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"The four most dangerous words in investing are "This time it's different.” 
 

- John Templeton    
 

Equity Markets 
Indices 30th Jun   

2017 
31st July   

2017 
1 Month 

Return (%) 
1 Year   

Return (%) 
BSE Sensex 30,921.61 32,514.94 5.15 15.91 
S&P CNX Nifty 9,520.90 10,077.10 5.84 16.65 
BSE 100 9,852.86 10,432.76 5.89 17.80 
BSE Mid Cap 14,644.48 15,389.57 5.09 21.55 
BSE Small Cap 15,410.52 16,093.56 4.43 30.74 
Source: Bloomberg  

Indian equity markets performance was positive during the month of July with large cap 
indices gaining between 5.15-5.89% mom while the broader market in India slightly 
underperformed the main indices. BSE mid cap index was up 5.09%, while BSE small 
cap index gained 4.43% during the month. Major global equity indices were mixed 
during the month with returns ranging from negative 1.7% to positive 6.1%. 
HANGSENG gained about 6.1%, while DAX was down by 1.7%, among the major 
global indices.  

The Sensex was up 15.91% while Nifty was up 16.65% on a yoy basis. While the BSE 
mid cap is up 21.55% yoy, BSE small cap index is up 30.74% yoy as of end July 2017, 
thus outperforming the large cap indices on a yoy basis. 

For the month of July, sectors like Telecom, Banks, Metals, Infra and Energy 
outperformed the key benchmark indices, whereas sectors like FMCG, Pharma, Cement 
and Autos underperformed the benchmark. 

FIIs had an inflow of Rs3,494cr into Indian equity markets in July’ 17 while DII’s 
invested Rs3,018cr. Among DIIs, Mutual funds had a buying of Rs6,239cr. In debt 
market, FIIs bought a net of Rs17,127cr in domestic debt, while MF’s bought Rs41,503cr 
during the month. 

FIIs have net bought Rs15,182cr in Indian equity FYTD till end-July 2017 and in debt 
market, FIIs have bought a net of Rs82,349cr. DIIs have net bought Rs23,070cr in Indian 
equity FYTD, with MFs buying Rs36,567cr till end July-2017 and in debt market, MFs 
have bought a net of Rs1,20,210cr in domestic debt. 

 
Macro Economic Data  
Industrial production growth decelrated to 1.7% in May’17after growing at 2.8% in 
Apr’17.This was majorly led by contraction in mining output by 0.9% in May’17 against 
3.2% growth in Apr’17 along with a slow down in manufacturing output (1.2% growth in 
May’17 against 2.3% in Apr’17). However, electricity production grew by8.7% in 
May’17 against 5.4% growth in the previous month. 
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The core sector output growth slowed down to 0.4% in Jun’17 down from 4.1% growth 
in May’17. The slowdown was driven by contraction in production of coal (-6.7% in 
Jun’17 from -3.2% in May’17), cement (-5.8% in Jun’17 from -0.4% in May’17 ) and  
fertiliser (-3.6% in Jun’17 against -6.5% in May’17). Electricity output growth 
decelerated to 0.7% in Jun’17(vs. 8.6% in May’17). On the other hand, steel output grew 
at a steady pace of 5.8% in Jun’17 against 3.9% growth in May’17. 

CPI inflation declined further to 1.5% in Jun’17, after falling to 2.2% in May’17. Food 
index (Wt: 46%) remained in deflation at -1.2% led by a sharp fall in prices of pulses (-
21.9%) and vegetables (-16.5%). Inflation for cereals stood at 4.4%, marginally down 
from 4.8% in May’17. Core inflation that excludes food and fuel components, also 
softened to 3.9% in Jun’17 from 4.3% in May’17 led by a sharp fall in transport inflation 
from 3.5% in May’17 to 2% in Jun’17. 

Exports growth slowed down to 4.4% in Jun’17 to $23.6bn, after growing at 8.3% in 
May’17. Among the major non-oil exports, Engineering goods (14.8%), Organic and 
Inorganic chemicals (13.2%) and Rice(27.3%) reported significant growth in Jun’17.  

Imports growth moderated to 19.1% in Jun’17 to $36.5bn against 33.1% in May’17. Oil 
imports growth fell to 12% in Jun’17 from 29.5% in May’17. Though Gold imports fell 
to $2.5bn in Jun’17 from $5bn in May’17, the yoy growth still remains high at 103% in 
Jun’17.Non-oil & non-gold imports increased by 16.7% to $25.9bn, against 19.8% 
growth in May’17.Though the trade deficit has narrowed marginally from a 30 month 
high of $13.8bn in May’17, it remained elevated at $13bn in Jun’17. 

