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Global Macros, Markets & Coronavirus
(COVID-19) Impact
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Impact of COVID-19 on global macros & markets
Coronavirus Pandemic
Cases continue to escalate
globally --especially in
countries like US, Brazil, India
etc. We have seen opening up
of various global economies.
Strong recovery seen in
crude prices. Gold prices
rally to record high, due to
safe-haven buying.

A global economic recession
on the cards. Although high
frequency indicators indicate
recovery in economic activity.
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India COVID-19 cases continue to escalate (3rd
highest in the world) causing some concerns.
However, fatality rate remains in control so far at
~2% (at national level), and recovery rate is ~65%.
We have seen gradual opening up of Indian
economy, except in containment zones.

Sharp correction followed
by a swift recovery in
global markets, helped by
strong liquidity.

Major global central banks seeing
significant balance sheet expansion
due to massive monetary stimulus &
QE. Large fiscal slippage expected in
CY2020 globally.

Global markets have seen a healthy rally since March 2020 lows, helped by strong global
liquidity. India has been among the top performing markets over this period.
•

From March 2020 end to July 2020 end (4 mth
period) – Recovery period
 Global markets have seen a healthy rally from the
bottom in March 2020—helped by strong global
liquidity, recovery in high frequency economic
indicators, and due to progress in vaccine trials.
 After one of the swiftest corrections earlier (Feb –
March 2020), this has also been one of the swiftest
recoveries.

 A number of markets have recovered most of their
earlier losses.
 India has been among the top performing markets
globally since March 2020 end.
 A number of other emerging markets have also
outperformed over this period

•
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Over the long term (10 years) Indian market has been
among the top performing markets.

Q2 CY20 GDP for most countries see record contraction due to the lock-down
Q2 CY20 GDP Growth of various countries (Quarter on Quarter, not annualized in %)

Source: OECD, Statista

•

In Q2 CY 2020, US GDP saw a record contraction of 9.5%, mainly due to sharp fall in personal consumption (which makes up 2/3rd of US economy).

•

Major economies in Europe like Germany and France also registered a record high contraction in Q2 2020 GDP.

•

China’s economy saw a sharp contraction in Q1 of 2020 due to the Covid-19 pandemic starting there first, but it registered a strong recovery in Q2 of 2020 with
the country being able to control the pandemic, and opening up most of its economy from the lock-down during Q2 2020.

5

COVID-19 impact on global growth: IMF revises down global GDP growth forecasts; worst global
recession projected since the Great Depression
IMF- Global GDP growth forecast (in %)

6

Source: IMF World Economic Outlook, June 2020. . For India, fiscal year ended March is
considered, so 2020 = FY21 and 2021 = FY22. For other countries it is calendar year.

•

In its June 2020 outlook, the IMF further revised down global
growth forecasts from the April 2020 forecast. Global GDP
growth is expected to contract by 4.9% in CY2020, but
expected to recover to +5.4% in CY2021.

•

The contraction in global economy is to be led by advanced
economies. US economy is expected to de-grow by 8.0% in
CY2020, and Euro Area to contract by 10.2%.

•

Emerging markets are expected to contract by 3% in 2020.
China’s GDP growth for 2020 is projected at -0.8%, making it
one of the least impacted economies, as it opened up earlier
from the lock-down.

•

Indian economy is expected to contract by 4.5% in FY21 (vs
growth of 1.9% projected earlier in April). However, the
economy is expected to recover to +6.0% growth in FY22
(mainly helped by lower base effect).

As economies open up, US labour market continues to improve, and Global PMI now back in
expansion territory in July
US labour market continues to improve; 1.8 million jobs added in the
month of July (higher than expected). Unemployment rate fell to 10.2% in
July vs 11.1% in June & record high of 14.7% in April.

Global Manufacturing & Services PMI now back in expansion territory,
with economies opening up, and activity normalizing globally
(PMI below 50 means contraction)

Source: IHS Market, JP Morgan. PMI data ended July 2020
Source: CNBC.com
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Crude oil prices have recovered from their lows, with economic activity picking up, OPEC
production cuts and global risk appetite improving
Crude Oil Price ($ / bbl)

•

Crude oil prices have recovered from their lows in April 2020, with economic activity picking up (as global economies open up), OPEC production cuts, and
with global risk appetite improving.

