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"I am a better investor because I am a businessman and a better businessman because I 
am an investor.” 

- Warren Buffett    
Equity Markets 

Indices 31st Aug   
2017 

29th Sep   
2017 

1 Month 
Return (%) 

1 Year   
Return (%) 

BSE Sensex 31,730.49 31,283.72 -1.41 12.27 
S&P CNX Nifty 9,917.90 9,788.60 -1.30 13.67 
BSE 100 10,315.16 10,172.64 -1.38 14.77 
BSE Mid Cap 15,539.79 15,436.01 -0.67 17.24 
BSE Small Cap 15,991.63 16,113.68 0.76 26.08 
Source: Bloomberg  

Indian equity markets performance was largely negative during the month of September 
with large cap indices losing between 1.30-1.41% mom, while the broader market in 
India slightly outperformed the main indices. BSE mid cap index was down 0.67%, while 
BSE small cap index gained 0.76% during the month. Major global equity indices were 
mixed during the month with returns ranging from negative 1.5% to positive 6.4%. DAX 
gained about 6.4%, while HANGSENG was down by 1.5%, among the major global 
indices.  

The Sensex was up 12.27% while Nifty was up 13.67% on a yoy basis. While the BSE 
mid cap is up 17.24% yoy, BSE small cap index is up 26.08% yoy as of end September 
2017, thus outperforming the large cap indices on a yoy basis. 

For the month of September, sectors like Pharma, Metals, Auto and IT outperformed the 
key benchmark indices, whereas sectors like Telecom, FMCG, Cement, Realty, Utilities 
and Energy underperformed the benchmark. 

FIIs had an outflow of Rs10,759cr out of Indian equity markets in September’ 17 while 
DII’s invested Rs21,026cr. Among DIIs, Mutual funds had a buying of Rs9,093cr. In 
debt market, FIIs bought a net of Rs992cr in domestic debt, while MF’s bought 
Rs29,827cr during the month. 

FIIs have net sold Rs9,215cr in Indian equity FYTD till end-September 2017 and in debt 
market, FIIs have bought a net of Rs99,858cr. DIIs have net bought Rs61,058cr in Indian 
equity FYTD, with MFs buying Rs67,965cr till end September-2017 and  in debt market, 
MFs have bought a net of Rs1,84,373cr in domestic debt. 

 
Macro Economic Data  
Industrial production expanded 1.2% in Jul’17 after a contraction of 0.2% in Jun’17. The 
sharp uptick was majorly led by increase in mining output (4.5%), electricity 
production(6.5%) and primary goods(2.3%). However, capital goods contracted by 1% 
and intermediate goods declined by 1.8% in Jul’17. 

The core sector output grew  4.9% in Aug’17, the highest in five last months, following 
2.6% growth in Jul’17. The increase was majorly led by pick up in electricity output 
(10.3% in Aug’17 vs. 5.5% in Jul’17) and coal output (15.3% in Aug’17 vs. 0.7% in 
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Jul’17). Steel output growth moderated to 3% in Aug’17 against a 9% growth in Jul’17. 
However, cement (-1.3%) and fertiliser (-0.7%) witnessed a contraction in output in 
Aug’17. 

India’s current account deficit widened to a 4-year high of 2.4% of GDP ($14.3bn) in 
1QFY18. The widening of CAD was primarily on account of a higher trade deficit due to 
larger increase in merchandise imports relative to export. Private transfer receipts at 
$16.1bn, increased 5.3% over the same quarter of the previous year. 

In Aug’17, CPI inflation rose to a 5-month high of 3.4% from 2.4% in Jul’17. Three 
factors mainly contributed to the sharp increase in CPI inflation:- 1) Services inflation 
rose to 3.8% in Aug’17, from 3.3% in Jul’17. 2) Housing inflation surged to a 34-month 
high of 5.6% in Aug’17 (up from 4.9% in Jul’17). 3) Vegetables inflation swung +973bps 
(from deflation of -3.6% in Jul’17 to 6.2% in Aug’17). Inflation for tobacco and liquor 
also rose higher to a 10-month high of 6.8% in Aug’17 (up from 6.4% in Jul’17). Most 
importantly, core inflation rose sharply to 4.5% in Aug’17 from 3.9% in Jul’17. 

Trade deficit remained high at $11.6bn in Aug’17 on account of faster import grwoth 
(21%) as compared to exports (10.3%). Oil imports increased 14% in Aug’17 against 
15% increase in Jul’17. Though Gold imports fell to $1.8bn in Aug’17 from $2.1bn in 
Jul’17, the yoy growth still remained high at 68.9% in Aug’17. Crude oil (14.2%) and 
Electronic goods (27.4%) were the major categories of imports that showed high growth 
in Aug’17. 

