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March 2019 
 
“Forecasts may tell you a great deal about the forecaster, they tell you nothing about the 

future” 
 

- Warren Buffet 
Equity markets 

Indices 28th Feb   
2019 

29th Mar   
2019 

1 Month 
Return (%) 

1 Year   
Return (%) 

BSE Sensex 35,867.44 38,672.91 7.82 17.30 
S&P CNX Nifty 10,792.50 11,623.90 7.70 14.93 
BSE 100 10,988.69 11,809.19 7.47 12.44 
BSE Mid Cap 14,318.36 15,479.62 8.11 -3.03 
BSE Small Cap 13,689.84 15,027.36 9.77 -11.57 
Source: Bloomberg  

Broader Indian equity markets posted strong gains during Mar’19; Sensex was up 7.82% 
m-o-m in Mar’19 whereas Nifty gained 7.70%. Mid and small cap indices outperformed 
the large cap indices; BSE mid cap index was up 8.11% while BSE small cap index was 
up 9.77% during the month.  

For the fiscal FY19, Sensex was up 17.30% on a y-o-y basis whereas Nifty was up 
14.93% y-o-y. Mid cap and Small cap indices underperformed the large cap indices on a 
y-o-y basis. The BSE mid cap index was down 3.03% y-o-y and BSE small cap index 
was down 11.57% y-o-y. 

All the major global equity indices except Nikkei posted positive returns during the 
month of Mar’19 with indices gaining in the range of 0.09% to 5.09%. Shanghai 
Composite index gained the most followed by FTSE 100 index. Nikkei declined 84bps 
during the month of Mar’19  

For the month of Mar’19, Realty sector gained the most at 15.65% followed by banking 
sector at 13.70%. IT and auto sector posted the lowest returns of 0.17% and 0.10% 
respectively.    

FIIs turned net buyers to the tune of Rs33,030cr of equities while DII’s were net sellers to 
the extent of Rs13,930cr. Among DIIs, Mutual funds sold Rs7,036cr. In debt markets 
FIIs were net buyers of Rs15,493cr during the month. For YTD till Mar’19, FIIs have 
sold equities worth Rs2,383cr while DIIs have bought equities worth Rs72,483cr. 

 
Macro Economic Data  
Industrial output growth decelerated to 1.7% in Jan’19, from 2.4% in Dec’18. The slowdown 
was led by the manufacturing sector which grew by 1.3% in Jan’19, following 3% growth in 
Dec’18 and electricity output which  grewby 0.8% in Jan’19, following 4.4% growth in 
Dec’18. However, Infra and construction goods output grew at 7.9% in Jan’19 vs. 10.1% in 
Dec’18. Notably, consumer durable ouput growth droppedto 1.8% in Jan’18 from 3.9% in 
Dec’18 and non-consumer output  growth decelerated to 3.8% in Jan’19, following5.9% 
growth in Dec’18. While capital output declined by 3.2% in Jan’19 from 4.9% growth in 
Dec’18. 
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Core sector output growth inched to 2.1% in Feb’19 from 1.6% in Jan’19, led by sharp 
jump in coaloutput growth (7.3% in Feb’19 vs.1.7 % in Jan’19). While petroleum product 
output by 0.8% in Feb’19, following 2.6% contraction in Jan’19 and crude oil output 
declined by 6.1% in Feb’19, following 4.3% decline in Jan’19. However, natural gas 
output growth (3.8% in Feb’19 vs 6.2 % in Jan’19), fertilizer output growth (2.5% in 
Feb’19 vs. 10.5 % in Jan’19), steel output growth (4.9% in Feb’19 vs. 5.5% in Jan’19) 
and cement output growth (8% in Feb’19 vs. 11% in Jan’19) decelerated. 
 
CPI inflation rose to 2.6% in Feb’19 from 2% in Jan’19, led by a fall in food deflation (-0.1% 
in Feb’19 vs. -1.3% in Jan’19). However, key food categories like vegetables (-7.7% in 
Feb’19 vs. -13.4% in Jan’19), pulses (-3.8% in Feb’19 vs. -5.5% in Jan’19) and sugar (-6.9% 
in Feb’19 vs. -8.2% in Jan’19) still continue to remain in deflation.Notably, Core inflation 
also inched up to 5.4% in Feb’19 from 5.2% in Jan’19, mainly led by the increase in personal 
care inflation (5% in Feb’19 vs. 4.3% in Jan’19). 
 
