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The total revenue collection under GST for the month of April stood at Rs.1,03,458 crore,crossing the Rs 1 lakh crore mark for the first time.While there are

doubts on sustainability ofthis figure,if the collection stabilizes around these numbers itwould be huge positive forthe country’s macros.

In the monetary policy, RBI left repo rate and policy stance unchanged. However, minutes of the meeting suggest that the members are concerned about

upside riskto RBI’s target of 4% from MSP hikes and higher oil prices.Theywere surprisingly hawkish,despite a dovish policy.

After skymet, India’s official weather agency IMD predicted a normal monsoon(97% of LPA) this year and said there is a very less possibility of a deficient

monsoon,assuaging concerns on rural & agricultural economy.
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India’s Manufacturing PMI rose to 51.6 in April from March’s reading of 51.0. Sub-indices were also strong suggesting strong demand outlook and lower

inflationary pressure.India’s Services PMI rose to 51.4 in April from 50.3 reading in March supported by new order growth and strong job growth.

CPI inflation eased marginally to 4.28% in March from 4.44% in February,higher than consensus expectation of 4.1% reading.The headline moderation was

due to lowerfood price inflation,but core inflation edged up.Sequentially,inflation momentum strong rose by 7bps vs.-37bps last month

Industrial production came in at a strong 7.1% ahead of consensus estimates of 6.8% vs.7.5% last month.This is fourth consecutive month of 7%+ reading,

indicating strong underlying momentum.
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US Q1CY18 GDP growth came in at strong 2.3% against expectation of 2% reading,reflecting a strong underlying momentum atthe start ofthe year.

The US FOMC left the federal funds target range unchanged at 1.5%-1.75%,as expected.It also indicated that rate hike is almost certain at its June meeting.

Market continues to pencil in three rate hikes in 2018 and anotherthree in 2019.

In a major de-escalation of tensions in Korean peninsula, Kim Jong Un has shown an intent to de-nuclearize North Korea and end the Korean war and build

better relations with USA.

Eurozone’s High frequency data like manufacturing PMI, Services PMI, Investor confidence, retail sales etc, continue to show signs of moderation in the

economy.European Commission also indicated thatthe momentum may moderate slightly as monetary stimulus is graduallywithdrawn.

Crude prices rose above $70 a barrel for the first time since November 2014 on growing concerns possible new sanctions against Iran and collapse of

Venezuela's oil industry.
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India’s High frequency data continues to indicate that economic recovery is gathering pace. This combined with improving GST collection numbers and a

forecastfor normal monsoon augurs well for Indian economy and markets.

Q4FY18 earnings season so far has been broadly in line with expectations. Positive surprises have been more than negative ones, and increase the

possibility of analysts upgrading their estimates going forward.

US-Iran nuclear deal,Syria conflict,progress of Monsoons and outcome of Karnataka elections are key events to monitor in nearterm.

We maintain our positive view on Indian equities over medium to long term. STPs and SIPs should be preferred route in near term. We continue to prefer

large caps over mid & small caps.

Sumit Bhatnagar, CFA

Head - Equity
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30th April Month Opening Intra Month High Intra Month Low Month Closing

Overnight Rate (NSE MIBOR)

10-Year G-Sec

3 Month CDs

6 Month CDs

12 Month CDs

Currency - INR/USD

10 Year U.S Treasury

6.00 6.02 6.00 6.00

7.33 7.77 7.13 7.77

6.70 7.00 6.70 7.00

7.00 7.45 7.00 7.45

7.08 7.60 7.05 7.60

65.12 66.91 64.88 66.45

2.73 3.02 2.73 2.94

Macros

Inflation

MPC Minutes

Liquidity

Industrial output measured by the IIP expanded 7.1% in Feb 18,down marginally from 7.5% in Jan 18 and higher than a low 1.2% in Feb 17. IIP growth for Apr 17
to Feb 18 was 4.3% compared to 4.7% in the corresponding period of lastyear.

