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Key Debate: Depending on the day or the week, market 
participants put down Indian equity performance down to one of 
the following two sets of factors:

1. Global risk appetite

2. A mix of local growth/inflation. 

So what exactly has been driving the market over the past few 
months?

Conclusion: The bottom line is that investors looking for short- 
term returns need to continue to focus on inflation, long bond 
yields, Asia-Pac ex Japan equities, Chinese equities, crude oil 
prices and the CRB index.

This is a mix of global risk appetite and local macro factors – 
with local macro holding the edge. 
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What Influences Indian Equity Returns?



 

Our methodology: We club the various key factors 
affecting market returns into three buckets:

– Global commodities – notably crude oil prices, 
– Global risk appetite – epitomized by equity market 

returns around the globe, especially in emerging 
markets and the U.S.

– Local macro factors – defined by inflation, bond prices 
and industrial growth. 



 

We have measured the correlation of weekly change 
between the Indian equity market and EM, Asian and US 
equities, crude oil, global commodity, gold, industrial 
growth, WPI inflation and change in short and long bond 
yields using both 52-week trailing data as well as trailing 
three month data. 



 

For local factors such as inflation, growth and bond 
prices, we have used the BSE Sensex as a proxy for the 
Indian market…



 

…whereas for global indicators such as crude oil prices 
and EM equities, we used the MSCI India USD index as 
the market proxy. 



 

Make no mistake, the world is still a critical factor for 
outcomes in Indian equities… This remains the case 
even as the market has been showing signs of 
decoupling – note how the three-month correlation of 
returns with the world markets has dropped in recent 
weeks. 



 

…but at the margin, domestic factors are clearly the 
driving force: More specifically, we point to rates and 
inflation.  The correlation with these factors is 
significantly higher than the long-term averages. 



 

For example, the three-month correlation with inflation is 
at -68% compared to its long term average of 0%. For 
long bonds, the 52-week trailing correlation of returns is 
at 37% versus the long range average of -10%. 



 

It is pertinent to note how the correlation with interest 
rates has turned positive. This means the market 
recognizes rising rates as an affirmation of the domestic 
growth rather than a lagged response to inflation.
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What Influences Indian Equity Returns?



 

Asian equities are still critical, though: While we 
recognize the importance of domestic factors, APxJ and 
China appear to currently have the maximum influence 
on Indian equities. Three-month return correlations are 
68% and 70% respectively. 



 

Correlation with CRB is positive and high: CRB and 
crude oil also appear influential but investors need to note 
that correlation of returns is positive – not negative, as 
most market participants intuitively think about crude oil. 



 

We have observed the correlation turns negative only 
when risk appetite wanes – i.e., when capital flows are 
weak. Otherwise rising oil prices characterize rising risk 
appetite and hence affect Indian equities positively. 



 

Correlation of returns is lower for 11 out 12 global 
indicators: The 3M correlation of returns is lower than 
the 12M numbers for 11 out of 12 factors that we look at 
– this shows that Indian equities are running on an 
idiosyncratic basis. The only exception is CRB. 



 

Of course the 52-week correlation of returns for all these 
factors remains higher than historical averages 
consistent with the synchronous world we live in. 



 

From all these variables, copper and Brazilian equities 
seem to be least relevant to short-term returns in Indian 
equities. 
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Sources: FactSet, MSCI, Morgan Stanley Research

MSCI EM

MSCI World SPX

Global Risk Appetite Remains Key: Watch APXJ Rather than SPX
MSCI Asia
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MSCI Brazil MSCI Russia

MSCI South Africa

Sources: FactSet, MSCI, Morgan Stanley Research

Among BRICs, China is the Most Important Market for Indian Equities

MSCI China
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Copper

Gold

Source: FactSet, MSCI, Bloomberg, Morgan Stanley Research

CRB, Crude Oil Have Had a Positive Influence on Indian Equities

CRB Index

Crude Oil
C r u d e  Oil  vs . M SC I In d ia
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91-day-yield

Source: CSO, CEIC, Bloomberg, Morgan Stanley Research

Local Macro Gains Importance Across All Factors – Watch Long Bonds and Inflation

WPI

10-year bond yield

IIP
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Sources: CSO, CEIC, Bloomberg, FactSet, MSCI, Morgan Stanley. * For IIP, WPI – 3-month correlation of weekly returns is for 6-months instead of 3-months, #Bloomberg Codes