Trade deficit narrowed to a 17-month low of $9.6bn in Feb’19 from $14.7bn in Jan’19. 
Exports grew by 2.5% to $26.7bn in Feb’19 from $26.4bn in Jan’19, while imports 
declined by 5.4% to $36.3bn in Feb’19 from $41.1bn in Jan’18.Gold imports declined by 
11% to $2.6bn in Feb’19 from $2.9bn in Feb’18. Core imports i.e. non-oil & non-gold 
gold imports also declined by 3.7% to $24.3bn in Feb’19, led by decline in imports of 
transport equipment (-20%), precious stones (-18%) and agri. products (-16%).Non-oil & 
non-gold trade deficitnarrowed to $4.4bn in Feb’19 from to $7.6bn in Jan’19. 
 
The yield of 10-year instrument issued in Jan’19 (coupon for this instrument was set at 
7.26%) was at 7.35% at the end of Mar’19 as against 7.41% at the end of Feb’19.  

Indian Rupee appreciated by 2% during Mar’19, as it closed at 69.2 in the end of Mar’19 
from 70.7 at the end of Feb’19per dollar led by strong FPI inflows. 
  

The performance of all the major 
commodities was mixed during 
Mar’19. Zinc followed by Crude 
Oil and Aluminum posted 
positive while Lead declined the 
most at 6.23%. On a y-o-y basis, 
all the major commodities except 
Tin posted negative returns. Lead 
declined the most by 16.82% 
followed by Zinc at 10.99%.  
 

Source: Bloomberg  
 
Observations 
Total gross GST revenue collected in Mar’19 stood at Rs. 1.06tn (Highest since the 
introduction of GST) of which CGST is Rs. 203.5bn, SGST is Rs. 275.2bn, IGST is Rs. 
504.1bn and GST cess is Rs. 82.8bn. 

Commodities    
(USD) 

1 Month 
Return (%) 

One Year 
Return (%) 

Gold -1.60 -2.47 
Silver -3.12 -7.22 
Crude Oil 2.61 -1.92 
Copper -0.41 -2.74 
Primary Aluminum 0.05 -5.67 
Lead -6.23 -16.82 
Nickel -0.51 -1.11 
Tin -1.15 2.44 
Zinc 5.22 -10.99 
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The GST council approved transition plan for new tax rates for housing sector. The 
developers of residential projects which are incomplete as on March 31 will have the 
option to either choose the old structure with Input Tax Credit (ITC) or to shift to the new 
5% and 1% rates without ITC. 

As on Mar’19, total sown area under the Rabi season stood at 61.7mn hectares, down by 
4% compared to the previous year. While the area under cultivation for rice (-14%), 
coarse cereals (-15%), pulses (-6%) declined. 

 
Outlook  
Global equities had a volatile month as markets rebounded from the lows at the beginning 
of March as the Fed meeting delivered a dovish outcome vs. expectations. However, 
gains were pared in the last week amid growth concerns as the global economic data 
remained soft. Indian equity markets finally broke out on the upside from the narrow 
range bound trading in the previous 3-4 months as macro variables (inflation, rates and 
FX) sustain the favorable trend and opinion polls suggesting a relatively better 
performance by the incumbent government in the forthcoming general elections. 

In a surprising development, RBI introduced a liquidity infusion measure announcing its 
intent to conduct a USD 5bn tenor USD/INR Buy/Sell swap auction. Also, RBI deferred 
launch of IndAS awaiting amendments to banking laws. RBI cut the repo rate by 25bps to 
6% (along expected lines) and slashed its inflation forecast by 30bps for FY20 to a very 
benign 3.3% (this follows the forecast cut in the previous policy review). This second rate 
cut in a row reverses the hikes of 2018 and reflects the RBI’s growing comfort on 
inflation outlook and rising concern about moderating growth. 

The macro backdrop for India deteriorated at the margin as crude oil prices moved up 
during the month. Jan IIP stayed moderated significantly to 1.3% versus 2.7% in Dec due 
in large part to slowing growth in manufacturing.  

While domestic equity flows have remained positive despite a volatile market, the net 
amount has trended down in equity schemes of mutual funds. Given an election heavy 
calendar and INR volatility, this trend is important to watch as it will have a bearing on 
the overall liquidity conditions in the equity markets. Commodity price fluctuations, risk 
of escalation of a global trade war and volatility in currency markets pose risks to the 
near term outlook. 

