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India's Q2FY19 GDP grew by 7.1% slower than consensus expectation of 7.5% vs. 8.2% in last quarter and 6.3% in Q2FY18. Gross fixed capital formation

growth continued to remain strong at 12.5%.Private consumption growth slowed down to 7%.Net exports continued to be a drag at-4.8% of GDP vs.-3.4%

in the last quarter,led by sharp rise in oil imports.

April-October'18 fiscal deficit rose to 103.9% of BE vs.96.1% lastyear and 95.3% last month.Fiscal deficit has risen largely due to strong capital expenditure

and lowertax revenues.

Crude oil prices fell more than 30% from its recent peak, as focus shifted from Iran sanctions to over-supply & weak demand environment.The fall in crude

eases lot of concerns around India's macros

Key Domestic Economic Data

Key Global Events

Outlook
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The India Manufacturing PMI strengthened from 53.1 in October to 54.0 in November, signaling the strongest improvement in the health of the sector in

almost one year,led by strong demand conditions in both domestic & exports market.

The Nikkei India Services Business Activity Index rose from 52.2 in October to 53.7 in November, signaling strong domestic demand. India composite PMI

strengthened from 53.0 in Octoberto 54.5 in November,the fastest expansion in private sector activity since October 2016.

CPI for October 2018 stood at 3.3% against consensus estimate of 3.7% and. 3.8% reading last month. Sequentially, inflation declined by 47bps vs. an

increase of 8bps last month.Food inflation continued to decline largely led by sharp contraction in pulses,vegetables and fruits.

IIP for September came in at 4.5% against consensus estimate of 4.1% and 4.7% reading last month led by infrastructure, capital goods & consumer non-

durables.
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Global markets breathed a sigh of relief that Pres. Trump and Pres. Xi agreed to suspend further tariff actions for 90 days, giving time for further

negotiations.

France faced unprecedented demonstrations by the gilets jaunes - or yellow vests - which have broadened their protests as a rallying cry for those who say

Emmanuel Macron's policies favorthe wealthy and punish the working class.

China's manufacturing PMI fell to 50, indicating no growth in activity or contraction on a monthly basis,for the first time in over two years in November,The

survey also showed furtherweakness in new orders from at home and abroad.

Fed Chair Powell said he sees current interest rates "just below" neutral,a change in tone from early October when he indicated that the Fed funds rate was

"a long way from neutral." Powell's perceived dovish remarks eased worries that swift interest rate increases by the Fed could slow economic and profit

growth moving forward.
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The un-expected collapse in crude oil prices has eased a lot of concerns around weakening Indian macros.

Over short term, due to concerns around US-China trade war, Concerns around Italy & France, Brexit deal, state elections in India, markets are expected to

remain volatile.

Robust micros(GDP growth,corporate earnings) along with stabilizing macros augurs well for Indian equities

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 cap over mid & small caps.

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

Inflation

� Retail (CPI) Inflation eased to a near 1 year low of 3.31% in Oct 18 from a revised 3.70% in Sep 18 and 3.58% in Oct 17,with deflation in pulses and vegetables and despite fuel &
light inflation at 8.5% due to elevated crude oil prices.Core (CPI) inflation rose to 6.1% in Oct 18 from 5.8% in Sep 18.The favourable base effect continues to support the inflation
rate while the diminished impact of MSP, lower crude oil prices and the recovery in the INR have lowered the inflation trajectory going forward. Inflation expectations of
households for November 2018 (RBI Survey), softened by 40 bps for the 3-month ahead horizon, while they remained unchanged for the 12-month ahead horizon. Wholesale
(WPI) inflation rose to 5.28% in Octoberfrom 5.13% in September due mainlyto a spike in fuel prices,even as food prices softened.

Foreign Fund Flows

Monetary Policy - RBI (MPC) 5th Bi-monthly meeting. Dec 3rd-5th, 2018

� The MPC kept interest rates and the policy stance unchanged and hinted at a reversal of the policy move if inflation risks subside and other data supports the thought. Also it
mentioned about more OMO purchases to support liquidity if needed.The MPC proposed to cut the SLR by 25 bps every quarter starting January 2019,to take it to 18% and align
it with the liquidity coverage ratio (LCR).It will increase the frequency and quantum of OMOs through March end if needed.Inflation forecast is cut to 2.7%-3.2% for H2FY19 from
3.9%-4.5%, and is projected at 3.8%-4.2% in H1FY20 with risks tilted to the upside. The growth forecast for FY 2019 is maintained at 7.4%, which currently looks to be a bit
optimistic given the factthattightness in lending leading to lower growth is still not captured

