


Booms and Busts: The Bulk of Our Investment Life Lies Beyond Our Control

S&P 500 Average Annual Total Real Return

“I am more afraid of remedies than diseases.” 30%
— James Grant
25.4%
e . . 25%
The reality is that achieving double-digit real
returns is exceedingly challenging, even in the 500,
(o)

world’s most prosperous countries. Even with

an investment horizon extending over 140 15.6% ] 15.7%
years, one might only achieve an average return [ 14.1% 12.6%
of about 9.5% by certain measures.
10%
The tools and strategies we use to address this
challenge—such as Buy and Hold, SIPs, stock 5% 3.4% 3.29, 0.2%
picking, asset allocation, or speculative . 0.6% .
trading—are merely attempts to navigate the 0% o .
unpredictable rhythms of the market.
o)
While it is beyond our control to dictate the > -4.5%
\F/)\/eerlc(j)(()j ﬁ ;\;éntgl’]\évglcfvr:/;rutg r;\lgeOSCElSnegV‘\/l\fgeeSreu\?\fgd’ -10% 15 Years 4 Years 18 Years 7 Years 19 Years 16 Years 15 Years 16 Years 8 Years 16 Years
invest. We can select sound businesses available %03\ o)o"' o;\?’ o;\?’ oy?’ <,gé" q%"’ o)°:°’ QQQ’ *&0
at fair prices or chase stories and narratives q;\;\’ o)oo'\’ Qo,'\’ q,q;\’ 0,0'\/ (og'\’ 6\'\’ %o,"" Qgﬁ' >
driven by speculative fantasies. Choose wisely. N N~ N\ N\ N\ N N\ N\ A> ngof"
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DSP Source: Gail Dudack, Sungard Institutional Brokerage, Global Financial Data; DSP. Data as of July 2024. The returns are on calendar year basis. Red means weak cycle, Blue
means strong cycle




Bargains Are Becoming Harder to Find, Broader Market Remains Pricey

P/E of all companies in BSE All Market index

While everyone is enjoying the ride of the bull
market, valuations are becoming increasingly More stocks are trading above 40x its earnings than those trading below 20x their earnings
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crucial. Better priced opportunities that were ,” ~ . 390 ~
abundant during the COVID crash are no longer ! \ ’ \
available. Despite this, stock prices continue to
rise as the market anticipates future earnings
growth. However, the guestion remains: are we
paying the right price for these stocks?
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We analyzed all the 1220 companies listed in
the BSE All Market index. More than half of
these stocks are trading at 40 times earnings or
more, including those generating losses. Very

few stocks now have an earnings multiple below
20.

108

86

103 84
I I ]

A significant portion of these stocks comes from
outside the large-cap universe, making it more
challenging to find a margin of safety in these
areas. We also conducted a review of the
segment-wise valuations, presented in a
graphical format in the following slide.
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‘Margin of Safety’ Eroded

Large Cap P/B Bands

100%

Within the NSE 500, the percentage of stocks
trading below 3 times their book value has 20%
decreased from 70% during the COVID period to
just 23% currently.

46%

60%

This contrasts with the historical average of 28%
44%, highlighting the favorable conditions for 40%

ourchasing SMID stocks during the earlier

phase. As we now approach the phase of rich 20% 259%
valuations in this cycle, a more cautious

approach is warranted in these segments. 0%

SMID P/B Bands

The large-cap space faces a similar challenge, 100%
although there are still areas where a margin of

safety exists. 80% 53%

60%

The number of companies trading below 3
times their book value is at an all-time low,
indicating a need for a more focused, bottom-
up approach to identify new investment 20% 23%
opportunities.

