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EQUITY OUTLOOK

Covid, earnings and rates

We are now faced with a sudden surge of Covid cases, especially in Mumbai and Maharashtra. We
hope that you and your loved ones are safe and healthy. We urge you to be careful and observe the
necessary precautions — wearing masks, washing hands frequently and observing social distance.

The new Covid surge and the partial lockdowns are certainly a worry. Unlike last year, however, we
see no case for panic. The lockdowns are less severe, the markets realise that this is temporary
(from last year’s evidence) and strong monetary and fiscal stimuli would backstop the negative
macro impact. We have already seen a more sanguine reaction from the market, a week into the
Mumbai lockdown — we see no change for that to change. We remain constructive on the markets
and are pivoting our portfolio to cyclical sectors over defensives. Any deep correction would be an

entry opportunity for investors.

Table 1: Volatile markets in March

Performance (%)

Mar-21 im | 3m | 6m | 1Y
Major Indian indices
Sensex 49509 0.8% 3.7% 30.1% 68.0%
Nifty 14691 1.1% 5.1% 30.6% 70.9%
CNX-100 14807 1.0% 5.1% 30.1% 69.6%
CNX-500 12314 1.1% 6.9% 31.8% 76.0%
Mid-cap and Small-cap Indices
BSE Mid-cap 20,181 1.0% 12.5% 37.2% 90.9%
BSE Small-cap 20,649 2.5% 14.1% 38.9% 114.9%
CNX Mid-cap 23,693 1.8% 13.7% 39.5% 102.4%
CNX Small-cap 8,113 0.8% 14.5% 39.3% 125.7%
Nifty-Mid-cap 50 6,772 -0.4% 15.3% 45.1% 112.9%

Source: Bloomberg
Table 2: FMCG & IT Indices Outperform the broader markets.
Performance (%)

NSE sector indices Mar-21 im 3m 6m 1Y
CNX Bank 33,304 -4.3% 6.5% 55.2% 74.0%
CNX Auto 9,862 -3.0% 7.3% 24.7% 108.5%
CNX Realty 334 -4.5% 6.5% 57.7% 90.4%
CNX Infrastructure 4,088 -0.5% 12.0% 32.7% 73.2%
CNX Energy 18,185 -3.2% 7.5% 21.0% 63.5%
CNX FMCG 34,932 7.7% 2.2% 17.1% 27.9%
CNX Pharma 12,273 2.9% -5.0% 4.2% 71.0%
CNXIT 25,855 6.4% 6.6% 29.6% 102.6%

Source: Bloomberg
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Covid surge

We had flagged the rising Covid cases as a worry last month, but the surge has taken us by surprise.
The pace of new infections does raise the risk of a delayed macro recovery. A national lockdown
looks unlikely, but localised lockdowns have already started — Mumbai is a case in point. This could
impact consumer behaviour with on discretionary consumption and the recovery in “unlock
trades”, like travel, tourism, out-of-home consumption, physical shopping could get delayed by 1-2
quarters, depending on how soon the infection rate is controlled.

Fig 1: Daily New Case
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Source: JHU CSSE COVID-19 Data

We, however, believe that this will be temporary. The new wave seems to be less lethal (though
more virulent), with a higher share of patients being asymptomatic or exhibiting relatively mild
symptoms. Moreover, the vaccination drive is picking up pace and there should be widespread
coverage in 1-2 quarters from now. The near-term outlook does appear challenging, but we expect
a strong recovery in 2HFY22. Overall, we think that any sharp corrections in companies with strong
brand franchises and market leadership would be an opportunity.


https://github.com/CSSEGISandData/COVID-19
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Reporting season — key issues

The 4QFY21 earnings releases commences in early April. This should be an interesting quarter with
several macro pressures and tailwinds at play — we are watching for some key trends in our
portfolio companies and overall investment universe.

Commodity prices

Commodity prices — metals, crude — have appreciated sharply over the last few quarters. This is,
obviously, a worry for margins in the consumer sector. Companies should be able to pass some of
the input cost inflation via price hikes but would still have to absorb some of it through lower
margins. Given that most companies have already pared fixed costs during Covid, there should be
some negative impact on margins in FY22. The 4Q results may not reflect all of this pain (some of it
hits with a lag), but this remains a headwind across the consumption space. Strong companies, with
market leadership and resilient brands, should be able to counter this over the coming quarters
with accelerated premiumisation.