India's merchandise exports fell for the first time in five months in March and the trade deficit widened amid concerns over global trade and US moves to review
a programme allowing duty-free imports of goods. Exports fell 0.7% to $29.1 billion while imports rose 7.2% to $42.8 billion, widening India’s trade deficit to
$13.7 billion forthe month from $10.6 billion in Mar 17.

Fiscal deficit for FY 2018 is likely to be slightly below the revised estimates of 5.95 lakh crore according to the finance ministry,primarily due to the RBI transfer

of an additional 10,000 crore in surplus to the exchequer and the FCI returning around 50,000 crore (it was allocated) to the finance ministry.The fiscal deficit

for April-February 2017-18 was 7.16 lakh crore, 120% of the RE for the full fiscal year, the highest for the 11-month period in any recent fiscal year.The official

April-March full yearfiscal deficit data will be released atthe end of May.

Foreign exchange reserves decreased to US$420.4 billion as on April 28,2018 from $424.4 billion as on March 31,2018.Forex reserves had reached a record all

time high of $426 billion during the month.FPIs sold (net) debtworth 10,036 crores in April.
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Consumer inflation (CPI) fell marginally to a 5-month low of 4.28% in March from 4.44% in February due to further declines in food and fuel inflation,
particularly vegetables and easing disinflation in pulses. A shallower fall in food prices arrested the sharp slide in inflation that had been witnessed in the
previous month. Core CPI inflation rose to 5.37% from 5.16% due mainly to education and other service components. Wholesale inflation (WPI) also slipped
marginallyto 2.47% in March from 2.48% in February and a high 5.11% in March of lastyear,on falling prices offood items,especiallyvegetables and pulses.

The release of the latest minutes of the monetary policy committee (MPC) meeting, has suggested that members were more concerned about inflation than
what was conveyed in the meeting on April 4-5. Four out of the six members called for a "wait and watch" approach to policymaking,while warning of inflation
risks. One member had maintained his vote for a 25 bps increase while the rest of the members had voted for a pause in the policy rates. The minutes seem to
suggest that at least two members may vote for a withdrawal of accommodation at the next meeting in June, with the RBI deputy governor saying he would
move towards tightening.

Liquidity remained comfortably in surplus for most ofApril with the WACR trading belowthe repo rate.Liquiditywent into surplus atthe beginning ofthe month,
due to a drawdown in the government’s cash balance with the RBI indicating a pickup in spending,and then improved further due to bond redemptions.Liquidity
turned neutral to marginally deficit mid-month due to pending tax outflows, briefly taking the WACR above the policy repo rate, but ended the month

comfortably back in surplus.On the whole,RBI absorbed nearly 50,000 crore on a net daily average basis in April.The WACR inched further from the policy repo

rate from 5 bps belowthe repo rate in March to over 10 bps in April.Liquidity is likelyto continue be in moderate surplus going forward.
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FPI Limits

Outlook

RBI has increased FPI limits in central government securities and corporate bonds with no change in SDLs.The limit is raised in phases with 0.5% each year for
the next two years in central government securities i.e.from current 5% to 5.5% in FY2019 and 6% in FY2020.While for corporate bonds the limit has been fixed
at 9% but all the existing sub-categories under itwill be discontinued and there would be a single FPI limit category.

Indian debt markets fell in April as minutes of the Monetary Policy Committee hinted that some members may vote for a withdrawal of accommodation at the
next review. The hawkish MPC minutes along with the falling rupee, rising U.S. Treasury yields and higher crude oil prices also contributed to the rise in bond
yields. The benchmark sovereign 10-year g-sec yield rose 37 bps in the month, its biggest rise since February 2017. The yield has now gained in eight of the
previous nine months rising by a total of 130 bps.

The front end of the yield curve remains attractive. There continues to be a substantial carry at these yield levels. Duration funds are likely to remain volatile
though current yield levels offer an attractive entry opportunity for investors looking for long-term deployment of funds. A low duration accrual strategy
continues to remain our most preferred strategy. We recommend the liquid and the lower maturity ultra-short-term fund for deployment of temporary
surpluses.

Malay Shah

Head – Fixed Income


