
Taper tantrum redux? Mitigating factors at play  

India Insights

 The government has kept the inflation-targeting framework for the central bank unchanged for a five-year period 

beginning 1 April, dismissing speculation that the target maybe eased as the authorities push to drive growth in the 

economy

 The pace of India’s vaccination rollout has been accelerating in recent weeks with 70 million people injected by early 

April. The government recently opened up the immunization programme to everyone over the age of 45, aiming to 

inoculate 300 million people by August

 A new OECD report forecasts India’s 2021 GDP growth at 12.6%, amidst strong fiscal and quasi-fiscal measures, as 

compared with a 5.6% increase in global GDP during the same period

 By the end of March, foreign investors added USD37.6 billion in inflows into Indian equity markets in the 2020-21 

financial year. This is the highest inflows by FIIs into the asset class in close to two decades

April 2021 

This commentary provides a high level overview of the recent economic environment, and is for information purposes only. It is a marketing communication and 

does not constitute investment advice or a recommendation to any reader of this content to buy or sell investments nor should it be regarded as investment 

research. It has not been prepared in accordance with legal requirements designed to promote the independence of investment research and is not subject to any 

prohibition on dealing ahead of its dissemination. The performance figures displayed in the document relate to the past and past performance should not be seen 

as an indication of future returns. Any forecast, projection or target where provided is indicative only and is not guaranteed in any way. HSBC Global Asset 

Management accepts no liability for any failure to meet such forecast, projection or target. 

The spectre of 2013’s taper tantrum has been raised in recent weeks with the moves in US Treasury yields on the back 

of large fiscal stimulus, economic recovery optimism, positive vaccine news and higher inflation expectations serving as a 

reminder for investors to prepare for rising rates and a steeper US Treasury curve in the medium term. In the meantime, 

inflation concerns and a large government borrowing programme due to a pro-growth FY22 Union budget has weighed 

on Indian government bonds since the budget announcement in early February. 

A repeat of 2013's 'taper tantrum' that triggered risk-off moves and capital outflows from emerging market (EM) assets 

when the Federal Reserve indicated a gradual withdrawal of monetary stimulus, has re-emerged as a concern for 

investors in 2021. Along with the rest of the so-called “fragile five” EMs (Brazil, India, Indonesia, South Africa & Turkey), 

India’s capital markets and its currency took a beating in the period between May and August 2013. However we believe 

conditions are vastly different this time around and there are some key domestic and external mitigating factors at play. 

(contd on page 2)
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Taper tantrum redux? Mitigating factors at play (contd)

Any forecast, projection or target contained in this presentation is for information purposes only and is not guaranteed in any way. HSBC Global Asset Management 

accepts no liability for any failure to meet such forecasts, projections or targets. For illustrative purposes only and does not constitute any investment 

recommendation in the above mentioned asset classes, indices or currencies. 

Firstly, we think a dovish Fed, with its average inflation targeting framework and likely more 

calibrated approach to policy communications should help manage the risk sentiment better. 

Secondly continuing accommodative policy settings by other major central banks, as well as 

an expected synchronised global growth recovery will likely provide some cushion. Lastly, we 

also see relatively stronger external fundamentals supporting India’s resilience now vs. in 

2013. India’s current account balance improved significantly in FY21 to record a small surplus, 

largely due to sharp import contraction driven by the pandemic shock and relative export 

resilience (boosted by strength in pharma exports). While the Covid-induced external 

adjustment has started to reverse, driven by higher oil & commodity prices and domestic 

demand recovery, the current account deficit is likely to swing back to a deficit in FY22 (with 

risks from oil price moves) but remain at a manageable level of around 1% of GDP, much 

better than -4.8% of GDP in FY13. Encouragingly, FDI flows have grown robustly in FY21, 

despite the pandemic-related disruptions and a contraction of global FDI flows. We believe 

conducive policies to improve India’s industrial competitiveness and integrate the country to 

global supply chains may have contributed to the positive FDI momentum over the recent 

years, which bodes well for funding of the current account deficit. Meanwhile, FX reserves 

increased substantially to new highs in 2020, boosting the adequacy ratios well above the 

years prior to/ during the taper tantrum and providing a strong buffer against FX shocks. 

