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Dear Investors,

The Process of Normalization

After the most stringent lockdowns, Indian economy has started opening up albeit gradually and we have
embarked on the path of Normalization. Normalization of economic activity is going to be a process and in our
assessment will take about six months given the issues around Covid second wave, reverse migration,
manufacturing capacity utilization, supply-chain issues, consumer demand, and many more. We believe, the
economic activity should achieve 90% normalization by the Jan-March 2021 quarter with significant loss of
output during the course of the year. As result, India’s GDP is expected to contract by over 6% during Fy2020-
21. This is very significant in the context that the last time India witnessed an economic contraction was in 1980
and that time India was a very small economy with GDP at a meager $190bn.

As we think through this normalization period, the Post-Covid world will be different from the Pre-Covid world
order in multiple dimensions. There will be subtle changes in the consumer behavior which would lead to shift in
demand patterns for many industries. For instance, we see an interesting upcoming trend in the Auto sector. As
the economy opens up, given the concerns around health and safety, customers are avoiding public transport and
demonstrating a preference for personal transportation. As per the government data, 65% of commuters rely on
public transport (train, bus etc.) in urban India. Of the 35% who travel by personal vehicle, only 8% use a four
wheeler. This essentially re-emphasizes the under-penetration of cars in India. Our interaction with auto dealers
suggests a surge in demand for used vehicles during the lockdown period. So much so that in some micro-markets
there has been a stock out situation. This is a huge change in customer behavior in our view and should lead to
increased demand for two wheelers and passenger cars. We have added Maruti Suzuki to our portfolio in the last
few months as we expect them to be a beneficiary of this trend. Likewise, sensing the customer preference
towards safety and hygiene, most consumer companies have launched their brands in the sanitizer and hand wash
space and all the consumer companies are repositioning their portfolios with focus on health and hygiene which
shall be the key consumer theme going forward.

As compared to the change in ‘consumer behavior’ trend, we are more watchful on the change in ‘manufacturer’s
behavior’ trend in India. The current macro and geopolitical environment puts India in the sweet spot wherein
global companies are looking for alternative manufacturing destinations and India is looking at capital investments
to drive employment in the country. Government’s production linked incentive scheme would be rolled out from
1st Aug 2020, with a budget of ~40,000cr. Under this scheme, government would give incentives ranging from 4%
to 6% of annual revenues, to the companies which set-up/ increase their capacities in India. As part of this scheme,
government is targeting mobile phones and components manufacturing in India. Subsequent schemes are likely to
incentivize manufacturing of electronic components and semiconductors amongst others.

Apart from electronic manufacturing, we believe pharma and chemical companies would be looking to invest into
technical/ API to ensure reliability of supply. Across all these segments, it would take a while in establishing the
entire ecosystem, but we see some initial seeds being sown now on this front. This potentially can provide the
necessary thrust to Indian economy over the longer term. Some reforms have been taken and a lot more needs to
be done before we become really excited on this. But this is certainly one trend that we as investors are monitoring
closely.

In the near to medium term, normalization of the economy holds key. Several high frequency indicators like
electricity consumption, GST collections, number of e-way generation, rail freight volumes, cement & auto volumes
indicate a sharp rebound in Indian economy. Unemployment ratio has improved with reverse migration of labour
across most parts of the country. Fortunately, India’s recovery ratio of covid-19 cases at ~60% and death ratio at
sub 3% are also highly encouraging, despite rising fresh cases.
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Globally, the recovery in risk assets across asset classes continued during June. While economies have been
locked down and are gradually opening up, equity markets globally have staged smart rally over the April-June
quarter from the lows of March 20. The Nifty Index has gained 20% in June20 quarter after having fallen by
29% during the March 20 qtr. Investors have been intrigued by the sharp recovery in equity markets in the
backdrop of dismal economic data. We believe that equity markets are ahead of real economy and are pricing
a sharp recovery in the economy. Though, markets could be susceptible to pullbacks, we believe that Indian
economy shall embark on a new economic cycle in the Post Covid world and we remain constructive on the
outlook for equities.

Our portfolios are poised to benefit from the growth recovery in the economy. We haven’t made significant
changes to our portfolios but have strong reasons to believe that most of our portfolio companies will emerge
relatively stronger from the crisis as compared to their competitive positioning when they entered the crisis.
Most of our investee companies are taking initiatives to make investments in their business so as to benefit
from the crisis in the medium term and emerge stronger.

Stay Healthy, Stay Safe.

Pawan Parakh
Portfolio Manager


