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History’s Handbook




How the World’s Best Markets Look at Their Worst

For an extended period, we have
experienced only the favorable side of the
markets. However, markets do not rise
indefinitely—cycles are an inherent part of
the financial landscape. During euphoric
phases, narratives, noise, and speculative
stories dominate, reinforcing a sense of
complacency. It is often in these moments
that we hear—or even begin to believe—
the four most dangerous words in investing:
"This time, it’s different.”

At their worst, equities earn bond-like
returns with volatility similar to that of a
common stock. This is because, during a
bull market, participants end up overpaying
for stocks. The promise of stellar earnings
growth or pure stock price speculation
causes stocks to become mispriced and

deliver low returns, at times
underperforming even the bond market.
These are also the moments when stocks
become cheap enough to once again be
attractive investments.
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At Their Worst, Equities Earn Bond-like Returns With Volatility Similar To That Of A Common Stock.

India
Date 1 Year 3 Year 5 Year 10 Year FD 10 Year Returns*
26-04-1993 -54% 37% 35% 25% 11%
04-12-1996 -10% -5% 8% 19% 12%
21-09-2001 -39% -5% -5% 4% 12%
09-03-2009 -49% -8% 7% 8% 10%
23-03-2020 -32% -4% -2% 4% 8%
1990 to 1994 cyclical numbers are off the charts due to the scam of 1992
USA
Date 1 Year 3 Year S5 Year 10 Year  US treasury Returns*
26-05-1970 -34% -9% -5% 2% 4%
01-10-1974 -41% -14% -7% -3% 4%
19-10-1987 -6% 10% 10% 9% 8%
03-04-2001 -27% 0% 11% 11% 8%
23-07-2002 -33% -16% -3% 7% 7%
09-03-2009 -48% -19% -10% -6% 5%
23-03-2020 -20% -2% 1% 7% 4%

Source: National Savings Institute, Bloomberg; Data as on Jan 2025. *5 Year Maturity FD rates are considered. #Returns from holding US Treasury 10 Yr Bond




It’s Not Easy to Outperform Gold, A Hedge Against ‘Sovereign Stupidity

)

Emerging Markets
(returns in 21st

Equity Market
Returns (In Local

Gold Returns
(In Local currency)

Gold’s Excess
Returns over Equity

Developed Equity Market Gold Returns Gold’s Excess

Markets (returns Returns (in Local Returns over

in 21st century)® | (In Local currency) Currency) Equity Market

Japan 4.6% 11.3% 6.7%

UK 4.3% 10.6% 6.3%

France 4.2% 9.3% 5.2%

Canada 7.3% 9.4% 2.1%

USA 7.8% 9.4% 1.6%

Indonesia 12.6% 13.1% 0.5%

Australia 9.8% 9.7% -0.1%

Country Index Gold Returns in No. of st.ocks % of stf)cks )
20 Years outperforming Gold  outperforming Gold

India NSE 500 13% 193 43%

USA S&P 500 10% 54 11%

UK FTSE 100 12% 1 1%

Japan Nikkei 225 12% 3 1%

China CS1 300 9% 79 29%

century)* currency) Market
Turkey 21.1% 29.3% 8.2%
Brazil 8.2% 14.6% 6.4%
Poland 4.4% 9.3% 4.9%
South Korea 5.6% 10.5% 4.9%
Chile 7.7% 12.2% 4.5%
Argentina 39.8% 44.4% 4.6%
Malaysia 6.4% 10.0% 3.7%
China 5.6% 8.8% 3.2%
Mexico 10.5% 12.8% 2.4%
Hungary 9.4% 11.4% 2.0%
South Africa 13.2% 14.4% 1.1%
India 13.4% 12.5% -0.9%

# Percentage of stocks outperforming gold, excluding adjustments for mergers and acquisitions.
Note: Change in market cap is considered for stock’s outperformance. Indices portfolio taken from Bloomberg.
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Source: Bloomberg, DSP. Data as on Jan 2025. All Market returns are TRI using TRA Function on BBG. *Data since 31-12-1999




The Smoot-Hawley Tariff Act: When Protectionism Backfired

The Smoot-Hawley Act of 1930 was a U.S. law that
raised tariffs on 20,000 imported goods to protect
American farmers and industries during the Great
Depression. It aimed to make foreign products more
expensive to encourage domestic consumption in US.

't was signed into law on June 17, 1930, by President
Herbert Hoover. However, instead of reviving the U.S.
economy, it triggered a global trade war. Many
countries retaliated by imposing their own tariffs on
American exports, leading to a sharp decline in
international trade. Major economies like Canada,
Britain, France, and Germany imposed counter-tariffs,
worsening the economic downturn worldwide. The
act may have contributed to the Great Depression, as
global trade collapsed by over 60% between 1929
and 1934. U.S. agricultural and industrial exports
suffered, and unemployment surged.