Furthermore, the foreign ownership of local government bonds is still low while pandemic-

driven debt outflows during 2020 may soften the extent of further capitulation in foreign debt 

holdings in 2021. India’s government bonds still maintain a decent yield uptick against US 

Treasuries. 

That said, fiscal deficit is much wider now vs. prior to the 2013 taper tantrum. RBI support is 

needed to ensure a stable bond market in light of a large government borrowing programme. 

With risk of US nominal/ real yields heading higher and inflation concerns, this could pose a 

challenge, though RBI has offsetting liquidity tools to manage domestic financial conditions 

(e.g. it could be more aggressive with OMOs). Furthermore, even moderate capital outflows or 

risk sentiment shift could potentially lead to sharp repricing in EM local rates as monetary and 

fiscal policies are already ultra-loose and amidst policy-induced distorted term premiums in 

several markets. Excessive liquidity and bond market intervention could face some limitations 

particularly amidst any pick-up in market volatility, in our view. 

Inflation risks manageable for now but skewed to the upside 

At the end of March the government confirmed that it will retain a 2%-6% inflation target for 

the central bank for a five year period, dismissing speculation that the target maybe eased as 

the authorities push to drive growth in the economy. Headline CPI inflation has moderated 

from last year’s elevated levels to be within the RBI 4%+/-2% target range since December. 

However, we expect inflation to remain above the 4% medium-term target through most of 

FY22 and see risks as skewed to the upside in the near term due to cost-push spillovers from 

rising global oil and other commodity prices, a more broad-based domestic demand recovery 

and with companies regaining some pricing power to pass through increased production costs 

partially, to retailers and consumers. Higher import duties in India could add to temporary 

supply-side inflation in related product categories, while food volatility remains a key factor to 

watch. Core CPI inflation has been sticky and has stayed high. Some inflationary pressure is 

visible in select categories such as clothing & footwear, household goods & services and 

health, as services continue to normalise. 

That said, inflation may not be a major concern for an imminent RBI policy action in the near 

term, as a negative output gap curbs underlying demand pressure. Although rising money 

supply growth/ abundant liquidity poses a risk, it typically takes 6-12 months to spill over to 

inflation. The RBI is already pro-actively containing surplus liquidity via various policy tools 

such as Operation Twist, HTM limit and CRR hike. The rebound in oil prices may not yet 

present a major macro risk, though sustainably higher oil prices would be a headwind, in the 

form of supply-side inflationary pressures, hit to consumer purchasing power, and through 

deterioration in trade and trade/ current account balance. We see excise duty hikes as a 

buffer against oil price hikes as the government has some fiscal room to (partly) lessen this 

burden by reversing the excise duty hikes/ cutting taxes. A relatively stable INR with RBI 

management may also help limit imported inflation. 

We also see 

relatively stronger 

external 

fundamentals 

supporting India’s 

resilience now vs. in 

2013. India’s current 

account balance 

improved significantly 

in FY21 to record a 

small surplus, largely 

due to sharp import 

contraction driven by 

the pandemic shock 

and relative export 

resilience.

We expect inflation to 

remain above the 4% 

medium-term target 

through most of FY22 

and see risks as 

skewed to the upside 

in the near term due 

to cost-push 

spillovers from rising 

global oil and other 

commodity prices, a 

more broad-based 

domestic demand 

recovery and with 

companies regaining 

some pricing power. 

Source: HSBC Global Asset Management, as of March 2021.
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Equity market

 Indian equities ended March more or less flat (as measured by NIFTY in local 

currency terms) amidst a sharp rise in Covid-19 infections and hardening bond 

yields. Despite the correction in January and tepid performance in March, the stock 

rally since the Union Budget announcement in early February brings year-to-date 

performance for Indian equities to 5%

 By the end of March, foreign investors added USD37.6 billion in inflows into Indian 

equity markets in the 2020-21 financial year. This is the highest inflows by FIIs into 

the asset class in close to two decades. Meanwhile domestic institutional investors 

(DII) were net sellers for the first time in over five years with outflows of USD18.4 

billion over the financial year

 India continues to be desirable destination for Foreign Direct Investment (FDI). The 

country attracted gross FDI inflows of USD 67.5 billion between April 2020 through 

December 2020, marking a 22.5% increase versus the previous period. During this 

period, top sources of FDI into India include Singapore, the US, UAE, and Mauritius; 

amongst sectors, computer software and hardware led the inflows, followed by 

construction and the services sector. India’s robust foreign inflows are a big contrast 

to the decline in global FDI in 2020. FDI has outshined domestic investment in India, 

which has lagged given the weakness in private capital expenditures. Further 

supportive FDI related policies and measures including in improving the ease of 

doing business should continue to attract foreign investments   

 The December quarter (3QFY2021) earnings results ended with broad based 

strength, with the NIFTY recording earnings growth of 22% and beating consensus 

estimates. Results were helped by cost-saving measures and demand recovery. 

