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Review of 2018 & Outlook for 2019 

 

Once again it’s that time of the year, where before we pack our bags for the holiday, we sit back to 

introspect as to how the year gone by has been and think through our strategy for the new year before 

making the new year resolutions. 

Roller Coaster Year 

2018 has been a roller coaster year. The year started on note of high optimism & enthusiasm on the back of 

strong returns from Indian & Global equities in 2017 but it’s ending on note of cautious optimism blended 

with some skepticism. Thus, we have seen a diametric swing in the moods and opinions; exuberance at the 

start of the year has given way to circumspection.  

We have seen a roller coaster move in various indices as well. The 10Y Indian Govt Bond traded at 7.34% at 

the start of the year and yields spiked to 8.18% during the year before ending the ear at 7.27% (Chart1). 

Likewise, Oil Prices (WTI Crude) traded at USD 60.40 at the start of the year and spiked to USD 76.39 during 

the year and currently trades at USD 45.49 (Chart2). Similarly, the Nifty Index has given returns of 2.4% 

during 2018 with significant volatility during the year (Chart 3). Thus, while it may appear that not much has 

changed during the year, the underlying macro-economic trends do indicate significant shifts that have 

taken place during the year.  
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Chart 2 

 

 

Chart3 

 

We have always practiced “Balanced Optimism” in our approach to investing because we believe markets 

have and always will swing like the pendulum between extreme pessimism and over exuberance and rarely 

will stay still at fair value zones. Long term investors need to strike a balance between the two extremes and 

adopt a balanced approach to portfolio construction and investing; else they risk becoming victim of short 

term market volatility. 

In fact, on the contrary, it’s our endeavor to use these wild market swings to our advantage rather being 

victims of it and it is during these periods of exuberance or despondency we find the widest gap between 

the stock prices and the value of underlying business. It’s been our experience that some of best investment 

opportunities emerge during these extreme environments and as long term investors, we always patiently 

await these opportunities.  
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The Year 2018 in Retrospect 

At the start of the year, we had mentioned that we believe India is experiencing the “Nifty –Fifty” bubble 

that US experienced in the 1960’s and growth and quality companies are richly valued and we find three 

segments of froth in Indian Equities: Mid & Small Cap, Non- Banking Finance Companies & Consumer 

Sector. The valuations in these sectors were extremely demanding and growth expectations were 

significantly mispriced. As a result, we have been very selective in our exposure to these segments.  

Mid & Small Cap 

The year 2018 has seen significant correction in midcap and small cap segments as they retraced their 

strong gains of 2017. In 2018, the BSE Midcap Index is down 14.6% and the BSE Smallcap Index is down 

24.7%. The rally in the midcap and small segment in 2017 was driven by strong surge in liquidity and high 

retail participation where lot of weak hands had bought into lot of these stocks and with the first signs of 

pullback in stock prices, they were likely to capitulate. The valuations of mid cap and small segments were 

rich and unreasonable to start with in 2018 with the BSE midcap index trading at 31.40 P/E (12 month 

forward) and at 72% premium to large caps. It was apparent that such premium to large caps was 

unsustainable and a mean reversion was evident which finally happened in 2018. While the valuations in 

midcap and small capshave moderated significantly, at aggregate levels they are still not cheap but, having 

said that, we do find pockets of good value in the segment. As investors, we remain focused on investing to 

quality companies in the segment that meet our framework of “Sustainable Quality Growth at Reasonable 

Price” (SQGARP). And capitulations like the once we witnessed in 2018, gives us good opportunity to build 

our long term portfolios. 

