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Gold, EMs, Midcaps & India
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Debt Reduced: Balance Sheets Are In Pink of Health

TTM Net Debt (USD Bn)
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Attractive Valuations

TTM EV / Adj EBITDA
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Healthy Return Ratios (ROE)

Average ROE
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Steady Free Cash Flow Generation 

TTM Free Cash Flow (USD Bn)

Source: Bloomberg, DSP As on Dec 2022

Gold Mining Stocks: An Opportunity Awaiting A Trigger

*Financial Metrics of top 6 global Gold Mining Companies Updated till Q3CY22

Gold Mining stocks* are placed well to benefit from a Gold Bull market
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FTSE Gold Mines Index (Rebased to 100) Gold (Rebased to 100) US Dollar Index

Gold moves in the opposite direction of the US 
Dollar. Since Gold is priced in fiat currencies, 
the weakness or strength of the currency is 
reflected in Gold prices. In the last 18 months 
US Dollar Index rose nearly 27% (90 to 114.8). 
This, among other reasons, led to a halt in 
Gold’s bull run which began in 2018. Over the 
last 2 years Gold prices have not been able to 
exceed the highs made in Aug 2020.

Recently, the US Dollar Index peaked & 
corrected nearly 10% infusing bullishness in 
Gold prices. Gold mining equities have lagged 
this uptick in Gold. 

Historically, miners have enjoyed strong price 
performance when Gold prices breakout to 
new life highs. Can 2023 be the year in which 
Gold prices breakout? It’s possible. This 
means Gold miners could be the place to be 
in 2023 and beyond. 

Source: Bloomberg, DSP As on Nov 2022

Gold & Gold Miners Have Been Held back by A Strong US Dollar. That’s Changing Now

US Dollar has started to weaken from
its most overbought levels in decades.
This is positive for Gold & miners
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Over the last 10 years, the earning per share 
(EPS) of the MSCI World Midcap Index has 
compounded at a CAGR of ~11%, that’s double 
the large cap index CAGR of 5.5% during the 
same period. However, during this time the 
Midcap index has underperformed the largecap 
index. This is because the starting valuation a 
decade ago (the price to earnings ratio or the 
PE) for the Midcap Index was at a 30% premium 
to Largecaps. This valuation premium has since 
shrunk, and now the Midcap index PE is at a 
10% discount to large cap index PE.

Today, midcap valuations globally are relatively 
better than large caps. Midcap earnings could 
also be better because we have come out of a 
COVID shock where ‘Big Became Bigger’. The 
larger companies gained more market share 
because smaller ones found it difficult to survive. 
That tide may have turned. Thus, pay attention 
to mid and small cap stocks.

Source: Bloomberg Data as on Dec 2022

Is It Time For Large-cap Outperformance To End?

12 years of 
outperformance 
by Midcaps

12 years of 
outperformance 
by Largecaps
over Midcaps

Crises and recessions have been a great 
time to add Midcaps over Largecaps. This 
time seems no different.

MSCI World Midcap Index / MSCI World Largecap Index
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MSCI Emergin Market Index (LHS)

Bloomberg Emerging Markets Capital Flow Proxy Index (RHS)

EM Capital Flow Proxy Index is a daily 
composite index of the performance of 
four asset classes that appear to mimic 
the flow of money into and out of 
emerging markets (where growing values 
are indicative of inflow and shrinking 
values are indicative of outflow). 

Last month the EM Capital Flow Proxy 
Index has recovered. This shows that 
capital flows are returning to Emerging 
Markets after an extremely volatile period 
marked by massive outflows.

Within EMs, India is also beginning to get 
FII inflows. This trend is likely to continue 
in the first half of 2023.

Source: Bloomberg, DSP As on Dec 2022

Emerging Market Flow Proxy Suggesting Continued Strength?

Emerging markets’ flows indicate steady recovery in 2023

???
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Copper Futures $/Ton (LHS) US Manufacturing PMI (RHS)

Manufacturing activity in US, EU, China and 
Japan which represents more than 3/4th of 
global manufacturing is witnessing a 
contraction, a de-growth. 

This will weigh on commodity prices and may 
pressure a specific part of the market, the 
base metals, which are more closely aligned 
with this segment of the economy.

Recently there has been a rebound in Copper 
& other metal prices. This rebound needs 
support from a recovery in manufacturing 
activity or it may fizzle out soon. 

With policy makers aligned to tame inflation 
by slowing down the economy, the outlook 
for base metals remains patchy & cautious. 

Source: Bloomberg, DSP As on Dec 2022

Contraction in Manufacturing Activity To Weigh On Metal Prices

US Fed is manufacturing a slowdown in the US economy by raising rates &
draining liquidity to tame inflation. This is resulting in a sharp contraction 
in manufacturing activity. This is negative for base metals like Copper.

Divergence is 
unsustainable



Wholesale price inflation has a large weight of 
primary articles like commodities. Crude oil has a 
sizeable bearing on India’s inflation. Over the last 
18 months wholesale inflation shot up, reflecting 
a huge jump in crude oil & other commodity 
prices. A part of this was passed on to consumers 
which is evident by a rise in CPI. However, not all 
of it was passed on as retail fuel prices were not 
raised as much as they should have been. OMCs 
absorbed a part of these losses. 

