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Post Pandemic Returns & Where Are We Now

DSP



Too Easy or Too Hard?

Since the stock market bottom of COVID

Performance of Top 500 AMFI basket of stocks (starting as on March 2020) till 26t" Feb 2024

Number of Multibaggers Companies outperforming Nifty 500
1. More than two-thirds of all smallcap stocks No. o No. %
have become multibaggers.
. One third of companies have outperformed Large Cap 52 53% Large Cap 13 13%
Nifty Index. , ; , .
. Only 10% firms gave negative returns. Mid Cap 77 53% Mid Cap 39 277
. Top 20 perfprmers ran.at.a CAGR of 76%, on Small Cap 164 68% Small Cap Q5 359
average. This means tripling every other year.
293 61% 137 28%
NSE 500 Index TR CAGR: 35%
Nifty 50 Index TR CAGR: 32%
A sneak-peak at historv (2003-07 Bull run Wealth Eroders Companies outperforming Nifty 50
No. % No. %
1. More than three-fourth of all stocks had
become multibaggers. Large Cap > 5% Large Cap 17 17%
2. Only 6 stocks had given negative returns. . .
3. Top 20 performers ran at a CAGR of 160%, on Mid Cap 16 11% Mid Cap 45 31%
dverage. Small Cap 26 11% Small Cap 96 40%
NSE 500 Index TR CAGR: 58% 47 10% 158 33%

Nifty 50 Index TR CAGR: 53%

DSP

There were only 10% companies which lost money since

COVID bottom. Losing money would have needed an artist!

Source: Bloomberg, DSP; Data as of Feb 2024




Equity Risk Premium Has Evaporated

The last time equity risk premium (difference in earnings yield of stocks versus bonds) was
so low was at the peak of the market before the global financial crisis of 2008. This doesn’t
What is Equity Risk Premium? 3 have the ability to signal any upcoming crisis but indicates similar disregard for risk.

The equity risk premium is the excess return an
investor expects to receive for investing in stocks
(equities) compared to a risk-free investment,

such as government bonds. It's a way of

compensating stock market investors for the
additional risk they take on, which is historically &
more volatile than government bonds.
4 ‘
How is Equity Risk Premium Calculated? \ \ \,\ ‘
The most common way to calculate ERP is: 3 ‘ | W
Equity Risk Premium (ERP) = Expected Return on |
the Stock Market - Risk-Free Rate 2 | '\ ( w
\ /
A

What does it signify? 1
The size of the equity risk premium changes

over time depending on the perceived level of 0
risk in the market. Interestingly perceived risk &

the risk that unfolds in real-time are often at the !

opposite end. The lower the risk perception, the S & 3 6 8 6 8 & 9 9 4 o 43 S 9 S o 3 d 88 A
higher the complacency and more are the S 2 e £ 2 2 S5 5§ 2 § € ®» c 5 £ 2 2 35 = 5 £ § ¥ c 5 =2
5 P y = § s 8 2 8§ -~ < & 4 0 2 2 <8 2 8 - § s 8 0 2z 2 « ¢

chances of sub-par investment returns.

=S&P 500 Index Earnings Yield (%) - UST Bond 10 Yr Yield (%)
=Nifty 50 Index Earnings Yield (%) - UST Bond 10 Yr Yield (%)

DSP Source: Bloomberg, DSP; Data as of Feb 2024
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Stocks, Commodities & FX — All Markets Witnessing Multi-Year Low Volatility Readings

-1
90 400

In the past, we have shown how equity markets

have entered a period of ‘unsettling calm” with 320
very shallow drawdowns followed by persistent Volatility spikes are common. They are more likely
up moves. /0 after a prolonged period of subdued volatility. They 200

are more concerning when valuations are high and
't’s not just equity markets, even currency and 60 there is general disregard for risk.
commodity markets are witnessing a calmer 250
market environment. This is usually a great sign
for mid cycle bull markets in stocks. However, >0
complacency can quickly set in, especially when 200
stock valuations are stretched, global growth is [
patchy and global trade is slowing.

