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Market Performance 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 

 

During the first fortnight of February 2012, the markets continued building on its impressive 
showing in January 2012. This was aided by positive news flow from the Euro zone, as well 
as some signs of improvement in the domestic macro economic environment by the virtue of 
monetary easing and policy measures. While the Greek parliament passing the resolution for 
the debt deal brought some relief on the Euro zone sovereign default side, the cooling down 
of inflation, albeit due to the base effect, was a huge reprieve on the domestic front.  
 
The announcements on increased coal supply to the Power sector, clarity on the direction of 
the Telecom policy, Empowered Group of Ministers (EGOM) directive on divestment plans 
etc renewed confidence in the India growth story which had taken a backseat over the last 
year or so due to a number of factors. Also, the investors are starting to believe that the 
Central Government is serious in resolving the policy issues which have log jammed 
development in various sectors.  

 
BSE Sectoral Indices Performance 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Indications of monetary easing by the Reserve Bank of India (cut in Cash Reserve Ratio in 
January 2012) led to strong performance by all interest sensitive sectors such as Banking, 
Auto, Real Estate & Industrials. Momentum was also visible in sectors linked to global 
growth such as Metals. Defensive sectors like Healthcare and FMCG, which have 
outperformed during the last year, lagged the market performance as investors began 
aligning their portfolios in favour of cyclicals and beaten down stocks at the expense of the 
former.   

Performance of key indices 
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Portfolio Strategy 
Consumer discretionary: Neutral. The Year on Year (YoY) growth rates for various Auto segments for January 2012 
are as follows - domestic Passenger Vehicle sales witnessed a growth of 8.9%, 2-wheelers grew by 14.1%, Light 
Commercial Vehicles by 19.7% and Medium & Heavy Commercial Vehicles by 14%.    
 
Consumer staples: Underweight. We maintain an underweight stance given the defensive nature of the sector on one 
hand and high valuations on the other. 
 
Energy: Overweight. Reforms are inevitable. Further demand concerns in the Western world could lead to crude oil 
prices lowering, while the Middle East crisis is a big risk. We prefer to take exposure to the sector through 
upstream/E&P companies. 
 
Healthcare: Underweight. Valuations and regulatory issues (increased FDA inspection) remain headwinds. 
 
Financials: Neutral. We have moved to neutral position expecting a monetary easing as indicated by the cut in Cash 
Reserve Ratio (CRR) in January 2012. While we expect the credit growth to pick up in the interest rate reversal cycle, 
but concerns on asset quality remain. We maintain preference for high quality private sector banks over PSU banks. 
 
Industrials: Neutral. Moved to a neutral position as an expectant  reversal in interest rate cycle will aid capex plans 
and further improve the prospects for the segment 
 
Information Technology: Overweight. We maintain our overweight stance but would keep a close watch on any 
deterioration in the global outlook which could impact IT spend. 
 
Materials: Neutral. We prefer to play the sector through companies having exposure to base/non-ferrous and precious 
metals and domestic cyclicals such as coal, cement, etc. 
 
Telecommunication: Neutral. We keep a neutral stance on the sector on account of its defensive nature, but would 
keep a close tab for any material regulatory changes which could negatively impact the sector. 
 
Utilities: Underweight. We maintain an underweight but have added gas utilities on account of steady earnings profile 
and reasonable valuations. 
Market Outlook 

 Index of Industrial Production (IIP) growth disappointed the street as it slowed down to 1.8% 
on YoY basis for December 2011 after a promising rebound in November 2011, when it 
clocked a growth rate of 5.9%. This highlights the volatility in the industrial growth pattern, as 
a result of the overhang of high interest rate environment. The Electricity segment of the IIP 
grew by 9.1%, while the Manufacturing segment grew only by 1.8%, as against 6.6% growth 
last month. The Mining segment continues to be the laggard, as it de-grew by 3.7%, its fifth 
consecutive month of de-growth. The 3QFY12 results for companies has been a mixed bag, 
but the impressive rally suggests that the market is looking beyond that, given that the stocks 
were badly beaten towards the end of CY 2011. The spectacular rally notwithstanding, in 
such volatile times, it is prudent to maintain a continued watch on all key market indicators, 
so as not to be caught off guard. Markets in the near term are expected to take cues form 
domestic events such as the poll outcome in five states and signs of policy reforms in the 
upcoming Union Budget. The news flow from the Euro zone as well as the escalating 
tensions in the Middle East conflict will be keenly watched as they may induce volatility in the 
coming months. We continue to remain positive on the India growth story from a long term 
perspective with strong intrinsic fundamental drivers – favorable demographics, strong 
consumption growth, massive infrastructure spending requirement and a sound central 
banking system. We would thus advise investors to continue to invest in equities in a 
systematic & staggered manner without worrying overtly about the near-term market levels 
or volatility, taking advantage also of sharp market corrections to increase exposure. 

Market data sources: Reuters, Bloomberg, and Telerate 
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Market Assessment 
The domestic bond markets remained range bound as macro economic data and Open Market Operations (OMO) 
continued to support the markets, against negative system liquidity and on-going Government borrowings. 
Economic Data 

Inflation continues 
to moderate...  

Domestic Wholesale Price Index (WPI) inflation for January 2012 at 6.55% on YoY basis was 
a tad bit lower that the market expectation of 6.70%. This is significantly lower than it was in 
December 2011 at 7.47% and is the lowest value since November 2009. Headline inflation 
for November 2011 was revised upwards to 9.5% from the ~9.1% earlier.  
 
Meanwhile, non-food manufacturing products inflation or core inflation was at 6.7% on YoY 
basis, the first time that it has been below 7% since January 2011. Core inflation, which had 
remained within the 7.5 - 8.0% range during the February - November 2011 period, has 
lowered in the past two months and could come down further in the coming months. This 
would indicate some comfort on the monetary policy front.  
 