The 3-month change in the 2021 EPS estimate for India equities is up 7.2%

 India has seen a spike in the number of coronavirus cases, forcing some parts of the 

country to re-impose stringent lockdown rules. At the same time the pace of India’s 

vaccination rollout has been accelerating with 70 million people injected by early 

April. The government recently opened up the immunization programme to everyone 

over the age of 45, aiming to inoculate 300 million people by August. The vaccine 

rollout should benefit consumption sectors that are linked to socialising, including 

personal care, restaurants, and retail. Consumer companies reported strong results 

in 3QFY2021 which were helped by positive consumer sentiment and the festive 

season, while going forward the demand outlook is strong 

 The India pharmaceutical market saw sales growth slow to 1.1% year-on-year in 

February, versus the 4.2% growth in January and 8.4% growth in December 2020. 

Anti-infectives, which make up around 17% of India’s pharma market, fell by 11.3% 

and respiratory fell by 20.3% in February. Meanwhile, gastro, vitamins and cardiac 

have contributed to growth

 The IT services sector in India continues to see strong deal momentum, with one of 

the largest players now securing a USD 500 million deal with a US-based 

multinational tech giant. Demand for IT services has intensified under Covid with

companies prioritising digital transformation plans 

India’s robust 

foreign inflows 

are a big 

contrast to the 

decline in global 

FDI in 2020. 

Investment involves risks.  Past performance is not indicative of future performance. Any forecast, projection or target where provided is indicative only and 

is not guaranteed in any way. HSBC Global Asset Management accepts no liability for any failure to meet such forecasts, projections or targets. Does not constitute 

any investment recommendation in the above mentioned asset classes, indices or currencies.

Source: NSDL as of February 2021. For illustrative purpose only. 
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Sector positioning

Sector focus

 Digitalisation of India’s economy is well under way, with the eruption of Covid

accelerating the digital trend. In 2020, under a pandemic induced lockdown 

environment, e-commerce sales in India grew by 28% year-on-year, which differs 

significantly from offline retail sales’ decline of 4%. Even though Covid has 

accelerated the adoption of e-commerce in India, penetration is still low at 6.5% for 

2020, versus 30% for China, indicating plenty of room for growth. Currently the 

market share in e-commerce in India is dominated by two main players. Meanwhile 

the government is currently working on a new e-commerce policy 

 Currently, India’s retail sector is still largely made up of the unorganised sector 

(over 80%). As India’s economy continues on its path to become more formalised, 

e-commerce is set to benefit from the anticipated growth in organised retail   

 Within e-commerce, demand for online grocery in India has surged, with 2020’s 

lockdown forcing consumers to look to online platforms for essentials

 Digital payments are continuing to increase, with monthly volumes in United 

Payments Interface (UPI) increasing by 73% in February 2021 versus a year ago. 

UPI is an online payment system unique to India, allowing instant transfer of money 

between two parties on a mobile platform. India’s share of digital payments (as a 

total of digital, cards and cash) has increased to 30% in FY2021 versus only 5% in 

FY2016. The coronavirus outbreak was one of the drivers that pushed digital 

payments to be utilized more than ever

 Government initiatives for digitalisation are supportive, including a 100% FDI limit 

permitted in B2B e-commerce. Government programs and initiatives including 

Digital India, Umang, and Bharat Interface for Money (BHIM) app are aimed at 

providing access to mobile connectivity and developing the digital infrastructure 

 India’s demographics are favourable for the growth of the country’s digital economy 

with a large population (over 60%) between the ages of 15-60 – a contrast to the 

aging populations seen in other major economies. Meanwhile internet penetration 

in India remains relatively low at 50%, pointing to much untapped potential

 India’s tech start up ecosystem is an important player in the digital economic 

growth. India continues to be one of the top tech start up hubs in the world, with 

1600 tech startups added in 2020, according to Nasscom

Source: HSBC Global Asset Management 

as of March 2021

Note- above information reflects the sector 

positioning of HSBC Global Asset 

Management’s flagship offshore Indian 

equity product.

