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EQUITY REVIEW
Commentary on Equity Markets
The MSCI India Index started the month at 17.66 and closed at
16.41, decreasing by 7.1% over the month. As per latest data, FIIs
were net sellers in Equity with outflow of USD 3.68 Bn and in Fixed
Income with outflow of USD 1.26 Bn. Domestic Institutions were
net buyers in equities with net buying of USD 2.96 Bn in the month.

Commodities and Inflation

NYMEX Crude Oil prices fell by ~10.8% from the previous month
levels, ending at 65.31 per barrel; the prices were higher by
~20.1% yoy. LMEX closed at 2856.6 lower by 4.6% over the month
(lower by ~12.4% yoy). Gold prices closed at USD 1217.79/oz
higher by ~2.95% over the previous month (lower by ~4.34%
yoy). The USD Index rose by ~2.1% vs. other currencies over
the month; over the year the USD Index was higher by ~2.72%.
September CPI at 3.77% (vs 3.69% in August) came in lower
than expectations tracking a sharp fall in food prices and soft
core momentum. While the global crude oil price rise and the
sharp depreciation in INR (adversely impacting fuel prices) were
passed on in retail fuel prices, support came in from substantial
decline seen in food index and softer core pressures. Inflation
details indicate sharp fall in daily consumption food items (largely
perishables) albeit a steep jump in retail fuel prices. Core inflation
stood at 5.81% vs 5.92% in August. Core inflation ex-Transport
& Communication stood at 5.4%. H1FY19 core inflation and
headline CPI have averaged 6.1% and 4.3% respectively. Headline
rates are likely to moderate going into calendar year end and inch
up going into Q4FY19. Core inflation is likely to remain above 5%

Markets & Real Economy
August IIP at 4.3% gained despite adverse base effect from
seasonally adjusted expansion in activity. YTD FY19 production
stands higher at 5.2% vis-à-vis 2.3% seen in Apr-AugFY18.
Mining, Manufacturing and Electricity grew -0.4%, 4.6%
and 7.6% respectively. Primary goods (+2.6% YoY) came in
lower tracking a strong base effect. On output basis it gained
support from the heavyweight Electricity however lost out
from the heavyweight Mining that contracted. Capital goods
(+5%) remained supported by items such as Commercial
vehicles and Transformers. Performance of Intermediate goods
(+2.4%) marked tepid improvement indicating some revival
of production ahead for the festive demand. Infrastructure
goods (+7.8%) remained healthy with growth seen in cement.
Consumer durables (+5.2%) moderated tracking base effect
while Non-durables (+4.3%) gained.
As per the latest RBI data, Forex reserves position declined to
USD 393.52 Bn over the month. The Rupee weakened over
the month closing at 73.9513 Rs/USD vs. 72.5330 Rs/USD last
month.

Sector-wise Performance

Key outperforming sector during the month was Industrials.
Stocks within the sector have held their ground amid the sharp
fall in market as the sector had already gone through a phase of
correction over the last 6-8 months and valuations had corrected
to reasonable levels. Moreover, the sector stands to benefit from
operating leverage if the growth momentum remains strong and
capital investment picks up. Within the sector, our preference is
towards companies which have shown steady return on capital
and low leverage across cycles and have the ability to grow while
maintaining a healthy Balance Sheet. Key underperforming
sector during the month was Oil & Gas. The weakness was led
largely by a fall in oil PSUs. The fall was triggered by the surprise
announcement by the Government that in order to absorb the
impact of rising crude oil price and depreciation INR on retail
fuel prices, the oil marketing companies will have to take a price
cut of Re 1 per liter, in addition to the cut in excise duty taken
by the Government. This move gave rise to fears that more such
moves may happen in case crude oil price continues to rise,
thereby bringing to an end the phase of market determined fuel
pricing. In addition to OMCs, even oil producers like ONGC Ltd
may have to be asked to bear some burden in case the subsidy
mechanism is brought back in an extreme scenario. We have
always been stating that the Government’s resolve to do away
with administered fuel prices in the long run will be tested in
a scenario of rising crude prices. We continue to maintain our
negative view on the sector.

