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Equity Outlook

The BSE-30 and Nifty-50 gained 4% each in March. Mid-cap and small-cap indices were up 5%
and 6%. Among sector indices, IT, Oil & Gas and metals were up 9%, 8% and 8% respectively,
while auto and consumer durables ended lower, falling 2% each. While global macro saw
headwinds with continued geopolitical tensions, recovery post fall in February and BJP winning
four of the five states in assembly elections led to rally during the month.

January Index of Industrial manufacturing (IIP) came in at 1.3% YoY, as expected, but activity
levels remain quite weak. On a YoY basis, manufacturing was dull at 1.1%, despite a supportive
base and healthy exports. This could partly be due to the Omicron impact. Cyclical components
such as capital goods and consumer durables contracted on a contracting base, although infra
did well on the back of government spending. Tepid non-durable goods production could be
reflecting poor sentiments in rural India.

Consumer Price Index (CPI) rose to 6.1% in February, from January's 6.0%. Food inflation rose
further by 30bp to 5.9%, despite a rising base, helped by vegetables. Core inflation remained
sticky at 6% with elevated goods and energy related inflation (>6%), while services remained
benign at 4%. Petrol and diesel prices stayed constant due to government price controls, despite
a 10% rise in global prices in February. Spike in global oil and food prices, if sustained, pose clear
upside risks to CPI, taking it potentially above the RBI's trajectory. Also, domestic fuel price hike
adds to the upside. However, weak demand could restrict any sharp rise in core inflation.

Globally Federal Reserve raised rates by 25 bps, Bank of England raised its key policy rate by
0.25%, Bank of Japan and European Central Bank maintained status quo on rates. The easy global
liquidity scenario is receding. In terms of flows, Foreign Portfolio Investors (FPI) remained net
sellers for the month, with outflows of USD4.8bn. FPI have been net sellers for six consecutive
months now. Domestic institutional investors remained net buyers to the tune of USD5bn. Year
to date, FPIs have sold equities worth USD14.6bn while DIls have bought equities worth
UsSD13.7bn.

On a year-to-date basis, Nifty 50 is up 1%. NSE Midcap index is up 1,4% while Small Cap index
has corrected by 5%. Near term markets likely to remain volatile given headwinds from
geopolitical issues and monetary tightening from FED. Historically wars have been temporary
deterrent for equities with indices bouncing back within 12-15 months post conclusion of war.
Retain cautious positive stance on equities.

Debt Outlook

Debt market witnessed sharp volatility in the month of March due to War in Ukraine, hawkish US
FED, higher crude and commodity prices. The 10-year yield hardened by 7 bps to 6.84%. The yield
curve moved by 6-12 bps across the curve in the month of March. The liquidity tightened due to
advance tax and GST payment in the mid of the month but eased towards the end on the back of
government spending. The short-term rates were volatile but ended at almost similar level as
that of in end of February. The 3 month and 1 year T-Bill were trading at 3.72% and 4.55%
respectively in the end of March.

US FED has turned very hawkish and is expected to increase rates and unwind its balance sheet
aggressively. Therefore the 10-year US yield has gone up by 40 bps to 2.32%. US FED is expected
to raise rate by 50bps in the next policy meeting and may unwind balance sheet by US $ 95bn per
month.

Government of India is going to borrow INR 8.45 lakh crore in the H1 of FY23 which is 59% of total
borrowing requirement. Therefore, supply of government bonds could remain a concern for the
bond market.

April-February fiscal deficit is at 82.7% of full year RE FY 22 target, as compared to last year's 76%
of FY21 deficit. Gross tax revenues remain strong, with particularly strong performance of direct
tax collections. Non-debt capital receipts continue to remain weak at just 36% of Budget Estimate
target, as LIC IPO is pushed to the next fiscal. Government should be able to meet the deficit target
for FY23 due to higher tax revenue which should offset increase in expenditure due to higher
subsidy payments and expenditure due to free food grain distribution.