24%
40%

0%
Dec Jun Dec Jun Dec Jun Dec Jun Dec Jun Dec

DSP 0-3 © 3-6 M>6

memmmmmss  Source: Bloomberg; DSP. Data as of July 2024. Negative earnings (P/E) and book value (P/B) companies are excluded.
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The Unsettling Calm Of Ultra Low Volatility Continues

India has experienced several bull markets in Number of days in a year with a decline of 1% or more

the past, but what sets the current one apart is ,

its unprecedented consistency. We have Nifty 50
analyzed the number of days in a calendar year BEG
where the major indices experienced a decline 80
of 1% or more. Even during the significant bull 50

93
72
market from 2003 to 2007, the number of such 41
. . . 40
decline days was higher than what we've seen 22 14
since the COVID-19 pandemic. 20 I I I I I 8 I I I 10
0 ] . L
This strong momentum in the current bull S o 9 3 5 & g 9 8 3 8 9 5 2 & 8 & &
market indicates a significant reduction in 8 ] & & SR f & & & § & « f & 8§ & & &
market volatility, positioning India as one of the E
top markets globally with one of the lowest O
levels of volatility. Nifty 500
100 90
As we move further into the 2nd half of CY24, 78
. . . 30
the number of decline days is nearing the low
levels of 2023. The same trend is evident in the 60 40
broader index, where the number of decline 40
days has been amongst the lowest since the 22
) . e . 20 10 10 12
inception of these indices. This underscores not I - I z B
only the strength but also the consistency of the 0
Indian stock market. But more importantly, it S 5 9 8 & © 8 8 & 3 89 W 4o H 9 43 9 9 9 A’ NS QS
. . - o - o o - o - - o - o o - o - - o - o o o o o -
indicates the complacency at play. o e a e e A e e e e a a e e e e a e A
=
DSP >
Source: NSE; DSP. Data as of July 2024. Total return indices are considered. 5
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One Way Street To Record Consecut

Nifty 50

Number Of Consecutive Months Without A Monthly Decline Of 5% Or More
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Indian Equities: From Being Highly Volatile To Being One Of the Calmest, Consistently Pricey

1 Year Index Volatility Annual Average Price to Book

Year 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

Year 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

s B prac 17 18 21
Hong Kong 11 n n 7 | 6 | 8 Hong Kong 1.4 1.3

Philippines 5 139 6 | 5 . 5 | 7 | 7 | Philippines 2.2 2.0 1.6 1.6 1.5 1.6

E/Ih;?nian ; 5 5 6 | 5 5 | 7 13 | 13 13 | ChinaMainland | 1.5 | 15 | 22 | 17 18 15 | 15 15 | 16 | 14 14 13

UK 16 | 15 | 15 | 16 | 13 | 11 | 14 | 15 | 11 | 8 | 9 | 16 15 | 15 | 16 | UK 1.9 2.0 2.0 1.9 1.9 1.8 1.8 1.5 1.8 1.8 1.7 1.8

France 12 | 13 | 13 | 7 8 8 | 12 | |[France 1.5 1.4 1.6 1.6 1.6 1.5 1.9 1.7 1.9 2.0

Eurozone 14 | 16 | 10 Eurozone 1.6 1.4 1.6 1.6 1.7 1.6 2.1 1.8 1.9 2.1

Malaysia Malaysia 2.3 2.3 2.0 1.8 1.7 1.8 1.7 1.5 1.6 1.5 1.3 1.4

Vietnam Vietham 1.8 2.0 1.8 1.8 2.3 - 2.5 2.0 2.6 2.1 1.7 1.7

South Africa n South Africa 2.4 2.5 2.4 2.2 2.2 2.2 2.2 1.9 2.2 2.1 1.9 1.6

Mexico Mexico 2.5 2.5 2.4 2.4 2.2 1.9 1.8 2.2 2.0 2.1 2.1

Indonesia Indonesia 2.4 2.4 2.5 2.4 2.3 1.8 2.1 2.2 2.0 2.0

Canada 16 14 1 14 | 'Canada 1.8 1.8 1.9 1.8 1.8 1.7 2.1 2.0 1.8 1.9

Korea Korea

India 12 12 India 2.8

Taiwan TEEBE o | Taiwar 17 18
USA 10 8 10 | |USA 2.5

Japan 10 | 10 | 8 n 6 | 9 | 5 Japan 16 16 | 18 | 16 18 19 1.7 18 | 21 | 17 | 18 | 2.2

DSP Higher rank means lower volatility

s Source: Bloomberg; DSP. Data as of July 2024.




