
             

 

1 

 

 

3rd September, 2020 
 

Oh, its all happening in markets! 
 

Despite last day sharp fall in the markets due to MSCI rebalancing and new margin norms, the benchmark 

NIFTY 50 was up 2.6% for August, but the NIFTY midcap 100 and NIFTY smallcap 250 were up 8% and 13% 

respectively. Quality mid and small caps re-rated during the month continuing the rally seen in the month 

of July. Mid and small caps have underperformed the large caps from December 2017 onwards and the 

trend had started reversing from the months of January and February 2020 as VIX had declined 

significantly. Post COVID19, as VIX spiked to absurd levels the mid and small caps underperformed but as 

VIX started declining from June onwards this part of the markets have started performing.  

We believe the current trend of mid and small cap outperformance is sustainable as the performance 

seems more broad based on a 12-month basis. Interestingly, value has been the dominant investment 

style over the last 6 months. It is also exemplified by sectors like metals, banks and PSUs delivering returns 

over the last couple of months. However, the present outperformance of value may not sustain as the 

outperformance has reached its medium-term peak and growth strategy’s underperformance has 

bottomed out. We believe growth will outperform and focus on small and mid caps that can deliver solid 

returns. 

Market sentiment has arguably been supported by optimism in vaccine development, while Fed Chair 

Powell announced an official update to the monetary policy framework at the Jackson Hole Symposium, 

where the FOMC has decided to adopt a flexible average inflation targeting regime. This should allow 

inflation to rise moderately above their 2% target, and for employment to go beyond the maximum level. 

It marks a dovish long-term shift for the Fed, which in turn should keep interest rates lower for longer, and 

thus continue to provide a favourable backdrop for risk assets.   

Back Home, though the 23.9% contraction in the GDP in Q1 FY21 was worse than consensus expectation, 

with half the quarter under complete lockdown this was not totally unexpected. The impact so far is 

mainly supply-sided. Lower demand would be the bigger issue in the rest of FY21. To avert more than an 

8% GDP contraction in FY21, fiscal stimulus is the need of the hour. The sharp economic contraction has 

come after a sustained economic slowdown over the past four years.  

The investment activity and new employment creation has virtually collapsed in the post demonetization 

(November 2016) period. The household savings, which traditionally cushioned the fiscal profligacy of 

governments, have declined sharply and rate of incremental rise in per capita income has also declined. 

The wealth and income inequalities have seen sharp rise causing widespread civic disquiet in the country. 

The stress on the financial sector is not easing materially despite a number of measures taken to this end. 
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The lockdown is being gradually lifted in the second quarter of FY21. However, there is no indication of a 

complete unlocking in the next few months at least. This implies that the growth data for 2QFY21 will also 

be sharply negative, and the growth data for the whole year may be in the range of -10% to -12%, 

depending upon how the agriculture and public sectors perform in the next 7 months. The long term 

growth trend (5yr CAGR of Real GDP) would be below 3% till FY24 at least.  

The long term growth trend is more critical in our view, because it takes 3-5years for the high growth to 

percolate down to the lower middle class and poor people. The rising long term growth trend during FY03 

to FY08 sustained the higher growth and prosperity of people for next 7-8years, despite global crisis and 

falling annual growth rate. Conversely, the low long term growth rate hits the bottom of the pyramid 

almost immediately.   

Monetary policy alone cannot address the situation. RBI faces a tough choice between preventing rupee 

appreciation, keeping lid on long-end yields and fighting inflation amidst surging inflows. However, the 

RBI’s intent to support the economy even in the wake of rising inflation is comforting. It continues to be 

aggressive with Operation Twist which allows it to signal to the market that it will indeed do ‘whatever it 

takes’ to keep bond yields from rising, while staying liquidity neutral. On the other hand, it has increased 

the SLR holding limit for banks to 22% of NDTL from the current 19.5%. This will allow more absorption 

capacity of government bonds as continued operation twist allays fears on mark-to-market losses. 

The undeniable fact is that FY21 could see the most pervasive contraction in the global economy in the 

post war era. The economic impact of novel coronavirus led lockdown is deep and wide, engulfing most 

economies, most sectors and most people. The impact may not be evenly spread as services sectors have 

suffered more due to restrictions on mobility; and consequently the developed economies with larger 

share of services in their economy have also suffered more. The economies based on commodity exports 

have also suffered extensive damage due to lower demand and logistic challenges. The economies based 

on agriculture may be the least impacted as demand and supply chain for food have been least impacted 

due to pandemic.   

The impact on consumer and corporate behaviour for example is difficult to predict clearly at this point. 

Savings appear to have gone up recently as evidenced in our current account surplus, which suggests that 

the private sector is saving more than the government sector’s deficit or dissaving. MF equity inflows have 

plunged. Some of these savings may have directly gone into stocks as evident from the rise of Robinhood 

investors, not just in India but world over. Indeed, some measures of retail sentiment are now indicating 

euphoria. These retail traders will likely exacerbate market volatility in the event of a correction.  

With real rates staying negative, savings may also find their way away from financial assets into physical 

assets. This may not be all bad news as it may provide the much-needed fillip to the real estate sector, the 

sector that has the potential to bring the economy out of its current glut. Builders do not have the 

capacity to continue holding on to inventory. Some price correction, low rates and genuine pent-up 

demand can turn things around for the sector. Within equities too, we believe a return of inflation should 

turn the tide in favour of asset owners! 
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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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