150
Intermarket volatility correlations are a great e
way to measure risk perception of investors | ‘ .
across assets. At this time, investors aren’t 70 | | | e 100
worried, are excited about high returns and Y \’ \ ’ W 1 | J ‘
there is little regard for downside protection. ’ ‘ i J J J i
10 |

These are conducive conditions for unseen
events to disrupt the ‘unsettling calm’. A sign 0 0

of caution. Jun-07  Feb-09  Oct-10  Jun-12  Feb-14  Oct-15  Jun-17  Feb-19  Oct-20  Jun-22  Feb-24

-Equity VIX =Currency VIX =0il VIX (RHS)

DSP Source: Bloomberg, DSP; Data as of Feb 2024
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The ‘Lone Wolf’ Tech Juggernaut Stretches To Unchartered Territory

Nasdaq composite now commands nearly a fourth of world equity

market capitalization (Mcap). If we add tech companies from China,
India, EU & ROW, Technology’s share in world market cap is nearing 40%.

Nasdag composite now commands nearly a fourth
of world equity market capitalization. If we add 25%
tech companies from China, India, EU & ROW,
Technology’s share in world market cap is nearing
40%.

23%

20%
Nasdaq composite Mcap as a % of World Equity Mcap

o
15% 15%

No sector has reached this level of concentration 10%
before. The last record (a derived approximation
form past data) suggests that Oil & Gas (the broad 5%
energy sector at the time) accounted for nearly a

third of world equity market capitalization in 1980s. Y%
Feb/04 Feb/06 Feb/08 Feb/10 Feb/12 Feb/14 Feb/16 Feb/18 Feb/20 Feb/22 Feb/24

6%

Moreover, recently, the technology space has =Nasdag Composite Index Market Capitalization / World Equity Market Capitalization
heated up like never before scaling summits not

seen earlier. The Nasdag composite has gained 8% R
in share of global market cap since the COVID 160
bottom. Over the last year and a half, the IT sector sl
indices have rallied while performance of most 140
other sectors have been subpar. This makes this 130
rally high concentrated. 120

110
Markets are strongest 100

90
30

/0
Oct-22 Nov-22 Dec-22 Jan-23 Feb-23 Mar-23 Apr-23 May-23 Jun-23 Jul-23  Aug-23 Sep-23 Oct-23 Nov-23 Dec-23 Jan-24 Feb-24

DSP Source: Bloomberg, DSP; Data as of Feb 2024 —Energy -IT —Healthcare —Metal & Mining -Financials —Auto
I

MSCI World Sector Indices Performance since the bottom of Oct’22

|. ("

In worlds of Bob Farrel
when they are broad and weakest when they
narrow to a handful of blue-chip names.”




But Even The Tech Rally Is Driven By The Chosen ‘One’

-]
Market cap addition from Covid bottom

YA
Except for Nvidia only Tesla had : 1027 :
beaten the returns of Magnificent \ | (07N
, , 7 & NYSE FANG+ , , 7%
Since the Nasdaqg peak of Nov'21 most other | | \ |
major technology names giving subdued | [ | :
performance. NVIDIA accounts for most of the 39% : . | [
returns of NYSE FANG+ and the Magnificent 7 33% 28% : I 30% 279 : | ) 31%
cohorts. The rally is becoming so narrow that 2% 20% | : 19% | 43
the market narrative is now shifting to the Super I I I ! | l : :
Six by excluding Tesla from the mix. : : : |
|
Broadly, it is only the semiconductors space or But even that underperformed : . : : |
stocks which have anything to do with Al which heavily in the next cycle. D% | |
have performed since Nov'21. The broader : : : |
market is much quieter. . : | :
6% 3% 4% | 3% oy | .
When market trends are dependent on a — — - - ' — : —
select few names to drive performance, the -89, : : : | -5%
outlook becomes more and more [ | | :
- I I
unsustainable. Watch out. &,\ O o & S 4@5@ : & QQ\Q/ & : & &3’
. %\(’J\Q/ c,)%? %Q}\f\/ <</<<?“ b’bo‘ IS &\k}o ¥ ?S& I‘ (po
& & & ¢ ~--3 --=-

Market cap addition from post covid peak

DSP Source: Bloomberg; Data as of Feb 2024. Post covid peak here is taken as Nov 2021
]



