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“I don’t look to jump over 7-foot bars; I look around for 1-foot bars that I can step over.” 

 
- Warren Buffet    

Equity Markets 
Indices 30th May   

2018 
29th June   

2018 
1 Month 

Return (%) 
1 Year   

Return (%) 
BSE Sensex 35,322.38 35,423.48 0.29 14.56 
S&P CNX Nifty 10,736.15 10,714.30 -0.20 12.53 
BSE 100 11,040.77 10,987.71 -0.48 11.52 
BSE Mid Cap 16,013.81 15,450.90 -3.52 5.51 
BSE Small Cap 17,249.45 16,032.15 -7.06 4.03 
Source: Bloomberg  

Broader Indian equity markets continued the negative trend during the month of June 
however large cap indices were largely flat; moving in the range of negative 0.20% to 
positive 0.29% mom. Mid and small cap indices underperformed the large cap indices; 
BSE mid cap index was down 3.52%, while BSE small cap index was down 7.06% 
during the month.  

The Sensex was up 14.56% yoy while Nifty was up 12.53% yoy as at the end of Jun’18. 
Mid cap and Small cap indices are now under performing large cap indices on a yoy basis 
as well. The BSE mid cap was up 5.51% yoy and BSE small cap index was up 4.03% 
yoy. 

Performance of major global equity indices was mixed during the month with returns 
ranging from negative 8.01% to positive 0.92%. Nasdaq gained the most by while 
Shanghai Composite declined the most during the month.  

For the month of May, except IT and Healthcare sector all other sectoral indices posted 
negative returns. Healthcare sector gained 7.70% and IT sector was up 3.47%. Power 
sector declined the most at 8.58%.   

FIIs remained net sellers to the tune of Rs2,577cr of equity stocks in Jun’18 while DII’s 
invested Rs14,146cr. Among DIIs, Mutual funds bought Rs6,555cr. In domestic debt 
market, FIIs sold a net of Rs11,002cr during the month. For YTD till 30th Jun, FIIs have 
sold equities worth Rs19,432cr while DIIs have bought equities worth Rs37,712cr. 

 
Macro Economic Data  
Industrial output grew by 4.9% in Apr’18, from 4.6% in Mar’18. The mild uptick was led by 
pick up in mining output growth which accelerated to 5.1% in Apr’18 vs. 3.1% growth in 
Mar’18. Among other components, infrastructure & construction goods (7.5% in Apr’18 vs. 
8.9% in Mar’18) and intermediate goods (1.6% in Apr’18 vs. 2.3% in Mar’18) decelerated. 
Also, electricity output growth witnessed a sharp  deceleration as it grew 2.1% in Apr’18 vs. 
5.9% in Mar’18. 
Core sector output growth inched up to 4.6% in Apr’18, following a 4.5% growth in Mar’18. 
Cement output (16.6% in Apr’18 vs. 13% in Mar’18) and coal output (16% in Apr’18 vs. 
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9.1% in Mar’18) witnessed a sharp surge in growth. Electricity output growth dropped to 
2.2% in Apr’18 from 5.9% in Mar’18. 

CPI inflation rose from 4.6% in Apr’18 to 4.9% in May’18, led by uptick in food inflation 
which surged from 3.0% in Apr’18 to 3.4% in May’18. Other categories which reported a 
moderate increase in inflation are fuel & light (5.8% in May’18 vs. 5.2% in Apr’18) and 
services inflation which increase to 5.3% in May’18 from 5% in Apr’18. The highlight of the 
data is core inflation (excl.food &fuel) which jumped to 6.2% in May’18 up from 6.1% in 
Apr’18, mainly led by 77bps (m/m) increase in transport inflation. 
In May’18, exports growth (20.2%) outpaced imports growth (14.8%). Trade deficit widened 
marginally to $14.6bn in May’18, up from $13.7bn in Apr'18. Gold imports increased to 
$3.5bn in May’18, highest in the last 12 months. Widening trade deficit is not only because 
of the increasing crude oil prices or gold imports, as non-oil & non-gold trade deficit also 
widened to $8.6bn in May’18 from $6.8bn during Apr’18. Non-oil & non-gold exports 
increased 13.9% in May’18 vs. 11.5% growth in Apr’18. Non-oil & non-gold gold imports 
surged by 13.1% in May’18 against a decline of 0.1% in Apr’18. 

The current 10-year benchmark yield increased to 7.90% as of end Jun’18 from 7.83% as of 
end-May 2018.  

Indian Rupee depreciated by 1.6% during Jun’18 as it closed at 68.5 from 67.4 as of May’18. 
Macro-economic factors like increasing crude oil prices, tensions of impending trade war, 
and FIIs outflows were the key reasons for the sharp depreciation. 

  

All the major commodities except 
Crude Oil declined in the month 
of June. Crude Oil gained 1.91% 
m-o-m while Zinc declined the 
most by 7.94%. On a year on year 
basis, all major commodities 
except Silver and Tin posted 
positive gains. Crude Oil has risen 
the most by 62.97% followed by 
Nickel at 58.68%. 
 

Source: Bloomberg  
 
Observations 
The RBI decided to raise policy rates by 25bps to 6.25% in the Jun meeting with all six 
members in favor of the decision but kept the stance at “neutral”. This was the first rate hike 
after almost 4 1/2 years. H1 FY19 CPI forecast has been left almost unchanged at 4.8–4.9% 
(earlier 4.7–5.1%) but the H2 forecast has been raised to 4.7% from 4.4% before as the recent 
up-tick in core inflation is likely to impart more durability to the inflation forecasts. The 
growth forecast for FY19 has been left unchanged at 7.4% but, in its view, the output gap is 
closing fast. 