Fiscal deficit increased to Rs. 4.4tn or 81% of the full year target in 1QFY18 vs. 61% of 
the full year target in 1QFY17.Total expenditure grew 27% yoy to Rs. 6.5tn in 1QFY18 
from Rs 1.5tn in 1QFY17, which is 4x the 6.6% growth budgeted for the full year. 
Revenue expenditure in 1QFY18 grew 26% yoy to Rs. 5.8tn. Increase in revenue 
expenditure also led to widening of revenue deficit which reached Rs. 3.8tn or 119.1% of 
the budgeted estimate of FY18. 

Forex reserves increased from USD386.54bn in the week ending June 30, 2017 to 
USD392.87bn in the week ending July 28, 2017. The current 10-year benchmark yield 
has declined marginally to 6.469% as of end-July 2017 from 6.511% at end-June 2017. 
Indian Rupee appreciated against USD in Jul’17 from 64.58 per dollar on 30th Jun’17to 
64.19 per dollar on 31st Jul’17. 

Trend in the major commodities 
was positive in the month of July, 
except for Aluminum which was 
largely flat. While Nickel and 
Crude oil prices increased by 
8.79% and 8.17% respectively, 
Aluminum was flat, down by 
0.05%. On a year on year basis, 
all major commodities were 
mixed, with Copper rising the 
most  by 29.32% and Silver was 

down 17.26%. 
Source: Bloomberg  

Commodities    
(USD) 

1 Month 
Return (%) 

One Year 
Return (%) 

Gold 2.25 -6.04 
Silver 1.20 -17.26 
Crude Oil 8.17 27.21 
Copper 7.28 29.32 
Primary Aluminum -0.05 16.67 
Lead 1.83 28.03 
Nickel 8.79 -3.90 
Tin 3.38 15.69 
Zinc 1.34 24.61 
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Observations 
A four-tier GST tax structure with rates at 5%, 12%, 18% and 28% was finally 
implemented from the 1st July 2017 and as per the government the rollout has been 
smooth and  free from any major glitches. 
 
This year’s monsoon season (Jun-Sep) has started on a positive note as cumulative 
rainfall as of 1stAug’17 stood at 1% above the long period average (LPA).However, the 
spread of the rainfall has not been very encouraging. As of 1stAug’17, North West India 
and Central regions have received excess rainfall (16.8% and 7.2% respectively) while 
rainfall in East and North East regions and South Peninsula have received below average 
rainfall (-7.8% and -17.6% respectively). 
 
As on 28th Jul’17, total sown area under the Kharif crop stood at 79.1m hectares, up 3% 
yoy. While area under cultivation for rice and coarse cereals remained muted, sugarcane 
(+9%) and cotton (+21%) has seen a sharp increase. Sowing of pulses which was up 40% 
as on 30th Jun’17, has moderated to a growth of 7% as of Jul’17. 
 
 
Outlook 
 
July was a great month for equity markets with positive news flows both on global front- 
accelerating growth and dovish central bank commentary and on local front- monsoon on 
track, expectations of policy rate cut in August given benign inflation trends and no 
major negative surprise on Q1 earnings against the backdrop of GST transition concerns. 
The BJP consolidating its political position with alliance with JD (U) and joining 
government in Bihar also aided the positive sentiment. The market rally was also fuelled 
by short covering given changes in regulation by SEBI on the use of derivative 
instruments by FIIs.     

 

India’s landmark Goods and Services Tax (GST) went live on July 1st. GST is one of the 
most ambitious reforms attempted in India with a single tax rate per good or service 
across the country replacing a myriad of central, state, inter state and local taxes. Over the 
medium to long term, GST should improve efficiency and transparency in the economy 
but short term challenges like de-stocking and apprehension of readiness of the 
distributors, retailers, smaller businesses, service providers, etc. may impact near term 
growth. However, given the recent example of demonetization related impact on growth 
reversing relatively fast, it can be assumed the GST related impact too could be similar, 
thereby making it only a short term constraint.     

  

Our long term optimistic view on equity markets emanates from- (a) the benefits that 
could accrue from major reforms unleashed by the government including the GST, 
Insolvency and Bankruptcy Code, etc.; (b) earnings growth and ROE for corporate India, 
though not out of the woods yet, have shown a clear indication of bottoming out while 
the peak financial leverage environment could be behind us, (c) improving global growth. 
In the near term, second consecutive year of normal monsoon, Pay Commission payouts 
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and farm loan waivers to some extent could help revive the rural economy. We believe 
the key risk for the market remains failure of earnings growth to catch up with the 
elevated level of optimism in the market or a global macro-economic or geo political 
shock. We expect market to consolidate at current levels in the near term with valuations 
now at 20x FY18E even though we do not rule out overshooting due to bouts of long 
term optimism and strong domestic and FII flows 
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Debt Markets Update – August, 2017 
 
 
July Highlights 
 

• After two months of positive market movements, bond markets had a largely flat 
month in July. The liquidity in the system continued to range between Rs 4.5 to 
5.0 trillion, as credit growth stayed weak and the pace of currency demand slowed 
down. Liquidity increased further due to reported intervention of RBI in the 
currency markets to mop up the foreign capital inflows. RBI announced OMO 
sale of GSecs at the beginning of the month, to absorb some of the excess 
liquidity in the system. The OMO announcement pushed bonds onto the back-foot 
as the market braced for additional GSec supply in a precariously balanced 
market. The 10-year benchmark GSec yield eased to 6.47% by the end of the 
month, from 6.51% at the end of the previous month. Liquidity conditions 
continued to remain positive in the month of June. 

