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Geopolitical situation in Pakistan and India

Macro data

Despite high tensions in the last few days, it now appears that further

Growth indicators, mainly consumption related, have been weaker

escalation is unlikely. Pakistan has announced that it will release

so far this year. Earlier NBFC liquidity issues and trailing higher oil

the Indian fighter pilot captured after downing his jet and India

prices have affected recent consumption on discretionary categories

has welcomed this gesture. For now, we will carefully watch

including autos.

developments but we expect to see de-escalation to continue.
This conflict will likely see a political boost for Prime Minister Modi.
The surgical strikes against militia training sites in Pakistan would
be viewed as a demonstration of strength and taken positively by
nationalists.
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CPI for January eased down further to 2.05%YoY, a 19-month low.

Manufacturing PMI increased to 54.3 in February, the highest reading

On the back of softer inflation data, the RBI reduced the repo rate to

since January 2018.

6.25% and changed its policy stance from "calibrated tightening" to
"neutral".

India market has been one of the underperforming Asian markets
year-to-date and it appears investors have already largely priced in

But there are some positive indicators in recent data. Capex growth

the political uncertainty ahead of national elections. Nonetheless,

has been accelerating and capacity utilization too has begun to

investors will likely remain in a ‘wait and see’ mode until the election.

improve, which should help growth accelerate from 2Q19 onwards.

Our base case remains that Prime Minister Modi will be re-elected.

Manufacturing PMI

Capacity Utilisation vs. Investment

Source: Haver Analytics, Nikkei Markit

Source: CEIC, Morgan Stanley
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