Summary: Watch MXAPJ Index, CL1, CRB CMDT, C12310Y Index and SHCOMP Index #

Asia Pac 
Ex Japan EM World S&P 500 Brazil Russia China

South 
Africa Crude Oil Gold

CRB 
Index Copper

10-year 
bond yield

91-day 
yield

WPI* 
(Inflation) IIP*

Current (52-week) 87% 87% 79% 68% 71% 69% 75% 68% 56% 44% 29% 37% 37% 10% 17% 19%

LT average 51% 53% 41% 32% 34% 32% 37% 37% 7% 8% 11% 17% -13% -13% -2% 26%

Current (3-month) 68% 64% 55% 52% 32% 39% 70% 38% 53% 34% 58% 16% 14% 17% -68% 47%

LT average 50% 51% 41% 33% 32% 30% 37% 39% 10% 9% 9% 18% -10% -12% 0% 18%

Macro IndicatorsCorrelation of returns 
vs. MSCI India / Sensex

CommoditiesGlobal Markets BRIC Nations

The correlation of returns is the highest between Indian equities and global equities.  However, the correlation with local 
macro factors is significantly higher than history. 
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Disclosures Section

Morgan Stanley ModelWare is a proprietary analytic framework that helps clients uncover value, adjusting for distortions 
and ambiguities created by local accounting regulations. For example, ModelWare EPS adjusts for one-time events, capitalizes 
operating leases (where their use is significant), and converts inventory from LIFO costing to a FIFO basis. ModelWare also 
emphasizes the separation of operating performance of a company from its financing for a more complete view of how a company 
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Morgan Stanley uses a relative rating system using terms such as Overweight, Equal-weight, Not-Rated or Underweight (see definitions below). Morgan Stanley does not assign ratings of 
Buy, Hold or Sell to the stocks we cover. Overweight, Equal-weight, Not-Rated and Underweight are not the equivalent of buy, hold and sell.  Investors should carefully read the definitions 
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read Morgan Stanley Research, in its entirety, and not infer the contents from the rating alone.  In any case, ratings (or research) should not be used or relied upon as investment advice.  
An investor's decision to buy or sell a stock should depend on individual circumstances (such as the investor's existing holdings) and other considerations.
Global Stock Ratings Distribution
(as of August 31, 2010)
For disclosure purposes only (in accordance with NASD and NYSE requirements), we include the category headings of Buy, Hold, and Sell alongside our ratings of Overweight, Equal- 
weight, Not-Rated and Underweight. Morgan Stanley does not assign ratings of Buy, Hold or Sell to the stocks we cover. Overweight, Equal-weight, Not-Rated and Underweight are not 
the equivalent of buy, hold, and sell but represent recommended relative weightings (see definitions below). To satisfy regulatory requirements, we correspond Overweight, our most 
positive stock rating, with a buy recommendation; we correspond Equal-weight and Not-Rated to hold and Underweight to sell recommendations, respectively.

Disclosures (cont.)

Data include common stock and ADRs currently assigned ratings. An investor's decision to buy or sell a stock should depend on individual circumstances (such as the investor's existing holdings) 
and other considerations. Investment Banking Clients are companies from whom Morgan Stanley received investment banking compensation in the last 12 months.

Analyst Stock Ratings
Overweight (O or Over) - The stock's total return is expected to exceed the total return of the relevant country MSCI Index, on a risk-adjusted basis over the next 12-18 months.
Equal-weight (E or Equal) - The stock's total return is expected to be in line with the total return of the relevant country MSCI Index, on a risk-adjusted basis over the next 12-18 months.
Not-Rated (NR) - Currently the analyst does not have adequate conviction about the stock's total return relative to the relevant country MSCI Index on a risk-adjusted basis, over the next 12-18 
months.
Underweight (U or Under) - The stock's total return is expected to be below the total return of the relevant country MSCI Index, on a risk-adjusted basis, over the next 12-18 months.
Unless otherwise specified, the time frame for price targets included in Morgan Stanley Research is 12 to 18 months.
Analyst Industry Views
Attractive (A): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be attractive vs. the relevant broad market benchmark, as indicated 
below.
In-Line (I): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be in line with the relevant broad market benchmark, as indicated below.
Cautious (C): The analyst views the performance of his or her industry coverage universe over the next 12-18 months with caution vs. the relevant broad market benchmark, as indicated below.
Benchmarks for each region are as follows: North America - S&P 500; Latin America - relevant MSCI country index or MSCI Latin America Index; Europe - MSCI Europe; Japan - TOPIX; Asia - 
relevant MSCI country index.