• The IIP for May grew at 1.7% MoM, from 2.8% in April. May saw a marginal 
downtrend in manufacturing index which came in at 1.2% vs 2.6% in April. The 
mining index for May came in much lower at -.9% as compared to 4.2% 
previously. The electricity index, came in higher at 8.7% as compared to 5.4% in 
April. On the use based index, basic goods were marginally higher at 3.4% vs 
3.1%, while intermediate goods and consumer goods contracted at .7% and -4.5%, 
compared to 4.2% and -5.4% respectively. The consumer non durables fell and 
came in at 7.9% from 8.4% in April. 

• Headline CPI inflation fell sharply again, and came in at 1.54% in June from 2.18 
% in May. 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 -1.17% in June from -.22% in May. The vegetable and pulses 
inflation continued to dip further in the negative zone at -16.53% and -21.92 as 
compared to -13.44% and -19.45% respectively in the previous month. The fuel 
indices moved down to 4.54% from 5.46% and housing indices was down 
marginally to 4.70% from 4.84%.  The miscellaneous index too moved lower to 
3.29% in June from 3.81% in May. On a M-o-M basis the core inflation showed 
weakness and moved down to 3.85% from 4.25% in the previous month. 

• WPI moderated to .90% in June from 2.17% in May due to favorable base effect 
and some easing in primary and fuel product prices. Primary articles moved down 
to -3.86% in  
June as compared to -1.79% in May, while food inflation also moved down to -
3.47% from -2.27% in the previous month. The manufactured products category 
decreased marginally to 2.27% from 2.55% as commodity products (sugar) as 
well as transport equipment prices moved down sequentially. The fuel and power 
index eased in June too and showed a lower print of 5.28% as compared to 
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11.69% MoM, due to the easing in crude oil prices. Core inflation moved down to 
2.21% in June as compared to 2.14% in May. 

• India’s trade deficit came in at $13.00bn in June vs $13.84bn in May and 
$13.20bn in April.  Exports growth slowed down to 4.4% in Jun to $23.6bn, after 
growing at 8.3% in May. Among the major non-oil exports, Engineering goods 
14.8%, Organic and Inorganic chemicals 13.2% and Rice 27.3% reported 
significant growth in Jun. Imports growth moderated to 19.1% in Jun to $36.5bn 
against 33.1% in May. Oil imports growth fell to 12% in Jun from 29.5% in May. 
Though Gold imports fell to $2.5bn in Jun from $5bn in May, the yoy growth still 
remains high at 103% in Jun. Non-oil & non-gold imports increased by 16.7% to 
$25.9bn, against 19.8% growth in May.  

 
 
Market Outlook 
 

• In the last Monetary Policy, RBI had lowered its inflation forecasts significantly 
from the estimates made in the previous policy meeting. The subsequent inflation 
readings surprised again, on the lower side, opening up room for RBI to ease 
monetary policy. 

• However, the key factor that will determine the path of interest rates in the future 
is the nature of the fall in inflation. RBI believes that a significant portion of the 
recent sharp fall in inflation is transient in nature, due to one-off factors like 
demonetisation and uncertainty around the introduction of GST. The fall in 
inflation is not structural and low inflation rate are not sustainable; and when the 
one-off effects wear off, inflation should trend back higher. RBI is likely to be 
cautious in attributing the fall in inflation to more enduring structural factors, till 
further data supports such a conclusion. In such scenario, the interest rate cycle is 
quite close to bottoming out. 

• The global interest rate environment is also turning around slowly. The US Fed 
has already raised interest rates four times over the last year and half, and are on 
track to start tapering down their balance sheet holdings of bonds. The ECB is 
also widely expected to start tapering down its own QE later in the year, and 
expectations of rate hikes, sometime next year, have started building up. The 
developed economies' Central Banks are more confident of economic growth, 
howsoever modest, and inflation in their economies, to start withdrawing from the 
extreme policy easing that they had undertaken over the past few years. 

• On the domestic liquidity front, inspite of the OMO sales by RBI, the system is 
expected to stay in surplus for the remainder of the year. The comfortable 
liquidity is expected to anchor the short end of the yield curve, close to the 
overnight rates. Long end yields are likely to see greater volatility as incremental 
data and global developments will impact the markets. 
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• In the Monetary Policy announced on 02-Aug, RBI cut policy interest rates by 25 
bps as expected and indicated that further actions will be dependent on the 
evolution of data over the coming months. The policy was largely in line with the 
market expectations with few surprises. 
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