Fiscal deficit during Apr-Aug FY18 has widened to Rs. 5.3tn or 96% of the full year 
target (highest ever) vs. 76% of the full year target during Apr-Aug FY17. Total 
expenditure for the Apr-Aug’17 period stood at Rs.9.5tn or 44.3% of the entire fiscal’s 
target. Increase in revenue expenditure also led to widening of revenue deficit which 
reached Rs. 4.3tn or 133.9% of the budgeted estimate of FY18. However, Central Govt. 
capital expenditure contracted 27.4% yoy in Aug’17 to Rs. 145bn, from Rs. 200bn in 
Aug’16 and even Revenue expenditure posted a muted growth of 2% yoy in Aug’17. 

Forex reserves increased from USD394.55bn in the week ending August 25, 2017 to 
USD399.66bn in the week ending September 29, 2017. The current 10-year benchmark 
yield has risen to 6.663% as of end-September 2017 from 6.525% at end-August 2017. 
Indian Rupee depreciated against USD in Sep’17 from 64.0 per dollar on 1stSep’17 to 
65.3 per dollar on 30th Sep’17 on account of global tensions.  

Trend in the major commodities 
was mixed in the month of 
September. While Crude oil and 
Lead gained the most, increasing 
by 7.86% and 3.80% respectively, 
Nickel and Silver lost the most, 
falling by 11.02% and 5.35% 
respectively. On a year on year 
basis also, all major commodities 
were mixed, with Copper rising 
the most by 33.22% and Silver   

was down 13.17%. 
Source: Bloomberg  

Commodities    
(USD) 

1 Month 
Return (%) 

One Year 
Return (%) 

Gold -3.12 -2.71 
Silver -5.35 -13.17 
Crude Oil 7.86 18.49 
Copper -4.52 33.22 
Primary Aluminum -0.71 25.64 
Lead 3.80 17.02 
Nickel -11.02 -0.71 
Tin 0.02 3.25 
Zinc 0.51 33.02 

 2 



 
  HDFC Standard Life Insurance  

Observations 
On GST front, Govt. has received Rs. 923bn in Jul’17 and Rs. 907bn in Aug’17. Of the 
Rs. 923bn received in Jul’17 under GST, Rs. 120bn has been claimed by taxpayers as the 
transitional credit for Central GST.  
 
On a pan India basis, rainfall in the ongoing Monsoon season has been below long term 
average (-5.2% of LPA). Rainfall distribution has been sporadic as some states like MP, 
UP, Haryana and Punjab witnessed rainfall deficit while states like Rajasthan, Gujarat 
and Tami Nadu received surplus rainfall. 
 
 
Outlook 
Globally, following a meeting of the US Federal Open Market Committee (FOMC) on 
20th Sept, Federal Reserve announced that it would start to unwind its massive $4.6 
trillion balance sheet, as it embarks on its long awaited plan to normalize monetary 
policy. The Fed would start as early as October 2017 and would taper by $50bn per 
month till 2020.One would watch for the impact on the bond and the equity markets of 
such action. 

Domestically, GST (Goods and Services Tax), which was implemented on 1st July 2017, 
had its share of uncertainty with inconsistent data across the months of July and August. 
The near term impact of GST implementation on revenues needs to be watched, as there 
could be a volatile trend. Consumption that had taken a meaningful hit in the months of 
June, July and August on account of GST transition has not yet recovered fully. 

In the monetary policy meeting held on 4th October, RBI maintained the key policy rates 
as expected by the markets. The RBI also reduced its growth estimate from 7.3% to 6.7% 
on GVA basis for FY18. 

The Indian Met Department had forecasted normal monsoon at start of the year which has 
fallen short by 5% with uneven geographical distribution. Among states, 24 had normal 
rainfall, six were deficient, five had excess and one had “large excess” rainfall. 

Crude oil price continued its upward trend rising by 7.8% in September, with prices up 
26% since June lows. Rising crude prices are a cause of concern for the economy. 

Domestically, market deal activity surged in September with total of 31 deals amounting 
to ~$4.1bn largely led by primary market. In the primary market, SBI Life Insurance IPO 
(~$1.3bn), ICICI Lombard General Insurance IPO (~$878mn) and Bajaj Finance QIP 
(~$700mn) were notable. 

