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Market Overview

Equity markets staged a smart recovery
Equity markets staged a recovery on the back of multiple factors such as sharp correction in global crude oil prices,

recovery in INR and easing concerns regarding the NBFC liquidity scenario. Global crude oil prices continued on a

southward journey and fell about 22% during the month below USD 60 per barrel level. The crude oil prices have

corrected about 28.5% since the beginning of October 2018 and are now down 11.5% on a YTD basis. The INR also

showed reversal trends appreciating by about 5.8% versus the USD during November and closed below Rs. 70 / USD

level. As of November end, INR has retraced some of its losses since the beginning of the year and has now showing a

depreciation of about 9% on a YTD basis.

The market indices BSE Sensex and NSE CNX Nifty as a result gained 5.1% and 4.6% respectively to recoup some of the

losses from the previous 2 months. The broader market performance also held up well though they trailed the market

indices. BSE Midcap and Smallcap indices were up 3.0% and 1.7% respectively during month. In terms of the BSE

sectoral indices, Metals were the worst performing sector (due to softening global commodity prices) followed by

Healthcare and Information Technology. All the other sectoral indices showed gains during the month (barring Oil & Gas

which remained flat for the month).

The quarterly earnings season ended on a satisfactory note with Nifty universe aggregate revenues / adjusted EBITDA /

adjusted PAT registering a growth of 26% / 12% / 15% respectively^. The aggregate revenue growth traction was pretty

strong and came above expectations while profitability performance (EBITDA & PAT) was broadly in-line as margin

pressures on the back of higher commodity prices negated the strong revenue growth momentum.

India’s GDP for the quarter ended September 2018 (2QFY18) moderated to 7.1% YoY from 8.2% YoY registered for

1QFY19 and came below expectation of 7.5% growth. The sequential moderation in GDP growth was expected due to an

unfavourable base effect from the previous year but the impact was slightly worse than anticipated as agriculture and

other private sector activity moderated even as government spending remained strong. However, other macro indicators

released during the month continued to paint a stable to an improving picture of the economy. Bank credit growth

accelerated to 14.6% YoY for October 2018, highest growth registered since March 2014. CPI inflation continued to

remain benign and moderated to 3.3% YoY for October which is well below the RBI’s target range. IIP growth moderated

a bit but remained stable at 4.5% YoY for September.
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RBI board meet held during the month was closely followed by the market participants as news-flows had
highlighted about some points of difference between the regulator and the ministry of finance. However, the
board meet was largely uneventful and it is assumed that both Government and the RBI found a middle path to
resolve the issues of contention.

Institutional Fund Flows

The Foreign Institutional Investors (FIIs) turned net buyers after a hiatus of 3 months which had seen
cumulative net outflows to the tune of about USD 5.34 bn. However for the month of November, the FII
segment witnessed net inflows of about USD 868 mn. On a CY18 basis, FIIs have seen net outflows to the
extent of about USD 4.89 bn. Domestic Institutional Investor segment saw 20th consecutive month of net
buying momentum though the pace of net inflows moderated as the domestic insurers saw net outflows during
the month. The domestic MFs once again led the net inflows for DIIs and as they net bought equities worth
about USD 696 mn, but the pace of net inflows moderated here after a record month of net inflows in
Octobers. Domestic insurers witnessed net outflows to the extent of about USD 570 mn. On a CY18 basis, the
DIIs have net bought equities worth about USD 15.85 bn, entirely driven by MFs (about USD 17.13 bn of net
inflows from them) while insurers have been net sellers to the extent of about USD 1.27 bn.

Global Economic Scenario

It was an event heavy month that witnessed decision on US sanctions on Iranian oil exports, US mid-term
elections, an ongoing UK Brexit negotiation process and much awaited talks between US & China on the
sidelines of the G20 summit to diffuse trade tensions. Global crude oil prices declined further and marked a 1
year low to close below USD 60 / barrel as the US provided waivers to some countries to import Iranian oil,
alleviating concerns on the supply shortfall, which was further supported by higher than expected US shale
production and other market dynamics. In the US, on expected lines, the mid-term elections resulted in a split
Congress, with the Democrats taking the House of Representatives and the Republicans holding the Senate.
Meanwhile, the US Federal Reserve left the federal funds target range unchanged at 2% - 2.25%. The Europe
– UK Brexit negotiations will be a keen event to watch out for in the near term as the UK parliament votes on
the proposal on 11 December.