Semiconductor Index Rises To Record Valuations

The rally in semiconductor stocks has taken them to highest

A0 yaluations ever recorded. The re-rating in Al boom stocks has 45
Semiconductors, semiconductor equipment and been unprecedented. 41
designer, now account for more than 25% of T] NVIDIA has rallied 600% versus 67% for Nasdaq 100 Index since 10
Nasdag 100’s weight. This is the highest that the forming a bottom in Oct’22. In fact 6 of the top 10 performers in
industry group has ever weighed in within the Naso!aq are Semiconductor linked stocks. More than half of .
technology space. Y Semis stocks have outperformed the Nasdaq by a large margin. 35
This has coincided with never ending stories 140 30
about the ‘blue-sky’ scenario for the sector and
its possible ‘never ending growth’. However, the Y 78
SOX Semiconductor Index is trading at 7.5x price 25
to sales, 41x forward price to earnings and at 100
the highest share of market capitalization, which 20
suggests it is over-owned. 30
SOX Index Fwd PE has nearly doubled from Pre- 60 15
COVID levels and is now at 41x. 14
10
This is a space which is now over-owned, 40
overvalued and overheated in the short term.
It’s an ideal and opportune time to tone down >
expectations for this space until valuations
become attractive again. 0 0
Feb-14 Aug-15 Jan-17 Jun-18 Nov-19 Apr-21 Sep-22 Feb-24

-Earnings per Share  =SOX Semiconductor Index Fwd P/E (RHS)

DSP Source: Bloomberg, DSP; Data as of Feb 2024
_




Post Pandemic Growth Rush Is Normalizing

240 FY18-FY24 CAGR: 1.9% 1%
230
~0

v 220 T
“é A% 7%
S 210
S 200
> 190

180

170 %

2017-18  2018-19  2019-20  2020-21  2021-22  2022-23  2023-24
mSales: Petroleum products  —Sales: Petroleum products (YoY)- RHS
20
1%
FY18-FY24 CAGR: 10%

15
-
=10
o

9%
5
/%
0

2017-18  2018-19  2019-20  2020-21  2021-22  2022-23  2023-24

BGoods and Services Tax (GST)

DSP

Source: Bloomberg, DSP; Data as of Feb 2024
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72%

10%

97%

FY18-FY24 CAGR: 63%

2017-18 2018-19 2019-20 2020-21 2021-22 2022-23 2023-34
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FY18-FY24 CAGR: 10.8%
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BSE 500 Wage Bill Growth Slows

BSE500 wage bill growth for private
sector moderates sharply

Sector

Moderation has now set in wage bill growth.
The overall wage bill growth for BSE500 has

decelerated to 11%, a notable decline from the
20% observed a couple of quarters ago. Of
concern is the more pronounced moderation in
the growth of the private sector wage bill, which Metals & Mining 197 8 - 4
has ;Iowed to 9% YoY—a ten-year low excluding Energy 129 5 2 8 12
the impact of COVID-19. If this sharp slowdown 0
continues, it has the potential to impact Consumer services | 63 3 |24 17 14 Dec13 ~ Decl5  Decl?  Decld9  Dec2l  Dec23
gggri]uemnftlcn, espeually in the premium Auto 37 4 9 15 14 «=BSE500 wagebill growth ==BSE500 private sector wagebill growth
- Durables 44 2 10 15 14
This can also have implications for Small & ?\TCG 41 2 129 < 200 Strong luxury / discretion consumption could give
Midcap stocks which have shown clecom 1 1 1> 10 6 : way to better rural / FMCG consumption
exceptionally strong profit growth led by Industrials 105 4 |10 6 11
significantly higher margins. Slowing wages Power 38 2 4 4 2 | 20
growth, subdued core inflation & expectations Cement 22 1 6 11 5 | 150
of low growth in nominal GDP creates Real estate 6 0 32 13 12 | 100 e
questions about sustainability of SMID Pharmaceuticals 24 3 o 8 8 | «
earnings momentum and valuations. rCh_erniciIs _____ 8 1 |8 5 0 L
IJ;f;f W5t(;0 wage bill 5361 100 6 14 1 i_}l y % Q@UOO § O Q@g@ \\}(\,’\9 QQP'Q \&\Q,\/ Q@g’\,'\/ \\)Q,’ﬂ/ Q@g’\/ \&\;{,” Q@g’b

=SUV Small Passenger car sales

DSP Two-wheelers sales Commercial vehicle sales
Source: Capitalline, Nuvama; Data as on Feb 2024.




