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EQUITY OUTLOOK  
 

Market Overview 
 
The economy remains on a weak wicket with more data points confirming that trend every 
passing week. High-frequency indicators like auto sales and industrial production continue to be 
weak, and the earnings releases from large consumer companies reinforce that trend. This was 
anticipated and is an outcome of multiple factors:  
 
a) Slow credit growth as NBFCs continue to struggle for funding 
b) Uncertainty around the upcoming elections 
c) Slow tax collections leading to expenditure cutbacks by the government and 
d) Continued weakness in the farm economy leading to weaker rural demand 

 
We expect the Apr-June 2019 quarter to show similar weakness, as many of the factors listed 
above will still be in play.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
         Source: Bloomberg 

 
A near-term worry is the fragility of the debt markets. There are continued concerns over the 
exposure of mutual funds to stressed groups, especially on loan against shares to some promoter 
entities. The worry is of an extreme event which could cause sudden outflows from debt mutual 
funds – that would cascade into other areas of the financial markets and exacerbate the 
tightness in credit markets. Stakeholders need to be mindful of the systemic risk and work 
towards a soft-landing of the stressed exposures. 
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We continue with the view that many of these issues are transient and will start to dissipate from 
the July-Sep quarter of 2019. The consumption recovery would be driven by multiple factors; some 
of them dependent on decisive policy action.  
 
First, the elections would be done by June, so the negative sentiment impact would be over. The 
new government would also be able to step up spending after the full budget is presented in July, 
though fiscal constraints would limit that upside. Also, the election-related spending would 
stimulate demand, albeit with a lag.  
 
Second, we expect the RBI to continue on the path of monetary easing, as real rates remain 
elevated and banks are struggling for liquidity and deposits. We believe that policy rate cuts need to 
be accompanied by accommodative liquidity to enable transmission by the banks.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
                Source: Bloomberg 
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Third, PSU banks are coming out of PCA and they would start lending. This would help ease some of 
the credit constraints in the economy. It is likely that the PSUs would focus on the retail and SME 
segments, which would have an immediate impact on consumption demand. PSU banks are 
relatively less constrained for liquidity, so it would be easier for them to step up lending.  
 
Fourth, the new government is expected to address the stress in the farm economy. Any direct 
liquidity injection into the farm economy, in whatever form, would have an immediate impact on 
the overall demand. FMCG companies, in their earnings commentary, have mentioned that the 
weakness was more pronounced in rural demand than in urban.  
 
Fifth, we do expect the stress in the NBFC sector to ease by end of 2019. Not all NBFCs would be 
able to bounce back, but the stronger ones with a high exposure to retail loans and strong 
promoters would start to see an easing of funding strengths. NBFC finance flows to hard-to-reach 
niches and would have a positive impact on demand. We reiterate that it would need some decisive 
action by all stakeholders to avoid inertia in the credit markets.  
 
Conclusion:  
 
Markets would remain volatile in the immediate future, in the context of the pulls and pressures 
mentioned above. Clarity on the contours of the new government, followed by decisive policy 
measures would be the enablers for the market to resume any upward trend in the latter half of the 
year. However, strong companies with resilient business models, fortress balance sheets and proven 
track record of execution would bounce back sooner than others.  
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DISCLAIMER 
 

 
General Risk factors 
  
All investment products attract various kinds of risks. Please read the relevant Disclosure Document / Client 
Agreement carefully before investing. 
  
General Disclaimers 
  
The information and opinions contained in this report/ presentation have been obtained from sources believed to be 
reliable, but no representation or warranty, express or implied, is made that such information is accurate or 
complete.   
  
Information and opinions contained in the report/ presentation are disseminated for the information of authorized 
recipients only, and are not to be relied upon as advisory or authoritative or taken in substitution for the exercise of 
due diligence and judgement by any recipient.   
  
The information and opinions are not, and should not be construed as, an offer or solicitation to buy or sell any 
securities or make any investments.  
  
Nothing contained herein, including past performance, shall constitute any representation or warranty as to future 
performance.   
 
The client is solely responsible for consulting his/her/its own independent advisors as to the legal, tax, accounting 
and related matters concerning investments and nothing in this document or in any communication shall constitutes 
such advice. 
  
The client is expected to understand the risk factors associated with investment & act on the information solely on 
his/her/its own risk. As a condition for providing this information, the client agrees that Alchemy Capital 
Management Pvt. Ltd., its Group or affiliates makes no representation and shall have no liability in any way arising to 
them or any other entity for any loss or damage, direct or indirect, arising from the use of this information.  
 
This document and its contents are proprietary information of Alchemy Capital Management Pvt. Ltd and may not be 
reproduced or otherwise disseminated in whole or in part without the written consent. 
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