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The COVID-19 contagion exploded globally in March, as cases rose 9-fold to >800k, led by US (>160k)
and Europe. Global Markets were roiled by the pandemic and Indian Markets were not immune from
the tremors either (hit -10% lower circuit twice during the month).

Despite the number of confirmed cases (< 1.5k) being fairly under control, containment measures in the
form of a 21-day Nationwide Lockdown from March 25, 2020 brought the economy to a grinding halt.
Indian equities pared losses in the last week, amid a slew of measures announced by the Government
and the RBI.

Nifty50 and S&P BSE Sensex ended the month of March with -23.2% and -23.1% returns, respectively.
S&P BSE Sensex underperformed the peer group MSCI Emerging market (-15.6%) and finished 15th in
terms of performance ranking. MSCI AWI Index ended with -13.1% returns.

BSE Mid cap index underperformed the large cap index by 450 bps while the small cap index
underperformed the large cap index by 690 bps. BSE Mid cap and BSE Small cap indices ended the
month with (-27.6%) and (-29.9%) returns, respectively.
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Global Markets

Global equities witnessed a sharp sell-off in the first three weeks, on account ofrisk aversion across
asset classes and investor sentiments having turned negativeamid widening spread of COVID-19.
Losses were pared in the last week, as central bank announced significant monetary and fiscal stimulus
to counter the ensuing economic slowdown. WHO on March 11, 2020 labelled COVID-19, a
pandemic.

Worldwide, all major indices closed in red. Hang Seng was the out performer with -9.7% returns
followed by Nikkei (-10.5%), Dow Jones (-13.7%) and FTSE 100 (-13.8%). Euro Stoxx was worst
performer with -16.3% returns.
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Sector Performance

Indian equity markets were not insulated from the global correction, coupled with rising cases of
COVID-19 locally across states. FMCG was the best performing sector with -6.5% returns,
outperforming the Sensex by 16.6%. Healthcare (-9.9%), IT (-14.3%), Power (-19.7%) and Energy
(-20.6%) outperformed the Sensex. Consumer Durables (-26%), Capital Goods (-28.7%), Metal
(-30.7%) and Auto (-31%) underperformed the Sensex. Bankex and Realty were the worst performing
sector with -34% and -36.3% returns, respectively.

Institutional Activity

Fll recorded the largest monthly net outflows of $7.9 mn in March vs inflows of $0.4 bn last month,
taking FY20 outflows to $-0.1 bn. After 6 months of consecutive inflows, March witnessed largest net
outflows.

Dlls were net equity buyers at US$7.0bn in March, which was the largest monthly inflow vs. prior peak
monthly inflows of US$4.2bn in January, 2008and $2.4 bn in February, taking FY20 tally of inflows to
$18 bn. Within Dlls, both Mutual Funds and Insurance Funds were net equity buyers at $3.5 bn and
$3.1 bn, respectively.
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Macro-economic Developments

On the economy front, headline CPI rose to 6.6% in Feb vs. 7.6% in Jan. Decline was underpinned by
food inflation which declined by 1.1% MoM. Core inflation also eased in Feb by 0.2% MoM after a
strong increase (+0.7% MoM) in January. Core prices to remain soft in the coming months, as the
economy gets buffeted by several disinflationary shocks (demand disruption on the back of COVID-19
and decline in oil prices). RBI estimates a $10 decline in oil prices would pull down headline inflation
by 30 bps. Feb WPI inflation softened to 2.26% on the back of cheaper food items and vegetables, as
against 3.1% in Jan.

Composite PMI for Feb at 57.6 improved sequentially, led by services which improved 2 pts MoM to 57.5
while manufacturing declined by 0.9 pts MoM to 54.5.
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Jan IIP print at +2.0% YoY surprised positively, rising sequentially by 1.3% MoM. India’s monthly trade
deficit at $9.9bn decreased in Feb vs $15.2 bn in Jan.