Inflows into domestic mutual funds have been quite strong over the last several quarters. 
These domestic inflows should also provide cushion to the markets in the event of FII 
outflows 

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 clear, we should see 
improvement in growth indicators. Indian market valuations at 16.3x FY19 earnings, are 
at a slight premium to historical mean levels. But given that we expect a cyclical recovery 
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going ahead, these multiples should not be considered as 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 – October, 2017 
 
 
September Highlights 
 

• The Bond yields inched up in September due to the negative news flow affecting 
markets. The increased tensions in the Korean peninsula led to FII outflows, 
which along with currency weakness, pushed bond yields higher. The inflation 
data, both CPI and WPI, also came in higher, led by gains in food and fuel prices.  
The uptick in the yields continued after the US Federal Reserve Committee 
announced the start of trimming down its USD 4.5tn balance sheet. Yields moved 
higher in line with the up move in global yields. The Committee also re-affirmed 
its intent to raise rates again during the current calendar year. The G-Sec 10 year 
benchmark bond opened the month at 6.53% and touched as low as 6.48%, in the 
immediate aftermath of the weak GDP numbers released at the end of August, and 
finally settled at 6.67% at the end of the month. Liquidity conditions remained in 
surplus to the tune of Rs 2tn which is expected to come down as the currency 
withdrawal from banks may increase during the festive month. The Rupee closed 
at 65.28 versus the USD at the end of September against 63.91 in August. 

• The IIP grew by 1.2% in July, from -0.1% in June. July saw an uptrend in 
manufacturing index which came in at 0.1% vs -0.4% in June. The mining index 
for July also recovered and came in marginally higher at 4.8% as compared to 
0.4% previously. The electricity index, also inched higher and came in at 6.5% as 
compared to 2.1% in June. On the use based index, basic goods were higher and 
came in at 2.3% vs -0.2%, while intermediate goods and consumer goods further 
contracted to -1.8% and -1.3%, compared to -0.6% and -2.1% respectively. 
Consumer non durables sub-index fell and came in at 3.4% from 4.9% in July. 

• Headline CPI inflation rose sharply to 3.36% in August from 2.36 % in July. The 
rise was mainly driven by the increase in the prices of vegetables. The food index 
growth rose to 1.96% in August from 0.43% in July. The vegetable inflation 
jumped up to 6.16% from -3.57 and pulses inflation continued in the negative 
zone at -24.43 as compared to -24.73% in the previous month. The fuel index 
moved up to 4.94% from 4.86% and housing index was also up at 5.58% from 
4.98%.  The miscellaneous index also moved up to 3.85% in August from 3.28% 
in July. On a M-o-M basis the core inflation showed strengthening bias and 
moved up to 4.50% from 3.96% in the previous month, attributed primarily to the 
impact from implementation of the HRA revisions after the 7th Pay Commission 
award as also the impact of GST on services prices. 

• WPI rose to 3.24% in August from 1.88% in July due to the waning of favorable 
base effect and hardening in primary and food (vegetables) product prices. 
Primary articles inflation moved up to 2.66% in August as compared to 0.46% in 
July, while food inflation also moved up to 5.75% from 2.15% in the previous 
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month. The manufactured products category increased marginally to 2.45% from 
2.18% as commodity products (sugar) as well as transport equipment prices 
moved up sequentially. The fuel and power index showed a higher print of 10.0% 
as compared to 4.37% MoM, due to the increase in crude oil prices. Core inflation 
also moved up to 2.57% in July as compared to 2.19% in July. 

• India’s trade deficit came in at $11.6 bn in August on account of faster import 
growth 21% to $ 35.5 bn as compared to exports growth of 10.3% to $23.8 bn. Oil 
imports growth came in at 14% in August against 15% increase in July. Though 
Gold imports fell to $1.8bn in August from $2.1bn in July, the YoY growth still 
remained high at 68.9% in August. Crude oil (14.2%) and Electronic goods 
(27.4%) were the major categories of imports that showed high growth in August. 

 
 
Market Outlook  

 

• The current trajectory for inflation forecast by RBI, does not provide any room to 
ease interest rates. The RBI currently forecasts March CPI inflation to range 
between 4.2% to 4.6% in the second half of the year. 

• RBI also believes that the slowdown in growth is transient in nature due to one-
off factors like disruption caused by the introduction of GST. On the other hand, 
there is still no clear case foe any rise in interest rates. 

• RBI is likely to maintain rates for an extended period of time. In such a scenario 
we expect that bond yields will trade in a range, with movements dictated by 
developments on the supply-demand balance, global events, currency movements 
etc. 

• Clarity on the extent of fiscal deficit slippage, if there is any slippage at all, will 
be clear only in the last quarter of the year. 

• In the Monetary Policy announced on 04-Oct, RBI reiterated its concerns on 
inflation, while downplaying the weak growth. The RBI, effectively, ruled out 
any rate cut in December, unless there is a sharp fall in inflation or growth. 

• 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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