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Key Domestic News
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The RBI’s monetary policy committee (MPC) voted 5-1 to hike the repo rate by another 25bps to 6.50%, in line with market expectations.The policy stance

was left ‘neutral’, suggesting that the MPC remains data-dependent and future rate movement depends on multiple factors like global macros, Monsoons,

Oil prices & fiscal position. RBI leftthe GDP growth forecast unchanged at 7.45 for FY19.

The GST collection forthe month ofJulytouched Rs.96,483 crore,slightly higherthan Rs 95,610 crore collected forthe month ofJune.The current run rate is

lowerthan budgeted GST revenue.Ifthe collections do not pick up in nextfew months,fiscal deficit estimates may come under pressure.

Weather forecasting agency Skymet has lowered its 2018 rainfall forecast to 92% of LPA (with 60% probability) led by weaker than expected rains in July (at

94% of LPA and furtherweakness expected in August & September.However,IMD continues to forecast a normal monsoon for remainder ofthe season.

Key Domestic Economic Data

Key Global Events

Outlook
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India’s manufacturing PMI, came in at 52.3 in July down from 53.1 in June. Though a tad soft, PMI continues to indicate steady expansionary trajectory in

manufacturing sector.

India services PMI came in at 54.2 up from 52.6 in June, signaling the strongest rate of output growth since October 2016 led by strong demand

environment.

CPI inflation rose to 5% y-o-y inJune from 4.87% in May,lowerthan consensus expectation of 5.3% reading led largely by lowerfood price inflation.However,

core inflation inched up to 6.6% from 6.3%.

The IIP growth came at 3.2% in May, compared to a revised 4.8% in April and below consensus expectation of 4.4% growth, despite favourable base of last

year.Given the strong PMI reading inJune &July,we expectthe IIPto pick up going forward.
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In the ongoing trade wars,US released its list of tariffed items worth $200bn where it intends to impose tariff @ 10%.However, later US decided to consider

increasing the tariffto 25%.

China has allowed it currencyYuan to depreciate from 6.4 to 6.85 per USD over last 2.5 months,a depreciation of over 7%.While PBoC has stated that it does

not intend to use Yuan in the trade war,the sharp depreciation suggests otherwise.

US Q2 GDP growth came in at strong 4.1%,the best pace in last four years.This strong print should allow US fed to go ahead with two more rate hikes this

year.

China reported a current account deficit of $28.3 billion in the first half of 2018—a first in 20 years,a reflection ofthe ongoing trade warwith US.
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The Q1FY19 result season has been fairly strong so far,with at least 65% of the large cap companies beating the analyst expectations.If this trend continues

for remainder of season,earnings upgrades mayfollow.Earnings are expected to remain robustfor nextfew quarters.

Domestic consumption remains robust,commentary of most corporates suggest improving demand environment.

India’s high frequency data indicate that economic recovery continues to retain momentum. Improving GST collection numbers and both IMD and Skymet

indicating decent rains over important agricultural belts, augurs well for Indian economy and markets. Global economy too continues to retain the growth

momentum.

Escalation of US-China trade war, geo-politics around Iran, Political uncertainty around 2019 general elections, emerging market currency depreciation,

crude oil prices etc are key risks to our outlook.

India is a strong structural story, equities are the best vehicle to benefit from it.We maintain our positive view on Indian equities over medium to long term

and believe any correction is a buying opportunity.STPs and SIPs should be preferred route in near term.We continue to prefer large caps over mid & small

caps.
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31st July Month Opening Intra Month High Intra Month Low Month Closing

Overnight rate (NSE MIBOR)

10-Year G-sec yield

3 Month CDs rate

6 month CDs rate

12 month CDs rate

Currency - USD/INR

10 Year (U.S.) Treasury yield

6.25 6.41 6.19 6.25

7.89 7.92 7.72 7.77

6.82 7.33 6.77 7.30

7.32 7.59 7.13 7.42

8.11 8.15 7.95 8.06

68.49 69.12 68.27 68.45

2.86 2.99 2.81 2.96

The Economy

Inflation
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Industrial production (IIP) slowed to a 4-month low, expanding 3.2% in May from a downwardly revised 4.8% in the previous month. Manufacturing grew 2.8%, a 7-
month low,while intermediate goods continued to be a drag on industrial performance.Trade deficit widened to its highest in more than five years in June,largely due
a surge in crude oil prices and a weaker rupee. The deficit widened to $16.6 billion from $14.6 billion in May despite merchandise exports rising 17.6% as oil imports
grew 56.6% to $12.7 billion during the month.