Remember The Phrase “Big Becoming Bigger” — Played Out In US, At Inflexion Point In India?

]

Globally concentrated portfolios have done
exceptionally well. Be it NYSE FAANG+, Magnificent
seven, or for a more diversified portfolios like S&P
500 Top 10 or S&P 500 Top 50 indices have
performed well, because the prospects for the larger
companies were much better than the smaller
companies and the larger companies have 0.7
outperformed the smaller companies over long term

in the last cycle. One reason is that larger companies

can upgrade and reorient using technological

spending, which becomes a challenge for smaller

firms. 06

0.8 0.5

Is this the time to shift focus towards the LARGEST Cap,
the Top 10 in India?

A few years ago, the Indian market was abuzz with
the phrase ‘Big Becoming Bigger’. With the stellar
performance of Small & Mid Cap stocks (SMIDs), that
phrase is almost forgotten. We believe the LARGEST
companies now offer a high margin of safety versus
the rest of the universe.

India now has a concentrated index. The Nifty Top 10
Equal Weight index. The broader market has

outperformed this strategy by record, recently by 0.4 0.2
virtue of which the top ten stocks by market cap are © A > O Q N D RN © A > O Q N D W
Tab| Atively | Latione. | R N SN SN N S L S SN R SN ST ) AGIII 1 A EN 1
NOW avallable at relatively lower valuations, lesser NN N N U N RN N N N R O NN
rice froth and impressive return ratios. : .
& & ~S&P TOP 10/S&P 500  =Nifty 10/Nifty 500 (RHS)
DSP Source: Bloomberg; DSP. Data as of July 2024 Q




Large Cap Category Starved for Investment Flows

- 0000

Sector & themes have received the largest share of Active Mutual Fund Net Flows (X Billion)
flows over the years. Once regarded as the domain of
experts and investors with specific goals, this 707
category is not only witnessing inflows in broad

639
sectors and themes but also in sub-industry ] _
groupings which is a first in the mutual fund industry. Over the last six years, Large Cap Active Funds have
Large inflows in the SMID space is a function of received less than Rs. 1 out of every Rs. 10 net inflows
308
30

consistent performance of this space over the Igst into active funds.
few years and is a phenomenon which repeats in
each cycle.

Flows follows returns. Flows don’t cause returns.

251

63

403
255
Over the last 5 years, the category average (CAGR) 209
returns are as follows: 167
144 137

Large cap: 19% — 83
Midcap: 29%

28
Small cap: 33% I 2 1_9 -

I

Sectoral Thematic: 24% (best at 40%)

-24 i
"The intelligent investor is a realist who sells to

Optimists and buys from pessimists.” 2019 2020 2021 2022 2023 CYTD 2024
Large cap category has dearth of optimists. ,
M Large Cap Fund M Sectoral/Thematic Funds  ®m SMID Funds

DSP Source: AMFI; DSP. Data as of July 2024. Flows are of Calendar years. 9




Large Cap: A Favourable Risk Reward Makes Them A Place To Hide?

- - P Prefer LC , o
s this the time for large caps: 075 Mid and Smallcap indices over Large Cap (LC) Index
‘ Prefer LC???