e In the Monetary policy in April, The MPC maintained status quo on rates and stance. Repo rate
unchanged at 4%. Reverse repo and MSF rate unchanged at 3.35% and 4.25% respectively. RBI
introduced standing deposit facility (SDF) rate at 3.75 per cent, which will now be the floor of the
LAF corridor. All members voted in favor of to remain “Accommodative” while focusing on
withdrawal of accommodation to ensure that inflation remains within the target going forward,
while supporting growth.

e MPC revised the growth projection down to 7.2%. The concern in the growth mainly seems due to
geopolitical tension, rising commodity prices, tightening of global financial condition, weaker
external demand and supply side disruption. MPC increased inflation forecast sharply to 5.7% for
FY23 from 4.5%. The forecast assumes a normal monsoon and average crude oil price of US$100.

e RBI increased the limit under held-till-maturity (HTM) category to 23% from 22% of NDTL (net
demand and time liability) till 31st March 2023. The held-till-maturity (HTM) limit would be
restored from 23% to 19.5% in a phased manner starting from the quarter ending 30th June 2023.
Enhancement of HTM Llimit is expected to absorb some of supply of government security in FY23
and provide support to the yield curve.

e The policy was very hawkish as there was sharp increase in inflation forecast, RBI's focus on
inflation overgrowth and introduction of Standing Deposit Facility (SDF) at 3.75%. The governor in
his post policy press conference said that the “sequence of priorities has changed with inflation
now in front of growth” which is a deviation from the strategy of preference to growth in last two
years. The market is getting prepared for a liftoff in the REPO rate in the next policy. With focus
on inflation, MPC may hike REPO rate by 100bps (25bps 4 times) in FY23. We expect the 10-year
yield to trade in the range of 7.15%-7.40% in near term due to concern on higher supply, hawkish
RBI, higher inflation and sharp increase in rates by US central bank. Having said that, increase in
HTM Llimit and Operation Twist (OT) may cap any sharp upward movement in the yield. The yield
curve may bear flattened due to faster normalization by RBI. The corporate bond spread is at very
low level and may widen with increase in supply.
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Disclaimers:

The word ‘more’ does not imply more returns or assurance of scheme performance. It refers to the additional value provided by
the joint venture, as compared to Baroda AMC and BNP Paribas AMC individually.

An asset management joint venture upon merger of Baroda Asset Management India Ltd. (investment manager for Baroda Mutual
Fund) with BNP Paribas Asset Management India Pvt. Ltd. (investment manager for BNP Paribas Mutual Fund). The new merged
AMC entity is named as Baroda BNP Paribas Asset Management India Pvt. Ltd. (formerly BNP Paribas Asset Management India Pvt.
Ltd.).

The material contained herein has been obtained from publicly available information, internally developed data and other sources
believed to be reliable, but Baroda BNP Paribas Asset Management India Private Limited makes no representation that it is accurate
or complete. Baroda BNP Paribas AMC has no obligation to tell the recipient when opinions or information given herein change. It
has been prepared without regard to the individual financial circumstances and objectives of persons who receive it. This
information is meant for general reading purpose only and is not meant to serve as a professional guide for the readers. Except
for the historical information contained herein, statements in this publication, which contain words or phrases such as ‘will’,
‘would’, etc., and similar expressions or variations of such expressions may constitute forward-looking statements’. These
forward-looking statements involve a number of risks, uncertainties and other factors that could cause actual results to differ
materially from those suggested by the forward-looking statements. Baroda BNP Paribas AMC undertakes no obligation to update
forward-looking statements to reflect events or circumstances after the date thereof. The words like believe/ belief are independent
perception of the Fund Manager and do not construe as opinion or advise. This information is not intended to be an offer to sell or
a solicitation for the purchase or sale of any financial product or instrument. The information should not be construed as an
investment advice and investors are requested to consult their investment advisor and arrive at an informed investment decision
before making any investments. The sector(s) mentioned in this document do not constitute any recommendation of the same and
Baroda BNP Paribas Mutual Fund may or may not have any future position in these sector(s). The Trustee, AMC, Mutual Fund, their
directors, officers or their employees shall not be liable in any way for any direct, indirect, special, incidental, consequential,
punitive or exemplary damages arising out of the information contained in this document.

Mutual Fund investments are subject to market risks, read all scheme related documents carefully.




