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Dear Investor,

The second quarter of FY10 has witnessed a continuation of
the uptrend that started in March'09 as signs of economic
stabilization have started emerging from the developed
economies. In the US, lead indicators such as Chicago
Purchasing Managers' Index and ISM manufacturing index
point towards improvement in economic activity with the ISM
index moving out of recessionary territory inAug'09. Similarly
in the European economies, the decline in Industrial
Production seems to have been arrested. The developing
economies too have been 'emerging' from the slow down with
India & China in particular, posting relatively strong 6.1% and
7.9% yoy GDP growth respectively in the Apr-June 09 quarter.
Equity markets have responded positively with most equity
markets delivering strong returns since 9" March'09.
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India too witnessed a strong and continued flow of positive
economic signals during the quarter. lts GDP growth during
Apr-June 2009 at 6.1% yoy, rose for the first time in the last 6
quarters. Industry, particularly manufacturing, quarrying,
mining, electricity, water and gas supply, has shown a sharp
rebound. Sectors such as telecom, auto, cement, etc continue
to perform extremely well with real estate too picking up. Index
of Industrial Production (1IP) has recovered quickly rising 8.2%
yoy in June'09 and 6.8% yoy in July'09. Foreign Direct
Investment (FDI) flows were strong at US$6.8 billion in Apr-
Jun'09 Vs. US$ 3.2 billion in Jan-Mar'09 period. Foreign
Institutional Investment (FIl) flows too were strong with Fll's
having net invested over US$10 billion in the Indian equity
markets since the start of the calendar year 2009. Reflecting
these positive economic sentiments, the Nifty delivered a
healthy 9.65% return during the quarter.

As global equity markets celebrate the emerging positive
economic data, it would not be out of place to note that the
current recovery is only at a nascent stage and dependent on
heavy government policy support. This heavy policy supportis
taking a strong toll on Government finances and therefore, it's

ReturnS

Eco Track
From the CIO’s Desk | (0}t

INVESTMENT

TRACKER

China GDP Growth Rate (YoY %)

14
13
12
11
10

9

8
GDP Growth

7 rebound

6

5]
o — - o~ 0 < o 0 0 ~ @ )
o o Q (=] o =} o Sl o o Q S
L = > = > s = >
S © <] 53 = © o 5 3 5 = o
= (S =z n s = i) =z n 2

Source: Bloomberg

unwinding is essential and definite. As the unwinding takes
place, markets may struggle with the pace, aggressiveness
and effects of eventual exit of policy support. In India too,
issues such as Government's rising fiscal deficit, weak
monsoons and rising inflation remain overhangs on the
economy. The yield curve for Government securities has
started to shift upwards prompting some to suggest that a
reversal of the interest rate cycle may not be too far off which
will pose a challenge for Indian corporates looking to expand
capacities and business reach.
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Equity Way Forward:

We continue to believe that India's strong domestic demand
led growth provides it an edge over other emerging
economies. Earnings are expected to be incrementally better
than Q1 FY'10 which itself was a major improvement over the
previous quarters. There is a risk that markets may run ahead
of the ground reality in the near term pushed by the sheer
liquidity entering into the market, which could invite correction
in the interim. However, unless there is any major catastrophic
event, positive global and domestic economic news should
continue to provide support to the Indian equity market.
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India GDP Q1 FY10 Growth

Agriculture 8:0 257, 2.4

Industry il —0.5 4.2
Mining 4.6 -0.5 7.8
Manufacture 555 -1.4 3.4
Electricity 27/ 3.6 6.2
Services 10.0 8.4 757,
Construction 8.4 6.8 7.1
Trade 13.0 6.3 8.1
Finance 6.9 985 8.1
Community 8.2 12205 6.8
GDP 7.8 5.8 611
Source: CSO

Equity Markets: Our Strategy

We continue to maintain a predominantly large cap
portfolio with selective exposure to mid-cap stocks.
We are bullish on banking & financial institutions, oil &
gas, telecom, industrials and infrastructure
construction. We remain invested in companies poised
to benefit from domestic demand and infrastructure
investments.

Fixed Income: Market update

The last quarter continued to be volatile for the fixed
income markets as robust economic data and a steady
supply of Central and State government paper led
yields to gradually start shifting upwards. While WPI
inflation continued to remain in the negative territory
for most part of the quarter, the Consumer Price Index
(CPI) remained high at 11.89% yoy for July 2009,
compared with 9.29% yoy increase in June 2009.
Given these pressures the yield on the benchmark 10
year government security paper rose to 7.50%
(semiannual) during the quarter. The 10 year
benchmark yield finally closed the quarter at 7.19%
compared with the starting yield of 6.97%.

Liquidity in the system remains abundant with credit
off take happening at a much lower rate of 13.2% yoy
vis-a-vis the deposit growth of 20.5% yoy. During end
of sept'09, the Reserve Bank of India announced the
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auction calendar for the long dated securities for the
second half of the fiscal which was in line with
expectations. The borrowing is mainly concentrated in
the segment up to 14 years of maturity. Contrary to
market expectations the RBI did not announce an
increase in the limit of Held to Maturity (HTM) part of
the portfolio of banks. A 1% increase would have
permitted the banks to absorb an additional Rs.40,000
crores of government securities thus leading to some
softeningin yields.

Fixed Income: Way Forward

Going ahead, we believe liquidity will remain easy
through most part of the current quarter. Credit off
take remains lackluster and the same would ensure
demand for GSECs (Government Securities) in the
near term. We expect GSEC yields to trade in a range
bound zone with an upward bias as markets go back
into auction-a-week mode. Supply fatigue and non
announcement on hike in HTM limits would imply a
bearish start to the quarter. With the hike in the HTM
limits there could be some downward movementin the
yields. However, this is expected to be limited given
the continued supply of the government securities.

Fixed Income: Our Strategy

We stand committed to investing in high credit quality
papers. The funds will primarily invest in a portfolio of
high quality bonds and other fixed and floating rate
securities issued by the Government, Government
agencies and corporate issuers. To maintain liquidity
the funds will also invest in cash and money market
instruments.
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