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1-Apr- 2020 

Let's not forget the economic positives of Pre-Covid era 

The past few weeks have been most horrific period for investors in financial markets since the 
five week period in September-October 2008. A colossal destruction of investors' wealth has 
already taken place.  As the Coronavirus (COVID-19) pandemic spread across the world, the Nifty 
nosedived 23% in Mar’20 to close at 8,598 (-26% YoY), the worst since Oct’08. While DII inflows 
at USD17.9b (v/s USD10.3b in FY19) were robust in FY20, FII inflows were weak at USD1b. 
Notably, in Mar’20, DII inflows (at USD7.5b) and FIIs outflows (at USD8.2b) were at record high. 
Further, in FY20, mid-caps were down 36% as against the Nifty’s decline of 26%. Notably, over 
the last 5 years, mid-caps have underperformed the benchmark by 11%. The intensity of the 
decline was severe with the Nifty correcting ~40% (at its panic bottom) in Mar’20.. 

While it is easy and fashionable to highlight the negatives to support the fear already instilled 
amongst the investors, we believe it would be in order to take note of the improvements that 
have taken place in recent times which would support the markets on their upward journey, 
whenever it begins. 

(a) The current account deficit of India has shrinked to ~1% of GDP for 9MFY20 vs. 2.1% of GDP 
in FY19. The recent fall in current account deficit is primarily due to fall in imports due to poor 
domestic demand and sharp correction in energy prices (crude oil & natural gas). Fall in imports 
due to fall in domestic demand may not be a desirable way of lowering the current account 
deficit. Nonetheless, the breakdown of global energy cartel indicates that the lower energy prices 
may sustain for little longer, helping the recovery of Indian economy in 2HFY21 onwards. In the 
interim it has cushioned the currency against bulky FPI outflows and provided additional levers 
to RBI for managing monetary policy to support growth. Net FDI in 9MFY20 was 2.7% of GDP, 
which was sufficient to cover the CAD and keep the balance of payment at comfortable level. 

(b) Asset prices (equity, debt, and precious metals) have corrected materially. The froth that had 
got built in the valuations has been mostly wiped off. A further correction from the present level 
will make the valuations attractive again for buying. 

(c) The corporate rate cut announced last summer is finally beginning to show some impact. 
Companies like Hindustan Unilever and Bosch have announced fresh capex by forming 100% 
subsidiaries to take advantage of lower tax rate of 15% for new businesses. Hopefully, we shall 
see many more companies following the lead and making fresh investment to build new 
capacities 

(d) The global central banks have embarked upon a massive monetary easing program, just like 
in the aftermath of global financial crisis. The interest rates in US are now close to zero. There 
are indications that US and many European countries may embark on massive fiscal easing also. 
This shall eventually inundate the global market with cheap money. Once the fear of COVID-19 
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subside, a part of this cheap liquidity will certainly flow to the emerging markets like India in 
search of yield. We shall see the asset prices reflating again this summer, in our view. 

(e) The mobility restrictions due to the efforts for containment of the spread of COVID-19 have 
resulted in several households cancelling discretionary consumption like avoidable travel, foreign 
vacations, parties etc. This could have positive impact on the domestic private saving rate that 
had been on the decline for past many years. It is too early to assess whether the savings will be 
notional or material. But nonetheless, one could hope that these savings will be material and 
may be used for acquiring assets. 

In our view, it is tough to estimate the actual outcome. The real picture could be very different 
from what we are anticipating today. For example consider the following: 

(i)  The lock down condition (total or partial) may continue for longer. 

(ii) The bad weather has damaged some Rabi crop in North India. Shortage of labor for harvesting 
and transportation of crop to Mandi could cause some further damage. This will add to the poor 
data. 

(iii) The nationwide protests against the Citizenship Amendment Law during December-February, 
had resulted in some serious disruptions, especially in North and east India. None of the 
forecasters seem to be accounting for that. 

(iv) There were many industries, like automobile, who were struggling with high inventory and/or 
losses. This lock down could actually be a blessing in disguise for such businesses. 

(v)  Under the pretext of the lockdown, many financial institutions may be allowed to offer 
concession to the stressed borrowers. This could work either way - it may increase the NPA 
levels, or it may rationalize the provisioning and IBC proceedings, and actually help both the 
lenders and borrowers. 

(vi) The government may get a reprieve from global rating agencies for indulging into some fiscal 
profligacy. This can actually help kick start the economy. 

(vii)  The global supply chain will definitely see a shift from China to other countries. If the 
government plays its cards right, the elusive capex cycle can start much earlier in India then 
currently anticipated.  
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  Disclaimer 

SEBI Reg No: INP000005349 

Investing in securities involves risks. The value of the portfolios may fluctuate and can go up or down. Prospective investors are 

advised to carefully review the related documents carefully and in its entirety and consult their legal, tax and financial advisors 

to determine possible legal, tax and financial or any other consequences of investing under this Portfolio, before making an 

investment decision. The value of the portfolio may be affected by factors affecting financial markets, such as price and volume, 

volatility in interest rates, currency exchange rates, changes in regulatory and administrative policies of the Government or any 

other appropriate authority (including tax laws) or other political and economic developments. Consequently, there can be no 

assurance that the objective of the Portfolio would be achieved. The portfolios composition is subject to change and it may not 

have any future positions in the Stock(s)/Sector(s) mentioned in the document. The benchmark of the portfolios can be changed 

from time to time in the future. Trading volumes, settlement periods and transfer procedures may restrict the liquidity of 

investments in portfolios. Individual returns of Clients for a particular portfolio type may vary significantly from the data on 

performance of the portfolios depicted in this material. This is due to factors such as timing of entry and exit, timing of additional 

flows and redemptions, individual client mandates, specific portfolio construction characteristics or structural parameters, which 

may have a bearing on individual portfolio performance. Neither the Portfolio Manager, M/s Adroit Financial Services Private 

Limited or any of its officers, directors, personnel and employees shall be in any way liable for any variations noticed in the 

returns of individual portfolios. Actual future gains or losses could materially differ from those that have been estimated. The 

recipient(s) alone shall be fully responsible/are liable for any decision taken on the basis of this material. All recipients of this 

material should before dealing and/or transacting in any of the products referred to in this material make their own investigation, 

seek appropriate professional advice. The investments discussed in this may not be suitable for all investors. Financial products 

and instruments are subject to market risks and yields may fluctuate depending on various factors affecting capital/debt markets. 

There is no assurance or guarantee that the objectives of the portfolio will be achieved. Please note that past performance of the 

financial products, instruments and the portfolio does not necessarily indicate the future prospects and performance thereof. 

Such past performance may or may not be sustained in future. Portfolio Manager’s investment decisions may not be always 

profitable, as actual market movements may be at variance with anticipated trends. The investors are not being offered any 

guaranteed or assured returns. The AMC may be engaged in buying/selling of such securities. In the preparation of this material 

the company has used information that is publicly available, including information developed in-house. We do not warrant the 

accuracy, reasonableness and/or completeness of any information. For data reference to any third party in this material no such 

party will assume any liability for the same. Actual results may differ materially from those suggested by the forward looking 

statements due to risk or uncertainties associated with our expectations. 
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