 12.55%, 

while BSE small cap index was down 16.07% during the month.  

The Sensex is still up 15.80% yoy while Nifty is up 11.67% yoy as at the end of Sept’18. 

Mid cap and Small cap indices continues to underperform large cap indices on a yoy 

basis. The BSE mid cap is down 4.36% yoy and BSE small cap index is down 10.44% 

yoy. 

Among the major global equity indices, performance was mixed. Nikkei 225 gained the 

most at 5.49% during the month followed by Shanghai Composite Index at 3.53%. Dax 

Index declined the most at 0.95% during the month.  

For the month of September, all sectoral indices except IT sector posted declines. IT 

sector gained 0.52% m-o-m while Realty sector declined the most at 20.48%.    

FIIs were net sellers to the tune of Rs9,623cr of equity stocks in Sept’18 while DII’s 

invested Rs12,504cr. Among DIIs, Mutual funds bought Rs7,897cr. In debt market, FIIs 

were net sellers of Rs10,528cr during the month. For YTD till Sept’18, FIIs have sold 

equities worth Rs29,654cr while DIIs have bought equities worth Rs57,252cr. 

 

Macro Economic Data  

Industrial output growth decelerated to 6.6% in Jul’18, from 6.9% in Jun’18. The drop was 

led by slowdown in mining output which grew by 3.7% in Jul’18 against 6.6% in Jun’18. 

Among other components, output growth in capital goods  decelerated to 3% in Jul’18 from 

9.8% in Jun’18 and growth in output of primary goods dropped to 6.9% in Jul’18 from 9.3% 

in Jun’18. However, growth in manufacturing output inched up to 7% in Jul’18 from 6.7% in 

Jun’18. 

 

Core sector output growth dropped to 4.1% in Aug’18 from 7.3% in Jul’18. The fall was 

majorly led by deceleration in steel output growth (2.5% in Aug’18 vs. 9.7% in Jul’18) and 

refinery output growth (5% in Aug’18 vs. 12.3% in Jul’18). Among the components, sharp 

fall was in fertiliser output which declined 5.2% in Aug’18. However, cement output 

increased by 14.4% in Aug’18 from 11% in Jul’18. 
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CPI inflation eased to 3.7% in Aug’18 from 4.2% in Jul’18 led by lower food inflation as it 

dropped from 1.7% in Jul’18 to 0.9% in Aug’18. Among the categories in food inflation, 

vegetables (Wt: 6%) remained in deflation zone and dropped the steepest as it fell from -

2.2% in Jul’18 to -7% Aug’18. Also, core inflation(excl. food & fuel) eased from 6.2% in 

Jul’18 to 6% in Aug’18 marginally down by 20bps. 

 

Trade deficit narrowed slightly from a 5-year high of $17.8bn in Jul’18 to $17.4bn in 

Aug’18. Acceleration in exports growth (19.3% in Aug’18 vs. 16.4% in Jul’18) to 

$27.9bn coupled with mild slow down in imports growth (25.4% in Aug’18 vs. 28% in 

Jul’18) led to narrowing of trade deficit. In Aug’18, non-oil & non-gold trade deficit also 

narrowed to $9bn in Aug’18 from $9.6bn in Jul’18. However, imports of gold increased 

to 92.6% in Aug’18 from 40.9% in Jul’18. On a cumulative basis, trade deficit till 

Aug’18 stood at $44bn which is same during this period in the year FY18. 

 
The current 10-year benchmark yield increased to 8.03% as at end Sept’18 as against 7.95% 

as at end Aug’18.  

Indian Rupee continued to depreciate in Sep’18, as it moved from 71.0 in Aug’18 to 72.5 at 

the end of Sep’18. Widening current account deficit and rising FED rate adds to the pressure 

in INR. 

  

The performance of the major 

commodities was mixed during 

the month. Crude Oil followed by 

Zinc gained the most at 7.52% 

and 6.31% respectively while 

Aluminum declined the most in 

Sept’18. On a y-o-y basis, except 

Crude Oil and Nickel all other 

commodities posted decline. 

Crude Oil has risen by 46.74% 

followed by Nickel at 20.00%. 
Source: Bloomberg  

 

Observations 

At the end of Sep’18, monsoon rainfall was at -9.4% below the long period average (LPA). 

Among the regions, East & Northeast India (-24%) and Central India (-6.5%) had the largest 

shortfall from LPA, while rainfall in South Peninsula (-1.6%) and Northwest India (-2%) was 

moderately below LPA. Kharif season sowing picked up pace after a sluggish start as the 

total area of crop sown at the end of Sep’18 was up 0.6% than that of for the same period 

previous year. Among the crops, pulses (-1.1%) and coarse cereals (-3.9%) reported 

maximum decline in sowing while rice (2.4%) and sugarcane (4.2%) reported the witnessed 

sharp increase in sowing. 

