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We have a positive outlook on the Indian economy for the current year and only if NDA fails to 
get over 200 seats, the markets may crash. If it manages to get between 200-230 seats, there 
may be a correction but not a deep one. Markets have currently priced in 230-250 seats for NDA 
at 7000 – 7500 levels, though a tally of over 250 may take Nifty beyond 7500.  

We are describing here the major triggers driving our economy as well as the risk factors in short 
term and long term. We have been positive about economy and investment since early this year 
and reiterate that a correction in market now should be considered as a good investment 
opportunity. Investors can see our previous report ‘Na Mo effect on markets’ to find the sectors 
that are expected to outperform the markets. We have also designed two model portfolios to 
help investors build their own diversified portfolios (see details below). 

 

 

 

 

    

 

 

 

 

 

 

POSITIVE TRIGGERS FOR MARKETS: 

Inflation to come down:  

The major cause of persistent rise in inflation over time irrespective of good and bad monsoons was the populist 
policies of government – higher MSP (minimum support prices) for agricultural products, and inefficient NREGA 
schemes which raised rural labor costs without any meaningful output. Since MSPs had not been raised in recent 
times hence the food product prices are expected to remain low this year and in turn the food inflation is expected 
to fall. Major parts of inflation are food inflation (49.7% of the total inflation), housing, and energy. Other parts of 
core inflation are mainly correlated with currency strength. And in coming future housing prices are expected to 
come down, energy prices are currently stable and may fall in near future, and Rupee is expected to remain stable if 
not appreciate – all are indicating that inflation is expected to remain under control in short to medium term.   

Additionally, the new regime is expected to improve supply side bottlenecks leading to further easing of inflation. 
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OUR RECENT REPORTS: 

We had recently released two brief reports on market forecast and sector outlook – 

1. Nifty Forecast – 9000 by August, 2016 – Long range technical analysis 
2. Na Mo effect on markets – Election analysis mentioning sectors that will outperform 

the market 

Model Portfolios: To help investors deciding their portfolios, we had recommended two 
model portfolios in early April, both generated exceptionally well returns in April (14.4% & 
18.7% absolute).  

1. Growth stocks portfolio: ROI 14.4% v/s -0.6% of NIFTY 
2. Dividend Yield plus Capital Gain: ROI 18.7% v/s 0.3% of NIFTY 

Our research reports can be accessed at Research Page 
(www.rrfinance.com/Reserch/ResearchHome.aspx). 
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Stable Rupee: 

Rupee has recovered after its August 2013 depreciation and is expected to stabilize near 59-60 post Raghuram Rajan.  

The Balance of Payment has turned positive from negative. The current account deficit, which had touched an all-
time high of 4.8 per cent in FY13 – has come down to 2.3 per cent of GDP during the first three quarters of FY14. 
Foreign exchange reserves have jumped to touch $309.91 billion. Following several steps taken by the central bank 
to encourage inflows, the reserves have been rising. 

Better Energy Security: 

Crude prices are stable and coal prices are also on a downtrend which is a big relief for the power sector as most of 
them are coal fired and were badly hit by coal shortage for last few years. Coal prices are now down 16% so far this 
year. They are likely to fall further in 2014 as mining output increases in an already oversupplied market while 
demand in emerging markets drops, amounting to a third straight year of declines. Asia is the biggest coal market 
and presently accounts for 67% of the global coal consumption. China with its ongoing industrial development 
consumes nearly 50% of the total global coal. While a slowdown in China's steelmaking industry is the chief reason, 
surging supply is another factor pushing prices down. Top producer BMA, a joint venture between BHP Billiton and 
Japan's Mitsubishi, had increased production 22% in the second half of last year. Japan is also increasing its thermal 
coal usage following the nuclear aftermath and the deactivation of the reactors. It is expected that mining output 
will rise in Australia, Colombia, and South Africa. 

Prices of coal, the top fuel used to generate electricity in the world, have halved from a peak in 2011 and are down 
almost 70 percent from their all-time highs in 2008 and they are likely to weaken further. Chinese efforts to begin 
using more natural gas for power generation rather than coal, which is dirtier, could also reduce thermal coal prices. 

 Falling commodity prices: 

A slowdown in Chinese economy is causing a fall in metal prices and except copper other metal prices are expected 
to continue moving downwards. Prospects of firm demand and low inventories in China are a positive for copper in 
the coming months. US economy doing well further reinforces a bullish view for copper going forward. China’s 
factory output increased to 50.4 in April, less than the 50.5 level predicted by economists. People had lofty 
expectations that things were getting better, not just staying on track, but after Chinese data, that’s being rethought. 
The manufacturing purchasing managers’ index for Asia’s largest economy rose from a level of 50.3 in March. 
Readings above 50 signal expansion. A similar gauge from HSBC Holdings Plc and Markit released last week was at 
48.3, from 48 previously, indicating China’s economy continued to contract in April. More confirmations of 
slowdown in China will continue to make metal prices fall further. 

