MACRO VIEW
Global macro data remained a mixed bag. The US Federal Reserve also found difficulty in increasing the rates immediately though didn’t rule out the
possibility of future rate hikes. The Indian economy at the same time saw CPI inflation rising to 6.1% y-o-y in July vs. 5.8% y-o-y in June, primarily led by
food prices which grew at 8.4% y-o-y vs. 7.8% y-o-y in the previous month. Core CPI rose marginally to 5.1% y-o-y vs. 5% y-o-y during the same period.
The WPI rose to 3.55% y-o-y in July from 1.6% y-o-y in June. WPI food inflation accelerated to 10.8% y-o-y in July vs 7.8% y-o-y in June. IIP growth came
in at 2.1% y-o-y in June vs. 1.1% y-o-y in May. Capital goods remained sluggish, contracting by 16.5% y-o-y vs. 12.3% y-o-y contraction in the previous
month. Consumer non-durables finally returned to the positive zone after 11 months of contraction.
India’s GDP growth moderated to 7.1% y-o-y in 2Q2016 vs. 7.9% y-o-y in 1Q2016. The slowdown was despite a surge in government spending (18.8%
y-o-y) as other components like investment, private consumption etc. moderated. India’s exports contracted by 6.8% y-o-y in July vs. an expansion of
1.3% y-o-y in June, thus reversing a recent trend of slow improvement. The weakness was partly due to base effect as well as lower petroleum prices.
Imports contracted by 19% y-o-y in July vs. 7.3% contraction in June. Oil imports fell 28% y-o-y due to lower oil prices. Gold imports remained weak at
1.3bn USD vs. 3bn USD a year ago. Trade deficit narrowed to USD7.8bn in July vs. USD8.1bn in June.
While macroeconomic data remained positive, the GoI’s reform agenda got a big fillip with the passage of GST bill in the parliament. Quick and
effective implementation of the same should be positive for the economy from a medium term perspective.
Source: Bloomberg (Unless indicated otherwise)
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Equity markets have risen in tandem with other emerging markets over the past six months. The rise was sustained on expectations that the GST bill
would be successfully passed and monsoons this year would be normal. Both these expectations have been fulfilled. Earnings momentum over the
second half of the year will determine market movements here onwards.
Companies in the NIFTY 50 index are on track to deliver a 15% earnings growth for FY17. The economic recovery appears to be gathering pace with
consumption related sectors displaying strength, while corporate capital expenditure is likely to pick up from the next financial year. The passage of
GST, and its adoption by the requisite number of states, will set in motion the operational aspects. Near term hiccups aside, speedy implementation of
this reform will result in a significant boost to the economy’s supply-side productivity. Other significant reforms, such as the bankruptcy code and asset
quality review will help improve banking sector balance sheets and lay the foundation of the next cycle of economic recovery.
At current levels, market valuations appear to be on the moderately expensive side, with the forward Price / Earnings multiple trading at close to +1
standard deviation above its ten year average. However, compared to other emerging markets, valuations are in line with long-term historical
averages. Indian markets trade at a premium to other markets, which is justified as earnings growth and sustainability is better, and our return profile
has been consistently higher. The US Federal Reserve is likely to raise rates soon. Given that this step will be undertaken in the backdrop of the
strengthening US economy, it would not be detrimental to Indian market prospects. We shall continue to add positions to companies delivering
consistent earnings growth with prudent capital allocation strategies.
Source: Bloomberg (Unless indicated otherwise)
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The environment along with the wide spread differential between major global and domestic yields so far supported the rates to move down,
continues to remain supportive and we may witness further fall in yields and may continue to push the yield curve to become flatter. Having said that
one needs to be watchful of changing macro. The expected FCNR deposit maturity out flow from the economy may result in some disruption in the
liquidity and may also impact the rupee dollar pair. We expect RBI to be vigilant and try to smoothen the outflow.
The benign global yields and supportive Indian macro should keep the market cheerful. We have being maintaining for some time now that the middle
part of the Indian yield curve offers the best value both in term of accrual and capital gain, allowing the investor to generate superior risk adjusted
return.
Source: Bloomberg (Unless indicated otherwise)
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