Key Stock Movements

Divis Laboratories Ltd – Divi’s Laboratories is a contract
manufacturing company in the pharmaceuticals sector and
operates in two segments: (1) Generics, where it manufactures
patent-expired APIs for customers, and (2) Custom Synthesis,
where it offers custom active and advanced ingredients
manufacturing for molecules under clinical development though
early trials to commercialization. The stock has outperformed on
the back of better than expectations results with the company
delivering healthy growth and improvement in margins. We
remain positive on the stock.
Emami Ltd – Emani Ltd is among the leading Indian FMCG
companies, with a diverse portfolio of ~300 products in both
the personal care and healthcare category. The company is the
pioneer of the Men’s fairness cream in India and is a market leader
in several fast growing categories, like cooling oil and antiseptic
cream. The company also exports products to 60 countries in
the world and international business now contributes c.14%
of sales. The stock has underperformed as the company has
disappointed on growth and has also seen pressure on margins
due to high raw material prices. While the stock has corrected
significantly, we are not currently increasing exposure and will
continue to monitor the stock before taking any further action
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pressure on inflation. These include volatile crude oil prices, MSP
implementation, INR depreciation, possible fiscal slippage, and
Over the last couple of months, the frontline indices have corrected global market uncertainties. The central bank also reiterated that
by ~10% and the fall in the mid-cap and small cap stocks has been it would only be intervening to manage volatility and not the
even sharper led primarily by a global risk-off being created due to levels of the currency.
sharp rise in US yields and concerns emanating from the US-China
trade tensions. The fall has been sharp across emerging markets
with both stock prices and currencies coming under pressure.
On the domestic front, the situation got exacerbated due to the Outlook
fear of a system-wide liquidity crisis stemming out from the IL&FS The MPC decision which came as a surprise to the market
default and concerns about lack of availability of capital to sustain participants provides a very strong signal of the central bank
economic growth. While the global factors still prevail, especially sticking to the inflation targeting policy framework. It also
on the trade front, the situation within has not shown any signs signaled to the markets that the central bank would not use
of escalating with system-wide liquidity remaining sufficient and interest rates to defend the currency. We expect RBI likely
various NBFCs / HFCs being able to service their liabilities so far. to be watchful of inflation prints in coming months before
The correction has brought the overall market back to reasonable taking any call on rates. Going forward, the impact of the
valuations and there are pockets of opportunity starting to movements in global crude oil prices on inflation, fiscal
emerge. While it’s too early to conclude that the crisis has been situation and the current account deficit, would determine
averted completely, incremental news flow is supportive with the direction of domestic bond yields as well as the trend in
crude oil correcting and INR stabilizing. Yields in the debt market the INR relative to the US dollar. Moreover, bond yields would
have also normalized from the heightened levels seen towards also take a cue from domestic fiscal trends, the likelihood of
end of September and early October. We remain positive on a sustained pipeline of open market operations and the level
India’s growth potential and see this correction as an opportunity at which US treasury yields settle.
for long term investors.

Market Outlook

FIXED INCOME REVIEW
India’s consumer prices (CPI Inflation) went up marginally to
3.77% in September 2018 from 3.69% in August 2018. However,
the inflation print came in lower than market expectations on
account of subdued food inflation due to more than expected
fall in vegetable, fruits and protein goods. Food and beverages
recorded a modest uptick to 1.1% in September 2018 from 0.8% in
August 2018 primarily due to an adverse base, as on a sequential
basis the index contracted due to contraction in vegetable, fruits,
pulses, cereals and protein goods prices on a monthly basis from
the levels in August 2018. The core-CPI inflation eased to 5.8% in
September 2018 from 5.9% in August 2018 driven by deceleration
in housing inflation, clothing and footwear. Though the inflation
related to fuel and light dipped mildly to 8.5% in September 2018
from 8.6% in August 2018, it remained at higher levels on the
back of high petrol and diesel prices. The Wholesale Price Index
(WPI) went up to 5.1% in September 2018 from a level of 4.5% in
August 2018 on the back of a continued increase in the fuel and
power inflation.
The Monetary Policy Committee (MPC) in its fourth bi-monthly
monetary policy for fiscal year 2018-2019 surprised market by
maintaining status quo in the Repo Rate and changing its stance
to calibrated tightening. Market participants were expecting a
rate hike by RBI due to the ongoing factors viz. the sharp fall in
INR, rise in US treasury yields and the volatile crude oil prices.
RBI also revised its inflation forecast downwards citing the recent
softening in food prices and excise duty cut by government.
However, MPC mentioned certain factors that might put upward
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