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October 2018 

 

“The future belongs to those who prepare for it today.” 
 

- Malcolm X 

Equity markets 

Indices 28
th

 Sept   
2018 

31
st

 Oct   
2018 

1 Month 
Return (%) 

1 Year   
Return (%) 

BSE Sensex 36,227.14 34,442.05 -4.93 3.70 
S&P CNX Nifty 10,930.45 10,386.60 -4.98 0.50 
BSE 100 11,140.99 10,661.72 -4.30 -1.06 
BSE Mid Cap 14,763.20 14,612.59 -1.02 -11.91 
BSE Small Cap 14,430.68 14,201.37 -1.59 -19.31 

Source: Bloomberg  

Broader Indian equity markets continued to decline during the month following the steep 

declined registered during the month of September. Sensex was down 4.93% m-o-m in 

Oct’18 whereas Nifty was down 4.98%. Performance of Mid and small cap indices was 

better than the large cap indices; BSE mid cap index was down 1.02%, while BSE small 

cap index was down 1.59% during the month.  

The Sensex is still up, though marginally, at 3.70% on a y-o-y basis whereas Nifty is 

almost flat with gains of merely 0.50% y-o-y as at the end of Oct’18. Mid cap and Small 

cap indices continues to underperform large cap indices on a y-o-y basis. The BSE mid 

cap is down 11.91% y-o-y and BSE small cap index is down 19.31% y-o-y. 

Among the major global equity indices, performance was negative. HangSeng index 

declined the most by 10.1% during the month while FTSE100 and Dow Jones declined 

the least at 5.1% respectively.  

For the month of October, except for Banks, Power and Capital goods all the sectoral 

indices posted negative return. Capital goods sector gained 2.2% whereas Oil & gas 

sector declined 10.8% during the month.    

FIIs were net sellers to the tune of Rs27,623cr of equity stocks in Oct’18 while DII’s 

invested Rs26,034cr. Among DIIs, Mutual funds bought Rs24,025cr. In debt market, FIIs 

were net sellers of Rs10,019cr during the month. For YTD till Oct’18, FIIs have sold 

equities worth Rs57,277cr while DIIs have bought equities worth Rs83,285cr. 

 

Macro Economic Data  

Industrial output growth decelerated to 4.3% in Aug’18, from 6.5% in Jul’18. The drop was 

led by decline in mining output by 0.4% in Aug’18 against 3.4% growth in Jul’18. Among 

other components, output growth in manufacturing goods  decelerated to 4.6% in Aug’18 

from 7% in Jul’18 and growth in output of primary goods dropped to 2.6% in Aug’18 from 

6.7% in Jul’18. However, growth in capital goods output increased to 5% in Aug’18 from 

2.8% in Jul’18. 

 

Core sector output growth dropped to 4.3% in Sep’18 from 4.7% in Aug’18. The fall was 

majorly led by deceleration in steel output growth (3.2% in Sep’18 vs. 4% in Aug’18) and 

cement output growth (11.9% in Sep’18 vs. 14.7% in Aug’18). Among the components, 
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sharp fall was in natural gas output which declined by 1.9% in Sep’18. However, electricity 

output increased by 8.2% in Sep’18 from 7.6% in Aug’18. 

 

CPI inflation inched up to 3.8% in Sep’18 from 3.7% in Aug’18 led by slight increase in food 

inflation from 0.8% in Aug’18 to 1.1% in Sep’18. Among the categories in food inflation, 

vegetable deflation (Wt: 6%) came down  from -7.1% in Aug’18 to -4.2% in Sep’18. Also, 

cereals inflation increased to a 11-month high of 3.1% in Sep’18. Core inflation (excl. food & 

fuel) eased to 5.8% in Sep’18 from 6% in Aug’18 led by lower housing inflation on account 

of favorable base effect. 

 

Trade deficit narrowed to a 5-month low of $14bn in Sep’18 as imports sequentially 

declined to $42bn in Sep'18 against $45bn in Aug’18 while exports sequentially 

remained flat. The $3.3bn sequential decline in imports was led by oil imports (down 

$1bn), gold imports (down $1bn) and non-oil & non-gold imports (down $1.3bn). On an 

annual basis, exports declined for the first time in last 5-months by 2.2% in Sep’18 to 

$27.9bn while imports grew by 10.5% to $41.9bn in Sep'18 against 25.4% increase in 

Aug’18. Gold imports rose 51% to $2.6bn in Sep’18 from $1.7bn in Aug'18. However, 

on a sequential basis, gold imports witnessed a sharp decline of 29% from $3.6bn in 

Aug’18 to $2.6bn in Sep’18. Non-oil & non-gold imports grew merely 1.2% yoy to 

$28.4bn, following 12.8% growth in Aug’18. 

