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CAPITAL MANAGEMENT

EQUITY OUTLOOK

2021: Positive Tailwinds to Continue

We see markets remaining strong through CY21, based on global liquidity and a recovering
domestic economy. The x-factor is likely to come from a robust global commodities rally, which
creates some peculiar conditions for the Indian economy and the markets. Our focus remains
on being fully invested, well-diversified and picking quality stocks for our portfolio.

Table 1: Large cap outperforms

Performance (%)
| Dec-20 1m 3m 6m 1Y

Major Indian indices

Sensex 47,751 8.2% 25.4% 36.8% 15.8%
Nifty 13,982 7.8% 24.3% 35.7% 14.9%
CNX-100 14,091 7.7% 23.8% 34.4% 14.9%
CNX-500 11,518 7.5% 23.3% 35.9% 16.7%

Mid-cap and Small-cap Indices

BSE Mid-cap 17,941 6.1% 22.0% 37.4% 19.9%
BSE Small-cap 18,098 7.2% 21.7% 46.2% 32.1%
CNX Mid-cap 20,843 5.7% 22.7% 41.7% 21.9%
CNX Small-cap 7,088 7.8% 21.7% 53.6% 21.5%
Nifty-Mid-cap 50 5,873 5.7% 25.8% 43.4% 24.9%

Table 2: CNX Bank leads the charge

Performance (%)
NSE Sector indices Dec-20 im 3m 6m 1y
CNX Bank 31,264 5.6% 45.7% 46.3% -2.8%
CNX Auto 9,194 3.4% 16.3% 36.8% 11.5%
CNX Realty 314 20.2% 48.1% 54.9% 5.1%
CNX Infrastructure 3,651 6.6% 18.5% 20.4% 12.2%
CNX Energy 16,923 4.1% 12.6% 17.5% 6.4%
CNX FMCG 34,177 7.8% 14.5% 13.7% 13.5%
CNX Pharma 12,916 9.1% 9.7% 29.4% 60.6%
CNXIT 24,251 11.4% 21.6% 64.4% 54.9%
Source: Bloomberg, Alchemy Research. 2

Data as of 31 Dec 2020
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Global Liquidity Tailwinds.

We expect the global liquidity rush to continue. The post-pandemic recovery has been muted
globally, and global central banks are unlikely to pull the plug on their accommodative stance
any time soon. There will be some pressures from inflation as the global commodity rally takes
further hold, but that is unlikely to lead to a premature tightening of global liquidity. We see
easy monetary conditions prevailing through the year, with a possible tightening cycle starting
from 2022, depending on how the recovery pans out. We thus expect the strong Fll inflows to
sustain through next year, which underpins our overall bullishness on the market.

Chart 1: Surge in Fll Flows
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Strong Commodity Prices

There has been a strong rally in commodity prices in 2HCY20, and we expect the momentum to
continue. This will be driven by a combination of a) the global liquidity glut b) improving
demand especially from China and the US and c) the lack of a supply response, at least in the
next 6-12 months. There are some idiosyncratic factors like the China-Australia dispute that
could make this a volatile ride, but we believe that commodity prices will remain strong
through the year.
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This has multiple implications for Indian market:

Commodity stocks should do well on the back of these rally, even though return ratios and

balance sheet strength for these companies is not the best. The companies that use this

opportunity to deleverage and strengthen balance sheet could deliver disproportionate

return to shareholders.

Inflation risks may be elevated for India. This has implications for India’s monetary policy,

and there are no easy answers (discussed in a later section). Many commentators expect the

current bout of inflation pressures to be temporary, but a sustained commodity price rally

could put pressure on those assumptions.

Consumer companies’ margins could get affected. Stronger companies with robust

franchises would pass these on but that would, at the margin, impact demand in an already-

weak environment.

Sustained rally in oil prices could present policy challenges for India. Not only does it

complicate the monetary policy, but it also put pressure on the government to cut indirect
taxes on petroleum products and also disrupts the current account deficit. A moderate rally
(up to ~$70/bbl) could be absorbed: anything above that will start to hurt.

Chart 2: Strong rally in commodity prices in 2HCY20
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India’s Economic Recovery

We expect India’s economic recovery to continue. The contraction is expected to narrow as we
reach the end of FY21, with probably a small positive in 4Q. As the base effect kicks in, we see a
bounce back to near double-digit growth in FY22, which would take the GDP back to a similar
level as FY20. It is the fine print that, however, will matter more to the markets. Four factors
that we see as important:

a) The recovery is likely to be K-shaped, i.e., higher income segments are likely to do better. We
aim to factor this into our stock selection process, trying to avoid mass-market consumer
companies.

b) The manufacturing recovery is being led by a restocking cycle that will peak sometime in the
next 2-3 quarters. Underlying consumer demand must accelerate for growth to sustain beyond
that.

c) The recovery has been led by manufacturing sector so far, but services sector should kick in
once the economy normalises and

d) The nascent recovery in residential real estate could be the “X factor” for the economy — the
sustainability of this demand is, therefore, important.

Our base case, of course, is that there is no fresh flare-up in Covid cases, and the vaccine starts
getting delivered over the course of the year.

