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"I think you have to learn that there’s a company behind every stock and there’s only one 

real reason why stocks go up. Companies go from doing poorly to doing well or small 
companies grow to large companies.” 

 
- Peter Lynch    

 
Equity Markets 

Indices 28th Apr   
2017 

31st May   
2017 

1 Month 
Return (%) 

1 Year   
Return (%) 

BSE Sensex 29,918.40 31,145.80 4.10 16.79 
S&P CNX Nifty 9,304.05 9,621.25 3.41 17.91 
BSE 100 9,669.96 9,928.65 2.68 19.96 
BSE Mid Cap 14,798.45 14,625.29 -1.17 28.68 
BSE Small Cap 15,372.51 15,080.21 -1.90 35.34 
Source: Bloomberg  

Indian equity markets performance was mixed during the month of May with large cap 
indices gaining between 3.41-4.10% mom while the broader market in India 
underperformed the main indices. BSE mid cap index was down 1.17%, while BSE small 
cap index lost 1.90% during the month. Major global equity indices were mixed during 
the month with returns ranging from negative 1.2% to positive 4.4%. FTSE 100 gained 
about 4.4%, while Shanghai was down by 1.2%, among the major global indices.  

The Sensex was up 16.79% while Nifty was up 17.91% on a yoy basis. While the BSE 
mid cap is up 28.68% yoy, BSE small cap index is up 35.34% yoy as of end May 2017, 
thus outperforming the large cap indices on a yoy basis. 

For the month of May, sectors like FMCG, IT, Auto and Banks outperformed the key 
benchmark indices, whereas sectors like Pharma, Utilities, Infra and energy 
underperformed the benchmark. 

FIIs had an inflow of Rs9,957cr into Indian equity markets in May’ 17 while DII’s 
invested Rs4,277cr. Among DIIs, Mutual funds had a buying of Rs9,978cr. In debt 
market, FIIs bought a net of Rs20,198cr in domestic debt, while MF’s bought Rs10,156cr 
during the month. 

FIIs have net bought Rs7,748cr in Indian equity FYTD till end-May 2017 and in debt 
market, FIIs have bought a net of Rs39,599cr. DIIs have net bought Rs13,525cr in Indian 
equity FYTD, with MFs buying Rs21,222cr till end May-2017 and in debt market, MFs 
have bought a net of Rs66,088cr in domestic debt. 

 
Macro Economic Data  
Industrial production expanded 2.7% in Mar’17after growing at 1.9% in Feb’17.This was 
majorly led by 9.7% growth in mining output against 4.6%growth in Feb’17 and 6.2% 
growth in electricity output against 1.2% in Feb’17. However, manufacturing sector 
output growth marginally decelerated to 1.2% in Mar’17 against 1.4% growth in Feb’16. 
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The core sector output growth moderated to 2.5% in Apr’17, down from 5.3% in Mar’17. 
The slowdown was driven by sharp fall in production of coal (-3.8% in Apr’17 against 
10% in Mar’17) and contraction in outputs of cement (-3.7%) and crude oil (-0.6%). Steel 
and electricity output growth witnessed deceleration in Apr’17, as steel output expanded 
9.3% (vs. 11% in Mar’17) and electricity output increased by 4.7% (vs. 5.9% in Mar’17). 
On the other hand, fertilisers output grew 6.2% in Apr’17, on the back of good monsoon 
expectations. 

CPI inflation in Apr’17 dropped to over a decade low of 3.0%, down from 3.9% in 
Mar’17. Food inflation, which has fallen to 1.2%, has contributed to the softening in CPI 
inflation on the back of a sharp deflation in pulses (-15.9%) and vegetables (-8.6%). A 
bumper Rabi crop has led to a sharp decline in prices of perishable food products, which 
don't have MSP. Core inflation has also cooled down to 4.5% from 4.9% in Mar’17. 

Exports grew by 20% in Apr’17, after a 66 month high growth of 28% in Mar’17. 
Importantly, non-oil exports sustained its double digit growth momentum by growing 
16.7% ($21.7bn) in Apr’17. The growth in non-oil exports was led by a sharp jump in 
exports of Engineering Goods (28%), Petroleum products (49%), Marine Products (54%) 
and Ready Made Garments (32%). Imports increased 49% in Apr’17 to $37.9bn.  Oil 
imports which were up 101% in Mar’17 moderated at 30.1% in Apr’17.   

Non-oil & non-gold imports surged 44% to $26.7bn, the highest since Mar’2013. A sharp 
increase in imports of Coal (95%), Electronic Goods (74%), and Pearl& Precious Stones 
(52%) led to the surge in non-oil & non-gold imports in Apr’17. Overall, trade deficit 
widened to $13.2bn, highest since Nov’2014. 