 
The current 10-year benchmark yield declined to 7.85% as at end Oct’18 as against 8.03% as 

at end Sept’18. 

Indian Rupee continued to depreciate in Oct’18, as it moved from 72.49 in Sep’18 to 73.96 at 

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

in INR. 

  

Except for Gold and Tin all the 

major commodities declined 

during the month. Gold gained 

1.87% while Crude Oil declined 

the most at 10.96% in Oct’18. On 

a y-o-y basis, except Crude Oil all 

other commodities posted decline. 

Crude Oil has risen by 21.20% 

whereas Zinc has declined 

23.64%. 

 
Source: Bloomberg  

 

Observations 

GST collections for Oct’18 increased to Rs. 1tn, the highest monthly collection since Apr’18 

(Rs.1.03tn). The government expects collections to improve further after the effective 

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

 

Commodities    
(USD) 

1 Month 
Return (%) 

One Year 
Return (%) 

Gold 1.87 -4.43 

Silver -3.06 -14.78 

Crude Oil -10.96 21.20 

Copper -4.25 -12.38 

Primary Aluminum -5.26 -9.56 

Lead -5.50 -20.30 

Nickel -8.73 -6.47 

Tin 1.19 -1.42 
Zinc -4.56 -23.64 
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The 2QFY19 earnings season has been uneventful so far, with headline numbers broadly 

meeting estimates with a few disappointments.  Sales, EBITDA and PAT for the 28 Nifty 

companies have grown at 27.0%, 14.1% and 5.8% respectively.  

 

Outlook  

Indian Equities have endured a difficult two months with the Nifty declining by 11.5% 

from the year’s highs scaled in late August. Early in the selloff, local macro stresses 

dominated the narrative – surging global crude oil prices, depreciating currency and 

rising bond yields. Stress in domestic debt markets post ILFS default resulting in liquidity 

tightness and fear of default in more NBFCs added to the pressure. Subsequently, the 

sharp correction in global equities, driven by trade war fears, has sustained the pressure 

on equity markets. The month also witnessed media articles speculating tension between 

Ministry of Finance and RBI into policy decisions taken by RBI. Part of the media was 

also rife with reports that the Government had invoked Section 7 of the RBI Act which 

empowers them to issue directions to the RBI in matters of national importance. Later the 

govt. came out with a clarification on this issue highlighting that the autonomy of the 

central bank is not being compromised.  

The key local macros issues plaguing the equity markets are abating and stabilizing:  

Global crude oil prices have declined meaningfully (11% in moth of October) from peak 

levels of USd86/bbl to USD76/bbl following assurances on supply from Saudi Arabia, 

despite expectations of sanctions on Iran. As a result INR has also stabilized and pulled 

back marginally. Bond markets have calmed down meaningfully with bond yields 

receding to 7.85% after touching high of 8.18% in response to policy maker’s 

announcements on keeping the economy well supplied with liquidity. Also with inflation 

consistently under shooting estimates, expectations of a policy rate hike in December 

have reduced considerably.  

GDP growth outside the US continues to track softer than expectations, raising questions 

about the underlying health of the expansion. While 3Q GDP growth surprised positively 

in US, it surprised negatively in the Euro area and China. Amidst adverse domestic 

macro, Q2 earnings season so far is trending in line with expectations. Private Sector 

Corporate Banks surprised positively on asset quality trends while Auto, Cement and 

Telecom companies disappointed. Key events that could have a meaningful bearing on 

equity markets in the near term include trade war, globally rising interest rates and 

looming domestic elections – first five state assemblies followed later by general 

elections.   

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

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

and clean up of bank balance sheet should drive acceleration in earnings growth. 

