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The second wave of Covid-19 is far more severe as compared to the first wave. The average daily 
cases are touching approximately 4 lacs a day and whereas only about 2.5% of the population is 
vaccinated till now. Vaccine manufacturers are expected to increase production in the coming 
days as the USA has relaxed restrictions for export of raw materials for manufacture of vaccines.  
 
With a complete national lockdown in March 2020, it appeared that most of India escaped the 
first Covid-19 wave. The national lockdown severely affected the economy as was reflected in 
negative growth numbers in subsequent quarters. However, this time around, the decision of the 
lockdown was left on the states. Of the 28 states and 8 union territories, only about 16 have 
declared full lockdown while the others are on partial lockdown as of May 10, 2021. We are likely 
to see these numbers going up in the coming days given the increasing case numbers.  
 
Most states are allowing essential activities to continue however, the lockdown does affect 
businesses at varying degrees. While the non-essential establishments see business coming to a 
complete standstill, the establishments in the essential services also go through a lower volume 
of business due to various logistical issues. There is complete loss of demand for non-essential 
items as people start focusing on only essentials viz. food and grocery. This leads to significant 
output gap as idle production capacity far exceeds the demand in the economy. This in turn leads 
to postponement of capex cycles, which affects the capital goods markets as well. This singular 
survival focus of the people not only impacts the manufacturing sector but also the services 
sector. Construction sector is a highly labor-intensive sector and will remain a key factor from 
employment perspective. The second wave and consequent restrictions on non-essential 
domestic manufacturing could adversely affect exports.   
  
While the GST collections until April 2021 (reflecting activity of March 2021) have been record 
breaking, lower numbers are expected in the coming months as the economy starts reflecting the 
impact of lockdowns.  
 
Post the first Covid-19 wave, as lockdowns were being lifted partially, some revival was witnessed 
largely due to the pent up demand in the economy. A big contributor towards this revival was 
also the strong demand witnessed in the rural economy as rural India was largely able to avoid 
the dreaded virus. A key difference in the second wave is that, this time rural India is also 
witnessing large number of cases, and the impact is expected to be much larger as health facilities 
there are much lesser as compared to towns. 
 
The coming months will start reflecting the impact of lockdowns in the economy and as a proactive 
measure, we also saw the Reserve Bank of India announcing a slew of measures to combat this 
expected slowdown in the last week. The true damage of Covid-19 induced lockdowns will be 
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only realized once the pandemic starts to ebb away however; in anticipation, we have had multiple 
agencies lowering their growth estimates for FY22.  
 
Whenever the economy starts to slow down, the central bank ensures easy monetary conditions 
along with a low interest rate regime. The RBI had brought down interest rates to record lows to 
combat the Covid-19 induced slowdown and had flushed the system with surplus liquidity. As the 
Indian economy had started showing some signs of revival, the RBI had started to withdraw some 
of this surplus liquidity but the impact of the second wave has made the central bank to once 
again reassure the markets once again that it would maintain an accommodative stance for “as 
long as necessary” and till it witnesses durable growth in the economy. The investors in the fixed 
income markets can therefore expect rates to remain low for at least a few quarters more before 
the rate cycle starts to reverse. The Indian Debt Capital markets have witnessed significant bouts 
of volatility in last couple of years, be it market driven or at times due to regulatory changes. The 
rates in the up to 1 year segment are too low and unattractive whereas the volatility on the longer 
end of the curve is something that is unpalatable for fixed income investors. In such scenarios, it 
would be prudent to lock investments into tax efficient roll down products which not only presents 
a natural hedge against a rising rate scenario but, also protect the investments from intermittent 
volatility.  
 
Statutory disclaimer: The article is meant for general reading purpose and views expressed 
herein constitute only the opinions and do not constitute any guidelines or recommendation on 
any course of action to be followed by the reader. This information is meant for general reading 
purposes only and is not meant to serve as a professional guide for the readers. Whilst no action 
has been solicited based upon the information provided herein; due care has been taken to ensure 
that the facts are accurate and opinions given are fair and reasonable. This information is not 
intended to be an offer or solicitation for the purchase or sale of any financial product or 
instrument. Recipients of this information are advised to rely on their own analysis, interpretations 
& investigations. The AMC, Trustee Company, it sponsors and affiliates including the individual, 
entities representing them who have been involved in writing this shall not be liable for any direct, 
indirect, special, incidental, consequential, punitive or exemplary damages, including loss of 
profits, arising in any way from the information contained in this material.  
 
The statements contained herein may have forward looking statements that are based on 
prevailing market conditions however, they should not be considered as a forecast or promise 
and performance or events could differ materially from those expressed or implied in such 
statements. Past performance may or may not be sustained in future.  
 
Mutual Fund investments are subject to market risks, read all scheme related 
documents carefully. 
 


