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Indian Economy 

 
 The passage of new Bankruptcy Code to address corporate debt and improve the 

ease of doing business and amendment in Mines and Minerals Bill which enables 

mergers and acquisitions of steel and cement companies have boosted the 

sentiments of the investors. 

 In line with the government’s initiatives to curb black money in the system, money 

laundering and tax avoidance, India has changed the tax treaty with Mauritius which 

gives India the right to tax capital gains arising from sale or transfer of shares of an 

Indian company acquired by a Mauritian tax resident. However, it proposes to 

exempt investments made until March 31, 2017, from such taxation. 

 This may lead to short-term nervousness in the equity markets but the phased 

manner in which this is done will limit the impact. In the long term, this decision is 

viewed as a positive and reinforces the intent of a predictable tax regime. 

 To kickstart the disinvestment process, the Government sold 11.36% stake in NHPC 

and garnered about INR 2,700 Cr. Also the Government has proposed for minority 

stake sale in state-owned companies viz., State Trading Corp, MMTC, NMDC, Oil 

India, National Fertilizers and Rashtriya Chemicals and Fertilizers (RCF) which is 

expected to garner around INR 6,400 Cr in the first half of 2016-17. 

 Moody’s Investor Service has projected GDP growth of India at 7.5% for 2016. India 

as a net importer of commodities has benefitted from falling prices, rising 

consumption, but sustained domestic private investment will be required to maintain 

this growth rate further. 

 Corporate results announced so far are a mixed bag. Some of the companies in IT, 

cements and retail lending space surprised positively. The combined net loss of 20 

public sector banks (PSB) who have declared results till date, stood at INR 16,272 Cr 

for the 4 Qtr ending March 2016 as Gross NPAs have increased further. 

 FII flows continued in Apr’16 after a very strong Mar’16. FII flows were INR 11,806 Cr 

till YTD in CY16. 

 India's trade deficit narrowed to a five-year low of USD 4.8 Bn in Apr’16, led by a 

sharp fall in gold imports and a decrease in inbound oil shipments. 

 Industrial output growth measured by IIP fell to 0.1% in Mar’16 as compared to 2% in 

Feb’16 due to poor performance of manufacturing and mining sectors coupled with 

sharp decline in output of capital goods. 
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 Retail inflation (CPI) rose to 5.39% in Apr’16 as compared to 4.83% in Mar’16 on 

account of higher food and fuel prices. Wholesale inflation (WPI) in Apr’16 came in 

positive for the first time in last 18 months, rising to 0.34% compared to - 0.85% in 

Mar’16. 
 

Global Economy 

 
 Commodity prices reported a rebound globally in Apr-May’16, however they are still 

low as compared to their values last year. 

 

Commodity Price Index 

(as on 17th May’16) 

% Change in 1 month 

(USD terms) 

% Change in 1 year 

(USD terms) 

Food 4.8 3.7 

Metals -2.7 -19.6 

Gold (USD per oz) 2.0 5.9 

Oil (USD per barrel) 18.3 -15.6 
 

 Prices of crude have risen to USD 50 a barrel owing to supply disruptions from the 

escalating Canadian wildfires and armed attacks against oil facilities in Nigeria. 

However, these disruptions are temporary in nature and oil prices are expected to 

stabilize between USD 45 - 50 in second half of the year. 

 The minutes of 8th Apr’16 US Fed meeting show a strong possibility of a Fed rate hike 

in June’16 with the US unemployment rate steady around 5% but improvement in the 

inflation data. This has resulted in hardening of bond yields and a sharp fall in Gold 

prices. 

 China's growth in factory production fell to 6% in Apr’16 down from 6.8% in the 

previous month and the retail sector growth also slowed down to 10.1% as compared 

to 10.5% in Mar’16.  

 

Outlook

 
 CPI trajectory remains sticky around 5% and further softening of inflation requires 

substantial supply side and productivity enhancing measures/reforms. Against this 

current growth-inflation matrix, additional interest rate cuts over the current cycle 

remains limited and subject to normal monsoon. 

 Projection for normal monsoon bodes well for rural income and demand. Increased 

consumption demand, public capital expenditure should help some pick-up in private 

investment as well. Owing to positive developments undertaken by the Government 

and challenges in Indian economy, we expect a modest recovery in FY17 GDP and 

earnings. 

 We recommend investment in equities in a staggered manner in a mix of diversified 

and midcap funds with 3-5 years horizon.  


