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Global recession in 2020 may not be as deep as expected earlier
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OECD GDP growth projections (% YoY)

• As per OECD, global GDP growth now projected to contract 
by 4.5% in CY2020 Vs earlier projection of 6% contraction. 

• Being helped by healthy economic recovery in developed 
economies esp. the US. (-3.8% in CY20 vs -7.3% earlier)

• Healthy recovery of 5% in global GDP growth in CY2021.

• OECD downgraded India’s GDP growth forecast to -10.2% 
for FY21. 

• However, India’s GDP expected to recover by a robust 
10.7% in FY22.

Source: OECD Economic Outlook, Sep 2020. For India 2020 = FY21 & 2021 = FY22



Impact of COVID 19 seen in Q2 CY20 GDP data
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April –June 2020 GDP Growth of various countries (YoY in %) 

Source: Spark Capital

• Most major economies registered sharp contraction in GDP growth during the April – June 2020 quarter due to Covid-19 & lock-down impact.

• India’s economy registered one of the sharpest contractions during the quarter (among major economies) due to the stringent lockdown.

• China GDP registered recovery during the quarter with the country opening up most of its economy.



COVID 19 has shattered the anticipated economic recovery in FY21
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• Pre Covid, growth was expected to recover to 6 % in FY21

• Latest GDP projections of – 10.8 % for FY 21

GDP – Trend and Projections (% YoY)

• Latest estimates suggest GDP growth to happen in Q1FY22
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India sees sharpest quarterly GDP contraction on record in Q1 FY21
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India Quarterly GDP Growth trend  (YoY in %) 

Source: MOSPI, Philip Capital

• GDP was dragged down by private consumption & investments

• Only government expenditure had positive growth

• GDP expected to see gradual recovery with economy opening up



Swift recovery in global equity markets, led by strong liquidity
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Swift recovery during FYTD 21 (April – Sep 2020)

➢ Liquidity infusion by major central banks

➢ Recovery in high frequency  indicators

➢ Progress in vaccine trials

➢ Markets recovered most of their earlier losses

➢ India among top performing markets since March 
end

• Over the long term (10 years) Indian market has 
outperformed most peer Emerging Markets



Market recovery on the back of extraordinary policy support
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US Fed Balance Sheet (USD Trillion)

Fed Fund Rate – Upper Limit (%)
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• US Fed now saying no hike till 2023

• Economic projections have improved
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US labour market & Global PMI indicates improvement in economic activity
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Source: IHS Market, JP Morgan. PMI data ended August 2020

• US continues to add jobs, although the pace has slowed down

• Unemployment rate has fallen to 7.9% in September from a 
record high of 14.7% in April

• PMI now back in expansion territory, with economies opening up

Source: CNBC.com
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Crude prices have recovered from their lows

• Brent crude recovered from a record low of ~$16/bbl in April to close the month of September at around $41/bbl

• Indicates demand side recovery 

Brent Crude Oil Price ($ / bbl)

Source: Bloomberg



Economic / Business Activity in India back to ~80-90% of Pre-Covid levels

Source: Nomura, Jefferies10

Nomura India Business Resumption Index indicates that economic

activity is back to ~82% of Pre-Covid levels
Jefferies India Economic Activity index indicates that overall 

activity is back to ~90% of Pre-Covid levels



Source: SIAM, Jefferies, BOAML11

Monthly Passenger Vehicles (PV) Sales Growth (%, YoY) 

Monthly Commercial Vehicles (CV) Sales Growth (%, YoY) Monthly 2W Sales Growth (%, YoY)

Cars & 2W sales sees healthy recovery, Tractor sales strong; CV sector recovering--but lags

Monthly Tractor Sales Growth (%, YoY) 



Other key indicators also pointing to recovery

Source: Jefferies, IHS Markit, Spark Capital12

Manufacturing & Services PMI has seen healthy recovery

(PMI less than 50 mean in contraction)

Electricity Consumption has recovered, and now in positive growth

Steel Consumption has recovered from lows Daily rail freight carried by trains back to pre-Covid levels



Some sectors like travel & tourism have been hit due to demand shock 

Source: Jefferies13

Flight activity is still quite subdued Railway passenger traffic still in sharp contraction

Travel & Hotel industry still in doldrums as indicated by Web & App Index



Current account & Balance of Payments (BOP) in healthy surplus in Q1 FY21
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India Current Account & Balance of Payment Trend 

Source: RBI, Phillip Capital

• India’s current account  in healthy surplus of 3.9% of GDP in Q1 FY21, due to sharp fall in imports– causing trade deficit to fall significantly. In FY21 
current account could be in surplus, if oil prices remains stable.

