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� or CPI inflation in India stood at 2.57% in February 2019, up from a revised 1.97% in the previousConsumer Price Index

month. It was above consensus estimate of 2.4% and our estimate of 2.43%. The uptick in inflation mainly came from a low

base and bottoming out of food inflation.Notably,prices of vegetables declined less than we had anticipated on a sequential

basis.Core inflation softened a tad to 5.30%YoYfrom 5.36% earlier.

� The or IIP growth slowed to 1.7% YoY in January 2019, down from 2.6% in the previousIndex of Industrial Production

month. It was slightly above our estimate of 1.5%, but below consensus estimate of 2%. IIP growth was led by the mining

sector which grew 3.9%YoY on a favourable base. Manufacturing sector’s growth stood at 1.3%YoY. The slowdown was

witnessed across the board with 11 out of 23 manufacturing segments in positive territory,down from 13 earlier.

� in 3QFY19 expectedly narrowed to US$16.9bn (2.5% of GDP) against US$19.1bn in 2QFY19Current account deficit (CAD)

(2.9% of GDP) but was higher than US$13.7bn (2.1% of GDP) in 3QFY18. The increase from 3QFY18 was on the back of

higher trade deficit even as it stayed flat against 2QFY19. Improvement in the net invisibles receipts helped in reducing the

CAD from the 2QFY19 levels.

� With inflation well below the 4% target and undershooting the Reserve Bank of India or RBI’s own estimates as well as

sluggish growth,we expect another 50-75bps rate cut atthe CY19 meeting ofthe Monetary Policy Committee.

� Global growth indicators continued to show signs of deceleration.We note that global and domestic macro and politics will

matter in the short term, but for India earnings will become more relevant once the election uncertainty gets over by May

2019.

� We expect the RBI to cut policy rates in its subsequent meetings, drawing confidence from the government’s reasonably

conservative fiscal math despite election compulsions.

� Five important factors that will drive the GDP growth in FY20: 1. Recovery in investment climate amidst bank

recapitalization and resolution of stressed assets 2. Urban consumption supported by benign inflation and government

measures to increase disposable income 3. Rural consumption supported by better farm realization as food prices rise and

Government income support measures aid 4.Benign inflation outlook & 5.Lower crude oil prices vs.Fy19

� First half will be dominated by general elections expectations. Hence, in first half of 2019, it is prudent to run a relatively

defensive large cap portfolio with sectoral exposure to Banks,Consumer staples, IT & Pharmaceuticals,while keeping an eye

out for opportunities that expectation swings might throw up. We do expect a possible rate cut in 1st half of 2019 on ‘in-

control’ inflation expectations. The second half of the year, post elections, should be a return to a more optimistic

normal—with a more risk-neutral corporate sector and an opportunity to ride a more buoyant, but a long-time-coming

business cycle.We expect strong earnings revival,especially once election outcome is known.

� Current domestic macro and market set-up looks better on most metrics compared to 2014 rally but current starting point

for valuations is higher. At ~18x NIFTY P/E, current P/E looks ‘fair’ relative to the macro backdrop, but we see potential for

valuation overshoot in the nearterm

� Key investment themes to play in 2019 are 1) large-cap over other categories,2) cyclical sectors led by banks (largely coming

out of the woods) over defensive and 3) ‘rural’ over (possible populist measures by the Centre and State governments to

continue in election heavyyear) urban in 2019.Stable to falling crude and INR appreciation can be strong tailwinds to market

behaviour.

2019,“A tale of two halves”

Source : MOSPI, RBI, Bloomberg, Reuters & Markit Economics



Market Outlook

� Debt markets closed higher this month on expectations of more aggressive monetary policy easing following a sharp downward shift in
the inflation trajectory,and a resurgence in foreign fund inflows.

� The ongoing “patient approach” and prolonged accommodation by Global central banks has opened the window for India and other
emerging market (EM) central banks to maintain a“soft”policy stance.

� The deviation between actual inflation from RBI’s projections provides further downside potential to policy interest rates.

