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5th February, 2021 
 

Hopes of Reforms 3.0 beckons! 
 
"I can calculate the motion of heavenly bodies, but not the madness of people" - Issac Newton when it 
lost US3mn$ in the South Sea bubble frenzy. 
 
It certainly hasn’t been a boring start to the year for investors, but the speculative fever of January has got 
a push in February with "no-negative-action" budget. For now, with dollar index in a narrow range, FIIs 
pouring in money into the stock markets, economy opening up and vaccination drive gaining momentum, 
it appears that there’s no reason to believe that the outlook for the markets in 2021 will drastically 
change.  
 
The new Budget in India has definitely ignited the risk-on fire and now markets are positioning for an 
economic recovery. So, we need to see continuation of progress in order to maintain strong sentiments. 
These policy initiatives will be a big focus heading into FY22, especially as there is likely to be some critical 
decisions need to be made about the exact scope and execution of the infrastructure announcements 
made in the Budget. RBI policy released today has ensured that despite the rising government 
borrowings, bond yields will be kept low, thereby allowing money to flow into stocks rather than bonds 
because of the higher relative returns. 
 
Coming to this year Budget, it is widely expected that it could unleash third round of Economic Reforms 
(Reform 3.0), after 1991-1994 and 1999-2001. It is therefore pertinent to evaluate whether the incumbent 
government has learned lessons from the earlier rounds of reform and adequate precautions are being 
taken to ensure that collateral damage of reforms could be minimized. For example, consider the 
following two points: 
 
(a) Opening of Indian economy to global competition in early 1990s, led to redundancy of numerous small 
and medium sized Indian producers. This led to a surge in bad loans in the financial system and eventually 
led to failure of gigantic institutions like UTI, ICICI, and IDBI etc. High interest rates, higher inflation and 
sharp depreciation in INR during 1991-1998 were also partly associated with the reforms. 
 
(b) Massive investment in infrastructure building during NDA-1 regime resulted in massive demand-supply 
match. The investment resulted in accelerated growth during 2003-2008 period, but led to bankruptcy of 
many infrastructure projects (power, roads, airports, telecom, Oil & Gas etc.) due to lack of demand and 
strained finances. Schemes like SEZ were implemented without adequate regulatory framework, and was 
eventually reduced to land grabbing exercise by unscrupulous entrepreneurs. A part of the present day 
stress in banking system could be attributed to the projects initiated in early 2000s. 
 
It is pertinent to note that in both rounds of reforms resulted in two very popular governments not 
getting re-elected. 
 
No Doubt, there are high hopes that the strategic divestment, asset monetization may gain steam in FY22 
as government require divestment receipt in order to fund growth and unlock true asset value. In 2002 we 
saw the entire Public sector enterprise as a basket getting re-rated (~70% outperformance) as strategic 
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divestment took place. Multiple strategic disinvestment were undertaken - like Hindustan Zinc, IBP, VSNL, 
IPCL etc by NDA government, leading to significant asset value unlocking. All these transaction happened 
at a significant premium to their existing value, thereby re-rating the entire PSU basket.  
 
Also, due to significant under-performance of PSEs during the last decade, which have a) shrunk PSE share 
in India market cap from ~31% in 2009 to the current ~8% levels; and b) valuation multiple are now at 
historic discount levels relative to its own history and benchmark indices. We would wait to see concrete 
progress on the PSU divestment before taking any call of including them in our portfolios. Till then we 
will strictly avoid the temptation of bottom fishing in the PSUs. 
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For accessing previous newsletters, refer to the uploads here on SlideShare 

For any feedback or sales queries, feel free to write to us on pms@adroitfinancial.com 

 

Disclaimer 

SEBI Reg No: INP000005349  

Investing in securities involves certain risks and considerations associated. The value of the portfolio investments may be affected generally 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 value of the portfolios may fluctuate and can 

go up or down. Prospective investors are advised to carefully review the Disclosure Document, Client Agreement, and other 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 Stock(s)/Sector(s) mentioned in this material do not 

constitute any recommendation of the same and the portfolios may or may not have any future positions in these Stock(s)/Sector(s). The 

composition of the portfolio is subject to changes within the provisions of the disclosure 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 nor Adroit Financial Services Private Limited shall be in any way liable for any variations noticed in the returns of 

individual portfolios. The Client shall not make any claim against the Portfolio Manager against any losses (notional or real) or against any loss of 

opportunity for gain under various PMS Products, on account of or arising out of such circumstance/ change in market condition or for any other 

reason which may specifically affect a particular sector or security, including but not limited to disruption/prohibition/ discontinuation/ 

suspension of trading in a particular Security including any index or scrip specific futures/ options or due to any act of Company, Market 

Intermediary by SEBI or any other regulatory authority which may result in trading in such security (ies) being completely or partially affected, to 

which the Portfolio Manager has taken exposure/ proposed to take exposure and is unable to take additional exposure/ restrain him from taking 

any position in a particular equity. 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. 
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