
Equity Market Update

Market Review - September 2019

In September 2019, Indian equity markets appreciated by ~4% driven by the Government's decision to cut the base rate of corporate taxes to 22% 
from 30%. Other developments like attacks on Saudi Aramco facilities, rate cut by the US Federal Reserve, trade war tensions, etc. were key 
developments during the month. Sectoral Indices performance was mixed with Oil & gas and Capital goods outperforming and IT and Healthcare 
underperforming. Large Caps continue to outperform Mid/Small Caps in the current month.

This is a path breaking step which is likely to boost corporate profitability and improve sentiments. With Indian tax rate now competitive with other 
countries like Vietnam, Singapore, Thailand, China etc., it can act as a big catalyst to attract fresh investments from foreign and domestic players over 
medium term. Timing is particularly opportune given the backdrop of rising US China trade tensions and many companies looking out to relocate their 
manufacturing base out of China.

INR appreciated by 0.8% against USD and closed at 70.9

Globally, equity market fared well in September. All major indices in US, Europe and major Asian markets delivered positive returns in the month 
amidst optimism around US-China trade deal and easing global liquidity. The tables below give the details of performance of key domestic and 
global indices. 

During the month, Brent crude prices were largely flat and closed at $ 60.8 per barrel despite the volatility during the month due to concerns over 
supply caused by attack on Saudi Aramco's oil facilities. Prices of most major commodities were also flat except Gold and Zinc.

FPIs were net buyers in the month and bought equity of $1.1 
billion in September 2019.  Total FPI's Equity inflows in H1 
FY20 have been close to $ 1.4 billion. Net inflows in 
domestic equity oriented mutual funds were INR 9,043 
crore in August 2019 compared to INR 10,260 crore a 
month ago. For FYTD20 till August 2019, total flows in 
domestic equity oriented mutual fund stood at INR 28,895 
crore.

Ÿ Companies currently enjoying tax benefits/holidays can avail the lower rates once the holiday period is over
Ÿ The new manufacturing company should be incorporated on or after 1st October, 2019 and commence production before 31st March, 2023 and 

should not avail any exemption/incentive

 

Given the slow growth, Government announced reduction 
in corporate taxes as well as lower taxes for new 
manufacturing companies. Details are as below:

Ÿ Enhanced surcharge introduced in the Budget shall not be applicable on capital gains on sale of equity shares/mutual fund units for domestic as 
well as foreign investors

% Change in Indices FY2019 1M FYTD 2020

S&P 500 7.3 1.7 5.0

FTSE 3.2 2.8 1.8

DAX (4.7) 4.1 7.8

CAC 3.5 3.6 6.1

Nikkei (1.2) 5.1 2.6

Hang Seng (3.5) 1.4 (10.2)

KOSPI (12.5) 4.8 (3.6)

Shanghai (2.5) 0.7 (6.0)

MSCI Emerging Market Index (9.6) 1.7 (5.4)

% Change in Indices FY2019 1M FYTD 2020

S&P BSE India Auto (21.7) 6.3 (11.0)

S&P BSE India Bankex 25.5 6.3 (3.7)

S&P BSE India Capital Goods (0.0) 10.4 1.2

S&P BSE India FMCG 14.1 6.2 0.2

S&P BSE India Healthcare 9.5 (3.0) (13.3)

S&P BSE India Metal (14.8) 6.6 (20.0)

S&P BSE India Power (4.3) 2.5 (4.9)

S&P BSE India Oil & Gas 4.5 11.2 (4.1)

S&P BSE India IT 26.3 (3.0) 2.5

S&P BSE SENSEX 17.3 3.6 (0.0)

NIFTY 50 14.9 4.1 (1.3)

NIFTY Midcap 100 (2.7) 2.4 (12.2)

NIFTY Smallcap (14.4) 2.7 (16.2)

1/3

% Change Market price (USD)* FY2019 1M FYTD 2020

Brent Crude (per barrel) 61 (2.7) 0.6 (11.1)

Gold (per ounce) 1,472 (2.5) (3.1) 13.9

Steel (per tonne) 3,677 1.2 0.0 (5.5)

Zinc (per tonne) 2,377 (10.0) 5.8 (20.8)

Copper (per tonne) 5,728 (3.0) 0.9 (11.7)

Aluminium (per tonne) 1,702 (4.7) (1.3) (10.1)

