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Key Domestic News
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India signed a bilateral currency swap arrangement with Japan,valued at $75 billion.This deal is expected to act as a buffer to shore up the rupee,which has

depreciated by more than 13% againstthe dollarthis year.

In a major relief, US allowed 8 countries viz. China, India, South Korea,Japan, Italy, Greece,Taiwan and Turkey to continue imports oil imports from Iran for

six more months,without penalty.

Revenue collections under the Goods and Services Tax (GST) crossed the Rs1,00,000 crore mark in October, showing a marked improvement over the

September collection, which stood at Rs94,442 crore. The rise in GST collections is being attributed to better compliance and onset festive season.

Sustenance ofthe GST collections beyond November 18 is a key concern.

Key Domestic Economic Data

Key Global Events

Outlook
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India's Manufacturing PMI strengthened in Octoberto 53.1 from 52.2 in September,reflecting underlying strong demand momentum.

India Services PMI rose to 52.2 in October,from 50.9 in September,driven by strong pick up in new business orders.

CPI for September 2018 stood at 3.77% against consensus estimate of 4.0% reading and up form 3.69% last month. Food inflation continued to decline

largely led by sharp contraction in fruits and vegetable prices.

IIP for August came in at 4.3% ahead of consensus estimate: 3.8% vs.6.5% in July and 4.8% a year ago led largely by infrastructure and capital goods whiling

mining was a drag.
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IMF cuts its global growth forecasts by 0.2% to 3.7% for CY18 & CY19,citing thattrade tensions between the US and its trading partners have started to hurt

economic activityworldwide.

US Q3 CY18 GDP growth came in at solid 3.5% annual rate,after 4.2% gain in the April-July quarter.Economists had forecast GDP growing at a 3.3% rate in

the third quarter. This was the strongest six months period since the summer and fall of 2014. Other high frequency data like services PMI, jobless claims,

consumer sentiment index etc are suggesting continued strength in US economy.

Minutes of US FOMC meeting came in slightly hawkish. The Fed was quite upbeat on economic performance and upgraded its growth forecasts. The dot

plot indicates one more rate hike in in 2018 and 3 more in 2019.

China's economy grew 6.5% y-o-y in Q3CY18 belowthe expectations for a 6.6 percent growth.Reflecting the effects ofthe trade dispute with USA.
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Over short term,due to concerns around crude oil prices, rupee depreciation,prospects of government turning populist ahead of elections,US-China trade

war,geo-politics around Iran etc.markets are expected to remain volatile.

Ongoing correction is providing a very attractive entry point for medium to long term investment. Over medium term, Indian equities continue to offer

attractive investment opportunity.We are positive on India growth story and resilience in corporate earnings over nextfewyears.

At current levels,STPs and SIPs should be preferred route in nearterm.We continue to prefer large caps over mid & small caps.

Sumit Bhatnagar, CFA

Head - Equity
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The Economy

Inflation
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Industrial production growth decelerated to a 3-month low of 4.3% in August, from a downwardly revised 6.5% (6.6%) in July, mainly due to contraction in the mining sector. IIP
growth for April-August FY2019 is at 5.2%, higher than 2.3% in the year ago period. The Infrastructure or core sector output growth softened to a 4-month low of 4.3% in
September,down from an upwardly revised 4.7% (4.2%) in August.Core sector growth during H1FY2019 stands at 5.5% vs 3.2% in H1FY2018.

The trade deficit narrowed to a 5-month low in September despite high oil prices and negative growth in merchandise exports.The deficit has narrowed to $ 1 3 . 9 8 b i l l i o n i n
Septemberfrom $17.39 billion in the previous month.The trade deficit for H1FY2019 has widened to $94.3 billion from $76.7 billion in the same period lastyear.

The central government reported a fiscal deficit of 5.95 lakh cr for H1FY2019 or 95.3% of the budgeted target for FY2019, compared with 4.99 lakh cr (91.3%) a year ago.The

deficit was at 5.91 lakh cr (94.7%) for April-August FY2019, reported in the previous month. The government expects to meet its FY2019 fiscal deficit target of 6.24 lakh cr, or

3.3% of GDP,having met its FY2018 target of 3.5% of GDP.
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Retail (CPI) Inflation increased marginally to 3.77% in September from 3.69% in August, driven mostly by the food and beverages component. Core (CPI) inflation however
declined to 5.8% from 5.9% in the previous month. The favourable base effect continues to support the inflation rate but the impending impact of MSP, crude oil prices and the
INR remain keyfactors in the forward inflation trajectory.

