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The new normal  

 

Summary 
 

The first half of calendar 

2020 will go down as one of 

the most unique periods in 

history. The outbreak of 

COVID19 and the resultant 

lockdowns across the globe 

unleashed a significant 

contraction in economic 

output and led to 

unprecedented volatility in 

capital markets. 
 

The first half of calendar 2020 will go down as one of the most unique periods 
in history. The outbreak of COVID19, the disease caused by the novel corona 
virus and the resultant lockdowns across the globe unleashed a significant 
contraction in economic output and led to unprecedented volatility in capital 
markets. While central banks and political leaders responded quickly and 
provided a concerted response to the event, the methods adopted by each 
country were different that led to dissimilar outcomes for financial markets. 
What began as a supply chain issue at the start of the year quickly enveloped 
the entire world as the disease spread from country to country with varying 
degrees of infection and mortality outcomes. The epicentre of the disease 
spread from China to Europe and then to the US and now to Brazil. 
 
Response to this crisis by various authorities have been in the form of cutting 
of interest rates, providing funding to businesses and financial support for 
individuals. The goal is to limit an inevitable recession and try to stimulate 
faster recovery as the lights come back on in the economy. As various 
industries ground to a halt, such as travel and manufacturing, this sparked a 
plunge in oil prices, exacerbating stress in financial markets. This resulted in 
the fastest bear market of all time. 
 
Since the middle of March, financial markets began to stabilise, and then rally. 
The extent of the rebound has varied across asset classes and regions. 
However, it is hard to over-state the damage that has been done to the global 
economy. It has been a truly remarkable first half of the year.  
 
The story has been played similarly to a remarkable extent in India as the 
capital markets responded in the same fashion in March even if there were 
hardly any cases of the disease in India at that time. India went in for one of 
the severest lockdowns for all its citizens leading to unprecedented freezing 
up of its economy leading to widespread dislocation of markets and industries. 
Supply chains, consumption patterns took a deep dive and the economy 
virtually sputtered to a halt by April.  
 
There were significant policy responses that came in steadily throughout this 
period and government support was seen to be proportionate. The initial 
estimate of economic loss was understated and this led to another major 
announcement a little that in scope and size appeared to consider the whole 
situation in totality. The immediate concern was cash flow in enterprises and 
dislocation in labour markets as millions of migrant workers were initially 
frozen in cities and as rules allowed for limited mobility started to return to their 
homes in whichever manner possible. 
 
Equity markets initially responded very negatively and at some time came off 
sharply from the February highs in a matter of days. However as global 
markets stabilized and a steady stream of FPI inflows became sustained, the 
Indian equity markets staged a smart rally to recover almost 20% of lost 
ground from the bottom of the trough it had reached in March. 
 
Interest rates were slashed by the RBI and this led to a significant rally in the 
government bond markets. However, with the emphasis on liquidity the near 
term bond markets rallied significantly more than longer term bonds. The 
overhang of significantly increased bond supply both from the center and the 
state government is keeping bond rates anchored in the longer term.  
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Credit markets had a tough time as spreads rocketed and the lack of liquidity 
in the markets led to an almost completely frozen market in corporate paper. 
Combined with some events that happened in the mutual fund space, credit 
markets continue to remain less than adequately liquid and spread continue to 
harden. With such an unprecedented period of volatility behind us it makes for 
a very uncertain outlook for the rest of the year. 
 
 

The Outlook 

 
We feel that while economic outlook and earnings are very challenged for the 
entire financial year, a return to normalcy over the next few months should see 
a weak recovery toward the start of the next financial year. Of course a lot of 
things are yet not known, for example, the manner in which we will see 
infection rates in this country having crossed 500k already, remedies for 
treating the disease if any, the state of the labor markets and the gradual 
return of smaller businesses to full activity etc. A lot will depend on these 
variables and an educated guess will remain the only way to look at the rest of 
the year ahead.  
 
Equity markets seem to have corrected significantly and in some stocks even 
come back to pre-crisis levels. Bank and financial companies seem to have 
taken the biggest brunt of the valuation drop and remain the biggest drag on 
performance. However industrial and materials companies also face an 
uncertain future. We remain negative on Aviation, Hospitality, infrastructure, 
real estate and commodities while basic consumption, telecom, healthcare 
and select banking companies look attractive. We maintain that earnings and 
economic output will remain challenged throughout the rest of the year and 
valuation upsides will come only where earnings appear sustainable and 
market share gains are visible. We also feel that the theme “the big will get 
better” will be the one to follow for now. Interest rates and inflation will retain a 
downward bias as liquidity infusions from the RBI will sustain lower levels. 
However, credit markets will remain challenged and spreads are unlikely to 
narrow to a significant degree.  
 
We are hopeful that there will be some relief in the coming month for 
companies as they come out of lockdown gradually and markets will retain 
some levels of normalcy. However, earnings growth and opportunity will 
remain uneven across the economy and a narrow select group of companies 
will continue to thrive in an otherwise bleak environment. 
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Mutual Fund investments are subject to market risks, read all scheme related documents carefully. 
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