At the end of Jun’18, monsoon rainfall was at 5% below the long period average. Among the 
regions, East & Northeast India (-26.8%) and Central India (-2.7%) have received below 
normal rainfall while Northwest India (16%) and South Peninsula (15.6%) have received 

Commodities    
(USD) 

1 Month 
Return (%) 

One Year 
Return (%) 

Gold -3.49 0.94 
Silver -1.86 -3.08 
Crude Oil 1.91 62.97 
Copper -3.30 11.61 
Primary Aluminum -6.94 11.15 
Lead -1.95 5.15 
Nickel -2.10 58.68 
Tin -4.13 -1.13 
Zinc -7.94 3.48 
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above normal rainfall. The Kharif season has started on a tepid pace as the total crop sown at 
the end of Jun’18 is just 16.5mn hectare, 34.5% less than 21.1mn hectare sown during the 
same period in FY18. Among the crops, pulses (-41%), oil seeds (44%), cotton (-30.2%) and 
rice (-10.4%) reported maximum decline in sowing while sugarcane sowing reportedly has 
increased by 1.1% as of Jun’18. However, water reservoir level has improved sharply due to 
early rain in May’18.  

GST collections for Jun’18 came in at Rs. 956bn, following Rs. 940bn collections in May’18. 
The government expects collections to improve further after the introduction of the interstate 
e-way bill system in major states in April’18 and improving compliance. 

 

Outlook (will take from distribution note) 
The macro backdrop for India remained under pressure as crude oil prices moved higher 
despite the announcement by OPEC to increase supply by 1mbd, as US imposed sanctions on 
Iran. Crude oil prices rallied past US$75  level, up by ~2% in June 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 

Mutual funds recorded the 23rd consecutive month of net buying. However, net equity 
inflows moderated in June at US$1bn vs. US$2bn in May and the YTD monthly average at 
US$1.8bn. YTD mutual fund net equity inflows are at US$10bn. Insurance funds are net 
equity buyers for the 2nd consecutive month at US$786mn in June. Inflows into domestic 
mutual funds have been quite strong over the last several quarters.  

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. are, however, expected to grow at 20% CAGR over the next two years. 
Realization of anticipated earnings recovery, management commentary in the forthcoming 
1QFY19 results, progress of monsoon and GST impact will be the key catalysts, in our view. 
Indian market valuations at 18x FY19 earnings, are at a slight premium to 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 – July, 2018 

 
 
June Highlights 
 

• Bond yields continued hardening in the month of June due to a sharp uptick in 
inflation (CPI/WPI), higher crude oil prices and depreciating rupee.The 10Yr 
benchmark GSec started the month at 7.83% and crossed 8% yield level, last 
witnessed in early 2015, and retreated thereafterto end the month at 7.90%. Liquidity 
conditions continued to remain neutral in the month of June. 

• The IIP for April came in higher at 4.9%, compared to 4.4% in March. The growth 
was primarily driven by the mining index which came in higher at 5.1% in April as 
compared to 2.8% in March. The manufacturing index, too, came in higher at 5.2% in 
April as compared to 4.4% in the month of March. The electricity index for April, 
however,came in lower at 2.1% as compared to 5.9% in March. On the use based 
index, basic goodscame in higher and showed a print of 3.1% vs 2.9% in April, while 
intermediate goods came in drastically lower than the previous month at 1.6% from 
2.1% in April.Consumer durable goods also came in marginally lower at 5.7%in 
April, from 8.9% in March. Consumer non-durables sub-index, also,decelerated 
significantly to 7.0% from 10.9% in April. 

• Headline CPI inflation, for May, inched up and came inat 4.87% from 4.58% in 
April.The rise was mainly due to increase in the Food index, Tobacco index &Fuel 
index. The food index came in higherat 3.37% in May versus 3.00% in April. 
Underlying the food inflation, vegetable inflation rose and came in at 8.04% from 
7.29% and the pulses inflation continued in the negative zone at -11.57% as 
compared to -12.35% in the previous month. The fuel and light index also 
movedhigher to 5.80% from 5.24% and housing index showed a marginally lower 
print of 8.40% from 8.50%. The miscellaneous index came in higher at 5.35% from 
4.96% in the month of May. On a MoM basis the core inflation rose and came in at 
6.18% from 5.92% in the previous month. 

• Headline WPI inflation came in a muchhigher at 4.43% in May from 3.18% in April 
due to the reversal seen in the base effect as well as increase in the crude oil prices. 
Primary articles inflation moved up from 1.41% in April to 3.16% in May. The 
manufactured products category was also higher in May at 3.73% vs 3.11% in the 
previous month. The fuel and power index showed a much higher double digit print 
of 11.22% as compared to 7.85% MoM. Vegetable index also was higher in May at 
2.51% vs -0.9% in April. Core inflation also came in higher at 4.44% in Mayvs 
4.21% in April. 

• In the month of May, though exports growth (20.2%) outpaced imports growth 
(14.8%), trade deficit widened marginally to $14.6bn, up from $13.7bn in April. Gold 
imports increased to $3.5bn in May, the highest in the last 12 months. Non-oil & non-
gold trade deficit also widened to $8.6bn in May month from $6.8bn during Apr.  
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Outlook 
 

• CPI inflation reading of June is likely to be peak reading for the calendar year as base 
effect is expected to push inflation reading lower till December. 

• Crude and INR are still not in comfortable zone and movement of both would 
dominate sentiments in bond market. 

• Short term rates have stabilized. Crude touched new high and INR touched new all-
time low but bond yields stayed below 8% which indicates that a lot of the negatives 
are already priced in.    

• RBI OMOs and PSU banks bank’s participation in bond market is expected to 
support the bond market if INR and crude prices stay at around current levels. 
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