Any forecast, projection or target where provided is indicative only and is not guaranteed in any way. HSBC Global Asset Management (Hong 

Kong) Limited accepts no liability for any failure to meet such forecast, projection or target. Does not constitute any investment 

recommendation in the above mentioned asset classes, indices or currencies.

Source: Credit Suisse, Euromonitor, March 2021. For illustrative purpose only. 
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Fixed income

 The RBI has continued to conduct special “twist” Open Market Operations (OMOs) 

in March. On 4 March, the RBI announced it would purchase INR 200 billion in long-

term government securities maturing in 2025, 2028, 2030 and 2033 and sell INR 150 

billion of short-term government securities maturing in November 2021, February 

2022 and May 2022, effectively making this a combination of twist OMO as well as 

outright OMO. On 10 March, the RBI announced another set of twist OMOs in the 

amount of INR 100 billion. The RBI has been using twist OMOs since December 

2019 and is continuing to use a variety of other instruments including outright OMO 

purchases and long term repo operations (LTROs ) to keep term premiums 

contained. The 10-year government bond yield has risen by 29bps to 6.2% (as of 15 

March) since end January , post the announcement of the budget and higher than 

expected borrowings. Other segments of the yield curve have seen a even sharper 

rise in yields

 India’s foreign exchange reserves reached USD 579.29 billion towards the end of 

March, making it the fourth largest reserves after China, Japan and Switzerland. 

Adequate and sizeable foreign exchange reserves help buffer the economy against 

external shocks, enhancing the RBI’s ability to deal with episodes of sharp INR 

depreciation pressures and curb currency volatility in the short-term. India’s foreign 

exchange reserves have grown by USD 93.1 billion over the past year

 In February, CPI inflation rose by 5.0% year-on-year, in line with expectations and 

higher than the previous month’s 4.0% increase. The higher inflation can be 

attributed to the rise in fuel prices, higher core inflation and adverse base effects. 

Higher than average target inflation is expected to be an area of concern for the RBI. 

Given this, we expect the RBI to be on hold on until the end of FY2022 / until the 

growth momentum catches up

 WTI crude prices have risen to USD 63.39/barrel as of 15 March, increasing from the 

USD 48.40 level at the beginning of the year. Meanwhile the INR against the USD 

has appreciated by 0.82% year-to-date. Foreign investors interest in Indian equities 

continued to see growing momentum in 2021, with year-to-date net foreign flows 

reaching INR 486 billion (USD 6.6 billion) (as of 15 March). In debt markets, foreign 

net outflows amounted to INR 138 billion (USD 1.8 billion) year-to-date

 A new OECD report forecasts India’s 2021 GDP growth at 12.6%, amidst strong 

fiscal and quasi-fiscal measures. Meanwhile the report forecasts the world’s 2021 

GDP at 5.6%

 We expect that the RBI’s continued support should prevent any undue spike in bond 

yields. Therefore, while inflation is expected to fall back to about 4% eventually, the 

interim period along with pandemic related uncertainties and fiscal overhang should 

see rates settle in a slightly higher range, even as the RBI remains accommodative. 

With liquidity as the key driver and a reasonably steep curve and attractive roll down, 

we remain constructive on rates, with a continued focus on the front and belly of the 

yield curve. In the INR corporate space, we expect spreads to stay range bound and 

would look to be positioned in the belly of the curve. We would continue to target an 

overweight allocation to government bonds versus a neutral to marginal underweight 

to corporates. While we are underweight USD bonds, we will look to selectively add 

to these at the short end, given attractive synthetic yields and a well anchored US 

Fed while being mindful of any action from rating agencies to the budget’s growth 

proposals and fiscal deficit reduction path

CPI inflation rose by 

5.0% year-on-year, 

in line with 

expectations and 

higher than the 

previous month’s 

4.0% increase. The 

higher inflation can 

be attributed to the 

rise in fuel prices

(%)

Any forecast, projection or target contained in this presentation is for information purposes only and is not guaranteed in any way. HSBC Global Asset Management 

accepts no liability for any failure to meet such forecasts, projections or targets. For illustrative purposes only and does not constitute any investment 

recommendation in the above mentioned asset classes, indices or currencies. 

