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ANNUAL REPORT FOR POLICYHOLDERS 

Economic Update 

Macro-economic developments continued to favour India in the year ending March-2017. 

Commodity prices, notably crude oil prices traded within a range. Crude oil prices, which 

rallied from the lows set during the initial months of 2016, traded within a range of USD 40 

to 55 per barrel through the year. The lower oil prices, primarily, helped contain India's trade 

deficit at USD 106 bn, down from USD 118 bn in the previous year. The improvement in the 

trade deficit, also helped lower the Current Account deficit. The Current Account deficit for 

the year is estimated at USD 17 bn versus USD 22 bn in the previous year. Moreover, the 

capital account is expected to show a healthy surplus due to robust FDI inflows topped up by 

a net gain on portfolio investments. The overall positive Balance of Payments led to an 

appreciation of the Indian Rupee against the US Dollar during the year. 

The Central Government's fiscal deficit continued on its consolidation path. The Government 

estimated the deficit to have been contained at 3.5% of GDP, in line with the budgeted target 

for the year. However, at an aggregate Government level, part of the consolidation was offset 

by wider deficits of the States, on the back of their power sector restructuring under the 

UDAY scheme. 

The inflation indices stayed subdued through the year, though the reverse base effect led the 

WPI inflation sharply higher in the last few months of the year. However, CPI inflation 

stayed low, affording RBI room to ease interest rates during the year. The average CPI 

inflation for the year was around 4.5%, against 4.9% for the previous year. Softer food price 

inflation helped keep the CPI contained.  

However, not everything was hunky dory during the year. Industrial production lagged 

severely during the year, along with a slowdown in investment activity in the economy and 

private sector capex ground to a virtual halt. The average IIP growth during the year gone by 

was a measly 0.5% for the 11 months of data that has been released till date, compared to 

about 2.7% for the similar period in the previous year. 

The most noteworthy event for the year was the surprise demonetisation of high value 

currency in November. The measure effectively withdrew about 85% of the value of currency 

in circulation in the economy and sent a chill across economic activity, especially in the 

sectors where cash intensity of transactions has been high. Apart from the cash intensive 

sectors, the activity in poorly banked areas of the country as well as small businesses saw a 

sharp drop in activity due to the demonetisation. The RBI took about 4 months to remonetise 

the economy and lift all restrictions on cash withdrawals. Economic activity, too, seems to 

have rebounded after a brief period of slowdown. However, a few key sectors, notably real 

estate, are likely to take longer to recover. 
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The revised estimates for GDP growth for the year was pegged at 7.1% over the previous 

year. Though the growth is lower than the 7.9% gain in the previous year, the slowdown is a 

lot milder than feared post the demonetisation move. Price levels of perishable food items, 

which had plummeted in the aftermath of the withdrawal of currency notes, rebounded back 

in the last quarter. 

Election results also played a large role in shaping economic expectations. The Trump victory 

in the US Presidential elections spurred expectations of economic revival in the US, followed 

by fears of higher inflation and higher interest rates. The US Dollar strengthened on the back 

of renewed optimism for the US economy. The results of the State elections in India, which 

gave the ruling BJP strong victories in key states, led to a similarly sharp re-rating of India's 

economic outlook. 

 

Market Update 

Equity Markets 

The equity markets had  stellar year after the weakness seen during the previous year. The 

BSE Sensex gained about 17% during the year. Global optimism and FII inflows helped the 

markets gain in the initial part of the year. Equity markets, though saw some sharp pickup in 

volatility over fears that the demonetisation move would affect the economy badly. At the 

same time, Trump's victory in the US elections, led to outflows from emerging markets as 

investors looked to cut risk from their portfolios. The correction in the equity markets, 

however, was short-lived. A renewed pick up in capital flows along with the domestic 

election results led the markets scale new highs towards the end of the year. 

Portfolio positioning and Risk Management 

Our portfolio positioning was based on an expectation of cyclical recovery in the economy. 

Our portfolios remained overweight on private banks, cement, four wheeler auto companies, 

industrial manufacturing, agrochemicals and oil PSU companies while being underweight on 

PSU banks, two wheeler auto companies and IT. However, during the year the portfolios 

suffered due to the fears over the economic growth post the demonetisation. However, 

portfolios' performance recovered by the end of the year. 

We follow robust risk management policies in our funds. The portfolio deviations with 

respect the respective benchmark is maintained within defined risk limits. We have defined 

stock and sector level underweight / overweight positions limits vis-a-vis the benchmark and 

we actively track such deviations. Deviations are highlighted to portfolio manager and 

corrective action, if required, is taken in timely manner. Even though we maintained 

overweight stance on cyclical sectors through the year we operated within defined internal 

risk limits. 
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Fixed Income Markets 

During the year, RBI cut interest rates at the beginning of the year, in April, and in the middle 

of the year, in October. In addition to the rate cuts, the key development was on the liquidity 

management front. RBI revamped its framework to target a neutral system liquidity position, 

from a deficit position. The change entailed significant OMO purchases by RBI to add 

durable liquidity in the banking system. The OMO purchases helped the market absorb a 

significant portion of the GSec supply during the year. 

Two key developments, later in the year, led to a significant softening of bond yields. The 

surprise Brexit vote led to fears over uncertainty affecting economic growth and expectations 

of lower inflation.  Secondly, the demonetisation also led to the same concerns over growth 

and expectations of lower inflation in India. However, contrary to market expectations, RBI 

continued to see upside risks to its inflation forecast, and disappointed on the monetary policy 

actions. 

Bond yields, which had priced in rate cuts from RBI, retraced from the low levels. After 

trading at lows of 6.11% during the course of the year, the 10-year GSec benchmark ended 

the year at 6.68%, still significantly lower than 7.46% at the end of the previous year. 

Portfolio Positioning: Duration Strategy and Risk Management 

The bond portfolios were dynamically managed with an active duration management through 

the year. In light of the softening trend in inflation, the portfolios maintained an overweight 

position on duration with respect to the benchmark, with  expectations of rate cuts from RBI. 

RBI did cut rates during the year, though it disappointed during the second half. In view of 

the disappointment, the portfolio risk positions were reduced and durations were aligned 

closer to the benchmarks. 

During the year, investments were maintained as per our investment policy and all prudential 

limits and regulatory guidelines were adhered to at all points during the year. Credit risks in 

the portfolios were also monitored closely. Addition of new credit exposures were made after 

a thorough analysis and due diligence process. Existing credits were monitored regularly for 

any developments that could be beneficial or detrimental to the companies’ financials. 
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