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May 2010-Review 

Indian markets fell more than 3 per cent during the month after experiencing heavy losses in the first and third week of the 
month. Markets witnessed a sharp decline in the early part of the month triggered by heavy selling in global markets, on 
mounting concerns that the debt crisis in Greece will potentially slow down the pace of global recovery. This coupled with 
political tensions between North and South Korea also weighed on the markets’ sentiments. However, a Euro 750 billion 
bailout package by the European Union (EU) and International Monetary Fund (IMF) temporarily lifted market sentiments 
during the middle of the month. Domestically, TRAI’s proposal of levying extra charges to telecom companies holding over 
6.2 megahertz of 2G airwaves also caused markets to fall. At the same time, the announcement of a strong growth in 
GDP during the January to March quarter and favorable progress of the monsoon helped the markets regain some lost 
ground. The BSE Sensex fell 614.08 points or 3.50 per cent to close at 16,944.63 while S&P CNX Nifty fell 191.7 points or 
3.63 per cent and closed at 5086.3.  

Indian markets came off sharply during the first week ending May 07, 2010. The market reaction was in line with global 
markets which fell sharply due to growing concerns that the Greece debt crisis will spread across the Euro Zone 
countries. Varied expectations among the market participants on the outcome of RIL-RNRL case added more volatility to 
an already nervous market. The metal counter fell the most during the week as commodity prices fell on the London Metal 
Exchange.  

Markets remained highly volatile during the second week ending May 14, 2010 having advanced in three out of the five 
trading sessions and ended the week with modest gains. Sentiment was driven in the positive direction as the EU and IMF 
introduced a Euro 750 billion bailout package for Greece to arrest further spreading of the debt crisis in Europe. However, 
markets globally reacted negatively during the later part of the week on concerns that Greece may not be able to repay its 
debt owing to the huge deficits. Also, doubts prevailed on implementation of Athens’ austerity drive amid mounting public 
protests. Domestically, TRAI’s announcement that it proposes to levy an additional one-time fee for GSM operators 
holding over 6.2 megahertz of 2G airwaves, impacted the stocks in the telecom space negatively.  
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Indian markets lost more than 3 per cent during the third week ending the May 21, 2010 on weak global cues, as 
concerns over the European debt crisis continued to weigh heavily on global markets. Germany’s ban on shorting of 
certain financial instruments including shares of ten German financial companies rattled world markets. Moreover, the 
accompanying remarks by German Chancellor that the ‘Euro is in danger’ and Euro-zones indebted nations may not be 
able to repay their debts, further hurt the investor sentiment; this in turn led to withdrawal of funds from the emerging 
markets. 

Indian markets touched a three and a half month low during the early part of the fourth week ending May 28, 2010. 
However, rebound in global markets helped by an easing European debt crisis and China’s assurance that it was not 
reviewing its investments in Euro zone debt helped Indian markets to bounce back smartly from the early lows. Markets 
registered gains in four out of the five trading sessions. 
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Markets gained marginally in the last day of May 2010. Robust growth in GDP in the January to March quarter of 2010 
and steady progress of monsoons lifted the markets’ sentiments. 

Among BSE Sectoral indices, the BSE Metal Index and BSE Realty index fell the most with 14.3 per cent and 11.3 
percent decline respectively. Among others, BSE Bankex, Power, IT and Consumer durables registered a decline in 
between 3.1 per cent and 4.5 per cent, respectively. Among the gainers, BSE FMCG, BSE Health Care and BSE Oil&Gas 
Index advanced in between 2.6 per cent to 3.6 per cent. 



Now, let’s take a look what the Institutions did last month.  

FIIs turned net sellers of Indian equities for the first time since January 2010. After investing a whopping Rs. 30,500 
crores in Indian markets during February 2010 to April 2010, FIIs turned net sellers of equities worth Rs. 9,436 crores in 
May 2010. Risk aversion due to uncertainty over the Euro Zone debt crisis triggered a sell off in equity markets globally, 
which caused foreign funds to withdraw from India as well. Mutual Funds were net buyers of a paltry Rs. 98.7 crores 
during May 2010. 