Coverage Universe Investment Banking Clients (IBC)

Stock Rating Category Count % of 
Total

Count % of 
Total IBC

% of Rating 
Category 

Overweight/Buy 1082 42% 381 43% 35%
Equal-weight/Hold 1145 44% 402 46% 35%
Not-Rated/Hold 13 0% 4 0% 31%
Underweight/Sell 364 14% 91 10% 25%
Total 2,604 878
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coverage of a subject company. Facts and views presented in Morgan Stanley Research have not been reviewed by, and may not reflect information known to, professionals in other Morgan Stanley business 
areas, including investment banking personnel.
Morgan Stanley Research personnel may participate in company events such as site visits and are generally prohibited from accepting payment by the company of associated expenses unless pre-approved by 
authorized members of Research management.
The value of and income from your investments may vary because of changes in interest rates, foreign exchange rates, default rates, prepayment rates, securities/instruments prices, market indexes, operational or 
financial conditions of companies or other factors. There may be time limitations on the exercise of options or other rights in securities/instruments transactions. Past performance is not necessarily a guide to future 
performance.  Estimates of future performance are based on assumptions that may not be realized. If provided, and unless otherwise stated, the closing price on the cover page is that of the primary exchange for 
the subject company's securities/instruments.
Morgan Stanley may make investment decisions or take proprietary positions that are inconsistent with the recommendations or views in this report.
To our readers in Taiwan:  Information on securities/instruments that trade in Taiwan is distributed by Morgan Stanley Taiwan Limited ("MSTL"). Such information is for your reference only.  Information on any 
securities/instruments issued by a company owned by the government of or incorporated in the PRC and listed in on the Stock Exchange of Hong Kong ("SEHK"), namely the H-shares, including the component 
company stocks of the Stock Exchange of Hong Kong ("SEHK")'s Hang Seng China Enterprise Index; or any securities/instruments issued by a company that is 30% or more directly- or indirectly-owned by the 
government of or a company incorporated in the PRC and traded on an exchange in Hong Kong or Macau, namely SEHK's Red Chip shares, including the component company of the SEHK's China-affiliated Corp 
Index is distributed only to Taiwan Securities Investment Trust Enterprises ("SITE"). The reader should independently evaluate the investment risks and is solely responsible for their investment decisions. Morgan 
Stanley Research may not be distributed to the public media or quoted or used by the public media without the express written consent of Morgan Stanley.  Information on securities/instruments that do not trade in 
Taiwan is for informational purposes only and is not to be construed as a recommendation or a solicitation to trade in such securities/instruments. MSTL may not execute transactions for clients in these 
securities/instruments.
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Disclosures (cont.)
To our readers in Hong Kong: Information is distributed in Hong Kong by and on behalf of, and is attributable to, Morgan Stanley Asia Limited as part of its regulated activities in Hong Kong. If you have any queries 
concerning Morgan Stanley Research, please contact our Hong Kong sales representatives.
Certain information in Morgan Stanley Research was sourced by employees of the Shanghai Representative Office of Morgan Stanley Asia Limited for the use of Morgan Stanley Asia Limited.
Morgan Stanley Research is disseminated in Japan by Morgan Stanley MUFG Securities Co., Ltd.; in Hong Kong by Morgan Stanley Asia Limited (which accepts responsibility for its contents); in Singapore by 
Morgan Stanley Asia (Singapore) Pte. (Registration number 199206298Z) and/or Morgan Stanley Asia (Singapore) Securities Pte Ltd (Registration number 200008434H), regulated by the Monetary Authority of 
Singapore, which accepts responsibility for its contents; in Australia to "wholesale clients" within the meaning of the Australian Corporations Act by Morgan Stanley Australia Limited A.B.N. 67 003 734 576, holder 
of Australian financial services license No. 233742, which accepts responsibility for its contents; in Australia to "wholesale clients" and "retail clients" within the meaning of the Australian Corporations Act by Morgan 
Stanley Smith Barney Australia Pty Ltd (A.B.N. 19 009 145 555, holder of Australian financial services license No. 240813, which accepts responsibility for its contents; in Korea by Morgan Stanley & Co 
