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MARKET COMMENTARY 

Global developments | The Cypriot savings grab | A new policy template? 

Just as we assumed negative news from the EU was ebbing down, policy makers assured the region of 

renewed turmoil and outrage as Cyprus braced itself for an unprecedented levy on bank deposits barring 

which the nation’s bailout would stand de-railed. The move, led by German lawmakers facing elections at 

home shortly, displayed to what extent policy makers can disrupt financial markets to avoid sovereign 

defaults and make citizens underwrite investors risks; an abject violation of the spirit of deposit insurance. 

Banks in Cyprus have not collapsed as yet given the measured ‘run’ allowed but should one collapse it would 

create indescribable misery to the economy given its banking system’s assets are more than 5x the size of the 

economy. This tax also lays a worrying precedent with potentially systemic consequences if depositors in 

other periphery countries fear a similar treatment in the future. As it is with a fractured government in Italy, 

Spain in the throes of a political scandal and Greece struggling to meet the terms of its own bailout, the 

process of recovery looks complicated enough. Meanwhile, Britain looks headed for recession as its latest 

current account deficit was the worst since 1989. For the full year, the gap almost tripled to a shortfall of 

57.6bn pounds or 3.7% of GDP; an economic contraction in the first quarter of 2013 would tip Britain into its 

third recession in less than five years. Good data points came out from the US which saw S&P500 up 3.6%.   

Indian Market | FII flows slow down |Weak sentiments  

After recording bumper inflows for the first two months of 2013 amounting to USD8.6bn, FII’s went slow in 

March which saw just USD1.6bn come in. The cumulative inflow this quarter however managed to cross 

USD10bn; the fastest-ever period in which FII’s have invested such amount of money in India. Interestingly, 

this has not been able to stem the fall of the Indian markets that remained flat for the month with the Sensex 

closing at 18,861, down-0.14%  and -5.32% on a YTD basis. MSCI India was down 2.7% on an YTD basis; the 

relative solace being other emerging markets Russia, Korea and China were down between 3.5%-4.5% while 

Brazil did better at -1.3%.  While the fall in Indian markets may seem meager; the malaise should be seen in the 

context of the BSE Mid-cap and BSE Small-cap indices which were down 14% and 21% respectively for the 

quarter. Apart from the government meeting its fiscal deficit target for FY13, recent macro data has been very 

disappointing with high levels of Current Account Deficit, poor PMI reading and no visible change in direction 

to a pickup in investment cycle. Moreover, political news flows have been volatile throughout the month. On 

the day interest rates were cut by the RBI, a key ally of the ruling coalition [DMK] pulled out of the 

Government spooking investors of early elections and complete stoppage in policy decisions. Parliament 

resumes on April 22nd and further rumblings could really cast a negative overhang on sentiment. 
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Monthly Macro Review | Inflation static |Interest rates cut | Worsening CAD | Weak PMI 

Inflation: Inflation for Feb-13 at 6.8% was slightly higher than expectations of 6.5%. It may be noted that WPI 

inflation climbed up after 4-months of declining trend and barring Jan-13 (6.6%), this is still the lowest inflation 

for more than three years since Nov-09.  The most significant contribution to the fall was from basic metals, 

alloys and metal products.  The WPI inflation appears to have settled in the range of 6-6.5% for the next few 

months due to softening core inflation and steady primary article inflation. 

 

 

 

 

 

 

 

 

 

IIP: After two continuous months of contraction, IIP growth turned positive in January at 2.4% YoY against the 

consensus estimate of 1.3% and -0.6% recorded in Dec-12. Mining (-2.9% YoY), capital goods (-1.8% YoY) and 

consumer durables (-0.9% YoY) continued to drag IIP growth while the drivers were electricity (6.4% YoY) and 

manufacturing (2.7% YoY) sub-sectors. For Apr-Jan 2013, IIP growth now stands at 1% YoY. With weak domestic 

and external demand, we do not see any visible signs of turnaround in the investment cycle, yet. 

Interest rate cut: In the mid‐quarter monetary policy review, the RBI cut repo rate by 25bps to 7.5% as 

envisaged but left CRR unchanged at 4%. Declining core inflation and faltering economic growth led the RBI to 

cut repo rate although it continues to guide a limited scope for further easing amid elevated CAD and sticky 

food inflation. As regards liquidity, while CRR was unchanged, the RBI did guide for continued support to 

liquidity through open market operations. In its policy guidance RBI mentioned that the room for further cuts 

is ‘quite limited’ because of high levels of food inflation and risks due to elevated CAD. The guidance seems to 

be similar to the previous monetary policy wherein the RBI did mention the limited room for reducing rates in 

the context of which we feel the foreseeable cut this year would be in the range of 50bps. 

 

 

 

Core inflation meaningfully declined to 3.8% from 

4.1% last month; its lower by 2% from the high of 

5.8% recorded in Aug’12. Dec’12 inflation has been 

revised upward from 7.2% to 7.3%. 

The MoM uptick in inflation is solely on account of 

an increase in diesel and LPG prices domestically. 