Outlook

Liquidity

� Liquidity moved deeper in the negative overall for the month of November.Liquidity started the month at a deficit of 76,000,was aided by government spending but turned back
to deep deficit from the 5th, led by the continuing festival demand for currency with public. Currency in circulation, however, contracted in each of the last three weeks in
November. Liquidity continued to tighten on advanced tax outflows, peaking at a deficit of over 1,30,000 cr on the 20th of the month. Liquidity ended the month at a deficit of
almost 45,000 cr on month end government spending. RBI conducted five OMO auction’s in November injecting 50,000 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 December. Liquidity infusion by RBI through OMOs has been 136,000 cr thus far (till
November) in FY 2019.RBI injected liquidity,under its LAF,of over 80,000 cr on a daily net average basis in November having injected nearly 60,000 cr in the previous month.The
weighted average call rate (WACR) traded belowthe policy repo rate on all 18 days in November.The WACR,on an average forthe month,traded 9 bps belowthe policy repo rate.
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Debt markets rose for the 2nd month in November driven by a sharp correction in crude oil prices, INR strengthening back above 70/$ level,the central bank’s OMO purchases to
inject liquidity and with favorable macros aiding foreign inflows. The benchmark 10-year g-sec posted its biggest monthly gain this fiscal year with its yield falling 24 bps in
November,its biggest monthlyfall since March,and following a 17 bps fall in October.The INR posted its best month againstthe USD aided byforeign inflows,appreciating 5.9% in
November, its best monthly gain since January 2012. Crude oil prices crashed in November with the benchmark crude oil contract registering its biggest monthly fall since
October 2008,amid concerns of oversupply due to rise in crude oil inventories and expectations of lower demand going forward.The benchmark brent crude oil contract slumped
22% this month, going below $59 per barrel. Concerns over faster rate increases in the U.S. have also eased after the Fed Reserve Chairman’s dovish comments, even as market
has factored in a rate hike in Fed’s December meeting.

Debt yields had priced in a lot of macro uncertainty so the market rallied on macros turning favourable during the course of the month.The market is likely continue to trade in a
range bound manner from here on amidst lower volatility, post the clarity on central bank policy, which has provided comfort on policy rates and system liquidity, and on lower
inflation. The market will however continue to track incremental macro data – crude oil prices, the domestic inflation expectations and the INR with the U.S monetary policy
stance remaining the major factor impacting foreign (FPI) flows. There is an initial sense of probable slowdown in global growth in going ahead, especially us markets which
witnessed mild inversion in 2-5 year segment and consequently leading to a buildup of lower hikes going ahead.Although this is quite an initial stage and trend could be just easily
reverse.

Baring a huge data surprise,currently it looks like rate hikes are off the table.This builds a case for being long on duration,although rally going ahead will be a bit slower.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 AAA rated segment from a 2-3 year
perspective.Medium to long term part ofthe curve would consolidate at current levels in absence of any sustained triggers eitherway.

Indiabulls Dynamic Bond Fund is the good option for those investors who are looking to invest in scheme which takes an active interest rate calls. Short term fund offers the
Portfolio with more than 1 year investment horizon. Ultra short term and Savings fund, are low duration schemes and are ideal for investors seeking returns higher than plain
vanilla liquid fund and have investment horizon offewweeks to couple of months.The liquid fund remains a smart option for deployment of overnightfunds.

� Liquidity moved deeper in the negative overall for the month of November.Liquidity started the month at a deficit of 76,000,was aided by government spending but turned back
to deep deficit from the 5th, led by the continuing festival demand for currency with public. Currency in circulation, however, contracted in each of the last three weeks in
November. Liquidity continued to tighten on advanced tax outflows, peaking at a deficit of over 1,30,000 cr on the 20th of the month. Liquidity ended the month at a deficit of
almost 45,000 cr on month end government spending. RBI conducted five OMO auction’s in November injecting 50,000 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 December. Liquidity infusion by RBI through OMOs has been 136,000 cr thus far (till
November) in FY 2019.RBI injected liquidity,under its LAF,of over 80,000 cr on a daily net average basis in November having injected nearly 60,000 cr in the previous month.The
weighted average call rate (WACR) traded belowthe policy repo rate on all 18 days in November.The WACR,on an average forthe month,traded 9 bps belowthe policy repo rate.
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India’s economy grew 7.1% in July-September (Q2FY19),the slowest pace of growth in three quarters,hurt by lower output in manufacturing and the farm sectors.The economy
grew 8.2% in April-June (Q1) and 6.3% (Q2FY18) in the corresponding quarter of the previous fiscal year.Manufacturing production rose 7.4% while farm output expanded 3.8%.
GVA growth stood at 6.9% in Q2 compared to 8.0% in Q1.

Industrial (IIP) growth declined marginally to 4.5% in Sep 18 from an upwardly revised 4.7% last month and 4.1% in Sep 17.During Apr-Sep 18,IIP grew 5.1% compared to 2.6% in
the previous year.The growth rate ofthe infrastructure (core) sector recovered to 4.8% in Octoberfrom 4.3% in September 2018.

The merchandise or trade deficit widened in October from a five-month low in September on the higher value of crude oil and other imports due to a depreciated INR. Exports
rebounded but Imports too grew at a faster pace.The deficit has widened to $17.1 billion in Octoberfrom $13.9 billion in the previous month.The trade gap had hit a five-year high
of $17.4 billion in August.

The central government reported a fiscal deficit of 6.49 lakh cr for April-October or 103.9% of the budgeted target for FY 2019, compared with 5.25 lakh cr (96.1%) a year ago.
The deficit was at 5.95 lakh cr (95.3%) for April-September FY 2019, reported in the previous month. The government expects to meet its FY 2019 fiscal deficit target of 6.24
lakh cr,or 3.3% of GDP,having met its FY 2018 target of 3.5% of GDP.

The central government reported a fiscal deficit of 6.49 lakh cr for April-October or 103.9% of the budgeted target for FY 2019, compared with 5.25 lakh cr (96.1%) a year ago.
The deficit was at 5.95 lakh cr (95.3%) for April-September FY 2019, reported in the previous month. The government expects to meet its FY 2019 fiscal deficit target of 6.24
lakh cr,or 3.3% of GDP,having met its FY 2018 target of 3.5% of GDP.
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Source : MOSPI, RBI, Bloomberg, Reuters & Markit Economics