• Capital account flows were negligible in Q1 FY21 due to drop in FDI flows into negative territory, and lackluster FPI flows.

• Balance of Payments (BOP) continued to be healthy surplus in Q1 FY21, and is expected to be in surplus for full FY21.



Rupee has been stable, with strong Forex Reserves
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• Even though the rupee has been stable/appreciated over the past few months, it has relatively underperformed (other global 
currencies) in FYTD21. 

• Over the long term (10 years), Rupee has fared relatively better than a number of peer EM currencies.

• India’s forex reserves have risen to a record high of ~USD 545 billion

Source: Bloomberg, Spark Capital



Domestically, broader markets (mid/small-caps) outperformed
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• Equity markets rallied during FYTD21 (April – Sep 2020)

➢ Due to FII inflows, better Q1FY21 earnings and better economic activity

➢ Mid/Small-caps & auto, healthcare & IT outperformed

➢ Sectors like PSU, FMCG, banking and power underperformed



Valuations not reasonable presently; Earnings expected to recover in FY22

Source: Bloomberg, Jefferies, Motilal Oswal17

Nifty Forward P/E Ratio has gone above pre-pandemic levels
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Valuation on Market Cap to GDP ratio near long term average

Source: Bloomberg, Motilal Oswal18

Market Cap to GDP ratio is back to long term avg.



Quarterly earnings better than muted expectations, focus on incremental
recovery
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• Q1FY21 earnings were better than the pessimistic expectations (decline of 28%) largely led by cost reductions.

• Pharma, IT, cement, telecom, OMC’s and select consumer stocks delivered better than expectations

• Looking at Q1FY21 earnings will be futile as the economy was shut down for half of the quarter. Rather the focus should be on

incremental recovery and containment of the pandemic

• We expect Nifty earnings to grow by 2% / 30% in FY21/FY22E. This assumes normal business conditions which looks difficult 

under the current scenario. Downside risks to our estimates exist

• Nifty currently trades at 21x (12 m forward PE), which is higher than its historical average. However, with a corporate earnings

recovery expected in FY22, Nifty trades at ~18x PE based on FY22 EPS—which is quite reasonable.



• FPI equity flows recover strongly, esp. in May-August 2020 on the back of strong global liquidity. Sep 2020 saw outflows due to 
global market volatility.

• However, DII equity flows (especially net purchases by mutual funds) have slowed down, and have seen outflows lately.
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FPI equity inflows have been robust in FYTD 21; DII equity flows have slowed down



RBI maintains status quo with elevated inflation, keeps window open for rate cuts
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10 year G-Sec yield versus Repo Rate (%) 

• RBI kept rates unchanged in Aug 2020 policy.

• RBI expects inflation to be elevated in Q2FY21; moderate in H2FY21

• RBI indicated there is space for monetary action if inflation subsides

• After the recent spike in bond yields, RBI has announced various

measures to support the bond markets; yields softened post that.

• We presently prefer the medium-term part of the yield curve as the

curve is relatively flat at the longer end.

Source: Bloomberg

India Consumer Inflation Trend (% YoY)



• Liquidity in the system has come down lately, but still in comfortable surplus 

• Overnight rates at ~3.2%
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Net Liquidity in the system

INR Tn %

Surplus liquidity keeping short term rates low, risk aversion prevails 
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While fiscal remains a worry, it can wait due to growth concerns
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• Center’s gross borrowing up from Rs 7.8 trln to Rs 12 trln for FY21. Borrowing calendar for H2 FY21 left unchanged at Rs 4.3 trln

• State’s allowed to increase their fiscal deficit from 3% to 5% of GDP subject to conditions.

• Consolidated fiscal deficit (both centre & states) could rise to 11-12% of GDP in FY21

Fiscal deficit to balloon in FY21

Source: Kotak Institutional Equities



Key Thoughts – How Covid is impacting us ? 
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• Shift in consumer behavior helping new age companies / business models

• Digital payments

• Delivery apps (Edu Tech, food delivery, groceries etc.)

• Online platforms (MS Teams, Zoom etc.)

• Some sectors benefiting, some adversely affected

Positively impacted Adversely impacted

- Pharma - Travel & Hospitality

- IT / Tech - Outdoor based consumer businesses (malls, movies halls etc.)

• Push through important reforms

• Farm reforms to reduce hindrance in free flow of agricultural produce

• Opening up of mining and minerals – any party can bid and liberalized entry norms

• Freeing up of airspace for civilian use and more airports to be privatized

• Strategic sectors to have at least 1 PSE, but not more than 4 PSEs – in other sectors PSEs to be privatized

• Labor and Land reforms
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