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2022: Strong Year For Equities

Wishing all our investors and readers a happy and prosperous 2022. After two difficult years, we hope
that we steadily come back to normalcy in our daily lives.

The year has, however, started on a stressful note. India is now in the grip of a fresh wave of the Covid
pandemic, most likely from the Omicron variant. It appears to be less lethal than previous versions, but
we would still advise all our readers to be cautious and wear a mask, wash and sanitise hands and
observe social distancing. We hope the present wave will not last long, but still request you to please
avoid unnecessary risks during this period.

We remain constructive on Indian equities for 2022. The key driver would be the recovering economy,
which, in turn, drives a strong and broad-based earnings recovery. There are two caveats though: the
returns may not be as strong as the last two years and the sector leadership is likely to change in some
ways. There will be some headwinds from the third Covid wave and rising rates, but there are enough
positive drivers to overcome these.

Our approach to 2022 is consistent with our recent strategy. We are focusing on consumers, cyclicals (ex-
commodities) and exporters, underpinned by the key themes that we believe will define the next year. An
additional filter is that we will be careful of high PE stocks unless there is strong earnings growth to
support the valuations. We are selective on financials and are focusing on turnarounds and/or companies
that are building capabilities to fight the fintech challenge.

Key themes for 2022

Selectively

Selectively

Note: Red means negative impact, green means positive impact



CAPITAL MANAGEMENT

EQUITY OUTLOOK

SWEET SPOT FOR EARNINGS

The narrative of the post-pandemic rally being liquidity-driven misses the underlying earnings
momentum. The un-anticipated resilience of Indian corporates to the pandemic has turned the
profitability story around. The Nifty’s 59.1 % jump (CAGR) from the 2020 low (23-Mar-2020) to end-
2021 has largely tracked forward earnings (see chart below). It has been helped by continuous
upgrades to FY23/FY24 earnings through this period.

Nifty has tracked earnings EPS revisions have been strong
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We think that this is just the beginning of the cycle. It is a combination of two factors: first, India is
about to see a sustained period of 15%+ earnings growth over a 3 year period (FY21-24), something
not seen since the noughties. Moreover, the earnings upgrade cycle is not done yet, in our view:
the street is yet to fully capture the positive macro drivers in the economy.
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The main risk to headline Nifty EPS growth would be composition changes — new age companies or
large PSUs getting added. That, in our view, is largely mathematics and would not impact the market.

SUSTAINED GROWTH, AND MORE INCLUSIVE

Growth should gather pace in 2022, enabled by a normalising economic activity with minimal
lockdowns. There are other positive drivers in place: low real interest rates; improved revenues
driving higher government spending and a strong global macro helping export sectors. We believe
that India is starting a multi-year period of 7%+ growth, a trend not seen for more than a decade.
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As the growth cycle lengthens, we expect the recovery to become more inclusive than in 2021.
Lower-income groups could see a normalisation of incomes (and consumption). The enablers for
these would be fewer lockdowns; a recovery in labour-intensive sectors like real estate and
textiles; companies shedding cost-consciousness as growth returns and increased social spending
by governments in the backdrop of local elections.

This is positive for the consumer stocks, which largely underperformed in 2021. Companies focused
on a bottom-of-pyramid consumers should come out of the two-year funk as demand growth
permeates through the layers.

RETURN OF CAPEX, WITH A DIFFERENT FLAVOUR

India’s growth in the teens (2010-2020) was largely led by consumption, especially towards the
latter half. The implosion of the steel and infra sectors killed India’s capex cycle, not least because
the high NPAs choked credit to the sector. That period of funk has ended, and we see a new capex
cycle emerging over the twenties. The nature of this growth will be different, largely by the
government spending on infrastructure. The success of the asset recycling program is critical to
this success. The private sector will not be left out, though: the real estate sector and, to some
extent, manufacturing should also contribute to the recovery.
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This may throw up long-term growth opportunities in India’s capital goods and construction ecosystem.
Companies here also derive survivorship benefits — the ones that have lasted through the teens are, almost by
definition, cost-efficient, well-managed with strong balance sheets. For investors, we expect lower risk and
hence throws up opportunities. Some of this has already played out but we think there is still more upside in
this sector.