Earnings are expected to grow at 19% CAGR over next 2 years. After the recent 

correction market valuations are now at historical mean level of at 16X 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 – November, 2018 
 

OctoberHighlights 
 

 October was a positive month for the bond markets. The RBI also maintained 

status quo on policy interest rates at the start of the month against market 

expectation of a rate hike to arrest the Rupee depreciation. The data releases 

during the month were positive with CPI inflation and trade deficit coming below 

the market expectations. The key driver for the markets was the correction in 

crude oil prices after reaching a a peak above USD 86 per barrel at the beginning 

of the month. Liquidity conditions, however, tightened substantially in October as 

cash withdrawals from banks picked up ahead of the festive season. To address 

the liquidity situation, the RBI conducted longer tenure term repos and OMO 

purchase of government securities. In October, the RBI conducted OMOs of Rs 

360 billion which took the total OMO in current fiscal to Rs 860 billion. The RBI 

had announced another Rs 400 billion of OMO purchases for November. Bond 

yields softened across the curve. The G-Sec 10 yr benchmark bond yield fell from 

8.02% to finally close at 7.85% in October. 

 The IIP for September came in at 4.5%, compared to 4.3% in August, helped by a 

mildly favorable base. The mining index, came in at 0.2% in September as 

compared to -0.4% in the month of August. The manufacturing index for 

September, was flat at 4.6%. On the use based index, basic goods also came in 

flattish as compared to the previous month at 2.6%, while intermediate goods 

inched down from the previous month at 1.4% from 2.4% in August. Consumer 

durable goods came in slightly lower at 5.8% in September, from 5.9% in August. 

Consumer non-durables sub-index, also, inched lower to show a print of 6.1% 

from 6.3% in August. 

 Headline CPI inflation, for October, eased considerably and came in at 3.31% 

from 3.77% in October. The low print in the number was mainly due to favorable 

base effect and lower food inflation. The food index came in lower at -0.14% in 

October versus 1.08% in September. Underlying the food inflation, vegetable 

inflation dipped further to -8.10% from -4.15% and the pulses inflation continued 

in the negative zone at -10.28% as compared to -8.58% in the previous month. 

The fuel and light index, moved marginally higher to 8.55% from 8.47% and 

housing index showed a lower print of 6.55% from 7.07%. The miscellaneous 

index, however, came in significantly higher at 6.73% from 5.65% in the month 

of October, driving core inflation higher to 6.20% from 5.87% in the previous 

month. 

 Headline WPI inflation came in higher, at 5.28% in October from5.13% in 

September mainly due to the increase in the fuel index and manufacturing index. 

Primary articles inflation fell sharply from 2.79% in September to 1.79% in 

October. Food inflation fell further and came in at -1.43 from -0.21 in October.  
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The manufactured products category was higher in October at 4.49% vs 4.22% in 

the previous month. The fuel and power index, too, was higher, and showed a 

double digit print of 18.44% as compared to 16.65%. Vegetable index showed a 

sharply negative print for the month of October at -18.65% vs -3.83% previously. 

Core inflation, meanwhile, came in higher at 5.15% in October vs 4.88% in 

September. 

 In the month of October, Exports rose 17.90% to $ 27.0 bn, while imports rose 

17.6% to $44.1bn resulting in trade deficit of $17.4bn compared with $14.0bn in 

the previous month. Sharp jump in oil imports was the main reason for rise in 

trade deficit. 

Outlook 

 Bond yields have largely retraced the rise seen in August and September due to 

the rising oil prices and weakening Rupee. With the increased output from the 

large oil producers and increasing concerns over global growth due to the 

increasingly shrill trade wars, oil prices are unlikely to rise significantly from the 

current ranges, barring any untoward event. 

 RBI is expected to continue with OMO purchases of GSecs, to add sufficient 

liquidity in the system to support economic activity. 

 Inflation trajectory is expected to trend in line with RBI’s downward revised 

forecasts, leaving little room for RBI to raise interest rates in the near future. At 

current levels of bond yields, the markets are pricing in at least one more rate hike 

from RBI. If expectations of a rate hike diminish, bond yields could soften 

further. 

 However, on the flip side, the likely deterioration of the Centre’s fiscal balances 

will weigh on the bond markets. GST collections have been lower than the budget 

forecasts and revenues from disinvestments and spectrum sales are likely to fall 

short of budgeted receipts. Only direct tax collections are trending higher than the 

budgeted receipts, though they will fall far short of compensating for the shortfall 

under the other heads. 

 Political developments are another key factor for the markets. The elections in 

large states of Rajasthan, Madhya Pradesh and Chhattisgarh will be seen as a 

precursor to the trend in the general elections next year. Political uncertainty 

could also exacerbate concerns on economic and fiscal stability. 

 Overall, we expect markets to trade around the current range while RBI maintains 

interest rates at current levels, with a ‘calibrated tightening’ stance. 
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