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Summary

 After taking the lower-than-expected growth rate for the first quarter of FY20 into account, the Reserve Bank of India 

cut its GDP growth forecast for the year sharply to 6.1 % from 6.9 %

 Following the October rate cut, we see scope for additional modest easing despite rising food inflation, a lack of 

adequate monetary transmission and risks of fiscal slippage, but policy actions will be data dependent

 India’s second largest software services company announced that it had launched an independent investigation into 

two whistleblower complaints on potentially irregular accounting practices; no immediate material impact on the 

company’s financials is expected

 In the current negative bond yield environment, the appeal of India’s high yielding bonds is further strengthened as 

investors seek not only assets with attractive yields but ones of high quality
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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. 

Non contractual document.

 The need to step up divestments and fulfill the promise of ‘more governance, less government’ has been a more or 

less permanent feature on India’s reform agenda for decades. Yet the process by which the government reduces or 

exits its holdings in public sector companies has often been hobbled by wide-ranging challenges, causing various 

ruling parties to miss their divestment targets on a fairly regular basis 

 Given the constraints at play in this financial year - the need keep the fiscal deficit as close to the 3.3% target as 

possible and the sizable shortfall in tax revenues as indicated by the collections in the first five months of the year and 

recent tax reductions – meeting the divestment target has become even more imperative for the current government, 

so as to avoid bigger spending cuts

 Encouragingly, the Modi-led government raised a record USD40 billion by selling stakes in a number of state-owned 

enterprises in its first five-year term. This was nearly three times the divestment proceeds of USD14 billion raised by 

the Congress-run government in the preceding five year period 

In the spotlight

Divestment of public sector companies takes centre stage 
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Divestment of public sector companies takes centre stage (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. 

A widely-reported 

potential strategic 

sale of a state-owned 

fuel retailer sent the 

company’s stock 

price soaring, 

illustrating the 

favourable investor 

sentiment towards 

divestment 

 For its second term that began in May 2019, the government has set more ambitious 

goals. The divestment target for the current fiscal year ending March 31, 2020 is 

INR1.05 trillion (USD14.8 billion), as specified in the budget announcement in July

Pressure to privatise

 Pushing ahead with its divestment agenda, in September, the government approved 

the sale of its shareholding in four public sector companies, making it potentially the 

biggest privatisation of public sector companies undertaken by an Indian government 

since the early 2000s

 It has been estimated (based on the market capitalisation of the PSUs and the state’s 

stake in them) that the central government alone can raise about INR10 trillion 

(USD140 billion) by selling its holdings in public sector companies. This amount could 

be significantly higher if the government was to privatise these state-owned 

companies either through a strategic sale to domestic or foreign companies or non-

strategic divestment in tranches to institutional and retail investors

 The current valuations of many public sector companies are depressed because of 

market concerns around their government ownership and the steps that could be 

taken to reduce the state’s stake

 Recent examples such as the widely-reported potential strategic sale of a state-owned 

fuel retailer, which sent the company’s stock price soaring (see chart on page 4), 

illustrates the favourable investor sentiment towards divestment through this channel

 In another example - in early October, a state-run railway ticketing, tourism and 

catering company raised $90.9 million in an initial public offering (IPO) that was 

subscribed 112 times. The share sale was the most sought after IPO of a public sector 

company on record and notably, this overwhelming interest from investors was seen 

despite concerns around slowing economic growth and flagging consumption demand 

 On the other hand, investors are less enthusiastic about alternative options that have 

also been adopted by the government, namely - sale of government holding in public 

sector undertakings to ETFs, or, increasing crossholdings of public sector companies 

with one PSU acquiring the government’s stake in another. There are concerns that in 

order to meet its target for FY20, the government may have to resort to sale to ETFs 

or crossholdings of PSUs if it is unable move forward with the planned sale of various 

companies 

Challenges abound

 The decision to divest state-owned companies and the execution of their sale are 

often fraught with numerous complications ranging from political stumbling blocks to 

protracted negotiations with labour unions and other parties with vested interests. 