� These actions (increase in borrowing & rate cut) and events could underpin the bond markets; however the overhang over the
composition ofthe new government (Election results on May 23) will remain the key driver overthe short/medium term.

� The front end of the yield curve provides good carry offering an attractive opportunity for investors to lock in relatively higher yields in the
top rated credit segmentfrom a 2-3 year perspective.
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Global Cues

Monetary Policy RBI (MPC) 1st Bi-monthly meeting - April 4, 2019

� Repo Rate cut by 25 bps and thus maintaining“neutral”stance on monetary policy

� Rate cut driven by sustained benign inflation trajectory and the need to strengthen domestic growth impulses by spurring private
investment.

� The central bank highlighted near term upside risks to food inflation,uncertainty in crude prices,and concerns on headwinds to domestic
growth.

� CPI inflation was revised downwards to 2.4% from 2.7% in Q4FY19, down to 2.9-3.0% from 3.2-3.4% in H1FY20 and 3.5-3.8% in H2FY20
(prev: 3.9% for Q3FY20),with risks broadly balanced.

� GDP growth for FY 2020 has been revised lowerto 7.2% from 7.4%–and in the range of 6.8-7.1% from 7.2-7.4% in H1FY20,and 7.3-7.4% in
H2FY20 (prev: 7.5% in Q3FY20)–with risks evenly balanced.

� Banks have been allowed to use additional 2% of SLR for LCR calculation in a phased manner.

� RBI will continue to use both OMOs and currency swaps to manage liquidity conditions going forward.

Debt Market Commentary
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March 2019 Month Opening Intra Month High Intra Month Low Month Closing

� Economic Data over the past month remained soft thus prompting Central banks in advanced economies to continue with their
accommodative stance.

� The US Fed expectedly kept its policy rate unchanged at 2.5% and the revised“dot plot”forecasts now signal no rate increases in 2019 and
only one rate hike in 2020.

� The ECB highlighted downside risks to growth and significantly cutthe 2019 Euro area growth forecast.

� Uncertainty“overthe shape and form of Brexit”too continued to cloud the outlookfor UK,Eurozone and also the world.

Source : MOSPI, RBI, Bloomberg, Reuters & Markit Economics

� Inflation: Retail inflation in February rose to 2.57% from 2.05% in January but remains below the 4% mid-point of the inflation target
range and is likely to remain so for next 6 months.Wholesale (WPI) inflation rose to 2.93% in February from 2.76% in the previous month
and 2.74% in February of lastyear.

� Fiscal Deficit: The central government reported a fiscal deficit of 8.51 lakh cr for April-February FY 2019 or 134.2% of the revised`

budgeted target for the current financial year, compared with 7.16 lakh cr (120.3%) in the corresponding period a year ago. Fiscal year-`

end tax collections indicate that India’s fiscal deficit as per revised estimates (3.4% of GDP) is expected to be achieved.

� Government Borrowing: The government is looking to raise 4.42 lakh cr through market borrowings in H1FY20 at 17,000 per week for` `

26 weeks thus completing 62.30% of its budgeted gross borrowings in the first 6 months of FY 2020 and is on expected lines.

� FPI Inflows: Foreign funds (FPIs) turned buyers of Indian debt after two months in March. FPIs bought (net) debt worth 12,002 cr in`

March having sold (net) debtworth 6,037 cr in the previous month.FPI’s sold Indian debtworth 42,357 cr in FY 2019.` `

� Foreign Exchange Reserves: The foreign exchange reserves rose to $412.9 billion in March 29,2019 from $399 billion on March 01,2019.
RBI stayed a buyer (net) of foreign exchange (USD), buying (net) $293 million in the spot foreign exchange market in January. The INR
appreciated 2.2% this month,its biggest monthly rise since November,while becoming Asia’s best performing currency.

� Liquidity: Liquidity in the system remained well in deficit overall forthe month of March as compared to the previous month,reflecting the
build-up of government cash balances while currency in circulation continued to expand sharply during the month. RBI injected liquidity,
under its LAF,amounting to 57,000 cr on a daily net average basis in March,from close to 70,000 cr in February.` `

Domestic Macros