Key risks and challenges

December is again going to be an event heavy month domestically as well from a global news-flows point of
view. Monetary policy decisions and commentary as well as RBI’s board meet scheduled in the middle of the
month will also be closely followed. Another event that the market is closely tracking is the ongoing assembly
elections to five states and the results will be out on 11 December. This assembly election cycle is the last one
before the Lok Sabha elections in April / May 2019 and hence assumes significance for the market to gauge
the trends in this connection. On the global front, the key events to follow would be the trade negotiations
between the US and China, UK – Europe Brexit negotiations, OPEC meeting and the US Federal Reserve
policy meeting that may determine the direction of the US rate hike cycle. These outcomes and interpretation
of these factors shall collectively influence the market sentiments in the near term.

Going forward

Month of November saw a meaningful reversal in the equity market performance with market indices bouncing 
back from the correction seen in the previous 2 months.

If we look at the market performance over the past 1 year or so, there has been a clear divergence in the
performance of large cap market indices to that of mid and smallcap indices. After seeing some reversal in the
underperformance vis-à-vis large caps during October, the mid & small caps again trailed the market indices
during November. On an YTD basis, the market indices (NSE Nifty & S&P BSE Sensex) have outperformed
both S&P BSE mid and smallcap indices meaningfully. S&P BSE Sensex and Nifty have returned 7.5% & 4.5%
respectively on a CYTD basis while BSE midcap and smallcap indices have lost 14.8% & 24.4% respectively.
It is worthwhile to note that mid and smallcap indices had outperformed the market indices during 2017 and we
are witnessing a reversal of the same during 2018.

Currently, the NSE Nifty 50 index is trading at about 19.7x / about 16.2x FY19/20 or about 17.1x one year
forward consensus earnings expectations (source: Bloomberg as on 04 Dec 2018) and are trending slightly
above historical averages. These valuations are at earnings growth expectations of roughly 13.5% for FY19
(earnings expectations have come down by about 4% from end Oct 2018) and about 22% for FY20. However,
we have to be mindful of the fact that the corporate earnings recovery cycle which is already underway can
potentially lead to meaningful acceleration in corporate earnings growth over the next 2 - 3 years driven by the
favourable base as well as a genuine uptick in domestic demand and consumption.
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We remain constructive on the India story from a medium to long term perspective. Looking ahead, the GST
regime will lead to faster formalization of the economy, broaden the tax base, improve the fiscal situation and
improve the ease of doing business. IBC is another key reform that will lead to structural repair in the banking
industry and this may go a long way in reviving the credit offtake in the economy, early signs of which we are
already witnessing. GDP growth rebound after the twin disruptions of Demonetization and GST implementation
provides the optimism that we are entering a high growth phase gradually.

Equity Funds - Investment Strategy

Our investment philosophy and portfolio construction follows the proprietary profitability and valuation
framework. The emphasis is on identifying companies that are attractively valued relative to their sustainable
profitability. In the large cap and multi cap portfolios, we continue to remain overweight on materials, consumer
discretionary, industrials and financials. However we have been moderating the extent of our active positioning
on sectors as well as on selective names, in conjunction with our overall market view. We are mindful of the
concentrated performance on a YTD basis in large cap indices and there could be a case for wider participation
to the indices’ performance going forward, which we are already witnessing. In the backdrop of the stark
underperformance in the mid and small cap indices to that of large cap indices on a YTD basis, we see a
potential case for a mean reversal going ahead. With the easing of global crude oil prices and a stable INR, the
margin performance of the mid and small caps names could see improvement in the coming quarters. The small
cap strategy continues to be more bottom up and the sharp correction in some of the small and midcap names
during the year has thrown up some good investment opportunities, which are now available at more
reasonable valuations.

Source – Bloomberg, * Returns mentioned in the report are the Total Return or TR variants of the respective indices, ^ JPM estimates

Mutual Fund investments are subject to market risks, read all scheme related documents carefully.
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Fixed Income Update

Fixed income markets have traded positively throughout the month as crude prices tempered, currency rallied
and RBI conducted OMO. In addition, comforting Inflation number and the prospects that inflation may remain
benign, below RBI’s trajectory has firmed the market opinion that RBI may not hike rates in the near term. This
has also filtered into the positive bias.

RBI Actions

OMO: RBI announced an OMO purchase of INR 400 bn for the month of December and an additional INR 100
bn for the month of November (in addition to INR 400 bn for November) taking the total OMO to INR 1760 bn
(including December). RBI kept rates unchanged with inflation revised downwards in its fifth bi-monthly policy.