•

WTI Crude (in US), which saw an unprecedented move in the month of April with price turning negative, and then saw a sharp recovery to close the month of
July above the $40/ bbl mark. Brent crude also recovered from a record low of ~$16/bbl to close the month of July above $43/bbl.

•

With the rise in crude prices, oil marketing companies have done multiple rounds of hike in domestic fuel prices (both diesel and petrol).
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Source: Bloomberg

Domestic Macro Overview
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High-Frequency Indicators continue to see
recovery & start levelling-off, as the economy
opens up & business activity resumes
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Auto sector (particularly PV & 2 W) have shown healthy recovery; CV sector lags
Monthly Passenger Vehicles (PV) Sales Growth (%, YoY)

Monthly Commercial Vehicles (CV) Sales Growth (%, YoY)
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Source: SIAM, Jefferies

Passenger Vehicle Registrations (% YoY) improve from lows

Monthly 2W Sales Growth (%, YoY)

Unemployment rate falls sharply; PMI data and electricity consumption sees recovery; bank
deposit & credit growth stable/recovering
Bank deposit growth healthy, while credit growth stabilizes
(but dips marginally in July)

Electricity Consumption has improved
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Source: Jefferies, IHS Markit, CMIE

-Services & Manufacturing PMI sees healthy recovery
from record lows (PMI less than 50 means contraction)

CMIE India unemployment rate drops sharply from high of 25%+
to near pre-pandemic levels

Fuel consumption stagnates after recovering from lows, and good progress in monsoon seen.
Steel & cement production sees improvement.
Fuel consumption stagnates after recovering; still in contraction YoY

Steel production sees improvement
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Source: Jefferies

Good progress in monsoon, and summer crop sowing trend
has also been good

Cement production sees healthy improvement

Global currencies rallied during the past 3 months, due to return of global risk appetite & strong
foreign flows. India was a relative underperformer during this period, but currency was stable.
•

Global currencies rallied during the past 3 months, due to return of global risk
appetite and strong foreign flows. Australian Dollar, Euro, and South African Rand
were among the top performing currencies (vs USD).

•

The rupee was a relative underperformer during the past 3 months, but remained
relatively stable. Emerging market (EM) currencies like Pakistan Rupee, Turkish Lira
and Russian Ruble also underperformed during this period.

•

The rupee has also fared relatively better than a number of EM currencies (like
Brazilian Real, Turkish Lira, South African Rand, Russian Ruble, Pakistan Rupee,
Mexican Peso) over the long term (10 years).

•

India’s forex reserves touched a record high by breaching the $530 billion mark.
India Forex Reserves Trend ($ in billion)
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Source: Bloomberg

Domestic Market Overview
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Domestically, markets have seen a healthy rally since March 2020 lows. Broader markets (mid/smallcaps) and sectors like auto, healthcare, IT and metals outperformed. Market polarization continues.
The markets continued to be polarized, with top 15 stocks contributing
bulk of the Nifty 50 index returns (Gap between top-15 & next-35 widening)

•
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During the market recovery period – 4 months (March 2020 end to July 2020 end)


Domestic markets registered a healthy rally due to strong FII inflows, recovery in economic activity
(with the lock-down being relaxed), and better than expected Q1 FY21 corporate earnings.



Broader markets (mid/small-caps) outperformed their large-cap counterparts.



Sectors like auto, healthcare, IT and metals outperformed.



Sectors like consumer durables, PSU, FMCG and banks underperformed during the recovery.

Source: Motilal Oswal

With the recent market rally and downgrade in earnings growth for FY21, forward market
valuations have risen and not reasonable at this juncture
Nifty Forward P/E Ratio has gone above pre-pandemic levels

Nifty Forward P/B ratio has also recovered and back to
long term avg, but still away from earlier highs

Bond yield vs Equity Earnings yield Indicator shows that gap has substantially reduced
frm March 2020 lows, implying that equities are not as attractive (relative to bonds), as before
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Source: Bloomberg, Jefferies, Motilal Oswal

Market Cap to GDP ratio has recovered from lows & back to
long term average

FPI equity outflows picked up strongly in the months of May – July 2020; DII equity flows (esp. net
purchases by MFs) have slowed down

•

After seeing a record high net equity outflow from Foreign Portfolio Investors (FPIs) in the month of March 2020 (amidst the market
correction), we have seen FPI equity flows recover strongly, esp. in May-July 2020. This has been helped by strong global liquidity
and some return of global risk appetite.