Lead (per tonne) 2,085 (16.1) 2.3 3.1

Particulars Old base rate Old effective rate New base rate New effective rate

Domestic companies 30% 34.94% 22% 25.17%

New manufacturing Companies 25% 29.12% 15% 17.01%

MAT# 18.5% 15%

# No MAT applicable for companies opting for revised base rate

*Market prices as on September 30, 2019
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It is worth noting that the gap between 10Y Gsec and 1Y-Forward NIFTY 50 
Earning yield* has reduced significantly and it is now below 10 year average. This 
indicates that equity markets are attractively priced. In view of the above and 
expected recovery in earnings, there is merit in increasing allocation to equities in 
a phased manner or in staying invested as the case may be (for those with a medium to long term view and in line with individual risk appetite).

thAs on 30  September 2019, NIFTY 50 is trading near 20.3 FY20 (e) and 16.5 FY21 
(e). These are reasonable multiples especially in view of improving profit growth 
outlook. Markets thus hold promise over the medium to long term in our opinion. 
With the sharp decline in midcaps and smallcaps stocks over the past 15-18 
months, significant divergence with large caps is not likely going forward. Adverse 
global events, rise in crude oil prices, sharp moderation in equity oriented mutual 
funds flows, delays in NPA resolution under NCLT are key risks in the near term.

The yield on 10-year benchmark Gsec (7.26 GoI 2029) ended the month of September 2019 at 6.70%, up 14 bps over the previous month end.  The 
table below gives a summary view of movement of key rates & liquidity.

Outlook

Average interbanking liquidity continued 
to remain positive for the month due to 
higher central government spending and 
tepid growth in currency in circulation.

Net FII debt inflows turned negative with 
net outflow of $ 0.1 billion during the month, 
c o m p a r e d  t o  n e t  i n fl o w s  o f 
$ 1.6 billion in August 2019.  In first half of 
FY20, aggregate net FII debt inflows stood at 
$ 3.5 billion as against net outflows of US$ 
6.9 billion in the corresponding period a year 
ago.  INR appreciated against USD during 
the month by 0.8% and ended the month at 
70.9 on back of positive equity flows ($ 1.1 
billion).

Annual rate of retail inflation, CPI was largely stable at 3.21% in August 2019, up 6 bps m-o-m. Food inflation increased to 2.96% from 2.33% a 
month ago. The rise in food inflation was largely offset by the lower fuel and core CPI (CPI excluding food, fuel, transportation & housing). Core CPI 
moderated on back of lower education and household services inflation, partly offset by rise in personal effects due to increase in gold and silver 
prices.

India's current account deficit improved in Q1FY20 on YoY basis primarily 
due to stable net oil imports and lower deficit ex of oil and gold*. This was aided 
by improvement in net invisibles exports (led by improvement in software 
services) and was partially offset by higher trade deficit on account of gold* 
imports. Balance of Payment (BoP) was in surplus at $14 billion (Q1FY19: -
$11.3 billion) for the quarter on back of strong FDI flows of $13.9 billion 
(Q1FY19: $9.6 billion) and FII flows of $4.8 billion (Q1FY19: -$8.1 billion). 
Foreign exchange swap ($5 billion) done by RBI in April 2019 also helped.
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Debt Market Update

Equity Market Update (contd...)

*Average daily liquidity infused / absorbed through Liquidity Adjustment Facility, exports refinance, marginal 

standing facility and term repos/reverse repos

# annualised yields

Aug-19  Sep-19 Change (%)

10Yr G-Sec Yield (%, 7.26 GoI 2029) 6.56 6.70 0.14

AAA 10Year Corporate Bond Yields (%)# 7.39 7.73 0.34

AAA 10Y corporate bond spread against 7.26 GS 2029 Yield# (bps) 73 92 0.19

Average liquidity absorbed / (infused) by RBI* (INR billion) (approx.) 1,384 1,204

MIBOR Overnight Rate (%) 5.45 5.52 7

For the month (YoY, %) Jul-19 Aug-19 Change in %

CPI 3.15 3.21 0.06

Food & Beverages 2.33 2.96 0.63

Fuel and Light -0.29 -1.70 -1.42

Housing 4.87 4.84 -0.03

Core CPI 5.05 4.70 -0.36

USD Billion Q1FY19 Q1FY20 Change (YoY, %)

Trade Surplus/(Deficit) (45.8) (46.2) 1.0%

Net Oil Imports (22.9) (23.3) 1.7%

Net Gold Imports* (6.6) (9.0) 37.7%

Trade deficit ex oil & gold (16.3) (13.9) -14.7%

Net Invisibles exports Surplus/(Deficit) 30.0 31.9 6.4%

Current account Surplus/(Deficit) 15.8 14.3 -9.3%

% of GDP 2.3% 2.0%

#Capital Account Surplus/(Deficit) 4.5 28.3 484.4%

FDI 9.6 13.9 45.1%

FII -8.1 4.8

Others 3.3 9.1 173.1%

Balance of Payments Surplus/(Deficit) (11.3) 14.0

*Earning yield = 1/(one year forward P/E).