NBFC 

The NBFC sector was in the midst of perfect storm towards the latter part of the year driven by confluence 

of events that created an upheaval in the sector and triggered sharp selloff in stock prices. We believe, this 

was something waiting to happen in the sector as the sector has been growing its loan book at an 

exponential rate over the last 5 years and many players were using excessive short term funding to fund 

long term growth and show much higher profits. As usual, the stock markets were generous in rewarding 

the sector with some companies having market cap exceeding their loan books and new NBFC mushrooming 

every day. The froth was evident, companies were growing aggressively overlooking the risks and there was 

an eerie resemblance to past bubbles. It finally got pricked. We have seen significant proliferation in the 

sector with NBFC being perceived as the hottest sector and every businessmen and group of professionals 

racing to start a new NBFC (reminds us of what happened to Power & Telecom Sector in 2007). While NBFC 

(Shadow Banks) have an important role to play in any ecosystem including ours, we believe that there has 

been a fundamental shift in the sector and it will undergo consolidation. We continue to remain on lookout 

for good companies with healthy growth outlook at reasonable valuations.   
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Consumer  

The Consumer Sector has done exceedingly well during the last decade (Fy08-18) and rightly so as the sector 

was on the right side of the growth curve and India’s long term consumer story remains as promising. But, 

stock price returns of companies within the sector have been far in excess of the underlying earnings growth 

leading to sharp multiple expansions. We have reached a stage in the cycle, where while the growth in the 

sector has been moderating, yet due to strong liquidity flows, valuations multiples kept expanding. We 

continue to believe that, the valuations in the consumer sector are mispricing future growth expectations 

and are likely to moderate over the medium term. Something similar has happened in the past cycle where 

the stock price returns in the sector have trailed earnings growth (Table 4) and likely repeat remains our 

base case hypothesis. 

Table 4: Earnings Growth and Stock Returns of Consumer Companies 

Stocks 
(Bloomberg 

ID)  

EPS CAGR 
Stock 
CAGR Starting PE Ending PE  EPS CAGR Stock CAGR Starting PE Ending PE 

FY98-08 FY98-08 FY98 FY08 FY08-18 FY08-18 FY08 FY18 

HUL 8% 4% 32 23 11% 22% 23 55 

ITC 20% 16% 24 21 8% 16% 21 32 

GCPL 19% 23% 10 19 20% 36% 19 50 

APNT 22% 25% 17 23 17% 28% 23 48 

MRCO 19% 22% 12 21 16% 28% 21 46 

DABUR 20% 24% 14 24 15% 26% 24 46 

NEST 19% 15% 40 24 11% 21% 24 56 

CLGT 11% 8% 45 22 11% 18% 22 39 

BRIT 22% 12% 32 21 19% 37% 21 55 

GSK 11% 3% 38 16 15% 26% 16 30 

Average 17% 15% 26.4 21.3 14% 26% 21.3 45.7 

Source: Jeffries Research, Company Data. 

Looking Forward 

Despite skepticism on the street, we look forward to 2019 with fair optimism. We believe, 2019 is going to 

be a year to two halves. Given, the concerns around election cycle in India and Global risk off, the first half 

of the year could be volatile from markets perspective. Global Risks have come to the fore with 

apprehensions about impact of trade war, US recession in 2019 and rate hikes by central banks impacting 

business and consumer confidence. While India markets would get impacted in the short term due to any 

sell off in global equities, we firmly believe that India is in a much better situation to deal with any of the  
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global risks than any other economy in the world and India economy is an “Oasis in the desert (global 

economy)”. 

India’s macro-economic fundamentals have improved significantly over the last 5 years and after gap of 

almost 10 years India’s macro-economic fundamental are inspiring confidence in the top-down India macro 

story. It’s been a lot of hard work over the last 5 years to improve India’s macro-economic fundamentals 

and transition India from fragile five economies (in 2013) to a stable economy with strong fundamentals 

(Table 5).  

 

Table 5: India's Macro Economic Fundamentals have improved remarkably 

 2012-13 2018-19 

Inflation 9.1% 4.0% 

CAD -5% -2.5% 

Fiscal Deficit -5.8% -3.3% 

10Y GSec  9.32% 7.50% 

GDP Growth 5.5% 7.2% 

Forex Reserves($bn) 293 401 

 $/Re 68.80 70.50 

 

Structural Reforms 

Over the last few years, India has executed significant structural reforms including GST, Insolvency & 

Bankruptcy Code, Direct Benefit Transfer, Real Estate Regulation Authority (RERA) and few more. We are of 

the opinion that it is almost after a gap of 10 years that India has witnessed such significant structural 

reforms and we term it as the “Third Generation of Structural Reforms” that India has witnessed since we 

embarked on the path of Economic Liberalization in 1991.  

