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August 2017 

 

"Markets can remain irrational longer than you can remain solvent.” 
 

- John Maynard Keynes   

 

Equity Markets 

Indices 31
st

 July   
2017 

31
st

 August   
2017 

1 Month 
Return (%) 

1 Year   
Return (%) 

BSE Sensex 32,514.94 31,730.49 -2.41 11.52 
S&P CNX Nifty 10,077.10 9,917.90 -1.58 12.88 
BSE 100 10,432.76 10,315.16 -1.13 14.34 
BSE Mid Cap 15,389.57 15,539.79 0.98 17.57 
BSE Small Cap 16,093.56 15,991.63 -0.63 26.43 

Source: Bloomberg  

Indian equity markets performance was negative during the month of August with large 

cap indices declining between 1.6%-2.4% mom. BSE mid cap index was up by ~1.0%, 

while BSE small cap index declined ~0.6% during the month. 

Major global equity indices were mixed during the month with returns ranging from 

negative 1.4% to positive 2.7%. Shanghai composite index gained the most at 2.7%, 

while Nikkei declined the most by 1.4%, among the major global indices.  

The Sensex was up 11.5% while Nifty was up 12.9% on a yoy basis. The BSE mid cap is 

up 17.6% yoy and BSE small cap index is up 26.4% yoy as of end August 2017, thus 

outperforming the large cap indices on a yoy basis. 

For the month of August, sectors - consumer durable, oil & gas, metals and FMCG 

posted positive returns whereas all the other key sectoral indices underperformed the 

benchmark. 

FIIs pulled out US$ 2.2bn in Aug’17 from Indian equity following US$ 0.4bn inflow in 

Jul’17. On the debt side, FIIs invested US$ 2.3bn in Aug’17, following US$ 2.9bn of 

inflows in Jul’17. 

 

Macro Economic Data  

India’s GDP growth further decelerated to 5.7% in 1QFY18, the lowest growth figure in 

the last three years. The slowdown in economic growth in 1QFY18 was mainly driven by  

destocking of inventory in the run up to GST implementation that led to a massive slump 

in manufacturing sector. It grew at the slowest pace in the last five years at 1.2% in 

1QFY18.  

Services sector, on the other hand, recovered in 1QFY18 as Finance, Insurance & real 

estate category grew at 6.4% vs. 2.2% in 4QFY17 on account of faster pace of 

remonetization. While fixed investment (GFCF) groth remained muted at 1.6% during 

the quarter, household consumption grew at 6.7%.  

Industrial production contracted 0.1% in Jun’17 after growing 2.8% in May’17. This was 

majorly led by contraction in manufacturing output (0.4%), primary goods (0.2%) and 



 
  HDFC Standard Life Insurance 

 2 

 

capital goods (6.8%) along with a sharp decline in electricity output growth to 2.1% in 

Jun’17 from 8.3% in May’17. However, Infrastructure and construction goods output saw 

a moderate growth of 0.6% in Jun’17 against 0.2% in May’17. 

The core sector output increased by 2.4% in Jul’17, following 0.7% growth in Jun’17. 

The increase was led by pick up in electricity output (5.5% in Jul’17 vs. 2.1% in Jun’17) 

and steel output (9.2% in Jul’17 vs. 5.8% in Jun’17). However, refinery output (-2.6%), 

crude oil (-0.6%), cement (-2.0%) and fertiliser (-0.3%) witnessed a contraction in output 

in Jul’17. 

After falling for five consecutive months, CPI inflation rose to 2.4% in Jul’17, from 1.5% 

in Jun’17. Food inflation came out of the deflationary zone (0.4% in Jul’17 from -1.2% in 

Jun’17) led by a sharp sequential jump in vegetables’ prices (20% m/m). Reflecting the 

HRA increase impact, housing inflation increased to a 6-month high of 5% in Jul’17 (up 

from 4.7% in Jun’17). Inflation for tobacco and liquor also rose higher to a 7-month high 

of 6.4% in Jul’17 (up from 5.6% in Jun’17). Most importantly, Core inflation also inched 

up to 4% in Jul’17 from 3.9% in  Jul’17. 

Trade deficit narrowed marginally from $13bn in Jun’17 to $11.6bn in Jul’17. Imports 

growth moderated to 15.4% in Jul’17 while exports growth decelerated to 3.9% in Jul’17 

from 4.4% in Jun’17. Non-oil & non-gold trade deficit narrowed to $7.1bn in Jul’17 from 

$8.5bn in Jun’17. Oil imports increased by 15% in Jul’17 from 12% in Jun’17. Though 

Gold imports fell to $2.1bn in Jul’17 from $2.5bn in Jun’17, the yoy growth still remains 

high at 95.1% in Jul’17. 

