
Is it time to look beyond the pandemic?
Barclays Private Bank discusses asset allocation views within the context of a multi-asset class 
portfolio. Our views elsewhere in the publication are absolute and within the context of each 
asset class. 

A year on from COVID-19 rearing its head and it remains 
the main driver of financial markets and influencer of 
much Indian policy. As public commitments to mitigate 
the impact of the pandemic rise, fiscal authorities are 
witnessing revenue shortfalls. The resulting expansion in 
the Indian government’s market borrowing programme is 
placing additional pressures on domestic banks. 

Managing business
India’s borrowing programme in the shadow of the virus 
seems to have been managed smoothly so far, with the 
lowest borrowing costs in 16 years and an elongated 
maturity. Companies have also raised substantial 
funds from financial markets in accommodative 
financing conditions. The funds have been mainly 
used for deleveraging balance sheets and building 
precautionary buffers. 
As growth takes root, the private sector’s capital 
expenditure cycle is likely to revive as existing capacity 
is utilised and new capacity is added. This will add 
pressure on the financial system to help growth among 
Indian businesses.
Meanwhile, the disconnect between certain segments of 
financial markets and the economy is being accentuated, 
both globally and domestically. The seemingly stretched 
valuations of some financial assets pose risks to financial 
stability. Banks and financial intermediaries need to be 
cognisant of these risks and potential spillover effects in an 
interconnected financial system. 

Financial stability report
The governor of the Reserve Bank of India’s (RBI) financial 
stability report presented on 11 January looked at the 
opportunities and uncertainties that are likely to face 
investors this year. The key macro factors, like historically 
low interest rates, a stable external account and some room 
for more fiscal stimulus, would appear to be a tailwind 
for growth.

Gross domestic product (GDP) is expected to grow by 
9.2% this year, compared with a contraction of 7.2% in 
2020. The more positive growth backdrop also stems 
from the benefits of various reforms seen in recent years, 
like implementing goods and services tax, the Insolvency 
and Bankruptcy Code, lower of corporate tax rates and 
performance-linked incentive schemes for select industries, 
such as electronics. The benefits of these reforms are yet to 
be fully realised. 

Economic indicators looking hopeful
High frequency indicators like mobility, purchasing 
managers’ indices, industrial activity and auto sales have 
steadily improved since June 2020. Meanwhile, government 
spending, which was lagging in the first half of financial 
year 2021, showed some pick up as lockdown restrictions 
were removed. Spending on construction is picking up and 
heading quickly towards pre-pandemic levels, aided by 
government spending. 
Exports have slowed as re-stocking needs slow. 
Consumption spending is improving on the back of pent up 
demand, despite weak employment numbers. These trends 
seem likely to continue this year, potentially supported by 
lower interest rates. The vaccine rollout being seen in many 
countries is encouraging, though a fresh sharp acceleration 
in COVID-19 infections remains a key concern and could 
dent recovery hopes.

Union budget: spot on, execution is key
India’s Union budget 2021 stood out for its bold focus on 
growth through increased outlays on capital expenditure 
even at the cost of  deviating from the prescribed fiscal 
glide path for five years. An estimated fiscal deficit of 9.5% 
of GDP in financial year (FY) 2021 and 6.8% in FY 2022 is 
higher than consensus, though look achievable. The capital 
expenditure outlay for FY 2022 has been increased by 35% 
year on year with ambitious plans across Infrastructure, 
Healthcare, Agriculture, Manufacturing and allied sectors
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Big plans have been announced on divestments and 
privatisation of key public sector undertakings and also 
large-scale asset monetisation of operating public assets. 
Reforms include attempts to attract foreign and domestic 
funding, including setting up of a Development Finance 
Institution, further reforms for real estate investment trusts 
and infrastructure investment trusts and plans to allow 
infrastructure development funds to issue tax efficient zero 
coupon bonds.
There are also plans to create an Asset Reconstruction 
Company and Asset Management Company (ARC - 
AMC) akin to a “Bad Bank”, which can help speed up the 
resolution process and free up lenders to focus on taking 
new credit risk exposures. Again, execution remains key.

Quality equities remain preferred 
Equity markets have, to some extent, discounted the 
economic recovery,  the Sensex having almost doubled 
from its March lows. The outlook for equities seems 
positive, on hopes of a stronger reflationary impulse, with 
policy rates likely to be “lower for longer” globally, and the 
seemingly improving demand environment. 
Indian equity markets continue to receive more foreign 
inflows. This trend will probably persist given the strength 
of the revival in the economic activity and corporate 
earnings. We are, however, wary of valuations that seem 
to be expensive. It may be worth considering taking some 
profits. This prompted a move mid-January in our tactical 
stance on Indian equities to neutral from overweight.
We continue to prefer “quality”, sustainable businesses 
with strong earnings growth momentum. While the gap 
in valuation between large capitalised (cap) and small or 
mid-cap equities has narrowed in recent months, small and 
mid-cap stocks seem preferable as the recovery in equity 
markets continues to broaden.