Now, the wholesale price inflation has started to 
slide based on falling commodity prices & a very 
large base. Historically, we have seen this leads to 
a sizeable drop in overall inflation no.s in India. 

Expect CPI to bring forth some positive surprises 
by falling quicker than most participants expect. 
This will give more room to RBI to maneuver its 
monetary policy by softening its hawkish stance.

Source: CMIE, Bloomberg, DSP As on Dec 2022

Decelerating Wholesale Prices To Lead Consumer Inflation Lower 

Historically, WPI moves closer to commodity prices, like crude oil. 
Over the last 8 years the spread between wholesale & consumer 
level inflation has moved in tandem with Crude oil prices. This 
spread is now declining indicating lower inflation ahead.
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Declining Input Costs To Help Profit Margins Make A Comeback

Corporate margins declined over the last 
few quarters driven by high input prices. 
Supply side issues & Russia-Ukraine war led 
to an increase in raw material costs & other 
operational costs for corporates.

This is likely to reverse in the next two 
quarters as wholesale inflation eases at a 
faster rate than consumer level inflation.

Corporates have gradually passed on the 
rise in input costs or are in the process of 
completing the input price pass-on to 
consumers. This trend is likely to support 
corporate earnings in FY24. 

This will ease earnings pressure and make 
Indian equities more attractive. 

Source: Nuvama Research, Bloomberg; Data as on Nov 2022

Peak margin
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FII Equity FII Debt Nifty Return % (RHS)

Every time FII flows have turned negative 
in a calendar year the Nifty Index has 
delivered double digit returns in the 
subsequent years led by healthy inflows. 

In 2022, FII equity & debt outflows total 
$19Bn. This is the largest annual outflow 
that India’s capital markets have witnessed. 
This led to large volatile in capital markets 
but didn’t result in massive drawdowns as 
was the case in the past two instance. 

In 2023, India’s economic growth & 
earnings growth differentials over its peer 
set could lead to inflows from foreign 
institutional investors.

If history repeats itself, it could augur well 
for Indian equities. 

Source: NSDL, DSP As on Dec 2022

Record FII Outflows In CY22, What Does The History Say?
In the last 20 years there only 3 instances where calendar year 
FII equity flows are negative. 2022 is the 3rd instance. This is also 
the 2nd instance when FII (equity + debt) flows are also negative.

Large FII outflow years are followed by double 
digit Nifty returns. Will this time be different?
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Size of the Bubble: Price to Book

There are now three Indian banks among the 
largest Banks by Market Capitalization (Ex of 
China). Even if we include China Banks, there 
are two Indian Banks among the top 20 banks.

The Indian Banking sector displays some of 
the best Net Interest Margins & best Return 
on equity profiles. This is the reason why 
Indian Banks trade at lofty Price to Book 
multiples versus Banks in other countries.

It is well documented that banks which can 
compound more profitably & at scale 
continue to command premium valuations. 

Judging by the trend in domestic lending 
sector, positive outlook for Indian Banks 
could lead to this leadership position 
continuing for years to come. 

Source: Bloomberg, DSP As on Dec 2022

Three Indian Banks Among The Top Banks In The World
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Fiscal Deficit Receipts Expenditure Fiscal Deficit as % of GDP (RHS)

COVID-led disruption caused a massive dent 
to India’s GDP. To tide over the shortfall in 
growth over the trend growth the Central 
Govt enacted a large fiscal spend for which it 
borrowed record amounts. 

India’s fiscal expense was lower in comparison 
to its peers; hence it has enjoyed lower 
inflation but at the cost of a shallower 
recovery. 

One reason for India’s steadier growth 
trajectory versus the volatile & patchy growth 
in the rest of the world is a shallower & slower 
recovery in India. From hereon as recovery 
becomes stronger and tax revenues recover, 
the fiscal concern will begin to slowly fade 
away giving more room to policy makers. As 
inflation cools, the monetary policy may come 
back as a tool of choice to support recovery. 
This means: Look for a more benign policy 
environment in FY24.

Source: CMIE, Bloomberg, DSP As on Dec 2022

Fiscal Deficit Worries Tapering As Growth Recovers

Government ran a huge incremental fiscal deficit 
of Rs. 8.8 trn to tide over a massive hit to GDP 

Each bar segment is incremental number over the previous year.
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Rules Based Funds Are The Ponderosa Pine

Tail risk hedging

Keeps exiting investments 

that become expensive

Rules & filters keep 

undesirable securities out

Continuous & Periodic 

improvement keeps logic fresh  

Rule Based Funds
Long Term Survival

Image Source: @sketchplanator

https://twitter.com/sketchplanator/status/1558970405183963139?s=20&t=NNM2m54Y5RN5rOZPtxNJZA


Disclaimer

In this material DSP Investment 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.



#INVESTFORGOOD
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