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Key Domestic News

Key Domestic Economic Data

Key Global Events

Outlook

India’s GDP growth picked up to 6.3% y-o-y in Q2FY18 from 5.7% in Q1, indicating that the economy has bottomed out in Q1 and a gradual
recovery is underway as the twin disruption led drag gradually fades. The recovery was led by private consumption and investments. We expect
the recovery to continue at a gradual pace.

The GST Council, headed by Finance Minister Arun Jaitley, shifted as many as 178 items of daily use from the top tax bracket of 28 per cent to 18
per cent in a move to shore up public spending and revive investor sentiment.

India’s manufacturing PMI jumped to52.6 in November, a 12 month high, from 50.3 in October. The bounce back in November suggests a
gradual normalisation is underway in manufacturing sector However, the services PMI unexpectedly dropped to 48.5 reading in November
from 51.7 in October, suggesting GST related issues and input tax credit issues continue to affect the sector. The future activity index rose to 60.4
from 57.6, which suggests that this fall in Services PMI may be temporary and firms remain optimistic on the longer-term outlook.

CPI for October 2017 stood at 3.6% marginally above the consensus expectation of 3.5% up from 3.3% in September. The uptick was driven by
higher food and fuel price inflation. Core inflation was stable at 4.6%.

India’s trade deficit widened to USD14bn from USD9bn in September. Exports contracted 1.1% y-o-y in October (from 25.7% growth in
September) due to GST related issues of front-loading of shipments to September and working capital constraints due to delayed tax refunds.
These are transitory issues and exports to bounce back soon.

The US revised its estimate of Q3 GDP growth up to 3.3% from 3%. That is the fastest pace of quarterly growth in three years. An upward revision
to business investment - to 10.4% from 6.8% - was behind the bump higher. Original expectation was of a 2.5% growth.

US FOMC meeting minutes suggest that another rate hike is on the table in December meeting as most Fed officials see a rate hike as "warranted
in the near term,"

The euro area economy expanded by a strong 2.6% in Q3, which was revised up from the flash estimate of 2.5% led by investments and exports.

Japan's Q3 GDP growth was revised upwards 0.67% QoQ exceeding expectations for a gain of 0.4% after the preliminary reading suggested a
gain of 0.3%. On a y-o-y basis, GDP was revised sharply higher to a gain of 2.5% from 1.4%.

Indian economy is on path of gradual but volatile recovery from GST implementation led disruptions. We expect the recovery to gather pace in
next 2 quarters. Our channel checks continue to suggest that business re-stocking though picking up, is still at a slow pace. Worst of GST related
issues may be behind us. Recent government action of cutting slabs for 200 items indicates its intent to proactively solve needling GST related
issues.

Green shoots of earning recovery were apparent in Q2 results, we expect it to strengthen over next 2 quarters on back of economic recovery and
low base of last year.

We would be watching outcome of state elections closely.

We continue to be positive on Indian equities over medium to long term on the back of strong structural story that the economy offers. STPs and
SIPs should be preferred route over near term.

Spike in Oil prices above$65, escalation of Geo-Political risk involving North Korea and Middle east and adverse out come in state elections are
the key risk over short term.
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Inflation & Macros

Liquidity and Rates

Outlook

Retail inflation as measured by CPI (consumer price index) for Oct 2017 remained flat at 3.58 vs 3.28 (m-o-m). The headline inflation number
was flat but a rise in core CPI inflation (adjusted for food and fuel, correctly including petrol and diesel) has decreased by 10bps to 4.5% from
4.6% last month. WPI (Wholesale Price Index) under the new series with 2011-12 as base year, hardened to 3.59% as compared to Sep number
of 2.60%. Revised IIP series with 2011-12 as base was released. IIP as per that came in at 3.8% as compared to 4.3% for Sep 2017.

RBI in its December policy maintained ‘status quo’, as was widely anticipated. Consequently, key policy rates remained unchanged – Repo
rate at 6.0%, Reverse Repo at 5.75% and Marginal Standing Facility (MSF) at 6.25%

The inflation projection for the second half of FY18 has been revised upwards to 4.3-4.7% from 4.2-4.6% in the previous policy. This
upwards bias is consequent to rising crude oil and food prices as well as the impact of HRA implementation by the Central and State
governments.

Even though Q2 growth disappointed, the GVA projection for FY18 has been retained at 6.7% citing a pickup in credit growth as well as
recapitalization process which will bring allocative efficiency into the economy.

Overall, RBI chose to adopt a ‘wait and watch’ stance while pointing out risks posed by rising inflation, rising input costs, fiscal slippage as a
result of farm loan waivers, decrease in government revenue on account of reduction in GST rates as well as global uncertainties.

In RBI’s Dec-17 policy, the concerns posed were largely expected by the market though the balanced outlook dissipated fears of a tightening
cycle and aided sentiments. If data from various evolving high frequency indicators are to be considered, uncertainties in the future
movement of inflation is expected to continue, and consequently, prospects of any near term policy easing remain bleak

Liquidity is moving to neutrality and hence going forward surplus liquidity has been wiped off due to increase in currency in circulation and
OMO’s. November month lqiuydity was approximately 70,000 crores versus 1,44,000 crore surplus previous month. This has led to 3 months
rate being stable and anchored but 6 to 9 months have hardened in anticipation of neutral liquidity scenario. 10 year sovereign has seen
hardening of nearly 20 bps and continues to be in uncertain territory with risk not commensurate with rewards on the long part of the curve.

At this juncture, a pause seems to be on cards as far as rate cuts are concerned. We might be at 6% repo rate for foreseeable future. We need
clarity on inflation ,fiscal slippage & crude oil prices before we see any substantial difference in comments from government and RBI monetary
policy members till then we will continue to see a pause and markets in a range bound movement with specific maturity buckets offering safety in
form of good risk reward equation. AAA top rated bonds having 2-4 year maturity offers a wonderful vehicle for those investors who want to
tread lightly and want to focus on earning a reasonable return on capital without substantial volatility and unnecessary credit risks. Hence in light
of that we reiterate our view of Indiabulls Income fund and Short term fund as good vehicles for deployment of funds. We go a step further in this
month where we see come trading opportunity on credits albeit very specifically. Hence a call on credit in short term funds to generate returns
could be a fair strategy where credit spreads could get narrow.

RBI Monetary Policy
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30th November Month Opening Intra Month High Intra Month Low Month Closing

Overnight Rate (NSE MIBOR)

10 year Gsec

3 month CDs

6M CDs

12 month CDs

Currency

10 Year US Treasury

6.00 6.04 5.97 6.00

6.89 7.06 6.86 7.06

6.20 6.22 6.20 6.22

6.45 6.50 6.45 6.50

6.60 6.60 6.60 6.60

64.59 65.42 64.31 64.46

2.37 2.42 2.32 2.42
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