Currency and inflation considerations
The RBI continues to purchase US dollars to defend the 
rupee amid a deluge of dollar inflows. This led to record 
levels of surplus liquidity in the system and saw money 
market rates fall sharply and distort the yield curve. The 
central bank’s 14-day reverse repo of 2tn rupees seems 
to be oriented towards managing overnight liquidity and 
normalising short-term rates. 
Turning to inflation, this seems likely to trend lower in 
coming months. For now liquidity should remain ample. 
The RBI will probably remain accommodative and keep 
rates unchanged in coming months as the economic revival 
will require continued policy support now.   

Bond markets turn cautious
The increase in fiscal deficit targets, higher government 
borrowing and fears of crowding out will weigh on bond 
market sentiment, despite the RBI’s accommodative stance. 
While flows from foreign institutional investors into bonds 
have been negative in recent months, domestic flows 
should remain buoyant, keeping demand-supply dynamics 
on an even keel. 
For now, we expect the RBI to “do what it takes” to support 
the economic recovery with low rates and retain our 
preference for quality bonds, preferably in the 3 to 6-year 
maturity bucket. As short-term rates flatten, the yield curve 
is expected to flatten. The key risk remains that the fiscal 
trajectory, as outlined in the Union budget, disappoints.

Asset allocation
As the effects of, and uncertainty around, the pandemic 
linger as the economy revives, allocating assets with 
appropriate diversification remains key. Like last year, this 
one is likely to experience periods of elevated volatility too. 
At such a time, an allocation to global equities and gold 
with a preference for alpha opportunities over beta seems 
to make sense. While gold is traditionally held by Indian 
households, increasingly domestic investors are discovering 
the attractions of investing in global equities, with a bias to 
US and Chinese markets. 
As we prepare for a post-pandemic world, private assets 
may offer ways to diversify portfolios while accessing many 
investment themes set to play out in this period. Some 
of the themes will occur in areas like pharmaceuticals 
and healthcare, technology, chemicals and consumer 
goods. Also, the nascent Indian REITs and infrastructure 
investment trust market should continue to perform well.

“As we prepare for a post-pandemic world, 
private assets may offer ways to diversify 
portfolios while accessing many investment 
themes set to play out in this period”
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Investments can fall as well as rise in value. Your capital or the income generated from your investment may be at risk.

This document is for information purposes only. It is general in nature and does not take into account specific investment objectives, financial situation, knowledge, experience or 
particular needs of any particular person. It should not be relied upon in considering the merits of any particular transaction. It does not constitute a prospectus, offer to buy or sell, 
invitation or solicitation to buy or sell or invest in or refrain from investing in securities or other investment products. It may provide an introductory summary of products or services 
that we may potentially provide, and you should consider whether any of those may apply to your own circumstances and needs.

It is not intended to provide the sole basis for any evaluation of securities or any other instrument, which may be discussed in it. The information in this document is not investment, 
tax, legal, accounting, regulatory or other advice, and you should consider seeking advice tailored for your own circumstances, including any impact an investment may have on your 
personal tax position from your own tax adviser. You have sole responsibility for the management of your tax, accounting, legal and regulatory affairs including making any applicable 
filings and payments and complying with any applicable laws and regulations. We have not and will not provide you with, and you should obtain your own, independent, tax, accounting, 
legal and regulatory advice. 

Any offer or entry into any transaction with Barclays as a party, requires Barclays’ subsequent formal agreement which will be subject inter alia to internal approvals and execution of 
binding transaction documents. Terms and conditions if any herein are indicative and subject to change and/or negotiation between us. Full details of final terms and conditions will be 
contained in a prospectus or offering or other document. 

Investment products may be subject to investment risks, including, but not limited to, market and currency exchange risks, fluctuations in value and possible loss of principal invested. 
Where investments are concerned, past performance does not predict or guarantee future performance. Investments can fall as well as rise in value. Your capital or the income generated 
from your investment may be at risk. The value of any investment may also fluctuate as a result of market changes.

Although any content in this document from other sources is believed to have been obtained from sources which are reliable, we neither represent nor warrant its accuracy or 
completeness, nor the timeliness or reliability of such information set out herein. Where information in this document has been obtained from third party sources, we believe those 
sources to be reliable but we do not guarantee the information’s accuracy. Information set out herein may be incomplete or condensed. Barclays is not responsible for information stated 
to be obtained or derived from third party sources or statistical services. Any past or simulated past performance including back-testing, modelling or scenario analysis contained herein 
is no indication as to future performance. No representation is made as to the accuracy of the assumptions made within, or completeness of, any modelling, scenario analysis or back-
testing. You should carry out your own due diligence and verification of such information accordingly. This document may become outdated and/or its contents subject to changes at 
any time and without prior notice to you, and in that regard, we are under no obligation to update or correct this document or inform you in relation to any such changes to the contents 
herein. Any estimates and opinions from Barclays as may be included in this document constitute our judgement as of the date of the document and may be subject to change without 
notice, and we have no obligation to provide revised estimates or opinions. 