Led by an across the board slow down, the Index of Industrial Production (IIP) for December 
2011 dropped to 1.8% from 5.9% in November 2011. 

Market Activity 
G-Sec yields 

consolidate on 
OMOs 

 
Liquidity 

conditions & 
market outlook 
distract credit 

curve.  
 

Money market rates 
trade double digits 

After the initial bout of volatility, due to the ambiguity of future OMOs, sovereign yields 
remained well bid for once the Reserve Bank of India (RBI) resumed the buying back of 
bonds.   
 
Over the last three months, RBI has bought back INR 90,554 crores worth of bonds by 
conducting OMOs. Thus negating the impact of similar amount of additional supply 
announced this year. 
 
The credit curve continued to remain inverted on the back of liquidity tightness and positive 
outlook on the interest rate scenario, leading to limited supply at the longer end of the curve. 
The short end of the curve remained under pressure on the back of increased supply leading 
to an inversion of 80 - 90 bps between 1 year CDs and 10 year bonds. 

Global Economic Scenario 

Global markets 
remain balanced 

The global markets remained glued to the second bailout package for Greece, which was 
sanctioned post the initial hiccups, as expected. Crude oil prices not just remained high, but 
also rose higher due to the aggressive posturing by Iran on various political issues. 
Increasing oil prices can impede domestic inflation easing. 

Going Forward 
Going ahead, we expect yields to remain range bound with a positive bias. The shift in stance by the RBI, supported by 
soft macro economic data and expectations of benign Q3FY12 GDP growth could lead to more optimism on the bond 
yields.  
 
While fiscal concerns and recent increase in of crude oil prices remain call for a little caution, the near term (March 
2012) demand supply remains favourable, leading to bonds remaining well bid for. 
 
Markets meanwhile look towards RBI easing the prevailing liquidity conditions, which could be in the form of a further 
reduction in CRR. A reduction in rates seems around the corner, leading to an increased appetite for duration in the 
market. We expect the appetite for duration assets to prevail, although the money market segment could witness some 
stress in the near term. 
 
We continue to remain positive on bond funds, as the benefits of downward interest rate movement may accrue to 
longer duration funds by a larger magnitude. The short end funds should benefit, due to the steepening of the yield 
curve on the back of the easing of liquidity scenario. The focus on selective duration building continues as the market 
remains volatile. 

Market data sources: Reuters, Bloomberg, and Telerate 
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This document has been prepared by HSBC Asset Management (India) Private Limited (HSBC) for information purposes only and 
should not be construed as an offer or solicitation of an offer for purchase of any of the funds of HSBC Mutual Fund. All information 
contained in this document (including that sourced from third parties), is obtained from sources HSBC, the third party believes to be 
reliable but which it has not independently verified and HSBC, the third party makes no guarantee, representation or warranty and 
accepts no responsibility or liability as to the accuracy or completeness of such information. The information and opinions contained 
within the document are based upon publicly available information and rates of taxation applicable at the time of publication, which are 
subject to change from time to time. Expressions of opinion are those of HSBC only and are subject to change without notice. It does 
not have regard to specific investment objectives, financial situation and the particular needs of any specific person who may receive 
this document. Investors should seek financial advice regarding the appropriateness of investing in any securities or investment 
strategies that may have been discussed or recommended in this report and should understand that the views regarding future 
prospects may or may not be realized. Neither this document nor the units of HSBC Mutual Fund have been registered in any 
jurisdiction. The distribution of this document in certain jurisdictions may be restricted or totally prohibited and accordingly, persons who 
come into possession of this document are required to inform themselves about, and to observe, any such restrictions. Mutual Fund 
investments are subject to market risks, read all scheme related documents carefully. 
 
© Copyright HSBC Asset Management (India) Private Limited 2012. ALL RIGHTS RESERVED. 
 
No part of this publication may be reproduced, stored in a retrieval system, or transmitted, on any form or by any means, electronic, 
mechanical, photocopying, recording, or otherwise, without the prior written permission of HSBC Asset Management (India) Private 
Limited. HSBC Asset Management (India) Private Limited; 16, V. N. Road, Fort, Mumbai 400 001. Tel: 6614 5000. Email: 
hsbcmf@hsbc.co.in. 
 

 
Investors may obtain Scheme Information Document, Scheme Additional Information and Key Information Memorandums along with 
application forms from the Investor Service Centre of HSBC Mutual Fund, 314 D. N. Road, Fort, Mumbai 400 001. Toll: Free Number: 
1800 200 2434. Statutory Details: HSBC Mutual Fund has been set up as a trust by HSBC Securities and Capital Markets (India) 
Private Limited (liability restricted to the corpus of Rs 1 lakh). The Sponsor/associates of the Sponsor/Asset Management Company 
(AMC) are not responsible or liable for any loss or shortfall resulting from the operation of the Schemes. The Trustees of HSBC Mutual 
Fund, a Board of Individual Trustees, have appointed HSBC Asset Management (India) Private Limited as the Investment Manager. 
Risk Factors: All investments in mutual funds and securities are subject to market risks and the Net Asset Value (NAV) of the 
Scheme(s) may go up or down depending on the factors and forces affecting the securities markets. There can be no 
assurance that the objectives of the Scheme(s) will be achieved. Past performance of the Sponsor, AMC, Mutual Fund or any 
associates of the Sponsor/AMC does not indicate the future performance of the Scheme(s) of the Mutual Fund. The names of 
the Schemes do not in any manner indicate the quality of the Schemes or their future prospects or returns. Mutual Fund 
investments are subject to market risks, read all scheme related documents carefully. 
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