May 13, 2019

Investment Strategy
Moment of Truth
point, and some quantitative easing. Yes, we are doing very well at 3.2% GDP, but with our
wonderfully low inflation, we could be setting major records, and at the same time, make
Donald Trump, 30 Apr 2019

global nature of the sell-off suggests this was FI driven selling, not associated with domestic
happenings, such as election data, for instance.
The Fed will buckle under the pressure, in due course, and more QE packaged in a new
avatar will probably be delivered. That becomes the next key milestone for global markets.
Separately, U.S. shale oil production has soared, scaling 12 million barrels per day. U.S.
Europeans have eschewed the ban and continue to import oil from Iran. The underlying geopolitics are fairly obvious.
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Earnings
Over the years, we have adjusted earnings and given companies the benefit of the doubt.
This time around, companies have by and large, not delivered. It is the concentrated few
market leaders that have delivered - TCS, HDFC Bank, Axis Bank, HCL Tech, L&T Tech, L&T
Infotech and the like. There is a visible slowdown in the broader market, and top lines are
not percolating to profits.
The India VIX Has Risen in the Past 2 Election
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Structural or Transitory Slowdown?
There are two hypotheses for the slowdown. First, consumers have pulled back due to
electoral and regulatory uncertainty. Second, there is a school of thought that has come
ion story are
plateauing. It is too early to reach such a conclusion in our view. Consumers are, however,
weighed down by low wage growth, job insecurity, rising cost of living, high taxes, rural
stress, credit worries, real estate stress etc.
Passenger vehicle sales have been weakening for a few quarters. Ditto tractor sales, CV sales,
two wheelers. FMCG names are reporting lacklustre volume growth. A bigger worry is dismal
management commentary. Hindustan Unilever cautioned that their business was not
recession proof. In general, firms are pointing to a slowdown in rural demand.

Cement output clocked a five-month high growth of 15.8% YoY in Mar-19, steel output grew
-election focus
on infrastructure and housing, and will likely ebb post elections.

Global manufacturing PMI eased to 50.3 in April and global manufacturing looks set to be
headed into a contraction. China released dismal auto sales this past week. The U.S. does
-month low of 51.8 and Services
was equally weak. Survey respondents highlighted election related uncertainty and a
challenging economic environment.
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A welcome development also incidentally initiated by a Trump tweet is the decline in
crude oil prices, creating the
hope that the RBI would finally move to an accommodative policy positioning.
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Amidst the gloom, non-food bank credit growth remains strong at 14.2% YoY. Credit to
industry has risen to 6.9% YoY in March versus 5.6% in February, the fastest pace of growth
in nearly 4 years, driven primarily by large companies. Credit growth for personal loans
eased marginally to 16.4% YoY in March vs. 16.7% in February.
The Bank NPA situation is Expected to Benefit Creditors to the tune of INR 80,000 crores in
In further good news, banks are expected to realize more than Rs 80,000 crore in FY20 from
the IBC compared to about Rs 66,000 crore realised in FY19. The higher realisation in FY20
should be driven by the expected conclusion of the corporate insolvency resolution process
of Essar Steel
aulting
companies announced in June 2017.
3-4 More Banks Likely to Exit PCA, Will Improve Credit Availability
With three banks out of the PCA net, 3framework in the next 6-8 months, on account of improvement in financial health amidst
capital infusion and falling bad loans. These will provide a marginal improvement in credit
availability.
GST Collections Also Bode Well for the Bond Market
Gross GST revenue collections stood at Rs 1.139 tn in April, registering 10.1 % YoY growth.
The rise in tax collections can partly be attributed to year-end adjustments. Nonetheless,
GST collections for April are in line with the FY20 required monthly run rate, which stands at
Rs. 1.14 tn.

Outlook
Equities
Credit and liquidity issues remain unaddressed in the domestic economy. Globally, the world
economy is slowing, and President Trump wants rate cuts and QE. The next government of
India will have its work cut out to revive economic growth. With slowing data, stress in the
financial sector, India needs monetary stimulus, fiscal stimulus, financial system clean-up and
further structural reforms. Separately, the consumer needs a boost.
Portfolio Protection
Option premiums have been untenably high over the past few weeks, and rendered the risk
reward of put options unattractive. A 3% premium requires a 400-500 point fall within a
month or so in the Nifty 50, to obtain minimal 1-1.25%~ protection. Raising cash is equally
challenging, as even a 20% cash position protects only 1% of every 5% drop in the portfolio,
and whittle down the benefit further. The risk that the market could potentially deliver 10%
upside on a positive election outcome makes the call that much harder.