Margin Expansion Advantages are Dwindling

24 20

The post COVID price cost cuts and large decline in
credit costs helped net profit margins. The subdued
WP inflation levels over the last several quarters
helped EBITDA margins recover from higher 40
inflationary pressure of 2022 & early 2023.

30

50
However, the margin expansion tailwinds appear to =
have run their course. Earnings growth of between /\ 60
18% to 25% over the last 3 years would be hard to o
repeat for the broader set of firms. | 70 §

V)

One indication comes from stabilizing Oil prices which 30
move in the opposite direction to BSE 500 (ex BFSI & EE
Commodities) EBITDA margins. This comes at a time 20
when sales growth has slowed to mid single digit.

100

Market expectation of 18% to 20% profit growth in
FY25 & beyond appears stretched. Temper earnings 110
growth expectations & hence return expectations.

15 120
Sep-15 Jun-16 Mar-17 Dec-17 Sep-18 Jun-19 Mar-20 Dec-20 Sep-21 Jun-22 Mar-23 Dec-23

=BSE500 (ex BFSI & commodities) EBITDA Margin Brent Crude Oil (RHS) (Inverted)

DSP Source: Capitalline, Bloomberg; Data as of Feb 2024.
.



Nifty FMCG Index Enters Zone of Relative Outperformance

This could be an opportune time to go overweight on this sector, especially from a defensive
allocation standpoint. The divergence in agri commodity index and relative performance of

1100 FMCG sector over the broader market indicates an opportunity in this sector. 3:
The FMCG sector’s relative performance is
mirrored in performance of agricultural 1000
commodities. Post the pandemic, the rise in agri
commodities & lack of volume growth for the 900
sector has made the sector unattractive.
On a relative price performance basis, the index [
IS now trading at levels seen back in 2019, 2015
and 2012. 700
Additionally, whenever agricultural and other 600
commodity prices decline, it aids the FMCG
sector recovery. Recently the S&P GS Agriculture >00
index hit its lowest level in the last 2 years. This
comes at a time when the Nifty FMCG Index has 400
been underperforming Nifty Index. 200
This could be an opportune time to go
overweight on this sector, especially from a 200 O o N Mm% O N QO o N MY MmO N ® OO o N M Y 1
defensive allocation standpoint. % % % % % % % % % % § § § § § § § % % % % % % % %

=S&P GS Agri Total Return Index (LHS) NSEFMCG Index / NIFTY Index (RHS)

DSP Source: Bloomberg; Data as of Feb 2024.
I




FMCG - In Long Consolidation, But Signs of Turnaround Are Emerging

(o)
Volume growth (YoY%) - PAT Growth (YoY%)
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Time For A Reversal In Private Bank Index?
Nifty Private BANK/NIFTY ratio is at troughs of

