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The increase in new cases in India continued throughout July and total cases are 

nearing the 2 million mark. Indian equities rallied in July, following the broader 

global trend, despite continuing tensions with China and a sharp spike in new 

coronavirus cases in the country. Gains were made across cap ranges: the large-

cap S&P BSE SENSEX gained 8% on the month, while the S&P BSE SmallCap 

gained 5% and the S&P BSE MidCap gained 6%. Within industries, Metals and 

Autos were among the strongest performers, gaining 9% and 8%, respectively. 

The S&P BSE Metals was lifted by a recent surge in precious and industrial 

metals, whilst growth in consumer demand for automobiles supported the 

Autos industry.

Localized lockdowns limited the recovery in industrial indicators and led to a 

worsening in consumption indicators. Industrial activity indictors like power 

demand (-6.2% from -24%) and rail freight transport (-6.3% from -35.3%) 

recovered YoY in June from that in May. E-way bill generation used for 

commercial goods movement by road, rebounded from -84% YoY in April to 

+7% YoY in the last week of June. Diesel consumption weakened to -21% YoY 

1H July from -15.4% YoY in June. The number of daily property registrations in 

Maharashtra weakened to -32% YoY in 1H July after recovering to -27% YoY in 

2H June from lows of -99% YoY in April. Daily passenger vehicle registrations 

worsened to -50% YoY in 1H July from -25% YoY in 2H June. In 1H July, this 

weakened for two-wheelers/commercial vehicles/three-wheelers to -53%/-

79%/-84% YoY from -28%/-62%/-69% YoY in 2H June. Daily digital peer-to-

peer banking transactions under Unified Payment Interface (UPI) + Immediate 

Payment Service (IMPS) by value/volume for 1H July was +11/+2% versus the 

pre-Covid-19 (Feb) level, up from +2/-6% in 2H June and -40/-31% in April. 

Daily credit and debit card transaction volume remain above pre-Covid-19 

level.

Macroeconomic Indicators: Macroeconomic indicators remained weak during 

the month. The India Manufacturing PMI fell to 46.0 in July from 47.2 in June, led 

by a decline in manufacturing output and new orders. New export orders index, 

however, increased, along with employment and price indices. All indices 

remain below 50, indicating continued decline in activity at a faster pace than in 

June, but at a much slower pace than in April and May. Service PMI rose slightly 

to 34.2 in July from 33.7 in June, led by an increase in the outstanding business 

and new export orders indices. The outstanding business and input price 

indices were recorded above 50, driven by an expansion in backlogs and input 
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costs. Growth in industrial production recovered in May to -34.7% YoY from -

57.6% in April. All sub-indices contracted in YoY terms but expanded 

sequentially from extremely low levels in April, as nationwide lockdown rules 

were relaxed. INR appreciated in July by 0.92%.

India's headline CPI inflation rose sharply to 7.2% YoY, 6.3% YoY and 6.1% 

YoY in April, May and June respectively from the last published figure of 5.8% 

YoY in March. Core inflation (measured by headline excluding food, fuel and 

transport) picked up in April, and May compared to March; and then stayed 

flat in June. Food inflation rose in April due to supply-chain constraints from 

lockdown restrictions, however with gradual lifting of these restrictions, food 

inflation eased in May and June. Fuel inflation also picked up in June compared 

to May. The merchandise trade balance turned positive first time since Jan 2002 

at USD 0.8 bn in June compared to a deficit of USD 3.1 bn in May. Exports 

continued to improve though contracting by 12.4% (YoY June 2020). Imports 

fell compared to the month of May and contracted by 47.6% (YoY June 2020).  

Corporate Earnings: The impact of lockdown during most part of Q1FY21 was 

reflected in the earnings reported so far. Sales and earnings contracted for most 

sectors. Corporates employed efficient cost management strategies to protect 

margins. Information technology (cost control, deal wins and robust deal 

pipelines) and healthcare (reduction in operating expenditure) sectors posted 

strong results beating market expectations and also presented positive 

forward estimates. Banks mostly reported a decline in the moratorium books 

and high liquidity in the balance sheets hurt margins. Consumer sector (good 

monsoon, rural demand for low-ticket items and cost control), auto (cost 

management), telecom (higher data usage) and metals (improving demand) 

sectors also posted results that beat market estimates. Other sectors including 

capital goods (working capital stress), cement (softer prices) infrastructure 

(slower resumption of projects), oil & gas (improving demand as economic 

activities pick up) are expected to see a more gradual recovery in earnings led 

by evolving economic situations.