International plc, Seoul Branch; in India by Morgan Stanley India Company Private Limited; in Canada by Morgan Stanley Canada Limited, which has approved of, and has agreed to take responsibility for, the 
contents of Morgan Stanley Research in Canada; in Germany by Morgan Stanley Bank AG, Frankfurt am Main and Morgan Stanley Private Wealth Management Limited, Niederlassung Deutschland, regulated by 
Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin); in Spain by Morgan Stanley, S.V., S.A., a Morgan Stanley group company, which is supervised by the Spanish Securities Markets Commission (CNMV) 
and states that Morgan Stanley Research has been written and distributed in accordance with the rules of conduct applicable to financial research as established under Spanish regulations; in the United States by 
Morgan Stanley & Co. Incorporated, which accepts responsibility for its contents.  Morgan Stanley & Co. International plc, authorized and regulated by the Financial Services Authority, disseminates in the UK 
research that it has prepared, and approves solely for the purposes of section 21 of the Financial Services and Markets Act 2000, research which has been prepared by any of its affiliates.  Morgan Stanley Private 
Wealth Management Limited, authorized and regulated by the Financial Services Authority, also disseminates Morgan Stanley Research in the UK.  Private U.K. investors should obtain the advice of their Morgan 
Stanley & Co. International plc or Morgan Stanley Private Wealth Management representative about the investments concerned.  RMB Morgan Stanley (Proprietary) Limited is a member of the JSE Limited and 
regulated by the Financial Services Board in South Africa.   RMB Morgan Stanley (Proprietary) Limited is a joint venture owned equally by Morgan Stanley International Holdings Inc. and RMB Investment Advisory 
(Proprietary) Limited, which is wholly owned by FirstRand Limited.
The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. International plc (DIFC Branch), regulated by the Dubai Financial Services Authority (the DFSA), and is directed at 
Professional Clients only, as defined by the DFSA. The financial products or financial services to which this research relates will only be made available to a customer who we are satisfied meets the regulatory 
criteria to be a Professional Client.
The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. International plc (QFC Branch), regulated by the Qatar Financial Centre Regulatory Authority (the QFCRA), and is 
directed at business customers and market counterparties only and is not intended for Retail Customers as defined by the QFCRA.
As required by the Capital Markets Board of Turkey, investment information, comments and recommendations stated here, are not within the scope of investment advisory activity. Investment advisory service is 
provided in accordance with a contract of engagement on investment advisory concluded between brokerage houses, portfolio management companies, non-deposit banks and clients. Comments and 
recommendations stated here rely on the individual opinions of the ones providing these comments and recommendations. These opinions may not fit to your financial status, risk and return preferences. For this 
reason, to make an investment decision by relying solely to this information stated here may not bring about outcomes that fit your expectations.
The trademarks and service marks contained in Morgan Stanley Research are the property of their respective owners. Third-party data providers make no warranties or representations of any kind relating to the 
accuracy, completeness, or timeliness of the data they provide and shall not have liability for any damages of any kind relating to such data.  The Global Industry Classification Standard ("GICS") was developed by 
and is the exclusive property of MSCI and S&P.
Morgan Stanley has based its projections, opinions, forecasts and trading strategies regarding the MSCI Country Index Series solely on publicly available information. MSCI has not reviewed, approved or endorsed 
the projections, opinions, forecasts and trading strategies contained herein. Morgan Stanley has no influence on or control over MSCI's index compilation decisions.
Morgan Stanley Research, or any portion thereof may not be reprinted, sold or redistributed without the written consent of Morgan Stanley.
Morgan Stanley Research is disseminated and available primarily electronically, and, in some cases, in printed form.
Additional information on recommended securities/instruments is available on request.
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