RBI’s Trilemma

The RBI will be faced with tricky policy options in CY21. There will be some pressure to sterilise
the heavy flow of overseas liquidity to keep currency appreciation under check, but that would
add to the overflow of domestic liquidity. If inflation remains sticky, the RBI will be hard put to
tighten domestic liquidity and avoid currency appreciation. We do believe, however, that the
RBI would err on the side of caution and keep rates low and liquidity easy until growth is back
on a firmer footing. It does, however, raise the risk of a sharp tightening in CY22.



CAPITAL MANAGEMENT

EQUITY OUTLOOK

Key Risks

We see three key risks. We have alluded to one already — the manufacturing cycle tails off as
the restocking momentum falters and underlying demand remains weak. We see that more
accentuated for companies catering to the mass market. The second is that global growth
falters after the post-normalisation bump — our assumptions on commaodity prices would then
be challenged. The third is that the RBI moves earlier than expected on inflation and monetary
conditions tighten. All three are relatively low probability, but we are closely watching these
trends.

New Sector Leadership

We have seen a fair amount of sector rotation in CY20 — chemicals, pharma, IT, autos and
financials all getting their moments in the sun with short spurts of outperformance. That trend
will broadly remain the same. From a medium-term perspective, however, we believe that
industrials and discretionary could outperform what appears to be a high-beta rally. We believe
that the rally will be broad-based and unlike in the past, not dependent excessively on high
guality financials and staples.

Our Approach

Our overall approach is likely to remain unchanged, based on the broad principles governing
our strategy for the past few months. We would like to hold very little cash and invest new
flows as quickly as possible. We will endeavour to keep our portfolios diversified from a
sectoral perspective. While we are size-agnostic in our stock-picking, we do see the share of
mid- and small-caps rising over the year. Our focus will remain on market leaders with strong
balance sheets and robust return ratios — we may, however, look at a few turnaround names
where the balance sheets, cash flows and return metrics are incrementally improving off a low
base. We are, also, looking selectively at some better-quality commodity names. We see tech
and digital as a strong theme for CY21.

Seshadri Sen Source :
Head of Research Alchemy Research
Alchemy Capital Management Pvt. Ltd Bloomberg
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MARKET INSIGHTS

Alchemy view on Market trends, analysis, and way forward; with additional inputs from
industry experts about the different aspects to superlative asset management.
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. Blogs — Dec 2020
Tailwinds From Global Liquidity
Read More

. Interviews — Dec 2020*
Record Fll Flows To Continue?

Mr. Hiren Ved to ET Now

Invest For The Long Term And Have Reasonable Expectations Of Returns

Mr. Hiren Ved to Business World

Will Sensex, Nifty repeat Nov rally this month? Share market at all-time high; Rebalance
portfolio

Mr. Hiren Ved to Financial Express

. Market Views — Dec 2020*
Watch Here

*Hyperlinks to other websites made available here are to be accessed at the sole risk of the
user; the content, accuracy, opinions expressed, and other links provided by these
resources are not investigated, verified, monitored, or endorsed by Alchemy.


https://www.alchemycapital.com/thought-leadership/tailwinds-from-global-liquidity.aspx
https://www.timesnownews.com/videos/et-now/markets/record-fii-flows-to-continue-hiren-ved-of-alchemy-capital-to-et-now/82469
http://www.businessworld.in/article/Invest-For-The-Long-Term-And-Have-Reasonable-Expectations-Of-Returns-Hiren-Ved-Alchemy-Capital-Management/03-12-2020-349381/
https://www.financialexpress.com/market/cafeinvest/will-sensex-nifty-repeat-nov-rally-this-month-share-market-at-all-time-high-rebalance-portfolio-interview/2147332/
https://youtu.be/I_nL_JL7D18
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DISCLAIMER

Regulatory Disclosures:

* All clients have an option to invest in the above products / investment approach directly,
without intermediation of persons engaged in distribution services.

¢ Performance related information provided hereinabove are not verified by SEBI.

General Risk factors

All products / investment approach attract various kinds of risks. Please read the relevant Disclosure
Document/ Client Agreement carefully before investing.

General Disclaimers

* The information and opinions contained in this report/ presentation have been obtained from sources
believed to be reliable, but no representation or warranty, express or implied, is made that such information
is accurate or complete.

* Information and opinions contained in the report/ presentation are disseminated for the information of
authorized recipients only and are not to be relied upon as advisory or authoritative or taken in substitution
for the exercise of due diligence and judgement by any recipient.

* The information and opinions are not, and should not be construed as, an offer or solicitation to buy or sell
any securities or make any investments.

* Nothing contained herein, including past performance, shall constitute any representation or warranty as to
future performance.

* The client is solely responsible for consulting his/her/its own independent advisors as to the legal, tax,
accounting and related matters concerning investments and nothing in this document or in any
communication shall constitutes such advice.

* The client is expected to understand the risk factors associated with investment & act on the information
solely on his/her/its own risk. As a condition for providing this information, the client agrees that Alchemy
Capital Management Pvt. Ltd., its Group or affiliates makes no representation and shall have no liability in
any way arising to them or any other entity for any loss or damage, direct or indirect, arising from the use of
this information.

* This document and its contents are proprietary information of Alchemy Capital Management Pvt. Ltd and
may not be reproduced or otherwise disseminated in whole or in part without the written consent.

Alchemy Capital Management Pvt. Ltd (SEBI Regn No:INP000000365) |B-4, Amerchand Mansion |
16 Madame Cama Road| Mumbai 400 001.
URL: www.alchemycapital.com |Email ID: contactus@alchemycapital.com | CIN-U67120MH1999PTC119811
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