Nifty Infra/Nifty 50
1.15
1.10
1.05
1.00
0.95
0.90
0.85
288895888 885888¢+7yF7 583383884 ¢4
ST I EIIriiiiiriEiiiiic
SRLAIRIBTIREINPR 28283843 H
Source: NSE

RATE HIKES NOT A PROBLEM

Rising rates (in India and the US) are unlikely to derail the growth. Parallels with the 2013 “taper
tantrum” are misplaced as India’s macro stability indicators like the fisc, current account deficit and
forex reserves are now much more robust. There is unlikely to be a run on the rupee, and the RBI is
in @ much better position to defend it if there is. Domestically, India’s cost of capital is at a historic
low, so a 50-100bp rise should not have an impact on aggregate demand. It will take 2-3 years of
rate hikes to threaten growth.
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We are not buying into the negative thesis on rate-sensitives. We feel that sectors like real estate and autos will
be unaffected by rising rates at this early stage of the tightening cycle. Banks, in fact, could benefit from
improved net interest margins (NIMs) as liquidity tightens a bit. These sectors may have other challenges, but
not a demand weakness from rising rates.

A BREATHER FOR COMMODITIES

The moderation in commodity price inflation should continue through the year. This is mainly due to the
dissipating low base effect. Idiosyncratic factors like China supply shutdowns and rising US bond yields should
also help keep prices in check. We do not expect a sharp correction in the base prices — just a slower rate of
appreciation from here on (with greater volatility).

This may help consumer companies. The pressure on gross margins should start to ease — also helped by the
post-Diwali price hikes taken across most segments. If commodity price inflation eases off, there will be no need
to take price hikes and risks to demand growth in the coming year are mitigated.
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THE AGE OF DISRUPTION

We are at an inflexion point across many sectors that are being disrupted by new age technology. Incumbent
businesses facing these challenges will not disappear overnight but will face a combination of lower growth and
margin pressures over the longer term. The challengers themselves may not be profitable, but they will nibble
away at the incumbents’ lunch steadily. The process is getting accelerated by the huge pool of capital available

to the start-ups.

Source: Spark Capital Research

This presents a double challenge to investors. Many legacy businesses are still standing on firm ground but are
getting slowly derated. On the other hand, the start-ups are now entering the listed markets but are mostly
unprofitable with poor financial metrics.
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We are approaching this in a two-pronged manner. First, we are careful with adding legacy businesses
that are getting disrupted. They are getting structurally derated, even if it the stress is not yet showing
up in their operating or financial performance. They may deliver short-term performance in bursts but
are not the consistent compounders they used to be. Second, we are selectively adding some of the listed
start-ups to some portfolios. In doing so, our first step is to assess downside risk and we are avoiding
the relative high-risk, high-return bets in this space.

Seshadri Sen f\tln;:ce: !
Head of Research chemy Researc
Bloomberg

Alchemy Capital Management Pvt. Ltd
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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.

1. Market Views : Market Views - December 2021 - YouTube

2. Blogs : A Perfect Storm, But It Will Pass : Read More

3. Interviews :

. Mr. Hiren Ved in an interaction with ET Now Swadesh: Mr. Hiren Ved to ET Now Swadesh
. Mr. Hiren Ved in an interaction with Business Today: Mr. Hiren Ved to Business Today
. ‘Long-Term’ Key In Stocks As Bulls Run Out Of Breath| Times Of India: Read More

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.
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https://www.youtube.com/watch?v=h7mmuKz6d54
https://www.alchemycapital.com/thought-leadership/a-perfect-storm-but-it-will-pass.aspx
https://www.youtube.com/watch?v=Ordgc5HTB1k
https://www.youtube.com/watch?v=gg3fg-F0UWw
https://www.alchemycapital.com/content/uploads/mediaimages/mediaimage--132852386161370606.jpg
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DISCLAIMER

General Risk factors

* All products / investment approach attract various kinds of risks. Please read the relevant Disclosure
Document/ Client Agreement/ Offer Documents (includes Private Placement Memorandum and
Contribution 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.

* The information and opinions contained in this document may contain “forward-looking statements”,
which can be identified by the use of forward-looking terminology such as “may”, “will”, “seek”,
“should”, “expect”, “anticipate”, “project”, “estimate”, “intend”, “continue” or “believe” or the
negatives thereof or other variations thereon or comparable terminology. Due to various risks and
uncertainties, including those set forth under the Disclosure Document/Offer Documents, actual events
or results or the actual performance may differ materially from those reflected or contemplated in such
forward-looking statements.

Regulatory Disclosures:

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

* This document, its contents, especially the Performance related information, is not verified by SEBI or
any regulator

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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