Fiscal deficit widened to Rs. 5tn or 92.4% of the full year target as of Jul’17 vs. 73.7% of 

the full year target for the same period previous year. Total expenditure for the Apr-

Jul’17 period stood at Rs.8.8tn or 37.7% of the entire fiscal’s target. Increase in revenue 

expenditure also led to widening of revenue deficit which reached Rs. 3.2tn or 131.2% of 

the budgeted estimate of FY18. 

The current 10-year benchmark yield has increased marginally from 6.47% as of end-July 

2017 to 6.53% at end-August 2017. Indian Rupee appreciated against USD in Jul’17 

from 64.19 per dollar on 31stJul’17 to 63.91 per dollar on 31st Aug’17 on account of 

weakness in the dollar index. 

. 

Trend in the major commodities 

was positive in the month of 

August. Nickel, Zinc and 

Aluminum saw the maximum 

increase. On a year on year basis, 

all major commodities were 

positive, except for Silver which 

was down 5.69%. 

 

 

 
Source: Bloomberg  

 

Commodities    
(USD) 

1 Month 
Return (%) 

One Year 
Return (%) 

Gold 4.09 0.95 

Silver 4.55 -5.69 

Crude Oil 0.46 13.49 

Copper 6.58 47.02 

Primary Aluminum 10.38 31.16 

Lead 2.57 25.70 

Nickel 15.52 20.84 

Tin 0.10 9.51 
Zinc 12.56 36.19 
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Observations 

The Reserve Bank of India (RBI) on 2nd Aug’17 cut the repo rate by 25 basis points to a 

seven year low of 6%. The reverse repo rate was reduced by 25 basis points to 5.75% 

from 6%. The RBI, howver, kept the GDP growth forecast unchanged at 7.3% in FY18. 

 

Pan India monsoon has been in the normal range at 4.4% of the long term average as on 

6th Sep’17. Rainfall distribution however has been sporadic as Karnataka, Kerala, Goa, 

Madhya Pradesh, Uttar Pradesh and Haryana have received deficient rainfall whereas 

excess rainfall in Gujarat, Andhra Pradesh and Rajasthan has been in significant surplus 

zone. 

 

Total sown area under the Kharif crop stood at 102.8m hectares in this year’s season, 

marginally down by 0.4% compared to the previous year. While area under cultivation 

for Sugarcane (9%) and cotton(18%) witnessed a sharp increase, sowing of rice (-1%), 

pulses (-4%), coarse cereals (-2%) and oil seeds (-8%) declined. 

 

 

Outlook 

The short term outlook of the market hangs in balance after the recent move. On the 

global front, while several economies like the US and EU have stabilized, pickup in 

growth and inflation is running behind targets. Fed has indicated a plan to reduce its 

balance sheet size. While the timing of start of the program is unknown, but it is likely to 

result in a lot of uncertainty for both the bond and the equity markets, whenever it starts. 

There has been little progress on several items on US President Donald Trump's agenda 

like the border tax, a cut in the corporate tax and anti-immigration policies. Any 

development on any of these will have ramifications for global trade and specifically for 

Indian corporates. An escalation of the US and North Korea standoff that has only 

become worse by the recent hydrogen bomb test, also adds to the near term uncertainty.  

On the domestic front, consumption that had taken a meaningful hit in the months of June 

and July on account of GST transition has not yet recovered fully in August. Despite 

losing a lot of fiscal space to farm loan wavers, most states have committed to FRBM 

targets which potentially constrains their ability to drive infrastructure spends. While 

inflation is under control, we expect it to rise in the short term given the low base, 

thereby precluding any further interest rate cuts by the RBI in the next few policy 

meetings. RBI has come out with another list of corporates to be taken to NCLT pending 

resolution by December. Given this accelerated cleanup, it is unlikely that the corporate 

lending growth can pick up. All these factors would result in sluggish growth in IIP and 

GDP in the near term. However, over time, we expect tax compliance to improve and that 

should result in higher revenues for the government. Also, once most bad assets are 

provided for, corporate banks should emerge stronger with a better ability to lend. 