Dealing with complex operational structures and concerns around government 

interference and potential third party litigations are also deterrents for buyers

 Moreover, finding buyers can be a particularly daunting task for debt-burdened 

entities, as illustrated by the case of India’s national airline which is expected to be 

back on the divestment block once again after a failed attempt by the government in 

2018. The Modi government could not find any interested buyers for the national flag 

carrier which is laden with massive debt and has been kept afloat by taxpayer funded 

bailouts since 2012

 Since then, the government has been making efforts to prune its debt to a 

manageable level and entered into complex negotiations with its employee unions, in 

an attempt to make the company more attractive to potential bidders 

 While a possible offloading of the national airline is still a formidable challenge for the 

Modi government, its determination in seeing this key divestment through seems to be 

more evident from its recent actions 

Given the constraints 

at play in the current 

financial year 

meeting the 

divestment target 

becomes even more 

imperative, so as to 

avoid bigger cuts to 

spending

Source: HSBC Global Asset Management as of October 2019 

Despite the 

challenges, the 

government’s 

determination in 

seeing the 

divestment of the 

national airline carrier 

through seems to be 

more evident from its 

recent actions 
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Equity market

 Indian equities posted gains in the month of October (up to 30 October), with the NIFTY 

Index (INR) up 3.2% and the MSCI India Index (USD) up 3.1%. Compared with the 

broader universe of emerging markets (EM) equities and regional Asia ex Japan 

equities, Indian equities underperformed by around 1% in October. One-year forward 

P/E for MSCI India is around 20x

 On 22 October, India’s second largest software services company announced that it had 

launched an independent investigation into two whistleblower complaints on potentially 

irregular accounting practices. Even though no immediate material impact on the 

company’s financials is expected, a sharp price correction of the stock, which had 

significantly outperformed the market and major peers up until then, resulted on the day 

of the announcement, bringing it back to roughly where it started the year. Subsequently, 

regulators including US SEC and India’s SEBI have also started their investigations into 

these allegations 

 However, despite this setback, Indian equities have largely maintained the gains they 

garnered immediately following the 20 September announcement of massive corporate 

tax cuts

 Indian equities saw foreign investment net outflows in July and August, following a 

government proposal for an income tax surcharge on the “super-rich”. After the income 

tax surcharge proposal was abandoned in late August and a corporate tax cut was 

announced in late September, Indian equities have attracted inflows for two months in a 

row (USD1.0 billion in September; USD520 million MTD as of 25 October), bringing the 

YTD total net foreign investment inflows to USD8.4 billion, reflecting generally positive 

sentiment towards Indian equities. However, global investors’ overweight position on 

India is still around its lowest level in five years, as illustrated in the chart below, 

highlighting the potential for increased allocation in global portfolios 

 Looking ahead, the markets will remain focused a slew of upcoming corporate earnings 

announcements, led by banks, for the second quarter of the current financial year. The 

July-September quarter earnings season got off to more or less favourable start with 

several key companies, including – India’s largest public sector bank, automobile 

manufacturer and cigarette maker, meeting or beating expectations. Worries about the 

ongoing slowdown in consumption weighing on revenues and profits of corporate India 

have preoccupied investors in recent months amidst weaker economic activity data 

After the income tax 

surcharge proposal 

was abandoned in 

late August and a 

corporate tax cut was 

announced in late 

September, Indian 

equities have 

attracted inflows for 

two months in a row 

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 accepts no liability for any failure to meet such forecasts, projections or targets

Global investors overweight on India around lowest levels in 5 years 

Source: EPFR, HSBC Global Research, as of September 2019

Note: The red dot shows the active fund weight with respect to the neutral benchmark, the black dot shows the same three months ago,

and the grey bar represents the five-year range. 
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Sector positioning

Sector focus

 Foreign direct investment (FDI) into India has surged in the first five months of 

FY2020. Gross inflows between April and August totaled USD 30.8 billion versus 

USD 25.0 billion during the same period the previous year, amounting to a 23% 

increase; improvement in inflows were helped by stronger net portfolio investment 

which saw inflows of USD 3.0 billion, versus the outflows seen in the previous 

period. Gross outflows remained stable and net FDI for April-August was USD 19.4 

billion, which is 44% higher than the previous period  

 The top five sectors attracting the highest FDI inflows (YTD) are 

telecommunications, services, IT software & hardware, trading, and 

automobiles

 India’s government is continuing to liberalise its FDI regime as it aims to strengthen 

the appeal of India as an investment destination. Most recently, limits on investment 

in digital media, coal mining, contract manufacturing and single brand retailing were 

relaxed. In the last five years, the government has considerably eased FDI rules 

and there only remains nine FDI-prohibited sectors

 Most recently, one of India’s largest public companies announced plans to sell one-

fifth of its oil-to-chemicals arm to a large foreign oil producer, making this one of the 

country’s biggest FDI deals

 India continues to climb the ranks of World’s Bank’s ease of doing business index. 