Fig 2: Daily Price Movements of Commodities, Exchange Rates

;::: Absolute performance (%)
im 1y

Commodity

LME Aluminum UsS/ton 2,247 4.7 26.0
LME Copper USS/ton 8,935 (1.8) 50.0
Steel China Export HR Coil fob USS/ton 830 15.6 71.1
Iron ore fines 62% Fe China CFR  USS/ton 163 0.6 79.1
Domestic HRC Prices (Rs/ton) Rs/ton 58,667 0.5 15.0
Crude Brent USS/bbl 63 (9.5) 1.0
Source: Bloomberg, Kotak Institutional Equities estimates

Resilience of demand

The speed in rebound of consumer demand surprised most analysts as the economy normalised,
post-Covid. The resilience of this demand will be tested in the coming quarters as the economy
slowly normalises. The 4Q results, as such, will likely show this strength — but forward commentary
from managements during the earnings announcements would give us a better idea of how FY22 is
shaping up. We believe that the demand will be resilient and is likely to deepen towards the bottom
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of the pyramid. This is a key factor in driving FY22 earnings upgrades.
Sustainability of cost improvements

Cost management was one of the remarkable facets of the FY21 performance, across companies
and sectors. This was in response to the demand collapse due to the pandemic and the subsequent
lockdown. The 4Q21 results will give us some colour on the extent to which these costs savings are
sustainable, as the economy returns to normal and the need for investing in the respective
franchises starts to come back. Our base-case assumption is that fixed costs will bounce back in
FY22, though some of the cost advantages gained in FY21 could be sticky. This dovetails with our
worry on the impact of commodity price inflation discussed earlier. These two factors will be a drag
on the operating leverage that companies derive from the topline acceleration expected in FY22.

RBI flattens the curve

RBI announced a new bond-buying programme called the G-SAP*, giving the OMO mechanism a
new colour. The bond market reacted positively to this, and the 10-year gilt is now settling at the
6% level vs 6.25% peak on 10 Mar 2021. This is an incremental positive — it addresses the worries
over rising yields potentially slowing the macro recovery. It also acts as a signal to the market that
the RBI will use a range of tools to keep interest rates in check till growth bounces back to trend
levels, at least. (*G-SAP: Government Securities Acquisition Programme)

The currency markets reacted adversely on that day with a single-day 1.5% correction. We do not
think that this portends a general weakness in the rupee, which has been one of the best-
performing emerging market currencies this year. A moderate current account deficit and
continued equity capital flows should ensure continued stability. This would, in turn, provide
support for the equity markets.

No hasty portfolio action

Our approach remains largely unchanged. We remain fully invested and are deploying fresh money
as quickly as possible. We are slowly adjusting our portfolio towards more cyclical industries, where
we find the scope for earnings upgrades the most likely — without compromising our filters for
strong balance sheets, cash flows and profitability. We may tactically look at paring our exposure to
sectors that are vulnerable to the second Covid wave, but any deep correction in quality franchises
would make us buyers rather than sellers.

Seshadri Sen Source :
Head of Research Alchemy Research
Alchemy Capital Management Pvt. Ltd Bloomberg
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Alchemy view on Market trends, analysis, and way forward; with additional inputs from industry
experts about the different aspects to superlative asset management.
1. Blogs — 2021
®*  Buckle up for a choppy month
Read More

2. Product Update
Alchemy High Growth Select Stock

3.Interviews — Mar 2021*
®* The second leg of current bull market likely to be driven by expansion of earnings

Mr. Hiren Ved to Money Control

i Bitcoin over $60,000, can it dent gold's safe-haven appeal?

Mr. Hiren Ved to Money Control

. Decoding stock picking strategy for 2021
Mr. Hiren Ved to ET Now

i No need to worry about inflation & yields as long as growth rising

Mr. Hiren Ved to Financial Express

4. Market Views — Mar 2021*
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/buckle-up-for-a-choppy-month.aspx
https://youtu.be/waxfNmUtI-g
https://www.moneycontrol.com/news/business/markets/daily-voice-the-second-leg-of-current-bull-market-likely-to-be-driven-by-expansion-of-earnings-hiren-ved-of-alchemy-capital-6632421.html
https://www.moneycontrol.com/news/business/markets/bitcoin-over-60000-can-it-dent-golds-safe-haven-appeal-6644851.html
https://www.timesnownews.com/videos/et-now/markets/decoding-stock-picking-strategy-for-2021-hiren-ved-to-et-now-beat-the-street/92874
https://www.financialexpress.com/market/no-need-to-worry-about-inflation-yields-as-long-as-growth-rising/2219674/
https://youtu.be/QyZcH5or8Ko
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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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