Inflows into domestic mutual funds have been quite 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. 
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Despite the uncertainty in the short term, we believe that the medium term outlook of the 

Indian economy and consequently the equity markets is quite good. As the benefits of 

GST and cleanup of bank balance sheets start becoming becoming clear, we should see 

improvement in growth indicators. 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, despite our near term 

concerns. 
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Debt Markets Update – September, 2017 
 

 

August Highlights 
 

 The Bond markets remained subdued in August, as yields moved within a narrow 

range. The RBI cut the Repo rate by 25 bps in the monetary policy review at the 

beginning of August. However, RBI maintained a 'neutral' stance on policy, 

which indicated that the RBI is more likely to maintain rates unless there are big 

deviations from the RBI's forecasts on inflation and GDP growth. The CPI and 

WPI prints for the July came in higher than the June print, at 2.36% and 1.88% 

from 1.46% and 0.90% respectively. The G-Sec 10 year benchmark bond opened 

the month at 6.47% and touched as low as 6.43% and finally settled at 6.53% in 

the month of August. Liquidity conditions improved significantly in last 3 months 

and have been positive during the last 2 months. The Rupee closed at 63.90 versus 

the USD in July as against 64.10 in June. 

 The IIP for June contracted to -0.1% MoM, from 1.7% in May. The main reason 

for the contraction was destocking ahead of the implementation of GST. June saw 

a major downtrend in manufacturing index which came in at -0.4% vs 1.2% in 

May. However, the mining index for June recovered and came in marginally 

higher at 0.4% as compared to -0.9% previously. The electricity index, dropped 

drastically and came in lower at 2.1% as compared to 8.7% in May. On the use 

based index, basic goods were lower and contracted to -0.2% vs 3.4%, while 

intermediate goods and consumer goods contracted to -0.6% and -2.1%, 

compared to 0.7% and -4.5% respectively. Consumer non durables sub-index fell 

and came in at 4.9% from 7.9% in May. 

 Headline CPI inflation rose sharply, and came in at 2.36% in July from 1.46 % in 

June. The rise was mainly due to the increase in the prices of vegetables, 

especially tomatoes. The food index growth rose to 0.43% in July from -1.17% in 

June. The vegetable and pulses inflation continued to be in the negative zone at -

3.57% and -24.75 as compared to -16.53% and -21.92% respectively in the 

previous month. The fuel index moved up to 4.86% from 4.54% and housing 

index was also up marginally at 4.98% from 4.70%.  The miscellaneous index 

moved lower to 3.28% in July from 3.29% in June. On a M-o-M basis the core 

inflation showed strengthening bias and moved up to 3.96% from 3.85% in the 

previous month. 

 WPI rose to 1.88% in July from 0.90% in June due to waning of favorable base 

effect and hardening in primary and food (vegetables) product prices. Primary 

articles moved up to 0.46% in July as compared to -3.86% in June, while food 

inflation also moved up to 2.15% from -3.47% in the previous month. The 

manufactured products category decreased marginally to 2.18% from 2.27% as 
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commodity products (sugar) as well as transport equipment prices moved down 

sequentially. The fuel and power index eased in July and showed a lower print of 

4.37% as compared to 5.28% MoM, due to the easing in crude oil prices. Core 

inflation moved up to 2.19% in June as compared to 2.12% in June. 

 India’s trade deficit came in at $11.6 bn in July vs $13.00 bn in June and $13.84 

bn in May. Imports growth moderated to 15.4% in July. Exports growth also 

slowed down to 3.9% in July as compared to 4.4% in June to $23.6bn, after 

growing at 8.3% in May. Non-oil & non-gold trade deficit narrowed to $7.1bn in 

July from $8.5bn in June. Oil imports increased by 15% in July from 12% in 

June’17. Though Gold imports fell to $2.1bn in July from $2.5bn in June, the yoy 

growth still remains high at 95.1% in Jul. 

 

Market Outlook  
 

 The MPC delivered the much awaited rate cut but did not provide any guidance 

about the future policy actions.  

 Going forward it is likely that CPI inflation would rise and growth would slow. 

CPI inflation would continue to inch up on account of reversal in food prices and 

base effect. Core inflation is likely to move up on account of adjustment in HRA 

and higher tax rate on services.  

 If Q3 GDP growth is also below expectations we can expect bond yields to price 

in further rate cuts. 

 Bond supply is likely to increase on account of increase in SDL auction size and 

continued OMOs. FPI inflows will slow down as the investment limits are almost 

fully utilised and an ad hoc increase in limits is unlikely.  

 On global front, US Fed is likely to embark upon QE unwinding from September. 

On geopolitical front, risks have increased significantly. It has become difficult to 

predict the outcome of rhetoric with respect to North Korea.  

 Overall we expect RBI to maintain status quo in October policy and wait for more 

CPI /GDP data to decide about December policy outcome. We expect bond yields 

to trade in range from 6.45% to 6.60% till any data surprises on either side. 
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