The recently released World Bank Doing Business 2020 report ranks India at 63rd 

position, a bump up from 77th place during the previous year. Since 2016, India 

has jumped 68 places as the country continues to target reforms in all 10 

categories of Doing Business. The report cited four reforms in India surrounding the 

categories of starting a business, dealing with construction permits, trading across 

borders and resolving insolvency in support of the ranking

 The reduction in the corporate tax rate announced in September is another 

important change that is expected to lure further foreign investment into India. The 

government has reduced the tax rate to 22% for all companies and to 15% for new 

manufacturing companies. Combined with GST efficiencies which had eliminated 

interstate and other taxes, tax incentives can help India compete for foreign 

investments in manufacturing, and thus help spur private investment activity in 

India, which has been in need of a boost in order to revive the investment cycle

Sector Weighting

Financials Overweight

Real Estate Overweight

Information 

technology
Overweight

Consumer 

Discretionary
Overweight 

Industrials Neutral

Utilities Neutral

Communication 

services
Neutral

Materials Underweight

Health Care Underweight

Consumer 

staples
Underweight

Energy Underweight

Source: HSBC Global Asset 

Management as of end-October 2019

Sector positioning of HSBC Global Asset 

Management’s flagship offshore Indian 

equity product

Chart in focus

Positive market reaction to divestment decision 

Source: Bloomberg as of 31 October 2019

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.
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Fixed income
 The RBI cut its policy rate by 25bps to 5.15% on 4th October, scaling back from the

more aggressive cut seen in the previous meeting. This marks the fifth consecutive

cut and brings the cumulative rate cut to 135bps year-to-date. A widening negative

output gap, continuing slowdown and subdued inflation were some reasons for the

move. The RBI stated that its accommodative stance will continue “as long as it is

necessary to revive growth while ensuring that inflation remains within the target.”

The RBI also sharply reduced the growth forecast for FY2020 from 6.9% to 6.1%.

With growth remaining subdued, we expect the RBI to keep its door open for more

rate cut(s)

 There is also an indication that the RBI would be focusing more on transmission of

policy rate cuts. The RBI had mentioned that transmission remains “staggered and

incomplete”. Despite a 60bps cut in the policy rate since July, 10-year government

bond yields have only fallen by 14bps, possibly pointing to risks in fiscal and supply

of bonds

 CPI inflation for September surprised on the upside, coming in at an increase of

3.99% year-on-year, hitting the RBI’s 4% inflation target. Meanwhile the consensus

CPI figure was 3.8% and the previous month’s (revised up) was 3.3%. CPI increase

was driven by a spike in food inflation viz. vegetable prices

 In the midst of global monetary easing, bond yields around the world are continuing 

to shift downwards, with around one-third of investment grade bonds trading in 

negative territory. Under such an environment, the appeal of India’s high yielding 

bonds is further strengthened as investors seek not only higher yielding assets but 

ones of high quality. India’s government bonds are attractive against emerging 

market peers and trade at a sizable premium to developed market peers

 From a strategy standpoint, while being marginally underweight in duration, we 

continue to be overweight INR government bonds with a predominant positioning in 

the 5-10 year part of the curve. We see this part of the curve benefitting from the 

openness of the RBI to cut rates and maintain adequate system liquidity. We are 

also overweight INR corporate bonds with a focus on the 2-5 year part of the curve 

which should benefit from the five consecutive rate cuts and as lending rate 

transmission improves. We continue to be underweight USD credits on a relative 

basis

The RBI cut its policy 

rate by 25bps to 

5.15% on 4th October, 

marking the fifth 

consecutive cut and 

bringing the 

cumulative rate cut to 

135bps year-to-date

Currency

(%)

 Month-to-date, the INR has appreciated by 0.4% against the USD (as of 23 

October). Flows from foreign investors into Indian equities had turned positive in 

September, with net inflows in the months of September and October totalling INR 

115billion (USD 1.6billion)

 After having spiked in the middle of September over geopolitical tensions, crude oil 

prices have remained range bound month-to-date

 Trade deficit in September narrowed more than expected, falling by USD 4.1billion 

year-on-year to USD 10.9billion. The improved trade deficit was attributed to a 

notable fall in imports by 14% year-on-year; exports decreased by 7% year-on-year

Trade deficit in 

September 

narrowed more than 

expected, falling by 

USD 4.1billion year-

on-year to USD 

10.9billion

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, Bloomberg data as of 24 October 2019

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

Consensus

data

Previous 

data Analysis

Industrial 

Production 

(IP) (% YoY)

-1.1 (Aug) 1.7 4.6 (Jul) The unexpected IP contraction threatened to reverse an overall trend of 

bottoming-out in the industrial cycle seen over the past few months. 