 

Commodities    
(USD) 

1 Month 
Return (%) 

One Year 
Return (%) 

Gold -0.74 -6.85 

Silver 1.08 -11.74 

Crude Oil 7.52 46.74 

Copper 4.74 -3.44 

Primary Aluminum -2.96 -1.90 

Lead -2.02 -18.07 

Nickel -1.56 20.00 

Tin -0.61 -8.71 
Zinc 6.31 -17.39 
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GST collections for Sep’18 marginally increased to Rs. 944bn, from Rs. 939bn collections in 

Aug’18. The government expects collections to improve further after the effective 

implementation of inter-state e-way bill and improving compliance.  

 

Outlook  

The macro backdrop for India remained under pressure as crude oil prices moved higher, 

as US imposed sanctions on Iran. Brent crude oil prices rallied past US$85 level, up by 

~7% in September month alone. Also, the Trump administrations’ protectionist measures 

and concerns of a trade war especially with China added fuel to fire. 

Emerging market currencies have continued to depreciate against the US dollar, which 

has enjoyed a strong performance due to rising treasury yields and good economic 

performance. High commodity prices, risk of escalation of a global trade war and 

volatility in currency markets pose risks to the near term outlook 

In the recent policy meeting India’s Monetary Policy Committee voted to maintain 

current policy rates in October while changing the stance from 'neutral' to calibrated 

tightening'. The inflation outlook calls for a close vigil over the next few months. 

GST collections seem to have stabilized around 90-95,000cr per month. This poses risks 

to the fiscal deficit target because the budgeted revenue number calls for a much higher 

runrate for the remainder of the year. Trade deficit also has widened in the recent months, 

driven by continued strength in electronic imports and high crude prices. This, coupled 

with USD appreciation, has resulted in a sharp depreciation of the rupee. Growth, on the 

other hand, seems to be recovering as reflected in the GDP data and also some other high 

frequency indicators like auto sales, cement dispatches, steel production, petrol and diesel 

consumption, etc. 10-Yr yield has gone past 8%, reflecting challenges on fiscal front.  

While equity flows have remained positive despite a volatile market, the net amount has 

trended down, FIIs have continued to be net sellers. Given an election heavy calendar, 

rising bonds yields and INR depreciation, this trend is important to watch as it will have a 

bearing on the overall liquidity conditions in the equity markets. 

Despite the uncertainty in the short term, we believe that the medium term outlook of the 

Indian economy and consequently the equity markets is good. As the benefits of GST and 

cleanup of bank balance sheets start becoming clear, we should see improvement in 

growth indicators. Earnings are, however, expected to grow at 19% CAGR over the next 

two years. Realization of anticipated earnings recovery, management commentary in the 

forthcoming 2QFY19 results will be the key catalysts, in our view. Indian market 

valuations at 16x FY19 earnings, are at historical mean levels. But given that we expect a 

cyclical recovery going ahead, these multiples should not be considered as very 

expensive. We continue to remain optimistic from a medium to long term point of view. 
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Debt markets Update – October, 2018 
 

September Highlights 
 

 Bond yields inched up in September as the persistent weakness in the global markets, and 

surging crude oil prices along with a depreciating Rupee weighed on the bond markets. 

The CPI and WPI prints for the August came in at 3.69% and 4.53% from 4.17% and 

5.09% respectively. However, the fall in inflation failed to enthuse the bond markets. 

Liquidity conditions were tight in September and RBI did conduct OMOs to the tune of 

Rs 200 bn in the market. The OMO purchase, too, had a limited impact yields. The 

weakness in the Rupee was a key driver of bond yield hardening, as the domestic unit 

closed at 72.49 versus the USD in September as against 71.00 in August. The default by 

infrastructure financier IL&FS Ltd and its subsidiaries also weighed on the markets. The 

GSec 10-year benchmark bond opened the month at 7.95% and made a high of 8.18% 

during the month before closing the month at 8.02%. 

 The IIP for July came in at 6.6%, compared to 7.0% in June. The growth was helped by a 

favorable base due to the impact of GST introduction last year. The mining index, came 

in lower at 3.7% in July as compared to 6.6% in the month of June. The manufacturing 

index for July, was up and came in higher at 7.00% as compared to 6.9% in June. On the 

use based index, basic goods came in lower and showed a print of 6.9% vs 9.3% in July, 

while intermediate goods also inched down from the previous month at 1.2% from 2.4% 

in July. Consumer durable goods came in significantly higher at 9.4%in July, from 5.9% 

in June. Consumer non-durables sub-index, also, turned positive to show a print of 5.6% 

from 0.5% in July. 

