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Market review – 2011, the year that was

Most investors were happy to see the end of 2011. It was a very difficult year, which promised 
quite a bit early on and then disappointed badly, especially for the Indian market. A weak 
currency (INR down 18.7% against USD) exacerbated the fall in the market for foreign investors 
into India. In USD terms, the S&P IFCI India Investable index fell 37.3% as at 30 December 
2011. The weakness in the market was primarily driven from policy inaction in India, sticky and 
high oil prices, and poor global risk appetite due to the European debt crisis. 

The HGIF Indian Equity Fund underperformed the benchmark in 2011. We held an overweight 
position in cyclicals, because of their attractive price and future profitability, given the secular 
growth in India going forward. We were positioned underweight defensive sectors such as 
Consumer Staples which were already very expensive. However, the Fund's underweight in such 
names cost us relative performance. The Fund had taken a positioning by Q3/Q4 of 2011 that  
interest rates were going to peak, and moved the portfolio into a position to benefit from 
monetary easing. 

We believe that inflation will fall dramatically in 2012 - by as much as half from 2011 peak levels -
given easing food price inflation in recent months. We have already seen the benefit of this call 
to our Fund in January 2012.

January performance – the twist and turn 

The S&P IFCI India Investable index turned around its poor performance last year by spiraling up 
20.6% (USD terms) in January 2012. The INR also did its twist as it rose by a strong 6.8% 
against the USD. The key reasons for the improvement in the market is that we saw extremely 
negative sentiment normalising, a sharp fall in inflation, unexpected cut in cash reserve ratio by 
the Central Bank, expectations of the Congress Party doing better in UP State elections (results 
due early March) and an unexpected jump in industrial production.

Summary

 The Indian equity market experienced a strong rebound in January, as investor sentiment 
and economic data improved 

 Going forward, we expect inflation to fall by about 50% from its peak level in 2011, which will 
be beneficial to the positioning of the HGIF Indian Equity Fund 

 The Fund is overweight domestic cyclical sectors including rate sensitive companies, and 
healthcare and materials amongst the global sectors 

 We expect strong demand for Indian equities this year, given valuations are still at very 
attractive levels, and foreign inflows will continue as funds rebalance their underweight or 
short India positions

Source of macroeconomic data: Bloomberg, as of 31 January 2012



Outlook

Market:

We maintain our view that inflation should fall by 50% from the peak levels of around 10% witnessed in 2011. 
The latest numbers for November and December have supported this view with December inflation falling to 
7.47% year-on-year. Given the slowdown in GDP, the Government’s and Central Bank’s focus has turned to 
growth relative to inflation. We have already seen a 50 basis points (bps) cut in the Cash Reserve Ratio (CRR) 
in January and ongoing open market operations by the Reserve Bank of India (RBI) to inject liquidity into the 
market. We expect further monetary easing over the course of 2012. Therefore, we continue to favour
domestic cyclical sectors at the expense of domestic defensive sectors and global sectors, notwithstanding the 
sharp rally witnessed by these stocks in January.

Some key regional elections are scheduled in the first quarter of 2012 and the results of the Uttar Pradesh 
(UP) elections will be closely watched. If the Congress party does significantly better it could lead to changes in 
leadership with Rahul Gandhi taking a role in government, and a potential change in Prime Minister, which 
would be taken as a positive. If the Socialist Party (SP) party does better it could enable them to form the 
Government in UP with the support of the Congress Party. This will allow the Congress to disregard one or two 
of their less reform minded coalition partners as it could then count on the support of the SP in Parliament. 
Post these elections we could see a pick up in Government decision making. Some decisions have already 
been taken like the notification of Foreign Direct Investments (FDI) in single brand retail and allowing foreign 
nationals to buy shares on the Indian equity markets.

Valuations have rebounded following the 10% rally in January but still remain in attractive territory. Sentiment 
towards India has normalised from being extremely negative. Foreign flows have turned sharply as funds have 
rushed to cover their underweight or short India positions.

Sector: 

We retain overweight domestic cyclicals whilst maintaining our underweight stance on domestics defensives 
such as consumer staples, telecoms and utilities. We remain overweight healthcare and materials amongst the 
global sectors whilst being underweight information technology and energy.

Currency: 

As a secular trend, the INR will appreciate over the decade to 2020, in our view, similar to the development of 
currencies of large, growing economies, over the last several decades. Given the large depreciation in INR in 
2011, our view was that the INR would appreciate from end-2011 levels. INR did appreciate 6.8% in January, 
and still has some way to go to reach early 2011 levels of INR/USD. In the very short term, forex is always 
hard to predict and the INR does have risks, and it can be volatile due to the impact of oil prices (India is a 
large net importer), gold prices (India is one of the biggest markets for gold globally) and from debt repayments 
by Indian corporates.

Past performance is not indicative of future returns. Data shown is for illustrative purposes only.



Disclaimer

This document is prepared for general information purpose only and the opinions expressed are subject to 
change without notice. The opinions expressed herein should not be considered to be a recommendation 
by HSBC Global Asset Management (Singapore) Limited to any reader of this material to buy or sell 
securities, commodities, currencies or other investments referred to herein. It is published for information 
only and does not have any regard to the specific investment objectives, financial situation and the 
particular needs of any specific person who may receive this document. Investors may wish to seek advice 
from a financial adviser before purchasing units in the fund. In the event that the investor chooses not to 
seek advice from a financial adviser, he should consider whether the fund in question is suitable for him.
The past performance of any fund and the manager and any economic and market trends/forecast are not 
necessarily indicative of the future or likely performance of the fund. Value of investment and units may go 
down as well as up, and the investor may not get back the original sum invested. Investors and potential 
investors should read the Singapore Information memorandum (including the risk warnings) which is 
available at HSBC Global Asset Management (Singapore) Limited or its authorised distributors, before 
investing. Changes in rates of currency exchange may affect significantly the value of the investment. 

HSBC Global Asset Management (Singapore) Limited, or its ultimate and intermediate holding companies, 
subsidiaries, affiliates, clients, directors and/or staff may, at anytime, have a position in the markets referred 
herein, and may buy or sell securities, currencies, or any other financial instruments in such markets.

HSBC Global Asset Management (Singapore) Limited has based this document on information obtained 
from sources it believes to be reliable but which it has not independently verified. Care has been taken to 
ensure the accuracy and completeness of this presentation but HSBC Global Asset Management 
(Singapore) Limited and HSBC Group accepts no responsibility for any errors or omissions contained 
therein.

HSBC Global Asset Management (Singapore) Limited is an Exempt Financial adviser and has been 
granted specific exemption under Regulation 36 of the Financial advisers Regulation from complying with 
Sections 25 to 29, 32, 34 and 36 of the Financial Advisers Act.

HSBC Global Asset Management (Singapore) Limited 
21 Collyer Quay #10-01 HSBC Building Singapore 049320 
Telephone: (65) 6530 2860 Facsimile: (65) 6536 8689 
Website: www.assetmanagement.hsbc.com/sg
Company Registration No. 198602036R

Source: HSBC Global Asset Management, as of 31 January 2012

For illustrative purposes only and does not constitute investment recommendation to buy or sell in the 
above-mentioned sectors or securities.