•

However, DII equity flows (especially net purchases by mutual funds) have slowed down, and have seen outflows lately.
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Debt Markets
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RBI keeps rates unchanged with inflation being elevated, but keeps window open for more rate cuts
10 year G-Sec yield versus Repo Rate (%)

•

The 10 year bond yield has softened this year with RBI cutting rates, liquidity in
surplus, benign growth outlook, and fall in global bond yields. Yields have
softened more at the shorter end of yield curve. RBI announced “Operation
Twist”, to try and soften the longer-end of the yield curve.

•

Concerns of higher govt borrowing, fiscal slippage, and inflation rising above 6%
has capped fall in bond yields (esp. at the longer end).

•

Following were key highlights of RBI monetary policy in early August 2020:
• Kept key policy rates unchanged, as expected. RBI has cumulatively cut policy repo
rate by 250 bps since Feb 2019 (includes 115 bps cut since Covid-19 pandemic).
• Bond yields rose a bit post the policy.
• Headline consumer inflation has been above the RBI’s 6% upper limit for the past
few months due to supply-chain related issues--amidst the lock-down. RBI said that

India Consumer Inflation Trend (% YoY)

inflation may remain elevated in Q2 FY21, but may moderate in H2 FY21.

• RBI extended additional special liquidity facility of Rs 10,000 crore to NHB and
NABARD.
• Provide a window under the Prudential Framework for resolution/re-structuring of
corporate

and

retail

loans

without

asset

quality

downgrade,

as

per

recommendations of KV Kamath committee.
•

For advances against gold ornaments for non-agri purposes, the loan to value
(LTV) ratio has been increased from 75% to 90% (less collateral required).

• RBI indicated that there is space for more monetary action if inflation subsides.
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Source: Bloomberg, IIFL

Other Debt Market Indicators
Loan restructuring expected to help, with bank GNPA ratio projected to
rise sharply amidst the growth slowdown /recession

Monetary transmission of lending rates improves, esp. for fresh loans. WALR
on fresh loans falls 90 bps vs 115 bps rep rate cut between April – June 2020
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Source: RBI, Nomura, Yes Securities, IIFL, Jefferies

Corporate Bond spreads have come down, especially in higher-rated
AAA segment (implying some reduction in risk-aversion)

Banking system liquidity in comfortable surplus

Market Outlook & Re-cap
We have seen some recovery in
high-frequency economic
indicators

22

• With the lock-down being relaxed and economy opening up, we have seen some recovery in
various high-frequency economic indicators.
• However, Covid-19 cases continue to escalate in India (3rd highest in the world), which is a cause
of concern. However, mortality rate remains controlled and recoveries improve.

Markets seem to be ignoring a
possible recession in FY21

• Markets have seen a strong rally from their March 2020 lows. They seem to be ignoring a
possible recession in FY21, and factoring in a quicker recovery.
• The market rally has been helped by strong global liquidity, improvement in high-frequency
indicators, and better than expected Q1FY21 corporate earnings.

Market valuations have
recovered from their lows; not
reasonable at this juncture

• Market valuations have recovered from their lows helped by the recent market rally and
earnings downgrade for FY21. Markets have recovered most of their earlier losses.
• Corporate earnings for Q1 FY21 have been better than expected (so far), helped by cost control
measures undertaken by India Inc.

Investment Strategy

• Investors need to tread a bit cautiously in the short term, with Covid cases continuing to escalate
in India. However, long term investors can continue to systematically invest in equities.

Debt Markets & Strategy

• RBI has indicated that there is space for more monetary action, if inflation subsides in H2 FY21
(as expected).
• We prefer the shorter to medium term part of the G-Sec yield curve.

Factors to watch out for

• The trajectory of COVID-19 cases in India & globally. If recovery in economic data continues to
improve or starts to stagnate. More fiscal stimulus or other measures to be announced by the
Indian government. Geo-political tensions, flows & risk appetite.
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