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 expected to grow at 19% CAGR over the next two years. 
Realization of anticipated earnings recovery, management commentary in the 
forthcoming 4QFY19 and FY19 results and political commentary in the run up to the 
elections will be the key catalysts, in our view. Indian market valuations at 18.6x FY20 
earnings, are marginally above historical mean levels. We continue to remain optimistic 
from a medium to long term point of view. 
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Debt markets Update – April, 2019 
 
March Highlights 
 

• Bond markets witnessed aneasing of yields in March.The soft global monetary 
environment, characterized by the softening US bond yields provided a positive backdrop 
to the domestic bond markets.The markets priced in expectations of a rate cut and 
possibly, a change in stance of the monetary policy, at the April RBI-MPC meeting. US 
treasury bond yields reacted to the US FOMC which forecast no rate hike for the current 
year. The 10-year US Treasury bond yield softened to a low of 2.34% during the month 
from a high level of 3.25%, traded as recently as November. Inflation readings reversed 
their falling trend in February, along expected lines.Crude oil prices rose from $66.03 per 
barrel, in February, to close the month at $68.30 per barrel.The G-Sec 10-year benchmark 
closed the month at 7.35%,softening from 7.41% levels at the end of February.  
 

• The IIP for January came in lower at 1.70%, compared to 2.4% in December, due to the 
high base effect. The manufacturing index for January came in marginally lower at 1.3% 
from 2.7% in December. The electricity indexalso showed a lower growth and came in at 
0.8% vs 4.4%. However, the mining index, came in higher and recovered from the 
negative zone to3.9% in Januaryas compared to -1.0% in December.On the use based 
index, basic goodscame in higher at 1.4% from -1.2% in December, while intermediate 
goodscontinued to be in negative at -3.0% from -1.5%.Consumer durable posted a lower 
growth as compared to the previous month growing 2.9% as compared to 4.4% in 
December. Consumer non-durables sub-index, also, slipped and showed a downward 
printof 3.8% from 5.3% earlier. 
 

• Headline CPI inflation, for February,came inat 2.57% from 2.05% in January.The 
turnaround from the easing trend of the past few months was mainly due to a pickup in 
food prices.The food index, thoughcontinued to stay in negative zoneat -0.07% in 
February versus -1.29% in February.Underlying the food inflation, vegetable inflation 
wasat -7.69% from -13.32%. Pulses deflation eased, but continued to stay in the negative 
zone at -3.8% as compared to -5.5% in the previous month. The fuel and light index fell 
to 1.24% from 2.20% and housing index showed a marginally lower print of 5.10% from 
5.2%. The miscellaneous index, alsocame in slightly lower at 6.02% from 6.04% in the 
month of February. On a sequential basis, the core inflation came in lower at 5.30% 
from5.38% in the month of February. 
 

• Headline WPI inflation came in higher, at 2.93% in February from2.76% in 
January.Primary articles inflation rose from 3.54% in January to 4.84% in February. Food 
inflation inched up to4.28%from 2.34% in February.The manufactured products category 
was lower in February at 2.25% vs 2.61% in the previous month. The fuel and power 
index,moved higher to 2.23% as compared to 1.85%. Vegetable index recovered and 
showed a positive print for the month of February at 6.82% vs -4.21%. Core WPI 
inflation came in lower at 2.36% in February vs 2.91% in January. 
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• InFebruary, exportsat $26.7bn were up 2.7% as compared to $26.5bn last month, while 
imports at $41bn were down by 2.40% as compared to $43.2bn last month. 
Consequently, trade deficit came in at $13.10bn as compared to $16.67bn in the previous 
month. 
 
 

Market Outlook – 

• The softening of yields in March was driven, to a large extent, by specific factors that are 
unlikely to repeat. The outlook for sustained rate cuts is quite weak. With the bottoming 
out of food inflation in February, RBI will be more cautious about the trajectory of future 
policy interest rates. The slowdown in domestic growth that has bolstered the case for 
softer interest rates, is expected to reverse over the course of the year. 
 

• Global growth, however, seems meaningfully slower, compared to the previous year. The 
dovish turn in most developed economies’ monetary policies are expected to stay through 
the year. The bond markets have already priced in these expectations. The expectations of 
a resolution to the US-China trade war, have brought in a ray of optimism in the gloomy 
global growth forecasts. 
 

• Oil prices, despite the weak growth outlook, continue to rise due to supply restrictions 
from OPEC and some key non-OPEC countries. The rising oil prices could deter RBI 
from easing monetary policy further. 
 

• Moreover, the key concern for the markets over the coming quarters, is the sharp rise in 
bond supply. The Government has front-loaded its borrowing schedule for the year, 
aiming to raise about 63% of the gross amount in the first half of the year. The large 
OMO purchases from RBI, which supported the markets last year, are likely to be lower 
in the coming quarters, adding to the supply concerns.The large borrowing, with limited 
OMO support, is likely to push yields higher. 
 

• The yield curve is quite steep at the current juncture. We expect that this steepness will 
persist till the concerns over supply are mitigated, either through RBI stepping up its 
purchases through OMO auctions, or an increased FPI inflow in the bond markets. An 
improvement in system liquidity is likely to soften short term yields, while having a 
limited impact at the longer end of the curve. 
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