Source: Bloomberg, HSBC Global Asset Management, as of 15 March 2021

Yields look attractive vis-à-vis policy rates
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Indicator Latest data

Consensus

data

Previous 

data Analysis

Industrial 

Production 

(IP) (% YoY)

-1.6 (Jan) 1.0 1.0 (Dec) India’s industrial production for January surprised below 

expectations as manufacturing activity dipped. In 

manufacturing, chemicals, pharmaceuticals and machinery 

were the largest detractors. Mining and electricity sectors 

recorded sequential improvement over the month however 

contribution to overall growth was minimal. Headwinds have 

started to pick up amid an increase in coronavirus cases and 

renewed virus restrictions in some states including early signs 

of tightening borrowing conditions. 

Local 

passenger 

vehicle (PV) 

sales (units)

281,380 

(Feb)

(17.92% 

YoY)

NA 276,554 

(Jan)

Passenger vehicle sales continued to pick up in February off of 

a low base registering strong positive growth rates. Passenger 

vehicles had robust demand and OEMs have reported solid 

order books. However, lagging two-wheeler sales reflect some 

weak underlying demand. Elsewhere, tractor demand remains 

constructive with improvements in farming conditions and 

construction activity. 

Exports (USD) 

(% YoY)

0.7 (Feb) NA 6.2 (Jan) India’s exports and imports recorded positive growth in 

February, rising above pre-Covid levels when excluding oil and 

gold. Sequentially, exports edged higher, while imports dipped 

slightly; but over recent months imports have broadly caught up 

suggesting a quick recovery in domestic demand. The trade 

deficit narrowed modestly to USD12.62bn. 

Imports (USD) 

(% YoY)

7.0 (Feb) NA 2.0 (Jan)

Trade Balance 

(USD)

-12.62bn 

(Feb)

-12.88bn -14.54bn 

(Jan)

Inflation (% 

YoY)  

- CPI 

- WPI

5.03 (Feb)

4.17 (Feb)

5.0

4.0

4.06 (Jan)

2.03 (Jan)

India's CPI jumped in February rising above the mid-point of 

the Reserve Bank of India’s inflation target. Higher food and 

transportation prices drove the increase. Food prices rose 

primary on unfavourable base effects with perishable items 

rising the most, while transportations costs rose following last 

year’s fuel tax hikes. However, core inflation, excluding food, 

fuel and mobile charges, fell slightly compared to January 

reflecting an uneven recovery.

Repo rate (%)

Reverse repo 

rate (%)

Marginal 

standing 

facility (MSF) 

rate (%)

4.00 

3.35

4.25

(22 May)

NA

NA

NA

4.40 

3.75

4.65

(27 Mar)

At the RBA’s February meeting, the Monetary Policy 

Committee voted unanimously to maintain the repo rate at 4% 

and keep an accommodative stance into early FY2022. The 

RBA is likely to remain on hold through this year and deliver 

policy accommodation by managing liquidity commitments in a 

gradual manner, rather than cutting interest rates.

GDP (% YoY)

Gross value-

added (GVA) 

(% YoY)

0.4 (Oct-

Dec)

1.0 (Oct-

Dec)

0.6

0.7

-7.5 (Jul-

Sep)

-7.0 (Jul-

Sep)

India continues to experience an ongoing economic recovery, 

with the December-quarter GDP print recording 0.4% yoy

growth. The recovery on the supply-side was notably more 

robust than the demand-side. Fixed investment growth was 

positive, while the contraction in private and government 

consumption narrowed. In terms of industries, amid some virus 

overhang, the recovery was led by finance, real estate and 

professional services, while wholesale and retail trade, 

hospitality and transport lagged. Going forward, an acceleration 

of government spending is likely to bolster broad growth. 

Current 

Account 

Balance (CAB)

USD15.5bn

2.4% GDP 

(Jul-Sep)

USD14.9bn USD19.8bn

3.8% GDP 

(Apr-Jun)

The current account narrowed slightly in the quarter, on the 

account of a rise in the trade deficit to USD14.8bn from 

USD10.8bn in the prior quarter. Private transfer receipts,  

representing remittances, declined on a year-on-year basis but 

improved sequentially by 12%. 