Unless expressly stated, products are not guaranteed by Barclays Bank PLC or its affiliates or any government entity. 

This document is not a product of the Barclays Research department. Any views expressed may differ from those of Barclays Research.  

This document is strictly confidential and may be being made available to selected recipients only. It may not be reproduced or disclosed (in whole or in part) to any person without our 
prior written permission. Barclays or its affiliates may act upon or use material in this publication prior to publication. The manner of distribution of this document and the availability 
of the products and services may be restricted by law or regulation in certain countries and persons who come into possession of this publication are required to inform themselves of 
and observe such restrictions. 

Barclays Bank PLC (“Barclays”), its affiliates, and their respective directors, employees, and agents (“Barclays Group”) make no representation or warranty as to the accuracy, 
completeness, timeliness or reliability of the contents of this document. To the maximum extent permitted by law, no member of the Barclays Group accepts any liability whatsoever for 
any direct, indirect or consequential losses (in contract, tort or otherwise) (including, without limitation, any liability arising from fault or negligence on the part of any of them) for any 
loss whatsoever arising from the use of or reliance on this document or its contents or otherwise arising in connection with it. 

The contents of this document have not been reviewed or approved by any regulatory authority.

Barclays offers wealth and investment products and services to its clients through Barclays Bank PLC registered in England and operates in India through its subsidiaries, including 
Barclays Securities (India) Private Limited (BSIPL), Barclays Wealth Trustees (India) Private Limited (BWTIPL) and Barclays Investments & Loans (India) Private Limited (BILIPL). BSIPL is 
a company incorporated under the Companies Act, 1956 having CIN U67120MH2006PTC161063. BSIPL is registered and regulated by the Securities and Exchange Board of India (SEBI) 
as a Portfolio Manager INP000002585, Stock Broker INZ000269539 (member of NSE and BSE), Research Analyst:INH000001519; Depository Participant with the National Securities & 
Depositories Limited (NSDL): DP ID: IN-DPNSDL- 299-2008, Investment Adviser: INA000000391. BSIPL is also registered as a Mutual Fund Advisor having AMFI ARN No. 53308. The 
registered office of BSIPL is at 208, Ceejay House, Shivsagar Estate, Dr. A. Besant Road, Worli, Mumbai – 400 018, India. Telephone No: +91 22 67196363. Fax number: +91 22 67196399 
Compliance Officer contact details: Name: Mr. Anupam Mohaney, Contact number: +91 22 61754000, E-mail:bsiplcompliance@barcap.com. Investor Grievance E-mail: bsipl.concerns@
barcap.com. Website: www.barclays.in/bsipl. BWTIPL is a company incorporated under the Companies Act, 1956 having CIN U93000MH2008PTC188438. BWTIPL is a Corporate Agent 
(Composite) of (i) HDFC Standard Life Insurance Company Limited and (ii) ICICI Lombard General Insurance Company Limited, under IRDA Registration Code CA0078. The registered 
office of BWTIPL is at 208, Ceejay House, Shivsagar Estate, Dr. A. Beasant Road, Worli, Mumbai – 400 018, India. Telephone No: +91 22 67196363. Fax number: +91 22 67196399. Email 
Address for corporate agency (insurance) matters: xrawealthindiainsura@barclayscapital.com, Email Address for other matters: wealthindiatrust@barclays.com. Grievance Officer 
contact details: Name: Ms. Poonam Mirchandani, Contact number: +91 022 6719 6359, E-mail: bwtipl.concerns@barclays.com Website: www.barclays.in/bwtipl. BILIPL is a company 
incorporated under the Companies Act, 1913 having CIN U93090MH1937FTC291521. BILIPL is registered and regulated by the Reserve Bank of India (RBI) as a Non Banking Finance 
Company (NBFC): Registration no.B-13.02176. The registered office of BILIPL is at. Nirlon Knowledge Park, Level 10, Block B-6, Off Western Express Highway, Goregaon (East), Mumbai - 
400063, India. Telephone No: +91 22 61754000. Fax number: +91 22 61754099. Grievance Redressal Officer contact details: Name: Mr. Ruzbeh Sutaria, Contact number: +91 22 61754244, 
Grievance E-mail: bililcompliance@barclayscapital. com. Website: www.barclays.in/bilil.
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