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Domestic equity markets declined with the start of Q2FY20, due to lack of 
stimulus in the government's maiden budget, slowing growth and FPI 
outflows. In a bid to turn the tide against slowing growth, the government 
announced a series of measures over the last quarter aimed to help 
continue to improve the ease of doing business in India. The primary 
moves included 1) roll- back of FII surcharge 2) relaxation in FDI rules in 
manufacturing, coal mining and digital media industries 3) clarity on BSVI 
transition regulations 4) increase in liquidity support for HFCs and NBFCs 
5) Merger and recapitalization of PSU banks 6) exports related incentives 
and very significantly 7) rationalization of corporate tax rates that makes 
corporate tax rates competitive versus other markets. 

Additionally, the Reserve Bank of India announced a rate cut of 35 bps in 
July and in August the RBI accepted the Jalan committee recommendations 
and approved a surplus transfer of INR 1.76 trillion to the government. 

The prospects of the summer crop have improved as sowing is largely 
steady on an annual basis and after an above-average monsoon, pickup in 
reservoir levels across the country bodes well for the winter crop. The 
markets rallied in September after the government's decision to cut 
corporate tax from 30% to 22% addressing concerns around the weak 
economic data. Although this late rally was insufficient to push Q3 towards 
gains and all the broad-based indices ended below the June high. The small 
and mid-cap indices declined the most. Among the sectors, fast moving 
consumer goods (FMCG) and energy were the top performers for the 
quarter gaining 3.7% and 2.5% respectively. Infrastructure and basic 
materials lagged during the quarter declining 13.8% and 8.7% respectively. 

 The high-frequency data released in August showed a continuation of the 
trends seen in July. The weakness in economic activity continued with a 
further decline in auto sales across categories (Two-wheeler, Passenger 
Vehicle, Commercial Vehicle, and Tractor sales). Non-oil, non-gold 
imports a domestic demand indicator fell by around 10% YOY. Railway 
freight volumes, port cargo, and diesel consumption also indicated 
weakness in trade activity. Petrol consumption, cement production, 
asphalt, and bitumen consumption (a road construction indicator), and 
pharma sales were among the few positives. Net equity flows were positive 
in the July-September quarter as domestic institutional investors infused 
USD 7.65bn for the quarter compensating for the FII outflows, which tallied 
to negative USD 3.14bn. 

Global equity markets were volatile for the quarter, with developed 
markets making gains, while emerging markets declined. The trade 
tensions between the US and China continued through the quarter, and 
further tariffs will kick in at the end of 2019 unless both parties are able to 
reach some agreement. Emerging markets fell on trade dispute escalation, 
global growth concerns and a strong dollar. The quarter was marked with 
weak global economic data, continued risks of a global trade war but 
benefitted from persistent benign inflation and supportive central banks. 
The US Federal Reserve and European central bank provided support in 
the form of further monetary stimulus, thereby pushing down 
government bond yields. Investor sentiments in UK was dented by the 
uncertainty over Brexit even after the arrival of new prime minister, but 
markets in UK and the EU gained as the European Central Bank 
announced new measures to stimulate the economy.    

Brent crude oil prices declined through the quarter despite the OPEC oil 
output hitting multiyear low as the US crude oil production continues to 
set new records. Also, the US-China trade tensions dampened the 
demand outlook. Base metals declined this quarter reflecting the soft 
economic conditions developing due to weak economic data and lack of a 
US-China trade deal. Gold prices gained this quarter driven by lower 
interest rates, trade tensions and fears of a global economic slowdown.

Macroeconomic Indicators: Macroeconomic indicators remained 
mixed during the month. The manufacturing PMI was unchanged at 51.4 
in September (51.4 in August) posting its joint lowest reading since May 
2018. Services PMI declined to 48.7 in September (52.4 in August) 
highlighting lackluster client demand and challenging market conditions. 
The decline was due to contraction in business confidence, outstanding 
business, and new business orders. The merchandise trade deficit for the 
month of August remained flat at USD 13.45bn (USD 13.43bn in July) due 
to decline in both exports and imports. Import growth fell to negative 
13.4% YoY in August due to lower gold and non-oil non-gold imports. 
Coal, coke and organic & inorganic chemical imports reported significant 
decline. Exports growth declined to negative 6.0% in August compared to 
2.2% growth in July. This was led both by unfavorable base effect and 
decline in almost all major export items. INR depreciated by 2.7% this 
quarter due to a combination of global and domestic factors. 