Indicates improved data on month-on-month/quarter-on-quarter/year-on-year basis 

Indicates worsened data on month-on-month/quarter-on-quarter/year-on-year basis 

Indicates no change in data on month-on-month/quarter-on-quarter/year-on-year basis 

Source: Bloomberg, HSBC Global Asset Management, as of March 2021

Data watch

Any forecast, projection or target contained in this presentation is for information purposes only and is not guaranteed in any way. HSBC Global Asset Management 

accepts no liability for any failure to meet such forecasts, projections or targets. For illustrative purposes only and does not constitute any investment 

recommendation in the above mentioned asset classes, indices or currencies. 
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The value of investments and the income from them can go down as well as up and investors may not get back the amount originally invested. Past 

performance contained in this document is not a reliable indicator of future performance whilst any forecasts, projections and simulations contained 

herein should not be relied upon as an indication of future results. Where overseas investments are held the rate of currency exchange may cause the 

value of such investments to go down as well as up. Investments in emerging markets are by their nature higher risk and potentially more volatile than 

those inherent in some established markets. Economies in Emerging Markets generally are heavily dependent upon international trade and, 

accordingly, have been and may continue to be affected adversely by trade barriers, exchange controls, managed adjustments in relative currency 

values and other protectionist measures imposed or negotiated by the countries with which they trade. These economies also have been and may 

continue to be affected adversely by economic conditions in the countries in which they trade. Mutual fund investments are subject to market risks, 

read all scheme related documents carefully.

The contents of this document may not be reproduced or further distributed to any person or entity, whether in whole or in part, for any purpose. All non-authorised 

reproduction or use of this document will be the responsibility of the user and may lead to legal proceedings.  The material contained in this document is for general 

information purposes only and does not constitute advice or a recommendation to buy or sell investments. Some of the statements contained in this document may 

be considered forward looking statements which provide current expectations or forecasts of future events. Such forward looking statements are not guarantees of 

future performance or events and involve risks and uncertainties. Actual results may differ materially from those described in such forward-looking statements as a 

result of various factors.  We do not undertake any obligation to update the forward-looking statements contained herein, or to update the reasons why actual 

results could differ from those projected in the forward-looking statements. This document has no contractual value and is not by any means intended as a 

solicitation, nor a recommendation for the purchase or sale of any financial instrument in any jurisdiction in which such an offer is not lawful. The views and opinions 

expressed herein are those of HSBC Asset Management Global Investment Strategy Unit at the time of preparation, and are subject to change at any time. These 

views may not necessarily indicate current portfolios' composition. Individual portfolios managed by HSBC Asset Management primarily reflect individual clients' 

objectives, risk preferences, time horizon, and market liquidity.

We accept no responsibility for the accuracy and/or completeness of any third party information obtained from sources we believe to be reliable but which have not 

been independently verified.

Source: MSCI. The MSCI information may only be used for your internal use, may not be reproduced or redisseminated in any form and may not be used as basis 

for or a component of any financial instruments or products or indices. None of the MSCI information is intended to constitute investment advice or a 

recommendation to make (or refrain from making) any kind of investment decision and may not be relied on as such. Historical data and analysis should not be 

taken as an indication or guarantee of any future performance analysis, forecast or prediction. The MSCI information is provided as an "as is" basis and the user of 

this information assumes the entire risk of any use made of this information. MSCI, each of its affiliates and each other person involved in or related to compiling, 

computing or creating any MSCI information (collectively 'the MSCI Parties') expressly disclaims all warranties (including, without limitation, all warranties of 

originality, accuracy, completeness, timeliness, non-infringement, merchantability and fitness for a particular purpose) with respect to this information. Without 

limiting any of the foregoing, in no event shall any MSCI Party have any liability for any direct, indirect, special, incidental, punitive, consequential (including, without 

limitation, lost profits) or any other damages. (www.msci.com) 

Copyright © HSBC Global Asset Management (Hong Kong) Limited 2021. All rights reserved.  No part of this publication may be reproduced, stored in a retrieval 

system, or transmitted, on any form or by any means, electronic, mechanical, photocopying, recording, or otherwise, without the prior written permission of HSBC 
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