
Global Events

As the pandemic continued and surged, globally most 
of the policy makers strengthened their efforts. The 
total fiscal firepower world over surged to USD 9trn of 
which the budget support is estimated at USD 4.4trn 
rest was in the form of public sector loans, equity 
injections, guarantees and other quasi- fiscal 
operations. Large fiscal spending has been in US and 
Australia. 

The total revenue and spending measures for G20 
countries account for 4.5% of GDP on average, larger 
than those during the global financial crisis. This is 
much stronger than what we witnessed in India, 
wherein the fiscal support was just 1% of GDP.  
Monetary support also augmented in May'20, as total 
asset expansion of top 4 central banks expanded by 
USD 4.2trn since the beginning of March. Money supply 
of 28 countries has risen to 9.2%, over a two year high. 
This also eased the financial market stress index which 
indicates normal financial market stress. It is an 
important element of Fed's decision making. 
Lockdown restrictions eased world over as the cases 
multiplied to over 6mn, as the policy makers prioritized 
economic losses. 

Macro pain intensified, as lockdown restrictions 
continued. US weekly jobless claims increased by 
another 2.1mn in week ended 30th of May taking 
cumulative total of 10 weeks to more than 40.7mn. US 
have mainly relied on unemployment benefits to 
cushion the fall. As a result of these divergent policies, 
the US's official unemployment rate spiked from 3.5% 
in February to 14.7% in April. Importantly, this would 
have resulted in risk aversion due to which bank 
deposits surged. US bank deposits increased by 20% 
YoY in May- this was also evident in EU countries. 

Indian Market Events

PM Modi announced a package of Rs.20 trn (10% 
of GDP) of which Rs 9.8trn was already announced 
by RBI and FM. Of the remaining packages 
announced impact was only 0.6% of GDP i.e. Rs 
1.3 trn. 

Focus was on- a) reforms  b) infrastructure      
(especially agriculture)   c) guarantees   d) short 
term liquidity measures. 

Agriculture and MSME was the focal point, 
however for MSME it has been in form of 
guarantees. Agriculture & Rural spending has 
increased by 34% over budget. 

The stress points of the economy were not 
addressed in the Economic Package. 

Following the government's Economic Package 
2.0 : 

- The RBI reduced rates by another 40bps, 
extended the moratorium of term loans by 
three more months, extended liquidity 
support to some of the financial institutions 
and provided some relief to states. 
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- The RBI has so far announced liquidity 
measures to the extent of Rs9.6trn, 4.6% of 
GDP and continued to specify that they would 
do whatever it takes. 

-  Revision in states' gross borrowing limit from 
3% of GSDP to 5% (with caveats) has already 
been reflected in state borrowing, which was 
revised upwards to Rs 182bn from an 
indicative calendar of Rs 93.5bn. 

-   The RBI also relaxed the norms on withdrawal 
from CSF(Consolidated Sinking Fund) funds, 
which will enable the states to meet large part 
of  their  redemptions (45%).  These 
relaxations would ease Rs 133bn of liquidity 
to the states and might help in tempering 
down the yields. 

- State and Centre finances borrowing limit 
increased by Rs 8trn- however only Rs 2trn is 
for the economic package rest would be 
utilized for revenue mismatches. 

Dismal news continued to reflect in GDP numbers 
too. Q4FY20 GDP slowed to 3.1% YoY is most likely 
to be revised downwards, as data availability has 
been an issue this quarter. Revision in GDP from 
Q4FY19-Q3FY20 is 240bps, this indicates that 
slowdown was critical before Covid-19 especially 
in Capital  formation (also ref lected in 
construction sector & real estate sector growth). 

While fiscal deficit for FY20 surged to 4.6% of GDP, 
contributed largely by shortfall in tax collections. 
Central govt expenditure has been concentrated 
largely in transfers to states (grown by 19% YoY, 
including tax revenue transfers), Agriculture 
sector, railways and defence sector. State 
spending would be a concerning factor. State tax 
collections growth has been only 1.7% YoY in Apr-
Feb'20; translating to a record low spending both 
on revenue and capital front. Core sector slumped 
to 38% YoY in Apr'20 due to sharper decline 
observed in infrastructure-oriented sectors, 
namely cement and steel. India's manufacturing 
PMI hits recovered to 30.8 in May'20 after hitting a 
record low of 27.4 in April. Lower production 
requirements saw sharp reduction in worker 
numbers in May. The rate of workforce contraction 
accelerated to the fastest in the survey's history. 
FII outflows in May'20 was at USD 73.5bn, wherein 
debt witnessed an outflow of USD 205bn and 
equity witnessed an inflow of USD 130bn. While 
mutual funds witnessed an increase in investment 
of Rs 109bn which was largely in debt. Moody's 
sovereign rating downgrade to Baa3 from Baa2 is 
still an investment grade category. This rating 
downgrade now aligns with S&P rating. 

Source: Bloomberg and Investing.com, data as of th 29 May, 2020.
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Disclaimers: The information contained in this document is compiled from third party and publically available sources and is included for general information purposes only. There can be no assurance 
and guarantee on the yields. Views expressed by the Fund Manager cannot be construed to be a decision to invest. The statements contained herein are based on current views and involve known 
and unknown risks and uncertainties. Whilst Mirae Asset Investment Managers (India) Pvt. Ltd. (the AMC) shall have no responsibility/liability whatsoever for the accuracy or any use or reliance 
thereof of such information. The AMC, its associate or sponsors or group companies, its Directors or employees accepts no liability for any loss or damage of any kind resulting out of 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. Any reliance on the accuracy or use of such information shall be done only after consultation to the financial consultant to 
understand the specific legal, tax or financial implications.

Securities and Exchange Board of India (“SEBI”) vide its letter dated November 20, 2019 bearing reference no. SEBI/HO/IMD/DF5/OW/P/2019/30719/1 (“SEBI NOC”) had granted their non-
objection to transfer the AMC Business from 'Mirae Asset Global Investments (India) Pvt Ltd' to 'Mirae Asset Investment Managers (India) Private Limited'. Kindly refer notice cum addendum no. 
AD/28/2019 dated November 25, 2019 for further details

Amidst all these developments India 10Y 
benchmark dropped by 10bps to close the 
month at 6.01%. The corporate bond markets 
witnessed activity only in quality credits, the 
demand for good credits remained high due to 
which the yields dropped by 30-50bps across 
the tenures. Similarly for Money Market due to 
lower issuances and stable demand yields fell 
by 60-80bps. 
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Market Outlook
With almost a quarter into pandemic, economies are 
now shaping up plans as to how to open up in phased 
manner. The narrative is changing from fight the 
pandemic to learn to live with it. Given this still much 
focus will be on Central banks and government to keep 
the financial system stable. With this yields are 
expected to trade in narrow range with a positive bias. 
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