Wholesale (WPI) inflation rose to 5.13% in Septemberfrom 4.53% in August due mainlyto primary articles as well as fuel.

Foreign Fund Flows
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Foreign fund (FPI) flows into Indian debt markets were negative for the 2nd consecutive month in October.FPI’s had bought (net) the highest quantum of Indian debt in 7 months
in August.FPIs sold (net) debtworth 9,978 cr in October having sold (net) debtworth 10,198 cr in the previous month.

The foreign exchange reserves fell to $392.1 billion as on October 26, 2018 from $400.5 billion on September 28, 2018. RBI which has been seen intervening in the foreign
exchange market to curb INR volatility remained a net seller in August selling (net) $2.3 billion of foreign exchange during the month.RBI has sold (net) $18.6 billion of USD in the
spot market in April-August FY2019. RBI sold $4.95 billion in the forward $/ market in August, its highest reported monthly sale this year having done no forward market

intervention inJuly.
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RBI (MPC) – Minutes of the monetary policy meeting (October 2018)
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The MPC minutes from the RBI’s October monetary policy meeting suggest that the recent softening in inflation and the transmission lag of the past rate hikes were the key
reasons behind no change in policy rates.

MPC members seem focused on Inflation and showed caution on the inflation outlook,leading to a change in the policy stance to 'calibrated tightening'.

MPC members were upbeat on the economy,citing high (GDP) growth rate in Q1FY19 and expect GDP growth,led by private consumption demand,to remain robust.

Outlook

Liquidity
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Liquidity stayed deep in the negative overall for the month of October. System liquidity was impacted due to RBI intervention in the foreign exchange market and the festival
season related demand for currency.Liquidity was in marginal deficit at the beginning of the month but turned positive on the 3rd aided by government spending but turned back
to deficit from the 8th. It continued to tighten on advanced tax outflows, peaking at a deficit of almost 1,40,000 cr on the 22nd of the month. Liquidity closed the month at a

deficit of around 1 lakh crore despite month end government spending.

RBI conducted three OMO auction’s in October injecting 36,000 cr of durable liquidity into the banking system.The central bank also announced OMO auction’s worth a further

40,000 cr in the month of November.Liquidity infusion by RBI through OMOs has been 86,000 cr thus far (till October) in FY 2019. RBI injected liquidity,under its LAF,of nearly

60,000 cr on a daily net average basis in October having injected around 40,000 cr in the previous month. The WACR, on an average for the month, traded 8-10 bps below the

policy repo rate.
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Debt markets traded higher in October on an unexpected status quo on policy rates, sharp correction in crude oil prices and open market purchases by the central bank. The
benchmark G-sec posted its biggest monthly rise this fiscal year with its yield falling for the first time in three months. The 10-year benchmark yield fell by 17 bps in October, its
largest fall since March.The benchmark Brent crude oil contract posted its biggest monthly fall in over two years, amid concerns over softening demand for the commodity.The
INR depreciated for a 7th consecutive month,amid consistentforeign outflows and a strengthening USD,falling by 2% in October.

Debt yields had priced in a fair bit of macro uncertainty and the correction in crude oil, lower inflation and stability in the INR aided the markets in October.The market could trade
range bound amidst lower volatility after clarity on central bank policy and amidst some stability being seen in the INR.The market is thus likely to track incremental macro data–
crude oil prices, the domestic inflation trajectory and the INR, with the December MPC meeting being the next major anticipated event. Inflation expectations are likely to
determine nominal yields on the long horizon while short-term yields will continue to be driven primarily bythe liquidity scenario.

The front end of the yield curve continues to provide good carry offering an attractive opportunity for investors to lock in relatively higher yields in the top rated credit segment
from a 2-3 year perspective.Duration funds are likelyto be volatile.A low duration accrual strategy remains our preferred strategy.

We recommend the lower maturity - Ultra short term and the Short term funds, which generate high carry with low duration, for investors seeking attractive returns with low
volatility. Savings Fund offers a wonderful vehicle for those looking to earn zero mtm, non volatile returns for short investment horizon.The liquid fund forever remains a smart
option for deployment of overnightfunds.


