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The has deepened in Q2. Data on investment demand suggests broader

moderation across the sector,although the investment slowdown is not as sharp as the consumption slump.

On the supply side, industrial indicators remain stable, with coal, cement and electricity output growth

improving.

Manufacturing PMI has slowed and overall on a three month

moving average basis,although the April IP data recorded a healthy uptick in growth.

Fall in oil price could not have come at more opportune time, when India is struggling with its own domestic

challenges.One needs to closely observe if RBI obliges the marketwith rate cut or liquidity infusion or both.

While reflation and reforms will be the way forward, there will be significant challenges for implementation.

Reflating meaningfully in the near term is difficult without fiscal slippage or aggressive monetary stimulus,

while the next set of reforms will require political capita and,cooperative federalism.

We believe the recent budget ticks all the right boxes on improving the investment climate and focusing on

investment-driven (sustainable) growth instead of a (short-term) consumption-led one.

slump in consumption indicators

industrial production (IP) growth remains weak

Valuation and View

Source : MOSPI, RBI, Bloomberg, Reuters & Markit Economics
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The Indian market has largely ignored the recent (1) economic growth deceleration, (2) and deterioration in

India's fiscal position.Valuations of most 'growth' stocks continue to be stretched while a few 'value' stocks have

also seen considerable rerating.

For NIFTY 50 Index, we see moderate downside risks to earnings estimates for FY2020-21. We also note

potential risks to earnings estimates in the case of a further slowdown in consumption,aggravated by potential

sub-normal monsoons.

For FY20, bulk of the incremental growth in net profits of the Index comes from (1) normalization of profits in

PSU and certain private 'corporate' banks and (2) INR depreciation, which would aid the profits of global

commodity and IT sectors. Financials, where we see an earnings rebound, is our strongest overweight and we

hope lower rates might also boost near-term sentimenttoward Industrials & Discretionary.

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

starting point for valuations is higher. Stable to falling crude and INR appreciation can be strong tailwinds to

market behaviour.

We believe key investmentthemes to play in 2019 are as follows

1) large-cap over other categories

2) Cyclical sectors led by banks (largely coming out ofthe woods) over defensive

3)‘Rural’over (possible populist measures bythe Centre and State governments to continue) urban in 2019.



Fixed Income Outlook
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Reduction in the headline fiscal deficit number to 3.3% from the earlier 3.4% is a positive, but it should also be

seen in the context of a higher projected nominal growth (12%) as compared to the projection (11.5%) in the

interim budget.

Government’s decision to keep the borrowings unchanged and the decision to explore an external sovereign

bond issuance in the currentfinancial year is expected to positively influence the markets.

Impact of fuel tax increase on inflation likely to be transitory, and unlikely to jettison further policy rate cut

expectations.

At the current level of interest rates, we continue to see value in the short/medium end of the yield curve and

prefer participating via high grade credits.

We remain constructive on duration, but we may look to keep lower portfolio maturity as compared to the early

part ofthe fiscal year.

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

6.00 6.00 5.80 5.97

6.95 7.10 6.73 6.88

6.40 6.45 6.25 6.35

6.80 6.95 6.70 6.80

7.10 7.30 7.10 7.30

69.60 69.97 68.86 68.94

2.13 2.18 1.97 2.00

Global Cues

Debt Market Commentary
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U.S and China agreed to re-start trade talks and suspend new tariffs,but without giving a time-frame for further

negotiations or a deadline to strike an agreement.

The U.S Fed held interest rates steady, but dropped the word “patient” in describing its approach to policy and

raised market expectations for a rate cut in the future.

The ECB pushed back further rate cuts but hinted at new stimulation measures to step up support to the

weakening euro area economy,which it admitted was facing headwinds from rising trade protectionism.

Political tensions between the U.S and Iran intensified and added to the volatility in crude oil prices.

The group of OPEC+ members agreed to extend output cuts by a further 9 months with energy agencies cutting

backforecasts amid sluggish global growth and U.S shale production at record highs.

Source : MOSPI, RBI, Bloomberg, Reuters & Markit Economics
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The RBI unanimously voted to cut the policy repo rate 25 bps to 5.75% from 6% in June 2019, and changed the

stance of monetary policyfrom‘neutral’to‘accommodative’.

Fiscal deficit target reduced to 3.3% of GDP in current FY 2019-20, from 3.4% (3.35%) estimated in the interim

budget,and 3.39% realized in FY 2018-19

Market borrowings to remain unchanged,but government to explore raising part of its borrowing in external

markets in foreign currencies.

Central governmentfiscal deficit for May 2019 stood at INR 3.66 lakh crore (52% of FY 2019-20 budgeted target)

compared with INR 3.45 lakh crore (55.3%) a year ago.

Retail inflation rose marginally to 3.05% in May 2019 from 2.99% in the previous month, but core inflation

declined furtherto a 22-month low of 4.2% from 4.5% in April 2019

Banking system liquidity which had turned surplus post elections, improved substantially in June 2019 with the

central bank’s liquidity operations absorbing on an average INR 50,000 crore during the month.

Foreign portfolio investors (FPIs) increased their local debt investments post elections and purchased net debt

worth INR 8,319 crore from INR 1,187 crore in the previous month.

Foreign exchange reserves rose to a record US$ 427.7 bln in June 2019 from US$ 421.9 bln in May 2019 and the

INR appreciated 1%-its first monthly gain since March 2019.

Domestic macros