Inflation

CPI Inflation numbers came in below our and market expectations at 3.6%. Food inflation continues to surprise
on the downside, with limited signs of pass-through of Minimum Support Price or MSPs so far, even as prices
of perishables have not seen much of an uptick. Food inflation came in at -0.7% y-o-y in October and is likely
to stay in the negative territory in November as well, on an adverse base. Core inflation on the other hand,
picked up pace to 6.1%, though this was influenced by sporadic one-off sharp month-on-month increases in
health, personal care and household goods. Going forward, decrease in transport segment as well as some
reversal of these one-offs could result in a decline in core inflation as well.

October WPI inflation picked up to 5.3% from 5.13% on the back of higher fuel and manufactured products
inflation amid the absence of favourable base effect. Earlier Weakness in INR has led to further hardening in
imported goods’ prices such as commodities which have higher weight in WPI compared to CPI. Core WPI
inflation inched higher to 5.2% from 4.9%.

Q2FY19 GDP

Gross Domestic Product or GDP growth came in below expectations. GDP growth was at 7.1% v/s 7.5%
consensus and Gross Value Added or GVA growth at 6.9% v/s 7.4% consensus and were each lower
sequentially by 110 bps compared to Q1 numbers of 8.2% and 8% respectively for GDP and GVA. Although
part of the decline in Q1 was due to lower base effect, sequential momentum was also weaker. Slowdown in
consumption growth and drag due to net exports contributed to the weaker print. Private consumption growth
slowed to 7% y-o-y from 8.6% y-o-y in Q2. Agri GVA growth slowed to 3.8% from 5.3%, owing to a lower
Kharif output, while industry moderated to 6.5% v/s 10.8% (partly due to base effects).

IIP

India August IIP came in at 4.3% v/s 6.5% in July, higher than market expectations of about 3.5%-4.0%.
Consumer non-durables grew 6.3% y-o-y (v/s 5.5% in July) while consumer durables grew 5.2% v/s 14.3% in
July (mainly on account of base effects). Capital goods grew 5% v/s 2.8% in July.

Trade deficit

India's October trade deficit came in at USD17.1bn, higher than USD14.0bn in September October trade deficit
widened more than expected, due to a brisk increase in oil and non-oil non-gold imports. Exports grew by
17.9% y-o-y while imports grew 17.6%y-o-y.

Fiscal deficit

Apr-Oct fiscal deficit came in at 103.9% of budgeted estimates. However, the number is not alarming given
that revenues are bunched in the last quarter of the year and expenditure is front ended. Also government is
vigilant on the fiscal deficit front and will look at various options to manage the same.

GST

GST for the month of October (collected in Nov) came in at INR 976 bn lower than INR 1007 bn for
September, with the 8 month average run rate at INR 970 bn lower than budgeted targets of at least INR 1000
bn.
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Currency

USDINR along with oil saw strengthening throughout the month from 73 all the way upto 69. The downward movement in oil was 

supported by FII inflows. Both debt and equity flows were positive in the month of November at INR 170 bn, in the backdrop wherein most 

of FY19 months have seen outflows.

Liquidity

Liquidity remained in deficit territory throughout the month due to currency withdrawal from banks. RBI conducting OMOs to infuse primary

liquidity in the month of December may provide some relief.

Going Forward

10 year G-Sec is likely trade around 7.40 – 7.50% in the near term. In the near term. Market is likely to look for cues from oil prices,

direction of currency movement and global cues.

Disclaimer:

Data as at November 2018 except other wise mentioned other date

Expressions of opinion are those of HSBC only and are subject to change without any prior intimation or notice. It does not have regard to

specific investment objectives, financial situation and the particular needs of any specific person who may receive this document. Investors

should seek financial advice regarding the appropriateness of investing in any securities or investment strategies that may have been

discussed or recommended in this report and should understand that the views regarding future prospects may or may not be realised.

Neither this document nor the units of HSBC Mutual Fund have been registered in any jurisdiction. The distribution of this document in

certain jurisdictions may be restricted or totally prohibited and accordingly, persons who come into possession of this document are

required to inform themselves about, and to observe, any such restrictions.

Mutual Fund investments are subject to market risks, read all scheme related documents carefully.

HSBC Asset Management (India) Private Limited, 16, V.N. Road, Fort, Mumbai-400001 Email: hsbcmf@camsonline.com

www.assetmanagement.hsbc.com/in