Outlook 

As India continues on the path of phased reopening of the economy, a 

resurgence in COVID cases at regional levels has led to localized lockdowns. 

This has made the unlocking process patchy and is contributing to demand 

destruction, restricting the rebound in many high frequency indicators. Slower 

economic recovery is expected on delayed pick up in consumption and 

investment activities. However, agriculture sector growth and government 

spending are likely to provide support. Rural economic growth is expected to 

pick up faster as compared to urban growth recovery due to expectation of 

normal monsoon aiding Kharif crop.

Overall stimulus measures are expected to push the government debt rate 

higher. Extent of fiscal breach could in turn determine the incremental market 

borrowing. The RBI expects real GDP to contract in H1FY21 with a negative 

outlook for FY21. The central bank sees risks to growth recovery projection if (i) 

spread of pandemic is prolonged (ii) monsoon ends deficient (iii) global 

financial market volatility increases.

Globally, the easing of lockdowns and reopening of the economies has sparked 

hopes of a quick turnaround in the global economic growth with some high 

frequency consumption and investment indicators bouncing back 

meaningfully. However, concerns about possibility of a second wave of 

infections is weighing on these economies. Synchronized policy response by 

major global economies, a global positive, could augur well to counter the 

pandemic led economic slump and push for faster recovery in world output 

growth. This in turn is, however, pushing debt levels of the economies higher 

than the levels seen post GFC in 2008. Speed of economic growth resurrection 

will be contingent on growth trends in COVID-19 cases, extent of lockdown in 

various states, elongated domestic and global demand recovery timeframes as 

well as sustainability of support from policy measures.

An interesting trend to spot is the simultaneous appreciation seen in risky 

assets (equity) safe haven assets (gold) and low risk assets (sovereign bonds). 

Increased global liquidity and return of risk appetite despite the persistence of 

pandemic have contributed to this trend. Key positives for the Indian economy 

stem from a positive trade balance (after 18 years), rising forex reserves (all 

time high), expectation of inflation levels easing out once supply disruption-

led price spikes normalize and policy measures supporting growth recovery 

among other factors. 

From an investment perspective, (i) diversified equity funds with core 

exposure to large caps and (ii) mid and small cap segment which offer 

relatively favorable valuation may together present medium to long term 

opportunity within the equity market. We suggest staggered investments to 

mitigate portfolio volatility and sharp drawdowns in the current stressful 

market. 

Monthly Change for July 2020 (%)

MSCI AC World Index 5.1

MSCI Emerging Markets 8.4

Dow Jones 2.4

Nasdaq 6.8

S&P 500 5.5

FTSE Eurotop 100 -2.6

FTSE 100 -4.4

Hang Seng 0.7

Nikkei -2.6

Brent crude (USD/bbl) 5.2

Spot LME Aluminium USD/MT 4.6

Spot LME Copper USD/MT 7.0

Spot LME ZINC USD/MT 13.3

S&P BSE Sensex 7.7

Nifty 50 7.5

Nifty 500 6.6

Nifty Midcap 150 4.3

S&P BSE SmallCap 5.2

S&P BSE Finance 1.8

S&P BSE Auto 8.0

S&P BSE Information Technology 22.6

S&P BSE Fast Moving Consumer 

Goods 1.7

S&P BSE OIL & GAS 4.0

S&P BSE Capital Goods -1.0

S&P BSE Healthcare 12.4

S&P BSE Metal 8.5

Monthly Change for July 2020 (%)

Mutual Fund investments are subject to market risks, read all scheme related documents carefully.

Global economic activity improved since lockdowns were lifted, but high 

frequency data pointed to a pause in recovery, particularly in US. US GDP for 

the second quarter fell by an annualized rate of 32.9% compared with the 

previous quarter. While this confirms the largest decline in GDP since the 

Second World War, investors have been more focused on the recovery in some 

of the economic data since April. Daily new infections in the US began to rise 

again from mid-June, and that trend continued throughout most of July. 

Europe looked to have managed the virus better than many other regions in the 

second quarter, though there are some concerns about rising cases more 

recently. Second-quarter GDP fell by 12.1% compared with the previous 

quarter – the largest quarterly decline in the eurozone's history. China and 

South Korea have recovered well without significant rise in cases. In China, 

GDP for the second quarter grew by 3.2% year on year.

Base metals continued to rally in July driven by the improvement in demand 

following the gradual reopening of the global economy and confidence that 

any second waves of infection will not require national but only targeted mini 

lockdowns. Crude and gold also rose for the month.