CPI inflation rose marginally to 3.2% in August from 3.1% in July, led by 
higher food inflation. Retail inflation has remained below the RBI's 
medium-term target of 4% for thirteen consecutive months. India's 
Industrial Production (IIP) surprised positively at it rose 4.3% YoY in July 
from 1.2% YoY in June. This is due to both higher growth in 
manufacturing and a favorable base effect. India's Q2 2019 current 
account deficit widened to USD14.3bn (2.0% of GDP) vs. USD4.6bn (0.7% 
of GDP) in Q1. This was led by higher goods trade deficit in Q2, due to 
lower exports. The capital account surplus rose in Q2 2019 driven by 
higher FDI inflows. India's GDP growth for the Q1FY2020 fell to a six-year 
low of 5.0%, hit by a broad-based weakness.

Corporate Earnings: The Q2FY20 earnings growth trend for domestic 
companies is expected to be tepid amid the ongoing demand slowdown. 
Corporate banks are expected to post positive results with improving 
asset quality and credit growth, although the impact of linking floating 
rate loans to external benchmarks will be important and could lead to 
slightly higher volatility in NIMs. Capital goods (improved operating 
margins were driven by cost rationalization), Information Technology 
(growth in outsourcing deals and currency depreciation), Insurance 
sector (growth in premiums with focus on protection business) and PSBs 
(improved treasury performance and lower operating expenditure) are 
expected to report improvement in earnings. Oil and Gas (Margin 
pressure due to lower average price compared to previous quarter), 
Cement (weak demand, above normal monsoon and strong base), 
Utilities (lower coal production due to heavy monsoon), Steel (weak 
global prices and moderation in domestic demand), Auto (broad-based 
demand slowdown), Consumer discretionary (weak rural and urban 
demand), Healthcare (and Telecom (cost pressure and low ARPU) are 
likely to post weak earnings. 

Outlook 

Fy2020 GDP growth estimate was revised down to 6.1% from an earlier 
estimate of 6.9% by the reserve bank of India. RBI continued its 
expansionary monetary policy through a rate cut of 25 bps (135bps in 
CY2019 so far) and indicated continued measures to revive growth. The 
government also provided a fiscal stimulus of around USD 20 billion 
(govt. estimate) through corporate tax cuts. The tax cuts helped in 
reversing the weak market sentiments and investors got the confidence 
that the government is willing to take fiscal measures to spur growth. This 
announcement brings the corporate tax rates in par with other Asian 
economies. It should invite foreign investment as there is an additional tax 
benefit for companies coming up with new manufacturing facilities 
before 2023.

Near term a good monsoon coupled with the festive season is a positive 
for the rural demand. Fiscal support coupled with monetary stimulus 
should support growth in H2FY20. Overall, we expect the growth 
slowdown to bottom-out in Q2FY20 and gradually improve thereafter. 
From a long term perspective, we retain a positive view on Indian equities. 
Fundamentals including under-penetration, formalization of economy, a 
stable government, low inflation, stable deficits and solid FX reserves 
remain intact. Although select micro indicators (ie auto sales, consumer 
spending etc) show a slower growth trend, macroeconomic indicators 
remain stable, though to be watched. Additionally, the government has 
implemented several reforms (Demonetization, GST, Make-in-India, 
corporate tax rate cut etc) to aid economy growth and there still remains 
more reforms that are yet to be implemented, where the government has 
indicated interest in following through.

Globally speaking, as matters stand, additional tariffs are expected to 
come into place by the end of the year unless there is concrete progress in 
the renewed talks between the US and China. Further tariffs could hurt 
the global economy. Besides trade war, uncertainty over Brexit, recent 
tensions in the middle east and its effect over oil price are the major global 
events that could affect the business sentiment this quarter.

From an investment perspective, diversified equity funds with core 
exposure to large caps and prudent risk-taking in mid/small-cap space 
may be well positioned to capture medium to long term opportunity 
presented by the equity markets.

Quarterly Change for September 2019 (%)

MSCI AC World Index -0.5
MSCI Emerging Markets -5.1
Dow Jones 1.2
Nasdaq -0.1
S&P 500 1.2
FTSE Eurotop 100 2.0
FTSE 100 -0.2
Hang Seng -8.6
Nikkei 2.3
Brent crude (USD/bbl) -7.1
Spot LME Aluminium USD/MT -4.4
Spot LME Copper USD/MT -4.8
Spot LME ZINC USD/MT -5.3

S&P BSE Sensex -1.8
Nifty 50 -2.7
Nifty 500 -3.3
Nifty Midcap 150 -6.8
S&P BSE SmallCap -7.5
S&P BSE Finance -6.0
S&P BSE Auto -6.4
S&P BSE Information 
Technology 0.1
S&P BSE Fast Moving 
Consumer Goods 3.6
S&P BSE OIL & GAS -1.1
S&P BSE Capital Goods -5.8
S&P BSE Healthcare -3.1
S&P BSE Metal -18.2
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