Capital goods IP continued to fall YoY while consumer durables and 

infrastructure output growth also slowed. The economy still suffers from 

a domestic credit squeeze led by NBFCs and weak global demand. We 

continue to expect a modest sequential, QoQ seasonally-adjusted 

growth improvement in the September quarter from a very soft patch in 

the June quarter, aided by momentary easing and fiscal policy support. 

The large corporate tax cut should improve corporate profits & balance 

sheets and support sentiment, but it may not drive a meaningful near-

term economic turnaround, as corporate tax cuts and lower interest 

rates would not revive capex growth if credit growth does not pick up 

meaningfully. In the longer term, making India globally competitive in 

terms of tax rates will support the business environment and attract 

foreign direct investment, setting the stage for a investment revival.

Local 

passenger 

vehicle (PV) 

sales (units)

223,317 

(Sep)

(-23.7% 

YoY)

NA 196,524 

(Aug)

(-31.6% 

YoY)

Amidst an auto sector slowdown, there are hopes of festive demand. 

The initial festive period saw the retail PV demand ticked up modestly 

YoY amid price discounts and better sentiment helped by the recent 

government measures (e.g. reduction in compensation cess on PVs 

and deferring one-time vehicle registration fees, etc.); financing has 

improved and inventory levels appear under control. The government 

plans to take more steps to boost consumer demand, including injecting 

liquidity through banks and simplifying personal taxes. Companies are 

also likely to use the benefit of lower corporate taxes to incentivise retail 

demand by offering discounts and to cushion the BS6 cost increase. 

Exports (USD) 

(% YoY)

-6.6 (Sep) NA -6.0 (Aug) External and domestic demand remains weak. The sharp narrowing of 

the trade deficit was due to lower net oil and gold imports (rising prices 

hurt gold demand). Government relief measures may support exports at 

the margin via lower costs of credit, increased availability of export 

credit and faster tax refunds, but slower global growth remains a risk. 

Non-oil non-gold imports, a gauge for domestic demand, continued to

fall YoY. Subdued domestic demand may curb imports in the near term. 

Imports (USD) 

(% YoY)

-13.8 (Sep) NA -13.4 

(Aug)

Trade Balance 

(USD)

-10.9bn 

(Sep)

-12.9bn -13.5bn 

(Aug)

Inflation (% 

YoY)  

- CPI 

- WPI

3.99

0.33 

(Sep)

3.80

0.84

3.28

1.08 

(Aug)

Food prices continued to drive headline CPI inflation higher. Supply-

disruptions from heavy rains caused vegetable prices to soar, leading to 

government intervention. The high levels of food prices at the wholesale 

level could pose some upside risk to food inflation in the near term, but 

prices should eventually normalise. Non-food inflation eased and core 

measures were well contained, reflecting subdued underlying demand. 

Repo rate (%)

Reverse repo 

rate (%)

Marginal 

standing 

facility (MSF) 

rate (%)

5.15 

4.90

5.40

(4 Oct)

5.15

4.90

5.40

5.40 

5.15

5.65

(7 Aug)

The October move took the cumulative cuts to 135bp since February. 

The meeting minutes suggest that reviving growth remains a priority, 

within the mandate of flexible inflation targeting. We see scope for 

additional modest easing despite rising food inflation, a lack of adequate 

monetary transmission and risks of fiscal slippage, but policy actions will 

be data dependent. Surplus system liquidity, recapitalisation of PSBs, 

and external bench-marking of some lending rates should help improve 

policy transmission and supply of credit, along with measures to support 

funding for NBFCs.

GDP (% YoY)

Gross value-

added (GVA) 

(% YoY)

5.0 (Apr-

Jun)

4.9 (Apr-

Jun)

5.7

5.5

5.8 (Jan-

Mar)

5.7 (Jan-

Mar)

A sharp fall in private consumption growth, from 7.2% yoy to 3.1%, led 

GDP slowdown. Trade growth fell and investment stayed weak. Growth 

in GVA ex. agriculture & public administration, a gauge of the private 

sector business cycle, dropped to 4.9% from 6.1%. A very weak start to 

FY20 will likely leave the full-year growth below FY19’s 6.8%. 

Current 

Account 

Deficit (CAD)

-USD14.3b 

-2.1% 

GDP (Apr-

Jun)

NA -USD4.6b

-0.7% 

GDP 

(Jan-Mar)

The QoQ widening largely reflected the seasonal pattern. The CAD may 

be little changed at ~2% of GDP in FY20 vs. -2.1% in FY19 based on 

the current goods trade trajectory, despite risks from oil price volatility, 

export softness, and/or a stronger-than-expected import rebound.

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 October 2019

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.
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