Reflecting the impact of Demonetization, GDP growth decelerated to an over 2-year low 
of 6.1% in Q4FY17 (vs. 7% in Q3FY17). While Agri sector continued to grow at a 
steady pace of 5.2% in 4QFY17 following 6.9% growth in 3QFY17, Construction sector 
witnessed the steepest contraction in over 5-years (contracted 3.7% in 4QFY17 against 
3.4% growth in 3QFY17). Manufacturing sector growth also decelerated to 5.3% in 
4QFY17, from 8.2% in 3QFY17. Services sector slowed down in 4QFY17 as Finance, 
Insurance & real estate category grew merely at 2.2%, the least since Sep’12, vs. 3.3% in 
3QFY17. 

Forex reserves increased from USD372.73bn in the week ending April 28, 2017 to 
USD378.76bn in the week ending May 26, 2017. The current 10-year benchmark yield 
has gone down to 6.66% as of end-May 2017 from 6.96% at end-February 2017. Indian 
Rupee remained immune to global volatility and stayed range bound in the month of 
May’17. INR opened at 64.25 on 1st May’17 and closed at 64.51 on 31st May’17. 
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Trend in the all major 
commodities was mixed in the 
month of May. While Tin prices 
increased by 2.14%, Lead was 
down by about 5.74%. On a year 
on year basis, all major 
commodities were in the positive, 
with Zinc rising the most  by 
35.21% and Crude Oil rising the 
least by 3.66%. 
 

Source: Bloomberg  
 

Observations 
Monsoon rains have arrived at Kerala on 30th May’17, making it the earliest Monsoon 
arrival since 2011.The normal date for monsoon arrival at the Kerala coast is June 1. This 
year, IMD had forecast a May 30 onset, which is within the normal range of monsoon's 
arrival.  
 
A four-tier GST tax structure has been finalised at 5%, 12%, 18% and 28%. Essentials 
have been charged lower rates while luxury items have been heavily taxed. However, Tax 
rates on certain categories like gold, branded and packaged food etc is yet to be decided. 
It is to be noted that, tax rates for majority of the categories were either lower than 
current rates or on expected lines. While the expectation was that GST could be 
inflationary, the announced rates suggest it is likely to reduce inflation. Most primary 
articles and food categories have been assigned lower tax rates, which would reduce CPI 
inflation.  
 
 
Outlook 
 
The short term outlook for the market hangs in balance after the recent move. Several 
items on US President Donald Trump's agenda like border tax, anti-immigration policies 
and weaker dollar can have far-reaching ramifications on global trade and geo-politics. 
Also, the fiscal expansion in the US that market is hoping for can fall short of target. Any 
such material risk emanating on the global front will affect FII flows adversely. 

On the India front, the good news is that inflation and current account deficit are under 
control, and the near term outlook for interest rates is also positive. However, we are yet 
to see any meaningful pickup in growth indicators with IIP languishing and recent GDP 
data also disappointing. High frequency data continues to be mixed with sales of 4W 
doing well and 2W showing signs of improvement while cement and credit growth still 
being sluggish. One negative development that needs to be monitored going forward 
relates to an increasing number of states joining the bandwagon for farm loan wavers.  

However, despite this uncertainty in the short term, we believe that the medium term 
outlook of the Indian economy and consequently the equity markets is quite good. We 

Commodities    
(USD) 

1 Month 
Return (%) 

One Year 
Return (%) 

Gold 0.05 4.41 
Silver 0.76 8.38 
Crude Oil -1.57 3.66 
Copper -0.93 21.64 
Primary Aluminum 0.86 23.91 
Lead -5.74 24.71 
Nickel -5.08 6.34 
Tin 2.14 24.69 
Zinc -0.88 35.21 
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believe that with global growth still a challenge, commodity prices, while firmer than in 
the immediate past, will continue to be soft for quite some time. This bodes well for 
India’s economy as we are net importers of most of these commodities. We have seen 
government spending pick up meaningfully in recent months. We believe that we should 
see improvement in growth indicators as spending picks up further in months to come.  

Inflows into domestic mutual funds have been pretty strong over the last several quarters. 
This is likely to continue given the flush of liquidity that the banks have been receiving, 
coupled with the fact that physicals assets like real estate and gold, and even fixed 
income instruments (after the handsome return over the past few years) don't seem to 
have a very attractive outlook as compared to Equities. The domestic inflows should also 
provide cushion to the markets in the event of FII outflows. 