History shows that at points like these, 065 Prefer LC
incremental investments in Small & Midcap only Prefer LC Prefer LC
through SIPs are the preferred path. 0.55
Post-COVID, mid and small-cap indices have 0.45 =
copsistent\y outperfprmeql large-cap indices, as R w, N~ Prefer SMID
evidenced by the rising Midcap/Sensex and \ brefer SMID
Smallcap/Sensex price ratios. The Midcap Index UL Prefer SMID Prefer SMID rerer
is now trading at its highest relative level to RN R AT N Y SN LAY - N G\ B N RN N O SO L ) |

F L NN DN NN NN NN PV VS
Sensex, while Smallcap index is just shy of its W Q@ & 8 @ & @ @ @YY
gggz gsggrﬁéggsnrgiae?tsetrhjﬁ (;eiLa:tVﬁi\éSiM D l —BSE SmallCap / BSE SENSEX  =BSE MidCap / BSE SENSEX

expensive level relative to the large cap. The 12-
month rate of change is now showing signs of
reversion, suggesting that we might be
approaching a period of mean reversion. This
could indicate that it is time to consider 10
allocating investments towards larger-cap

indices. Even valuations for large caps are -20
relatively favourable at this point. But
remember that broadly valuations are above
average or expensive.

0 12 month ROC of Mid and Smallcap indices over Sensex (%)

40

50
S P EHLEIFFIIFSSPDPD
Wt @ @ @@ @ E I E Y

=BSE SmallCap / BSE SENSEX (ROC) =BSE MidCap / BSE SENSEX (ROC)

DSP

Source: Bloomberg; DSP. Data as of July 2024. ROC — Rate of Change 10




DSP Capex Tracker — This Isn’t The Noughties, Yet!

2003-2011 was rightfully ‘India Growth Story’ marked by robust govt capex and buoyed by private sector investment at the same time.

Units FY03 FY04 FYO5 FYO06 FYO7 FYO08 FY09 FY10 FY11 (i;(g:r_ i‘:\{f;

New Investments INR Bn 12,940 | 24,619 | 26,400 | 27,340 | 24,424 | 26,059 31%

Central Govt Capex INR Bn 745 1091 1139 1182 902 1127 -f'i'i?::
Cement Volumes YoY, % 9.1 8.1 7.3 10.5 8.6%*
Import of engineering goods USD Bn 33.4 43.1 60.9 27%

Industrial credit INR Tn 5.50 6.97 8.58 10.54 13.11 2 24% .

IIP Capital Goods YoY, % 18.06 | 23.34 11.30 18%*

Housing loans INR Tn 1.85 2.31 2.60 2.79 3.01 17%**

Investment Projects Completed INR Bn 1,167 1,919 2,279 3,046 'é_ﬂi?{‘;

Capex cycle, post covid has been largely driven by govt action and remains constrained to it, with little private sector initiative.

Units FY19 FY20 FY21 FY22 FY23 FY24 (I?YYQ?I?YGZI}I)
New Investments INR Bn 19,021 19,698 23,913 30,354 o 10%.:
Central Govt Capex INR Bn 5929 7400 .353{3
Cement Volumes YoY, % 13.3 -0.9 8.7 “ 6.6%*

Import of engineering goods USD Bn 101.1 97.0 100.7 r.EZ‘L

Industrial credit INR Th 29.47 31.81 33.66 'éjé
lIP Capital Goods YoY, % 2.65 -13.93 13.08 6.18 “1_‘1/9’1‘.1
Housing loans INR Tn 13.62 17.38 19.91 .. 18%.
Investment Projects Completed INR Bn 6,540 5,424 6,584 6,898 2;1/31

For each row,
» best to worst

DSP Source: CMIE, DSP; Data as of July 2024, “Average YoY%
r— **6 Year CAGR (FYO5 — FY11)




India’s Consumption Growth, Outpacing Most of its Global Peers

India’s 7%+ GDP Growth rate is not without merit, and Households Final Consumption Expenditure (USS Bn) 33 Year
a significant driver of this growth is household CAGR
consumption expenditure, which constitutes 60% of 1990 1995 2000 2005 2010 2015 2020 2022 2023

the GDP. Both China and India have seen a consistent 11.7%

rise in this figure, resulting in impressive CAGR of

11.7% and 7.2%, respectively.

