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Indian credit outperforms Brics, but politics concern investors

India has been a bright spot in emerging markets over the past two years, but political tensions

look set to derail progress.

— Indian government bonds have outperformed Bric peers over the past two years
— Indian corporates rallied as Modi came to power, but have since seen credit risk flatten
— ETFs exposed to Indian assets saw $1.2bn of outflows in Q3, the highest in five years

This week Goldman Sachs announced the
closure of its dedicated Bric (Brazil, Russia,
China and India) fund after nearly ten years.
The move signalled the end of the Bric era,
as this year saw recessions plague Russia
and Brazil while growth in China stalled.

BRIC government bond total return over
the past two years
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India, however, has remained a bright spot,
and the performance of its government bonds
highlights this. Over the past two years,
Indian government bonds have returned 25%
on a total return basis, according to Markit's
iBoxx_indices. Conversely, Bric peers have
lagged with Chinese government bonds
returning only 14% over the same period.
Brazilian government bond returns were
actually on par with that of India in June this
year, but a slump in commodity prices and

political turmoil in Brazil sent returns diverging.

The stability of Indian government bond
returns over the past two year's signals
investors’ confidence. Having largely avoided
any external shocks, India has remained
fiscally prudent while providing robust growth.
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The period has also coincided with a rise in
power of the current Prime Minister Narendra
Modi, known for his progressive economic
agendas.

Corporates fall flat

Creditrisk in India vs emerging markets (index
spread in bps)
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Since Modi started gaining traction in late
2013, investors have flocked to Indian
corporate bonds. The basis between the
Markit iBoxx USD Corporates India index
spread and the Markit iBoxx USD Emerging
Markets Corporates Overall index spread fell
from 33bps to -38bps leading up to his
election win in May 2014. This highlights the
positive reaction from bond investors in the
wake of the Modi election. Indian corporates
then further outperformed emerging markets
in 2014, partly due to being insulated against
commodity price shocks. However, the basis
has flattened over the last eight months,
suggesting a stall in the post Modi rally.

compiled by markit


https://www.google.co.uk/url?sa=t&rct=j&q=&esrc=s&source=web&cd=1&cad=rja&uact=8&ved=0CB8QFjAAahUKEwio76DN3YjJAhXLBSwKHRwDAgc&url=https%3A%2F%2Fwww.markit.com%2FProduct%2FETP&usg=AFQjCNFTtP8rPaoahU8QjlKZ88TqhBtqnw&sig2=NFMd_sHiuLUFzNf3PcgpEQ&bvm=bv.106923889,bs.1,d.bGg
http://www.ft.com/cms/s/2/89f59acc-8679-11e5-8a12-b0ce506400af.html#axzz3rBc6AUYO
https://www.google.co.uk/url?sa=t&rct=j&q=&esrc=s&source=web&cd=1&cad=rja&uact=8&ved=0CCYQFjAAahUKEwiumcCG14jJAhXlLHIKHa5YCLs&url=https%3A%2F%2Fwww.markit.com%2FProduct%2FIBoxx&usg=AFQjCNE2un091blCAG7dhme4Omnn6e03Fg&sig2=quNhfhkWsvyHeCdlu-hm7g
https://www.google.co.uk/url?sa=t&rct=j&q=&esrc=s&source=web&cd=1&cad=rja&uact=8&ved=0CCYQFjAAahUKEwiumcCG14jJAhXlLHIKHa5YCLs&url=https%3A%2F%2Fwww.markit.com%2FProduct%2FIBoxx&usg=AFQjCNE2un091blCAG7dhme4Omnn6e03Fg&sig2=quNhfhkWsvyHeCdlu-hm7g
http://www.financialexpress.com/article/markets/indian-markets/prudent-budget-leaves-lot-to-cheer-for-markets/49056/

Markit Fixed Income Research

markit

Last Bric to stumble

Last month, Moody’s Analytics issued a note
stating that rising internal tensions in India
could derail Modi’s economic reform plans.
The task was made harder last week when
his party was comprehensively beaten in
state elections in Bihar. Credibility abroad is
also of key concern if Modi cannot reign in
nonconformist members of his party.

ETFs exposed to India quarterly
inflow/outflows ($bn)
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Investors have been quick to react to the
brewing political tensions. ETFs tracking
Indian assets saw $1.2bn of outflows in Q3,
the highest in five years and the first negative
outflow quarter of the Modi era. Investors
have also stayed away in the current quarter
so far, as investment sentiment wanes in the
world’s largest democracy.
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