www.sanctumwealth.com

Page 5 of 8

Election Clarity Will Drive Market Action
Domestic investors have been on the side-lines for months, awaiting election clarity. The
coming days are likely to witness increased volatility, politically and economically, and we
hope they bring the necessary clarity. Election outcome will also provide clarity on market
direction.
Should markets continue to sell off, we would look to increase allocations to equities on
indications of a Fed QE announcement, a domestic bailout package or more attractive
valuations. On the other hand, a positive election outcome could turn sentiment around,
create capital inflows and drive markets higher.
For now, a neutral weighting remains appropriate. Quality large caps remain well positioned,
and large cap concentrated portfolios with appropriate diversification based on risk
preferences remains our preferred positioning.

Debt
The Likelihood of a Rat
Given the global and domestic backdrop, we expect the MPC to come forward with rate
cuts. The RBI will also likely continue OMO auctions to keep systemic liquidity close to
a measure of short-term interest rates have
moved lower with Brent crude oil falling to $70 per barrel, supporting our view of an
improved likelihood of policy rate cuts in June and beyond.
U.S. central bank policy in status quo neutral increases the odds of monetary easing by
is likely to be muted, and should provide additional support.
GIn a scenario where the RBI reduces rates by 50-100 bps, long duration bonds can deliver
solid returns, upwards of 10%, while providing a natural hedge to equity portfolios. In a
world with low inflation, low interest rates, disruption and technological impacts, global
forces are pushing rates lower. The government has demonstrated discipline in keeping
borrowing steady over the past three years, choosing to work with levers within the monetary
system to maintain fiscal discipline.

of high-quality corporate debt, particularly short to medium term maturity. Third, short term
debt funds remain a conservative choice, accompanied by a bottom up review of underlying
portfolios, avoiding funds with exposure to second, third tier real estate developer, NBFC
paper. Finally, funds with the highest quality corporate AAA bonds, again with a bottom up
review of portfolios, remain a decent alternative with an expectation of eventual spread
compression.
Equities with high dividend yields are an alternative worth considering. For instance, a
domestic Aluminum producer yields upwards of 9%, has delivered an uptick in earnings the
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past few quarters, and recently entered the lithium ion battery space, licensing cutting edge
technology.

Debt investors are questioning the risk reward in debt funds today, and rightly so. Feeling
let down by rating agencies, fund managers and regulatory authorities, caveat emptor is
truer than ever.
Gold remains an underperformer and stagnant. Underweighting Gold remains the
appropriate choice. We prefer to re-allocate towards steady, reliable fixed income streams.
Technical Outlook
US and China global trade war concerns and uncertainty of election results led to profit booking in the
market last week. Benchmark Nifty lost 3.7% to close at 11,278 for the week. After consolidating between
11,550-11,860 levels, index has seen breakdown. It has formed bearish long body candle for the week
indicating selling and downside pressure. But for last couple of sessions on daily chart, index has formed
kind of spinning top candle indicating indecisiveness. Thus, in the short-term market may see bounce
back if it holds above 11,250-11,220 zone. It needs to clear 11,360 for rebound towards 11,450 and then
possibly 11,550 levels. However, breaking below 11,220 level, the decline will continue towards 11,00010,950 levels. In Nifty options, maximum open interest for Put is at 11,000 indicating as support level
for the market. India VIX jumped by 9.6% this week to 26.34. Ahead of election results VIX is likely to
rise further and volatility to continue in the market.
Nifty Weekly Chart

Source: Falcon
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Disclaimer
Different types of investments involve varying degrees of risk, and past performance is not indicative of future results. Do not assume that future
performance of any specific investment or investment strategy (including the investments and/or investment strategies recommended or undertaken
by us) will be profitable. Results may vary over time and from client to client. Any projections or other information illustrated in this presentation
which may have been provided to you regarding the likelihood of various investment outcomes are hypothetical in nature, and do not necessarily
reflect actual investment results nor should they be considered guarantees of future results. Historical performance results for investment indices
and/or categories have been provided for comparison purposes and index returns may vary substantially from past performance in the future. Other
investments not considered in the analysis and the recommendations resulting from this analysis may have characteristics similar or superior to those
being analyzed. Please remember to contact Sanctum Wealth Management if there are any changes in your financial situation or investment
objectives or if you wish to impose, add or modify any reasonable restrictions to our services
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