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We simply attempt to be fearful when others are greedy and to be greedy only when others are
fearful. - Buffett

Massive Selling Occurred in Early October But Is Abating

September and October have witnessed the largest selling of equities over the past couple of years.
Of late, the selling has abated. Meanwhile, the selling has pushed mid-caps into a bear market
alongside small caps. The Midcap 100 is down 25.2% from its peak in Jan "18, and down 22.9%
YTD. The NSE Small cap 100 is down 40.0% from its peak, and 36.8% YTD. 88% of companies in
the NSE are down at least 20% from their 52-week highs. Almost one third, or 31.9%, are down over
50%. Massive damage has been inflicted on equities.

As a consequence, valuations are coming back to reasonable levels. Almost half the companies in
the NSE universe, 47.9%, now have a trailing P/E under 20x, while only 22.9% sport a P/E above 30x.
Over a third of midcaps (36%) now have a P/E under 20x. One third of the NSE now sells at a PEG
less than 1x versus their 3 year PAT growth rate, and 41% have a P/E less than their YOY PAT growth
rate.

Quarterly Earnings Update

With 109 NSE 500 companies reporting to date, the numbers are impressive. Sales growth is
currently trending at 25.3% yoy for the NSE 500, with 12.9% yoy operating profit growth, and PAT
of 14.6% yoy, highlighting the impact of rising crude. Profit margins are at a healthy 11.3% net
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margin, with only Industrials showing weakness. It's early, though, and generally the better earnings
reports come through in the first third of the reporting season.

India Drives Amazon International Earnings

India’s strong earnings performance has highlighted the divergence in growth between India and
developed economies. Despite a massive tax cut, U.S. companies have reported generally below
expectation numbers. It's particularly telling when Amazon blames its weak international sales
on the Diwali schedule in India this year. With China in the doldrums, India is the growth engine
for the world.

Massive Selling Happened in Early October, Net Volume is Stabilizing of Late
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A Strong Start to Earnings Season with 14.6% PAT Growth and 25% Sales Growth...
...Led by Energy, Consumer Staples, Financials, Health Care and Real Estate
Sales YoY Operating Profit YOY Net Profit YOY Operating Margin Net Margin
NIFTY50 NIFTY500 NIFTYS0  NIFTY500  NIFTY50  NIFTY500  NIFTY50  NIFTY500 NIFTY50 NIFTY500
Consumer Discretionary 6.1% 9.2% -1.1% 2.0% -4.6% -1.2% 18.9% 17.2% 11.6% 10.0%
Consumer Staples 15%  13.5% 23.2% 20.3% 25.8% 23.5% 254%  205%  17.1%  12.5%
Energy 54.5%  54.2% 25.0% 24.7% 17.4% 16.7% 143%  144%  61%  6.1%
Financials 262%  21.3% 25.5% 20.7% 17.4% 31.9% 437%  40.7%  182%  14.9%
Health Care NA 28.0% NA 32.2% NA 38.0% NA 351%  NA  13.8%
Industrials 3.6%  151%  -24.0% -42.2% -39.0% -60.2% 57.5%  10.3%  232%  3.8%
Information Technology 17.4% 18.6% 12.9% 15.0% 12.8% 18.3% 27.5% 26.3% 18.9% 17.9%
Materials 204%  14.8% 32.4% 10.7% 63.0% 15.9% 21.5%  234%  89%  11.1%
Real Estate NA  110.8% NA 11.2% NA 74.6% NA 359%  NA 17.7%
Communication Services 3.6%  8.4% 15.9% 10.1% -24.3% 24.1% 337%  303%  52%  43%
Utilities NA NA NA NA NA NA NA NA NA NA
Index 27.4%  25.3% 14.8% 12.9% 12.7% 14.6% 242%  24.0%  11.6%  10.9%

Global

With unilateral sanctions on Iran, a trade war with China, Fed rate hikes and central bank balance
sheet contraction, the blame for a slowing global economy can be put squarely on developed world
policies. Ironically, the predominance of worries are now related to developed markets. The U.S.
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yield curve came within 21 bps of inverting in the past month. While U.S. high yield isn't indicating
arise in risk, global growth has clearly slowed. Leading economic data out of Germany, South Korea
and China has slowed, and the global OECD leading indicator is also at stall speed. It's not all bad
news, however, as global PMIs for Manufacturing and Services remain in growth.

As usual, Brent remains in the thick of things. Recent news on disappointing profits of shale

producers will only serve to give impetus to speculators on crude oil, which will be offset by global
demand deceleration.

The U.S. is Staring At a Slowdown with Short Term Rates Rising and the Yield Curve
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The Global OECD Leading Indicator Is Also Highlighting a Slow Down ...
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It's Not All Bad News, Global Services & Manufacturing PMI Are Still in Expansion Zone, But
Slowing...
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German Industrial Production Is Rolling Over into Negative Due to Slowing Auto Sales &
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South Korean Exports Reflect the Slow Down in Technology Activity...
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Brent’s Always Involved in a Global Slowdown and This Time is No Different...
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Short Rates Remain Stable Despite Recent Stresses

Unlike the corrections in 2013, 2011 and 2008, which witnessed a sharp rise in short rates, the 1 year
T-bill yield has been remarkably benign in the face of the IL&FS default and NBFC crunch. The
government’s and RBI's reduced borrowing plan and swift actions to take over IL&FS and pump
liquidity into the system were critical in preventing the situation from worsening.

Spreads Remain Stable Across G-Sec, Corporate Bonds, CDS, WACR and CBLO... But NBFC Rates
Have Widened

As identified in the charts on the following page, spreads between corporate and G-sec, CDS pricing
for State Bank and ICICI, the weighted average call money rates and CBLO rates have been stable,
not demonstrating the spike in risk premium witnessed in previous credit freezes such as 2013.
However, NBFC CP short term rates have widened by 50 bps, confirming rising stress in the NBFC
space. More details from our Product team on credit risks later in this commentary.

India’s Corrections in 2013, 2010 and 2008 Witnessed a Sharp Rise in the 1 Year T-bill...

The Current Move in Short Rates Doesn’t Look Similar to 2008, 2010 or 2013...
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The Yield Curve Remains Stable Although Corporate Bond Spreads Have Widened Slightly...
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While the 5 Year G-Sec Yield Spread Over T-Bills Widened During Sep ‘18...

...The Spread Has Contracted Meaningfully Of Late
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Rates Have Risen Uniformly Across the Rating Spectrum from Corporate A to AAA...
...But The Spike in A and AA Paper Witnessed in 2008 and 2013 Is Not Evident Today

CDS Spreads on SBI and ICICI Remain Low, Suggesting No Concerns of a 2008 Type
Scenario
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