Global risks under control: 

The outlook for the US economy as a whole brightened after the GDP reached a 3.2 percent annual rate last quarter 
on the strength of the strongest consumer spending in three years. Consumer spending surged in the October-
December quarter at an annual rate of 3.3 percent — the best pace since 2010 and a big jump from the 2 percent 
growth rate of the previous quarter. Consumer spending is particularly important for US because it accounts for 
about 70 percent of its economy.  Though there are risks and Americans struggling with long-term unemployment 
and stagnant pay might not get relief anytime soon. Areas such as manufacturing, construction and home sales 
remain in far from full health.  
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MARKET RISKS: 

Immediate Risks: 

Monsoon warnings: 

The India Meteorological Department (IMD) has said that the country may get below normal monsoon this year. 
According to the IMD, there is a 60% possibility of El Nino during monsoon. The department will issue a second 
forecast on monsoon in June. The probability of a normal monsoon is 35%, while that of a below normal monsoon is 
33%, the department said. Though the risks from lower monsoon may be offset by supply-side measures of 
government. 

Electoral shock:  

Though most people are certain of a BJP government after the current elections, but a weak majority or a failure to 
make government by BJP may prove strongly negative for the markets. 

Long Term Risks: 

1. Aggressive foreign policies of new regime – If NDA comes to power, its policies may increase geopolitical 
tensions  with its neighbors 

2. Hard landing in China – A slowdown in China will lower global growth. China has been focusing on credit 
fuelled capital investment to boost slowing growth, it should focus on growth by private consumption rather 
than by fixed investments 

3. Fed Monetary Easing – Fed may raise rates too soon or too fast, causing economic and financial shockwaves 
especially in emerging markets 

4. Zero rates – Fed may actually exit zero rates too late and too slowly leading to another asset-price boom, 
and bust 

5. Emerging markets – Political, electoral risks, falling commodity prices, China’s structural transformation, and 
Fed’s monetary policy shift 

6. Asia’s terrestrial and maritime disagreements escalating into outright military conflicts  
 

 

Note: Read RR’s Daily Update mails every morning to get timely portfolio modification recommendations. Click here 
to SUBSCRIBE to the Free RR Newsletters. 

Share this report:  
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Disclaimer:  

Kindly read the Risk Disclosure Documents carefully before investing in Equity Shares, Derivatives or other instruments traded on the Stock Exchanges.  RR 
would include RR Financial Consultants Ltd. and its subsidiaries, group companies, employees and affiliates. The information contained herein is strictly 
confidential and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any 
other person or to the media or reproduced in any form, without prior written consent of RR. The information contained herein is obtained from public sources 
and sources believed to be reliable, but independent verification has not been made nor is its accuracy or completeness guaranteed. RR or their employees 
may have or may not have an outstanding buy or sell position or holding or interest in the products mentioned herein. The contents and the information 
herein is solely for informational purpose and may not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for 
securities or other financial and insurance products and instruments. Nothing in this report constitutes investment, legal, accounting and/or tax advice or a 
representation that any investment or strategy is suitable or appropriate to recipients specific circumstances. The securities and products discussed and 
opinions expressed in this report may not be suitable for all investors, who must make their own investment decisions, based on their own investment 
objectives, financial positions and needs. Please note that fixed deposits, bonds, debentures are loans/lending instruments and the investor must satisfy 
himself/herself on the financial health of the company/bank/institution before making any investment. RR and/or its affiliates take no guarantee of soundness 
of any company or scheme. RR has/will make available all required information to the prospective investor if asked for in respect of any scheme/fixed 
deposit/bond/loan/debenture. RR is only acting as a broker/distributor and is not representing any company in any manner except to distribute its schemes. 
Mutual Fund Investments are subject to market risks, read the offer document carefully before investing. Any recipient herein may not take the content in 
substitution for the exercise of independent judgment. The recipient should independently evaluate the investment risks of any scheme of a mutual fund. RR 
and its affiliates accept no liability for any loss or damage of any kind arising out of the use of any information contained herein. Past performance is not 
necessarily a guide to future performance. Actual results may differ materially from those set forth in projections. RR may have issued other reports that are 
inconsistent with and reach different conclusion from the information presented in this report. The information herein is not directed or intended for distribution 
to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution, 
publication, availability or use would be contrary to law, regulation or which would subject RR and its affiliates to any registration or licensing requirement 
within such jurisdiction. The securities and products described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. 
Persons in whose possession this document may come are required to inform them of and to observe such restriction(s). The display, description or 
references to any products, services, publications or links herein shall not constitute an endorsement by RR. Insurance is a subject matter of solicitation. 
Kindly also note all the risk disclosure documents carefully before investing in Equity Shares, IPO’s, Mutual Fund Schemes, Insurance Schemes, Fixed 
Deposit schemes, Debt offers, Hybrid Instruments,   or other instruments traded on Stock Exchanges or otherwise. Prospective investors can get all details 
and information from the sites of SEBI, IRDA, AMFI or respective Mutual Fund Companies, Insurance Companies, Rating Agencies, Stock Exchanges and 
individual corporate websites. Prospective investors are advised to fully satisfy themselves before making any investment decision 

NSE - INB 231219636, INF 231219636 BSE - INB 011219632, NCDEX Membership No: 00635 | MCX Membership No: 28850 | SEBI Registration No: 
MCX-SX: INE261219636    SEBI Registration No: NSE Currency: INE231219636  