As with any structural reforms, they tend to be disruptive in the first few years and have an economic and 

political cost in the short term but their long term benefits are enduring and tend to surprise on the upside. 

We firmly believe that most the reforms are game changers and the eerie consensus is grossly 

underestimating the potential benefits of these reforms.  
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The political cost of these reforms that the government executing the reforms has to incur is visible from 

the outcome of 3 state elections. We have reached an important point in this cycle, where we have taken 

the upfront pain of these reforms without experiencing many gains. Incrementally from here, over the 

medium term to long term the gains will be very significant and we feel excited about the changes and 

impact these reforms will have on the economy over the next decade.  

Growth Recovery 

India’s growth was moderate and below potential for the last 5 years. There were multiple reasons for 

below potential growth over the last 5 years including twin balance sheets issues, broken investment cycle 

and disruptions due to structural reforms to name a few. But, Indian economy has reached an important 

inflection point in this cycle. India’s macro-economic fundamentals are stable and inspire confidence. We 

are the peak of the NPA cycle in the banking system and going forward lower provisioning should create 

fresh lending capacity in the system. Corporate India has achieved significant deleveraging and is in fine 

mettle now with capacity to invest back into the economy.  

India’s investment cycle is making gradual comeback. Capacity utilisation on aggregate basis is improving 

significantly and should reach the threshold of 80% in next few years, Public investments are accelerating at 

both the central and state government levels and we are seeing healthy recovery in industrial and 

brownfield capex. The order book for leading companies in capital goods industry has been growing at teens 

for last four quarters indicating revival in industrial capex. The resolution of stress assets is providing fillip to 

brownfield investments and this should accelerate over the next few years; so it’s a matter of time before 

corporates firm up fresh Greenfield investment plans. Business and Consumer confidence is on an upswing. 

Thus, we expect India’s growth to accelerate over the medium term.  

Getting back to markets, thus we believe that 2HFy20, we should witness significant recovery in Indian 

economy and the much elusive earnings growth should comeback strongly. We are near the end of the 

earning recession that corporate India has witnessed over the last 5 years. Also, we have witnessed 

significant moderation in valuations with the Nifty Index now trading at about 18x Fy20 earnings which is 

much more reasonable than the valuations at the beginning of last year. Thus, the bar for outperformance 

of equities as an asset class is much lower going into the next year with tailwind of earnings growth.  

Thus, one should use the volatility in the early part of the year to build the portfolio for the next growth 

cycle of India, which is around the corner. We continue to remain focused on executing our investment 

strategy across our funds and look forward to the New Year with a sense of optimism and enthusiasm.  

 

Happy New Year! 

Date: December 28, 2018 
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Disclaimer 

Performance of the promoter or the schemes of Renaissance Investment Mangers Private Limited have no bearing on 
the expected performance of the Portfolio Manager. Past performance of the promoter and its affiliates, the Portfolio 
Manager does not indicate the future performance of the Portfolio Manager and may not necessarily provide a basis 
of comparison.  
 

Statutory Details: 

Renaissance Investment Mangers Private Limited is registered with SEBI as Portfolio Manager as under SEBI (Portfolio 

Managers) Regulations, 1993 vide Registration No. INP000005455  

 

Risk Factors:  
 
Renaissance Investment Mangers Private Limited is not liable or responsible for any loss or shortfall resulting from the 
operation of the scheme. 
  
This document represents the views of Renaissance Investment Mangers Private Limited and must not be taken as the 

basis for an investment decision. Neither Renaissance Investment Mangers Private Limited nor its affiliates, it’s 

Directors or associates shall be liable for any damages including lost revenue or lost profits that may arise from the 

use of the information contained herein. No representation or warranty is made as to the accuracy, completeness or 

fairness of the information and opinions contained herein. The Portfolio Manager reserves the right to make 

modifications and alterations to this statement as may be required from time to time. 

 