 

  Source: MFI Explorer, Bharti-AXA Life Insurance 

 

Global Markets 
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Almost all the key benchmark indices across Asia, Europe and USA ended in the red zone during the month. The damage 
was caused mainly by investor apprehension over the sufficiency of the bailout package declared for Greece and the Euro 
zone. The fall in the Euro against the Dollar further deepened concerns. Among key Asian Markets, benchmark indices in 
Japan, China, Taiwan, Singapore, Hong Kong Indonesia and South Korea registered a fall between 5.76 per cent and 
11.65 per cent. Investor confidence was shaken, when China’s Premier announced that the country faced uncertainties in 
balancing its economic structure. Data for the month of May showed that manufacturing output expanded at a slower pace 
in China, which caused stocks to decline in Asian and across the world on concern that the world’s third largest economy 
may slow.  



Among the key European markets, UK’s FTSE, France’s CAC 40 Index and Germany’s DAX Index fell in the range of 
2.79 per cent to 7.02 per cent. 

Markets started looking up gradually in the last week of the month as investors indulged in bargain hunting and 
commodity stocks rose on better pricing scenario. Markets in Europe also improved on the news that Prudential-AIG deal 
may be called off after the shareholders of Prudential opposed its bid to acquire AIG’s Asian Arm. Improved economic 
data from US also lifted investor sentiment which ensured that the market the final week on a positive note. 

Economy 

India’s GDP grew by 7.4 per cent in 2009-10 

India's GDP grew by 8.6 per cent during the fourth quarter ending March 2010. For the year 2009-10, it stood at 7.4 per 
cent compared with 6.7 per cent growth seen in 2008-09. Growth was led by Mining and Manufacturing sector which grew 
by more than 10 per cent in 2009-10 as compared to low single digit growth of 2008-09. Farm sector witnessed a growth 
0.2 per cent during the period as compared to a 1.6 per cent growth in 2008-09.  

Core sector grew by 5.1 per cent in April 2010 

The Index of Six core industries having a combined weight of 26.7 per cent in the Index of Industrial Production (IIP) 
registered a growth of 5.1 per cent during April 2010 compared to 3.7 per cent growth registered in April 2009. 

India's food prices inflation fell to 16.23 per cent  

India's food prices inflation fell to 16.23 per cent in the week ended May 15 as against 16.49 per cent in the previous 
week. Non-food Articles' inflation fell to 18.25 per cent in the week under review from 18.68 per cent in the preceding 
week, while Fuel price inflation fell to 12.08 per cent from 12.33 per cent in the week ended May 8.  

WPI inflation rises 9.59 per cent in April 2010 

The annual rate of inflation measured by WPI stood at 9.59 per cent for the month of April 2010 as compared to 9.90 per 
cent for March 2010. 

IIP growth slows to 13.5 per cent in March, 2010  

The industrial production which accounts a 19 per cent share to India’s GDP continued to show double digit growth since 
November 2009. The IIP, which measures levels of industrial activities in India showed a 13.5 per cent growth rate in 
March 2010 compared with March 2009. Consumer durables recorded 32 per cent growth in March 2010 as compared to 
a 29.9 per cent growth in the same month last year.  

India’s merchandise export rises to 54.1 per cent in March 2010 

India's exports during March 2010 grew by 54.1 per cent in Dollar terms from nearly USD 13 billion in March 2009 to 
nearly USD 20 billion in March 2010. Cumulative value of exports for the period April-2009 to March-2010 showed a 
negative growth of 4.7 per cent in Dollar terms from USD 185.3 billion to USD 176.6 billion. 

Imports during March 2010 grew by 67.1 per cent in dollar terms from USD 16.6 billion to USD 27.7 billion. Cumulative 
value of imports for the period April-2009 to March-2010 showed a negative growth of 8.2 per cent in Dollar terms from 
USD 303.7 billion to USD 278.7 billion. 