1.6 1.2
the last 8 years and has reversed from this level
Banks, especially HDFCB, have been closely 1.5 repeatedly. fSe«‘asor;‘aIitvhaIsa igdiclz:tes that B;mks 1
watched for short positions in the last two may outperform the other index heavyweight,
months. HDFCB's open interest surged by 114% 1.4 the IT sector. 0.8
post a decline, indicating a positive correlation
with retail net positions in stock futures. This 1.3 0.6
suggests accumulation by the Retail/HNI category
during the recent downturn. With the FTSE 1.2 0.4
trigger in mid-March, the stock may see support
from inflows of S400-450 million. Post-March, a 1.1 0.2
weight-up in MSCI indices is expected, . . mEEEE S m 0
considering current quarter net selling. \\:\/(O A,\f" \\,\,/\ QI/\ \\,,\/Oo g\?o 0,\9’ (}\9 Q,Q Qf\/\’ \:\T’ Qf\/q’ \/,Q, \Qﬁ?’ QQ?’ \Qﬁ?‘
Short covering in HDFCB could impact other P PP QY Y Y R R RN
names IiI§e 1B, KMB, and IDFCFB with signiﬂcant NSEPBANK Index / NIFTY Index
?t@?gzvbeiltl?r;ueﬁég?\e/eg% Phﬁﬁgﬁé I;llllf/Ts\;\gavE/licr)wgaat NSEBANK INDEX JAN FEB MAR  APR MAY  JUN JUL AUG  SEP OCT NOV  DEC
o S 2014 -10% 5% 18% 1% 15% 3% 0% 3% -2% 11% 9% 1%
tendency to reverse. Holding short positions in a 5015 6o 1o Py 1% 50 0, 50 Y 0% 19% 0% 30
sector at peak underperformance levels may be 2016 8%  -10%  16% 49 Sy 29 6% 4% 39 1% oy oy
impractical. 2017 7% 6% 4% 4% 5% | -1% 8% 3% 1% 4% 1% 1%
2018 7% -8% -3% 5% 6% -2% 5% 1% -10% 0% 7% 1%
Meanwhile, the NSEIT index is near its all-time 2019 0% -2% 14% -2% 5% -1% 7% -5% 6% 3% 6% 1%
high, but some stocks are under recent pressure. 2020 -4% 5% [ =34% 12% @ -10% @ 11% 1% 10%  -10%  11% = 24% 6%
This is another relative performance signal in 2021 ~2% 14%  -4% ~2% 8% ~2% -1% >% 3% >% -9% -1%
heavyweight sectors. 2022 7% -5% 0% -1% -2% -6% 12% 5% -2% 7% 5% -1%
2023 -5% -1% 1% 6% 2% 1% 2% -4% 1% -4% 4% 9%
10 yr Median | -0.90% -1.40% 0.70% 2.50%( 480% 1-0.90% 2.20% 2.10% | -1.70% 3.70% 4.20% 0.70%
Probability 50%  30%  60%  70% . 80% | 40%  80%  60%  40%  90%  80%  60%

DSP

Source: Joaquim Fernandes (Axis Capital), Bloomberg; Data as of Feb 2024.




“lgnorance more frequently begets confidence than does knowledge.”- Darwin

\ Mt. Stupid
High| Stocks at lifetime high
. - “I'can quit my job/ Plateau of Sustainability
. business. Multiply wealth e
- quickly. Retire early.” IR :
: .-~ “What’s best suited for my
long-term goals. Focus on
wealth creation &
L2 preservation”
o :
= ‘Beginner THE SLOPE OF
~ ' " ENLIGHTENMENT

" “This doesn’t work. It’s
Mery et too risky. | am better off
Valley of despair in fixed income.”

Bear market low

Low

DSP Know Nothing INVESTING COMPETENCE Know Enough



Disclaimer

In this material DSP Asset Managers Pvt. Ltd. (the AMC) has used information that is publicly available, including information developed
in-house. Information gathered and used in this material is believed to be from reliable sources. The AMC however does not warrant the
accuracy, reasonableness and / or completeness of any information. The above data/ statistics are given only for illustration purpose. The
recipient(s) before acting on any information herein should make his/ their own investigation and seek appropriate professional advice.
This is a generic update; it shall not constitute any offer to sell or solicitation of an offer to buy units of any of the Schemes of the DSP
Mutual Fund. The data/ statistics are given to explain general market trends in the securities market and should not be construed as any
research report/ recommendation. We have included statements/ opinions/ recommendations in this document which contain words or
phrases such as “will”, “expect”, “should”, “believe” and similar expressions or variations of such expressions that are “forward looking
statements”. Actual results may differ materially from those suggested by the forward looking statements due to risks or uncertainties
associated with our expectations with respect to, but not limited to, exposure to market risks, general economic and political conditions
in India and other countries globally, which have an impact on our services and/ or investments, the monetary and interest policies of

India, inflation, deflation, unanticipated turbulence in interest rates, foreign exchange rates, equity prices or other rates or prices etc.

Mutual Fund investments are subject to market risks, read all scheme related documents carefully.

DSP




#INVESTFORGOOD
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