* includes net imports of gold, silver & precious stones adjusted for gems & jewellery exports

# including errors and omissions
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MUTUAL FUND INVESTMENTS ARE SUBJECT TO MARKET RISKS,
READ ALL SCHEME RELATED DOCUMENTS CAREFULLY.
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Debt Market Update (contd...)
During the month, Government announced to cut the base corporate tax rate from 30% to 22% effective April 1, 2019 for companies which are not 
availing incentives / deductions. Further, government also reduced base tax rate to 15% for manufacturing companies incorporated after October 1, 
2019 and which commence production before March 31, 2023. Minimum Alternate Tax (MAT) will also not be applicable on such companies. 
Government estimates that these tax cuts are likely to result in gross revenue loss of INR 1,450 billon for FY20.

Fiscal deficit for FYTD-August 2019 stood at 78.7% of FY20 budgeted estimates, less than 94.7% during the same period last year mainly on account 
of higher RBI dividend (August 2018 – INR 400 billion; August 2019- INR 1,480 billion). However, the growth in gross revenue remains muted at 4.2% 
with direct tax collections growing at 9.6% and Indirect tax collections growing by 0.7% only. With recently announced corporate tax rate cut, direct tax 
collections might moderate further and thus, risk of fiscal slippage remains high.

Going forward, yields may trade within a range, with some downward bias, as conflicting forces are at play. On the positive side, factors such as 
moderation of global growth due to trade war tensions, softening global commodity prices, easing stance of major global central banks, slowing 
domestic economic activities, benign inflation and high real yields in India favour lower yields.  On the negative side, possible increase in fiscal deficit 
on back of corporate rate tax cuts, excess SLR (Statutory Liquidity Ratio) investments within banking system, volatile FII flows, etc. might impact yields 
adversely. However, in our opinion, most of the aforesaid factors are largely priced in and scope of significant move on either side from hereon seems 
limited.

Source for various data points: Bloomberg, NSDL, CMIE, RBI, Kotak Institutional Research

Further, with the surprise cuts in corporate tax rates, the fiscal concerns of market have crystallised. Additional dividend from RBI might cushion the 
impact but fiscal deficit might still increase by 0.3-0.4% of GDP.

The MPC's decision to reduce policy rate by 25 bps was largely in line with consensus expectations. RBI also mentioned that it will continue with “an 
accommodative stance as long as it is necessary to revive growth, while ensuring that inflation remains within the target”.  Given the near term inflation 
outlook remains benign (barring the possible temporary rise in vegetable prices) and growth is slowing, it could provide some space for further policy 
easing.  However, given that RBI has already cut rates by 135 bps, any future action by RBI is likely to be data dependent.

Outlook

Monetary Policy Committee (MPC) in its bi-monthly meeting held in October 2019, reduced the policy repo rate by 25 bps to 5.15% while 
maintaining an accommodative stance. The reverse repo rate now stands at 4.9% and the cash reserve ratio remains unchanged at 4%. This was the 
fifth consecutive rate cut by RBI and it has reduced the policy rate by 135 bps in aggregate since February 2019, though the transmission remains 
muted.

Considering the aforesaid factors, in our assessment, the short to medium end of the yield curve offers better risk adjusted returns.  Hence, we 
continue to recommend investment in short to medium duration debt funds.

DISCLAIMER

This document is dated October 09, 2019. The views expressed herein are based on internal data, publicly available information and other 
sources believed to be reliable. Any calculations made are approximations, meant as guidelines only, which you must confirm before relying 
on them. The information contained in this document is for general purposes only and not an investment advice. The document is given in 
summary form and does not purport to be complete. The document does not have regard to specific investment objectives, financial situation 
and the particular needs of any specific person who may receive this document. The information/ data herein alone are not sufficient and 
should not be used for the development or implementation of an investment strategy. The statements contained herein are based on our 
current views and involve known and unknown risks and uncertainties that could cause actual results, performance or events to differ 
materially from those expressed or implied in such statements. Past performance may or may not be sustained in future. HDFC AMC / HDFC 
Mutual Fund is not guaranteeing / offering / communicating any indicative yield on investments made in the scheme(s). Neither 
HDFC AMC and HDFC Mutual Fund (the Fund) nor any person connected with them, accepts any liability arising from the use of this 
document. The recipient(s) before acting on any information herein should make his/her/their own investigation and seek appropriate 
professional advice and shall alone be fully responsible / liable for any decision taken on the basis of information contained herein.