| . | | 1608 2925 2666 2648 3275 4178 5611 6686 6967

In developing economies, the consumption story is

crucial. India's growth trajectory has been heavily 098 1444 1102 1642 2090 2479 2733 2366 2260 5.0%

based on this, with household consumption soaring

from USD 200 billion to USD 2 trillion over the past 30 /26 376 1097 1610 1874 1877 1952 2084

years. o
701 856 735 1195 1587 1779 2044 4.3%

China has historicaIIY maintained.a conse.rva.tive 333 3383 566 905 1464 1318 1598 1911 2065 3.99,

approach to domestic consumption, basing its growth

primarily on investments. In contrast, the United 753 336 406 637 922 1408 1484 1628 3.2%

States has consistently demonstrated strength in this

area, with domestic consumption accounting for 70% 017 900 041 1163 1182 2.6%

of its GDP. US alone is almost 50% of the consumption

of the largest 10 economies put together. 180 211 239 396 /85 /58 /769 1100 1007 2.5%

While India, so far has remained exceptional in its 170 206 120 382 635 718 693 324 356 0.8%

consumption humber, both in isolation and relative to

its peers, it needs to maintain this strength to instill China D India Russia France United Kingdom

confidence for domestic investment and thus set a : .

base for strong foreign investment. Canada Australia Japan Germany - United States

DSP

Source: World Development Indicators, DSP; Data as of July 2024.




Consumption Cycle Has Slackened Over The Years

Consumptions’ share in the Indian GDP has

recovered but still peaks at close to 60%,

compared to as high as 80% in the early ‘80s. This 64%
is a result of slowing consumption growth.

Share of consumption declined but
year on year growth remained strong

| Nominal Private Final Consumption Expenditure (as % of GDP)

\
In the early 2000s, PFCE’s contribution to GDP 59%
declined significantly as the investment cycle took
hold, driven primarily by private capital I I . I l I I
expenditure. Even then, private consumption 54% L
growth remained robust. However, the current 1991 1994 1997 2000 2003 2006 2009 2012 2015 2018 2021 2024
push towards an investment-led growth model,
. L 0
seemingly at the expense of consumption, is a = 18% 10% <
N o« :
strategic choice. > 60 Robust PFCE k >
,8 growth overall 9% E
PFCE’s contribution to GDP in the last quarter has L 14% o 8% O
fallen to a mere 2.2%, compared to the pre-covid N o » o
o 12% h =
10-year average of 3.7%. QD QD
- 6% <
& 10% Ry P
Such disappointingly slow growth rate of ; S 5% ©
. S >
consumption could further dampen the present o 8% voorW 4% o
: - O
robust GDP growth. Though the investment share > ew arowth 3% >

has gained momentum, sustaining such growth
requires robust consumption demand.

DSP =Nominal PFCE e=Real PFCE
Source: CMIE, DSP; Data as of July 2024. MA: Moving Average
|




Though Not Concrete, Rural Indicators Instil Some Hope For Recovery

The sustained rise in rural wages is partly due to inflated food prices. Can this trend While these numbers could be reflecting the recovery of covid slump, management
continue and correct the K-shaped recovery? commentary is beginning to highlight some green shoots.
Average Wage Rate in Rural India FMCG Volume Growth (% change, YoY)
mUrban

— 410 21
L 6 Rural
Q0 6
= > eOverall- RHS
G5 S 4 |
H | 360 1 I | 1
N V1|
>_

3 11 ! 310  (19) (4)

Mar-18 Dec-18 Sep-19 Jun-20 Mar-21 Dec-21 Sep-22 Jun-23 Mar-24 Sep-19  Jun-20 Mar-21  Dec-21 Sep-22  Jun-23  Mar-24

Sales in two wheelers, finally at levels seen prior to Covid

Two Wheelers’ Domestic Sales 20% Employment Demanded

20 o
o0 53 > 0%
< 10 o @
G < 2
o \ | | &
s 9 ‘ 43 5-20%
> =3
o RYAMN

-20 i . i 33 -40%

Mar-18 Dec-18 Sep-19 Jun-20 Mar-21 Dec-21 Sep-22 Jun-23 Mar-24 Jul-21 Nov-21 Mar-22 Jul-22 Nov-22 Mar-23 Jul-23 Nov-23 Mar-24