Outlook 

Indian markets are expected to be driven by global news flows, as European debt crisis continues to hurt equity 
markets across the regions.  Concerns related to slowing down of Chinese economy as reflected in slower expansion 
in manufacturing output in the previous month may also put some negative bias to the investors’ sentiment. However, 
bargain hunting at lower levels and better corporate earnings may help the Indian markets to remain in the positive 
zone in the coming week. 
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Fixed Income Overview 
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Monthly debt market roundup 

The month of May saw a clear turnaround in the sentiments with yields dropping sharply. The prime mover for the market 
was the huge collection from the sale of 3G spectrum. Moreover, the selection of relatively liquid securities for the purpose 
of G-sec auction, drop in the inflation and stable interest rate scenario in the backdrop of the Euro zone debt crisis 
provided considerable strength to the market. This resulted in a robust rally with the 10-year benchmark yield falling to as 
low as 7.38 per cent. However, at the fag end of the month, fear of severe liquidity crunch emerged in the backdrop of 
large payments for 3G spectrum and advance tax outflows in June. This in turn trimmed the gains and eventually, the 10-
year benchmark yield closed the month at 7.56 per cent after a drop of 20 basis points.  
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The auction for third generation (3G) spectrum was met with unprecedented success for the government as the total bids 
received accounted for a whopping Rs. 67,719 crores. The collection is two times higher than what the Government had 
anticipated, thereby easing the pressure on the fiscal deficit. The confirmation of a possible lower fiscal deficit was 
received when, Montek Singh Ahluwalia, Deputy Chairman of Planning Commission commented that the government 
might bring down its current fiscal year’s borrowing in light of robust revenues garnered from the 3G spectrum. 

With rising fear that the Euro debt crisis may spill over to other countries, there was an increased expectation that the RBI 
may retreat its monetary tightening. This expectation found strength from lower inflation at 9.59 per cent for the month of 
April against 9.90 per cent recorded in the previous month. The index of industrial production for the month of March 2010 
slid to 13.50 per cent against 15.10 per cent recorded in the previous month. This was primarily due to the partial roll back 
of stimulus package and rising raw material cost. Indian economy for the fourth quarter of FY 2009-10, expanded robustly 
at 8.60 per cent in light of strong manufacturing sector growth, though the growth was broadly inline with the market 
expectations. 

�� 

              Source: CCIL, Bharti AXA Life Insurance 

As expected, the payment for the 3G spectrum had a severe impact on the liquidity, which drove banks to the repo 
window for short term funding. At the end of the month, the net infusion under the repo window stood at Rs. 3,710 crores. 
On the contrary, in the previous month, there was an excess liquidity of around Rs. 50,000 crores, which banks were 
parking on a daily basis with the RBI under the reverse repo window. The tight cash condition was also visible in the 
interbank call money market with overnight rate quoting at a premium of 125 – 150 basis points over the reverse repo rate 
at the end of May. 

During the month, the RBI auctioned bonds worth Rs. 52,000 crores in four tranches which was concluded successfully. 
Broadly, the selection of liquid securities for the auction played a key role which kept up the traders’ interest towards the 
auction.  

 

 

Outlook 

The euphoria of the 3G spectrum has come to an end and it’s after effects caused a severe liquidity strain in the 
market. In the coming month, large bond supplies worth Rs. 50,000 crores coupled with advance tax payments will 
suck out considerable liquidity from the system. On the flipside the government would soon deploy the revenues of its 
3G spectrum which is likely to ease the liquidity pressure to some extent. On the inflation front, in the coming months, 
it is expected that the base effect would come into play as the inflation surged sharply from negative to double digit 
within in a short span (from -1.01 per cent in  Jun 2009 to 10.06 per cent in Feb 2010). This would ease the pressure 
on the RBI to hike the interest rates. 
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