Indian market valuations are at 17x FY19 earnings, which are at historical mean levels 
and are attractive, given that we expect a cyclical recovery going ahead. We continue to 
remain optimistic from a medium to long term point of view, despite our near term 
concerns. 
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Debt Markets Update – June, 2017 
 
 
May Highlights 
 

• The Bond market saw a rally in May triggered by a fortuitous combination of 
factors - low CPI and WPI prints, introduction of the new GSec 10 Year 
benchmark security and renewed buying in emerging markets that resulted in 
inflows into Indian Government Bonds. The old GSec 10 yr started the month at 
6.96% and eased to 6.79% by the end of the month. The new GSec 10Yr 
benchmark security issued in the middle of the month at a coupon of 6.79%, 
closed the month at 6.66%. Liquidity conditions continued to remain positive in 
the month of May. 

• The IIP for March expanded 2.7% y-o-y, from a 1.9% contraction in February. 
March saw a marginal decline in manufacturing index which came in at 1.2% vs 
1.4% in February. The mining index for March came in substantially higher at 
9.7% as compared to 4.6% previously. The electricity index, too, came in much 
higher at 6.2% as compared to 1.2% in February. On the use based index, basic 
goods were higher at 5.7% growth vs 0.8%, while intermediate goods and 
consumer goods contracted at -1.4% and -1.0%, compared to 2.2% and -3.1% 
respectively. The consumer durables also failed to recover and were down and 
stayed in the negative zone at -0.9% from -2.9% in February. 

• Headline CPI inflation sharply fell, and came in at 2.99% in April from 3.81 % in 
March. The fall was mainly due to the favorable base effect and further easing of 
the prices of some food products mainly vegetables, fruits and pulses. The food 
index growth fell to 1.21% in April from 2.54% in March. The vegetable and 
pulses inflation continued to dip further in the negative zone at -8.59% as 
compared to -7.24% in the previous month. The fuel indices moved up to 6.13% 
from 5.56% and housing indices fell marginally to 4.86% from 4.96%.  The 
miscellaneous index moved lower to 4.25% in April from 4.78% in March. On a 
M-o-M basis the Core inflation showed some weakness and moved down to 4.4% 
from 5.0% in the previous month. 

• WPI moderated to 3.90% in April from 5.30% in March due to favorable base 
effect and some easing in primary and fuel product prices. Primary articles moved 
down to 1.83% in  
April as compared to 4.0% in March, while food inflation moved down to 1.20% 
from 3.80% in the previous month. The manufactured products category 
decreased marginally to 2.70% from 3.0% as commodity products (sugar) as well 
as transport equipment prices moved down sequentially. The fuel and power 
index eased in April and showed a lower print of 18.50% as compared to 23.71% 
MoM, due to the easing in crude oil prices. 
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• India’s trade deficit came in at $13.20bn in April vs $10.44bn in March and 
$8.98bn in February. Exports grew 20% in April, after a 66 months fastest pace of 
28% in March. Non-oil exports sustained its double digit growth momentum by 
growing 16.7% at $21.7bn in April. The growth in non-oil exports was led by a 
sharp jump in exports of Engineering Goods (28.0%), Petroleum products 
(49.0%), Marine Products (54.0%) and Ready Made Garments (32.0%). Imports 
increased 49% in April to $37.9bn.  Oil imports which were up 101.0% in March 
moderated to 30.12% in April 
 

Outlook 
• As expected, RBI acknowledged the softening of inflation pressures, in its bi-

monthly monetary policy review, though it refrained from any rate action. 
However, inspite of its cautious stand, RBI forecasts for inflation over the 
remainder of the year were marked lower on account of the lower momentum of 
food price gains. 

• There are a number of factors that augur well for inflation. Monsoon rains are 
forecast to be close to long period averages, helping agricultural output. Globally, 
OPEC seems to be losing its grip on the crude oil prices, as the US shale oil 
output compensates for the cut-backs from the traditional oil exporters. 
Commodity prices have been soft as economic growth in China is moderating. 

• The key concerns for RBI, however, arise from pricing changes due to the 
implementation of GST, even though the tax slabs are seen to be non-inflationary. 

• Secondly, the RBI is still wary of the impact of the allowances adjustments that 
are pending from the Seventh Pay Commission award.  

• The global economy continues to see benign inflation trends, though concerns on 
dis-inflation have retreated. In this environment, we expect that RBI will have 
room to ease interest rates further over the coming months. Bond yields can soften 
further from the current levels as the markets start pricing in these expectations. 
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