The central government reported a fiscal deficit of 4.29 lakh crore ($62.57 billion) forApril-June,or 68.7% ofthe budgeted targetfor FY 2019 compared with 80.8% a

year ago. The deficit is a marginal improvement over Q1-FY 2018, recording a decline in absolute terms. The government expects to meet its FY 2019 fiscal deficit
target of 3.3% having met its FY 2018 target of 3.5%.
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Retail (CPI) inflation rose marginally to a 5 month high of 5% in June from 4.87% in the previous month, driven by fuel, even as food inflation remained muted due to
lower than usual seasonal uptick in prices of fruits and vegetables in the summer months. Fuel inflation rose sharply as the pass-through of high crude oil prices
impacted inflation in domestic petroleum products as well as transport services.

Wholesale (WPI) inflation rose steeply to 5.77% in June from 4.43% in May on increasing prices of vegetables and fuel items. Wholesale inflation has turned higher
than retail inflation forthe firsttime since October 2017.

Foreign Fund Flows
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Foreign fund outflows from Indian debt markets, impacted largely by the on-going global foreign fund exits from emerging market assets; seem to show further signs
of consolidation.Foreign portfolio investors turned net buyers of Indian debt for the first time in 5 months in July.FPIs bought (net) debt worth 43 crore in the month,

having sold (net) nearly 50,000 crore of Indian debt since Februarythis year.

Foreign exchange reserves declined during July to $404.2 billion on July 27,2018 from US$407.8 billion on June 22,2018.Forex reserves are down from a record high
of $426.03 billion touched in April,2018 due mainlyto RBI intervention to curb INR volatility.

The U.S. Fed held its policy interest rate unchanged at the conclusion of its meeting on August 01, 2018, while upgrading its assessment of the U.S. economy. The
central bank is widely expected to raise rates at its next meeting in Octoberwith a high probability of a total offour rate hikes forthis year.
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RBI monetary policy - Minutes

� At the conclusion of its monetary policy meeting on August 01,2018–the RBI’s MPC raised the policy-repo rate by 25 bps to 6.50%,while retaining its policy stance at
neutral. The committee kept the overall inflation projections more or less unchanged. CPI for 2nd half-FY 2019 is revised to 4.8% from 4.7% in the June policy, with
risks evenly balanced,while CPI for Q1-FY 2020 is projected at 5%.Its economic growth (GDP) projections were left unchanged as it added a growth projection of 7.5%
for Q1-FY 2020. The tone of the policy was seen as neutral and less hawkish, with this rate hike seeming front loaded, done citing uncertainty and risks to inflation
projections ratherthan realized inflation which has been below RBI’s projected trajectory.

Outlook
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Debt markets posted their first monthly positive movement this fiscal year tracking softening crude oil prices, and a lower-than-expected rise in inflation. Crude oil
prices fell forthe firsttime in five months with the benchmark Brent down 5.7%,its biggest monthly loss in two years.

The benchmark 10-year yield fell 13 bps,trading in a 7.72%-7.92% range in July.Beyond the RBI policy meeting,markets will continue to trade on incremental macro
data - crude oil prices, inflation and the monsoon.The release of the MPC policy minutes is the next anticipated event for the debt markets.Yields have priced in a fair
bit of macro uncertainty and any positive surprises from hereon will aid the markets. The front end of the yield curve continues to provide attractive carry and offer
attractive opportunityfor investors to lock in relatively higheryield in AAA segmentfrom 2-3 year perspective.

Duration funds remain comparably volatile but are offering an attractive opportunity for long-term deployment of funds preferably with a medium term horizon. A
low duration accrual strategy is our preferred strategy currently. We recommend the lower maturity ultra-short-term and short term funds for investors seeking
attractive returns with lowvolatility: while the liquid scheme will always remain a smart option for deployment of overnightfunds.

Liquidity

� Liquidity in the system was in deficit overall for the month of July. Liquidity moved into surplus early in the month with increased government spending but turned
deficit from July 10 onwards.RBI conducted another open market operation (OMO) purchase auction of 10,000 crore on July 19,2018.RBI injected liquidity under its

LAF of around 10,700 crore on a daily net average basis inJuly.The WACR,on an average,traded 9 bps belowthe policy repo rate.
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