 Headline CPI inflation, for August, eased considerably and came in at 3.69% from 4.17% 

in July. The low print in the number was mainly due to favorable base effect and lower 

food inflation index. The food index came in lower at 0.85% in August versus 1.73% in 

July. Underlying the food inflation, vegetable inflation came in lower at -7.00% from -

2.19% and the pulses inflation continued in the negative zone at -7.76% as compared to -

8.91% in the previous month. The fuel and light index, moved higher to 8.47% from 

7.96% and housing index showed a marginally lower print of 7.59% from 8.30%. The 

miscellaneous index, came in slightly lower at 5.52% from 5.80% in the month of 

August. On a MoM basis the core inflation came in lower at 5.87% from 6.28% in the 

previous month. 

 Headline WPI inflation came in lower, at 4.53% in August from 5.09% in July mainly 

due to the base effect as well as easing of the food inflation. Primary articles inflation fell 

sharply from 1.73% in July to -0.15% in August. The manufactured products category 

was slightly higher in August at 4.43% vs 4.26% in the previous month. The fuel and 

power index, too, was lower, but showed a double digit print of 17.73% as compared to 

18.10%. Vegetable index showed a negative print for the month of August at -20.18% vs 

-14.07% in the month of July. Core inflation, meanwhile, came in higher at 4.91% in 

August vs 4.65% in July. 

 In the month of August, Exports rose 19.2% to $ 27.8 bn, while imports rose 25.4% to 

$45.2bn resulting in trade deficit of $17.4bn. 
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Fourth Bi-monthly Monetary Policy – October 2018 
 
RBI Monetary Policy Committee maintained status quo on the policy interest rates, with the Repo 

rate at 6.50%, the Reverse Repo rate at 6.25% and the MSF at 6.75%. 

The stance of the policy was changed to ‘calibrated tightening’ from the ‘neutral’ stance earlier. 

The market consensus, however, was heavily tilted in favour of a rate hike, with expectations 

ranging between 25 bps and 50 bps rate hike. 

 

Key takeaways – 

Inflation: 
“Going forward, the inflation outlook is expected to be influenced by several factors. 

First, food inflation has remained unusually benign, which imparts a downward bias to its 

trajectory in the second half of the year. Inflation in key food items such as pulses, edible oils, 

sugar, fruits and vegetables remains exceptionally soft at this juncture. 

An estimate of the impact of an increase in minimum support prices (MSPs) announced in July 

has been factored in the baseline projections. 

Secondly, the price of the Indian basket of crude oil has increased sharply, by US$ 13 a barrel, 

since the last resolution. 

Thirdly, international financial markets remained volatile with EME currencies depreciating 

significantly. 

Finally, the HRA effect came off its peak in June and is dissipating gradually on expected lines. 

Taking all these factors into consideration, inflation is projected at 4.0 per cent in Q2:2018-19, 

3.9-4.5 per cent in H2 and 4.8 per cent in Q1:2019-20, with risks somewhat to the upside.” 

The revised projections are about 20 – 40 bps lower than the projections made in the August 

Monetary policy. 

 

Growth: 
“Turning to the growth outlook, the GDP print of Q1:2018-19 was significantly higher than that 

projected in the August resolution. 

Private consumption has remained robust and is likely to be sustained even as the recent rise in 

oil prices may have a bearing on disposable incomes. 

Improving capacity utilisation, larger FDI inflows and increased financial resources to the 

corporate sector augur well for investment activity. 

Rising crude oil prices and other input costs may also drag down investment activity by denting 

profit margins of corporates. 

Based on an overall assessment, GDP growth projection for 2018-19 is retained at 7.4 per cent 

as in the August resolution.” 

 

Market Outlook- 

 
The RBI MPC refrained from raising rates, as was widely expected, as the committee seems to 

have taken a narrow view of its policy mandate of inflation targeting. However, any further rise in 

oil prices along with currency weakness is likely to push the RBI to raise rates. The current policy 

decision, only effectively pushed the expected rate hike to a later date. The change in stance to 

‘calibrated tightening’ also indicates that the path of the interest rates is biased towards higher 

rates. However, the bond markets have largely factored in the expected rate hikes. Moreover, the 

reluctance to use interest rates for currency defence at the current juncture, is likely to prevent the 

market from forecasting aggressive rate hikes from RBI in the event of further currency 

weakness. The rate hike cycle is likely to be shallow, with the bond markets having largely priced 

in the expectations. While bond yields may continue to be volatile, in response to volatility in the 

currency and oil markets, the probability of a further sharp rise in yields appears unlikely. 
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