Fiscal deficit for Apr-Feb 2020 came at Rs 10.4tn or 135.2% of the revised FY20 deficit (Rs.7.7 tn). India’s
FX reserves are at an all-time peak of US$487bn, as of March 20, 2020. INR depreciated by 4.6% and
ended the month at 75.63 in March.

Ahead of its scheduled MPC meeting on 3rd April, RBI came out with a comprehensive package of
measures (policy rate cut, CRR cut, regulatory forbearance, and initiatives to compress credit spreads) on
27th March, to help mitigate the economic fall-out of the 21-day lockdown to combat COVID-19. The
MPC cut policy rates by 75 bps. The lower bound of the policy corridor (reverse repo) was cut by 90bps.

Simultaneously, the RBI also cut CRR ratio for banks from 4% to 3% for a year. Additionally, daily CRR
balance maintenance has been reduced from 90% to 80% till the last week of June. RBI also delivered a
complete moratorium on repayments of all term loans for both retail and corporate segments for the next
three month across all financial institutions, along with a deferment of interest on all working capital
facilities for three months.

Brent oil price declined further by 57% (MoM) in March to US$22/bbl following an 11% (MoM) decline
in Feb. The sharp decline in crude oil price was fueled by a price war between the oil majors — Saudi
Arabia and Russia during the demand shock due to the global COVID-19 outbreak.

Outlook

Indian equity market witnessed heightened volatility, as COVID-19 contagion exploded globally in March,
led by US and Europe. Market outlook remained robust over the medium to long term, as the impact of
COVID-19 will be short lived and the focus will be back to fundamentals, sooner than later.

Nifty has underperformed MSCI EM by 13ppt in FY20. Also, such periods of underperformance are
usually followed by India outperforming by 9ppt, 22ppt and 16ppt, on average in the following 90, 180
and 365 days, respectively. The current COVID-19 situation in India seems to be manageable. Also, the
low death numbers are a positive.

India’s growth story, backed by multiple structural reforms led by stable government, higher
demographic dividend, improving ease of doing business and low inflation has got further tailwinds in
the form of lower crude oil prices. However, COVID-19 led disruptions will negatively impact exports
(20% of GDP) and domestic demand, leading to lower GDP growth in FY21.

Companies with high leverage are likely to face severe challenges in servicing debt, given topline growth
headwinds from current economic downturn. FY21 will be a year of two halves given the COVID-19
disruptions in the first 3 months and expected gradual recovery in the remaining months of the fiscal year.

Valuations of the broad market have de-rated and is undemanding, trading below the long period mean
of forward PE - 15.1x. Valuations will continue to mean-revert gradually over the medium term and be
the main driver of market returns. Despite near term headwinds due to COVID-19 disruption, we
continue to maintain our positive outlook on high quality companies having better capital allocation and
producing sustained and predictable cash flows over the long time period.
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Disclaimer: The article (including market views expressed herein) is for general information only and does not have regard to specific investment objectives,
financial situation and the particular needs of any specific person who may receive this information. The data/information used/disclosed in the article is only for
information purposes and not guaranteeing / indicating any returns. The article provides general information and comparisons made (if any) are only for
illustration purposes. Investments in mutual funds and secondary markets inherently involve risks and recipient should consult their legal, tax and financial advisors
before investing. Recipient of this document should understand that statements made herein regarding future prospects may not be realized. Recipient should
also understand that any reference to the indices/ sectors/ securities/ schemes etc. in the article is only for illustration purpose and are NOT stock
recommendation(s) from the author or L&T Investment Management Limited, the asset management company of L&T Mutual Fund (“the Fund”) or any of its
associates. Any performance information shown refers to the past and should not be seen as an indication of future returns. The value of investments and any
income from them can go down as well as up. The distribution of the article in certain jurisdictions may be restricted or totally prohibited and accordingly, persons
who come into possession of the article are required to inform themselves about, and to observe, any such restrictions.

For distributor’s circulation only.

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