DSP Source: CMIE, Emkay, DSP; Data as of July 2024.
I



Consumption Recovery Has A Large Skew Between Premium And Mass Market

250
Income disparity is evident in post-Covid 500 Premium segment sales
consumption trends. Premium consumption . / exceed non-premium
(luxury cars, jewelry, hotels) has been strong, % 50
while mass-market consumption (two-wheelers, /

FMCG) remains weak. For instance, two-
wheeler sales have not reached their highs from 100
five years ago.

50
lSnUt\t]e 2000s, Ii)jothhsegments did well, although FY02 FY04 FY06 FY08 FY18 FY20 FY22 FY24
S outpaced otners.
P SUV Sales ~2-Wheeler ~-SmallCars
A similar trend is seen in real estate, where 1000 ! 959
oremium/luxury homes are performing well, but 200 ! i
. . . . . |
low-end housing lags. This disparity likely = : E
contributes to average growth in related = 600 i !
industries (consumer durables) and real estate S i 499 i
taxes (state stamp duty collections). D 400 i i
(qV) |
O ' :
In the 2000s, a broad-based real estate boom & 7200 i 61 i
generated significant growth in ancillary & | !
. . . U4
industries and stamp duty collections. E O | %
— May-2019 May-2020 May-2021 May-2022 May-2023 May-2024
Area sold for houses with ticket size <INR15mn Area sold for houses with ticket size INR15mn-30mn

Area sold for houses with ticket size>INR30mn

DSP

memmeemes SOUrce: Kapil Gupta, Nuvama, CMIE. Data as of July 2024. *Note: FY02=100 for analysis of 2000s phase; FY18 =100 for recent trend analysis 15




K-Shaped Recovery Is A Threat To Consumption & Needs Correction

The skewed K-shaped economy hasn't affected - 2000s: fmm—m - 400

government tax revenues significantly, as most taxes 22 i Strong tax
come from the high-income segment, large Irevenues...
corporations, and luxury consumption. Over the past 19
two years, strong tax buoyancy has improved the
fiscal position but hasn't increased transfers to the
lower-income group, despite weak income dynamics
at the lower end.

Weak tax;

l
revenues..
! 350

W
o))
)

General government
tax revenues

=
o)

300

-
W

(%, CAGR)

Overall tax collections have grown at a 10% average
rate over the last five years, masking the skew. Taxes
from the organized economy (income tax and BSE500
corporate tax) grew at a 14% CAGR during FY19-24,
up from 13% during FY14—19, with personal income
taxes leading. In contrast, taxes from the broader
economy (GST, non-BSE500 corporate taxes, property
taxes) grew at a 9.4% CAGR, slower than the 11.6%
CAGR during FY14—19. Corporate taxes excluding
BSE500 increased at just 7% CAGR during FY19-24,
revealing the K-shaped economic recovery from the 20
Covid lows.

=
o

(Index, 2016=100)

FYO3 FYOS, FY13 FY18 FY23
I

200

Share of high-end in

. |
...with  total taxes 150

..With .
formal .
sector: © \ ® O Q N "\ Lo
|
ini N Y WYYV VY R
gjr:ZLr;gi QY QA A A AV Al AV X ] N

N
U1
-
N N I N N D D N D D D D D D D D D D N D D D N D B D N D S S D D D D D D D D S ..y
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0 < mme==ees

But these increased taxes have not been used to help
support a consumption recovery, especially in non- 16 Revenue expenditure ex interest and subsidies
premium segment. FYO3 FYO6 FYOS FY12 FY15 FY18 FY21 FY24 Income tax revenue of central government

DSP

s SOUrce: Kapil Gupta, Nuvama, CMIE. Data as of July 2024 16




A Good Space To Invest

Better valuations:
Give you margin of safety

Durable Businesses:
Provide longevity & survival

Under ownership:
Helps avoid price froth




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
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