Barring fuel group, WPI inflation actually fell to 5.1% 

(from 5.4% in Jan-13), i.e., very close to the 5% 

tolerable level of RBI and provides a platform for 

reviewing interest rates.  
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CAD:  The current account deficit widened to a record $32.5bn, i.e., 6.7% of GDP in Q4 CY12 from 5.4% in Q3, 

worse than expected, due to a wider trade deficit (led by higher gold imports) and a lower-than-expected 

invisibles surplus. It is important to note that in absolute terms it is a sharp break-away from the US$15-20bn 

trend seen in the last few quarters. 

 

 

 

PMI: India’s manufacturing PMI plunged to a 17-month low in March, underpinned by sharp declines in both 

output and new orders. PMI dropped by 2.2 points to an 18-month low of 52. If this translates to a weak IIP 

number then the downward risks to the full year FY 2013 GDP number increases. Things were much better 

across the border where China’s PMI rebounded to 51.6 from 50.4 in February, as production growth picked 

up along with rising new orders after the Chinese New Year break. While a recovery is taking place, the 

strength of it remains modest. 

2014 General Elections | A year away, but… 

Reduction in interest rates and the whiff of a reform push from the government was expected to turn the 

‘investment’ cycle. However, government orders {roads, power, etc} which make up a huge chunk of the 

corporate order book, freeze ahead of elections. In other words, FY 2014 may be a dull year for the 

investment sector {capital goods, infrastructure, and engineering} and may weigh down on domestic growth. 

Besides the general elections in 2014, there will be assembly elections in six states, which could weigh on 

awarding and execution of projects in those states. Markets in general are keeping a close watch on State 

wise electoral developments that will lead to several permutations/combinations of what might follow at the 

national level in a year’s time.   

 

 

This is due to the widening trade deficit; a result of higher oil 

& gold imports. While capital flows were sufficient to finance 

the CAD, there is an increasing reliance on "market dependent 

flows" such as portfolio flows, NRI deposits and loans. The 

real worry is the declining trend in FDI flows which 

contributed <10% of total capital flows in 3QFY13. Given India’s 

reliance on short-term trade credit and FII inflows to finance 

CAD, the INR will continue to remain volatile. India’s external 

balance sheet also deteriorated with total external debt 

increasing to 20.6% of GDP (USD376.3bn) in Q4FY13 from 

$345.5bn at the end of FY12. At the same time, FX reserves 

cover of total external debt fell to 79%, from around 85% in Q1.  
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Indian Political Calendar 

State Election Schedule 

Karnataka (Key) April – May 2013 

Delhi (Key), Madhya Pradesh (Key), 
Mizoram, Rajasthan (KEY), Chattisgarh 

Nov – Dec 2013 

Sikkim, Andhra Pradesh (KEY), Odisha (KEY) April – May 2014 

National General Elections  April – May 2014 

 

Markets | Unifi Strategy  

The much awaited monetary policy and resultant rate were expected to drive the markets but in the context 

of the political uncertainty and poor economic data points, it turned out to be a damp squib.  The markets 

have realized that there are far greater risks to the current political and economic climate and pull out by a key 

ally of the ruling coalition this month panicked the street. With growth hitting a 15-quarter low and 

government delivering on fiscal deficit target, there was a hope that RBI would turn dovish but it was 

hawkish. 

We believe that the following negatives have already been priced in: 

– Peaking Fiscal and Current Account Deficit/ Weakening rupee further weighing on CAD 

– High inflation rates for multiple years / High interest rates impacting domestic investments 

– Political uncertainties resulting in roadblocks for further regulatory changes 

– GDP growth at multiyear low  

A year back we discussed the challenges faced by USA and Europe and how their outcomes would shape the 

street in India. While we believe in the maxim ‘markets discount the future’, we are not in a position to 

convincingly debate if things would be better in India over the next two quarters.  In other words, it may be a 

while before markets move decisively from current levels. The Government’s attempt to reduce fiscal deficit, 

reducing subsidies, and tackling policy road blocks in large ticket investments is laudable but clearly more is 

required on issues such as land acquisition, environmental clearances, coal linkages etc., to keep the 

momentum going. The outcome of a decisive mandate in 2014 general elections may be a goal post for money 

flows into the real economy as well as the street – and that is a year away.  

Two wheelers, Passenger and Commercial Vehicles continue to witness poor sales momentum. We believe 

this is a worrisome statistic highlighting the contracted purchasing power in the economy. There is a 

slowdown in Consumer staples and the mindset of the Government will shift to elections keeping several of 

the reform initiatives in abeyance. Though the earnings downgrade cycle is over, upgrades are sometime 

away.  Clearly, government policy announcement and liquidity are the two keys drivers that can sustain the 

market at current levels.  We intend to stay invested with bottom up opportunities that have favorable 

macroeconomic tailwind as well as attractive valuations.  

Starting April, over the next eight 

months, four key states are going 

to polls and should there be a 

fractured verdict in any of them, 

we can expect increased volatility 

in the markets. 
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Risks 

India remains very vulnerable to any reversal in international equity and debt flows. This year we have already 

received more than USD10 billion, yet the rupee remains at 54 to the USD and the small and mid-cap indices 

have fallen by 21% and 14% for the quarter. Should global liquidity face constraints and key domestic policy see 

no movement, further downsides cannot be ruled out. As we step into the Q4FY2014 earnings season, the 

markets will take cues from the outlook of blue-chip companies who will begin to announce results by the 

second week of April. 
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