Trade wars, like those sparked by Smoot-Hawley, are
dangerous because they reduce economic efficiency,
disrupt global supply chains, and increase consumer

prices. They often escalate, causing economic
slowdowns and worsening diplomatic relations,
making economic recovery harder.
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US International Trade Worsened Due To Trade War

U.S. merchandise trade balance -- 1920-1969
(Exports minus imports of goods)
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US Weighted Average Tariffs On Imports May Hit A Record
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Source: NBER, FRED, The Economist, USITC, DSP (Graphs taken from reports from various agencies)

World Trade Plunged Due To Great Depression & Trade War
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Cautious Signs for U.S. Equities




Junk Bond Yield Indicates Unprecedented Complacency in U.S. Credit Markets

The ICE BofA U.S. High Yield Index represents the
performance of U.S. dollar-denominated, below- i3
investment-grade corporate debt publicly issued in

the U.S. domestic market. These bonds are also
colloquially called “junk bonds.”

Complacency and Fear Are Non-Linear Functions: Every Basis Point Decline Beyond a Certain Point
Increases Risks by Orders of Magnitude.

2
The ICE BofA Option-Adjusted Spreads (OASs) °
measure the calculated spreads between a computed In 3 quarters, the
OAS index of all bonds in a given rating category and a markets perception of
spot Treasury curve. The lower the spread, the JH risk went from | l{ltra low spreads at a
“easier” credit conditions are. When markets become ‘amazing’ to ‘horrible’ time when FED has

taken an early pause
and US Fiscal policy is
undergoing a
disruption is a red flag.

apprehensive about the solvency of the underlying
firms, the spreads jump. These jumps often coincide

with broader economic turmoil because the index

. . 10
represents a collection of many firms.

Currently, yield spreads are close to an all-time low.
This indicates that markets are extremely confident in
lending to below-investment-grade firms and are
comfortable accepting only 2.7% higher yields than
Treasury securities. The risks associated with such low
spreads are non-linear, meaning that as vields drop
further, complacency—or risk assessment—declines [k

One of the lowest repding on recorc

- - - > & o 8 o e 88 38 868 3383 323 29 833338 3 53T /R 88’ 8 AQ
at an accelerating rate. History shows that periods of L Lo L L L © L & 1 & & & . L . o L L4 L Lo L L L L L
low volatility are often followed by high volatility and, =T 8283 2 2 2 3 3T T T T FT T 2 222333 3 3 85 =2 -3
at times, financial accidents. -ICE BofA US High Yield Index OAS, Percent
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Source: FRED; DSP Data as on Jan 2025



US Stocks Have Rallied Ahead Of The Earnings, Reversion To Mean Ahead?

Whenever The 10-Yr Differential of Stock Prices vs Earnings Expands,

U.S. stocks have outperformed all other markets 50% A Reversion To Mean Follows

globally. In fact, the U.S. now accounts for more
than two-thirds of the world’s equity market
capitalization. Historical data for the S&P 500
Index and its earnings per share (EPS), going back s

to 1871, reveals a fundamental rule of stock
prices: over the long term, stock prices follow /\ /
earnings. However, market sentiment, investor

. 10%
behavior, and other factors can cause stocks to y
outperform or underperform underlying earnings
trends. During periods of exuberance, stock \
orices rally harder and rise beyond earnings 5% e ' A \ ,
growth. This leads to an expansion in the price-to- )

)

earnings (P/E) ratio. For instance, the S&P 500
Index currently trades at a trailing twelve-month
(TTM) P/E ratio of 24x, compared to its long-term
(1871-2025) average of 16x.This hasn’t happened
without reason. Over the last 10 years, S&P 500
EPS has grown at a compound annual growth rate S
(CAGR) of 10%. However, stock price growth has
outpaced earnings growth by 1.5 percentage
points. This means U.S. stocks are now pricey and
heavily dependent on the continuation of double-
digit earnings growth.

DSP
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-S&P 500 Index 10Yr Price CAGR  -10Yr CAGR of EPS (3Yr Avg)

Source: Bloomberg; Data as on Jan 2025



India’s Economic Growth Check




Growing At 8% Isn’t Easy

For India to reach a $30 trillion GDP (assuming
a stable US Dollar to Rupee exchange rate), it
will take 25 vyears at a growth rate of 8.5%
CAGR.

Why is the 8.5% rate up for discussion?

At the RBI’s inflation target of 4%, with an
8.5% real GDP growth, nominal growth would
be close to 12.5% CAGR. Indian corporate
earnings grow slightly slower than long-term
nominal GDP growth. Hence, corporate
earnings may grow at or below 12.5% under
the best-case scenario (since this doesn't hold
true in most countries). How easy is it to grow

at 8.5% YoY?

The table on the right shows that India hasn’t
seen two consecutive years of 8% GDP growth
since 1971. As the size of the GDP increases,
growing at a faster rate will become even
more challenging. In fact, except for China, no
other country has ever grown at an 8.6%
CAGR for 25 years.

Hence, dial down growth, earnings, and,
therefore, returns expectations.
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Source: Bloomberg; Data as on Jan 2025
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Where Are We In The Growth Cycle?

The Indian economy has seen a steady
revival from the deep contraction during
the pandemic. Growth has recovered to 100%

Based on the 3 Yr CAGR of Real GDP, the Current ‘Slowdown’ Is Yet To Intensify To Worrying Levels

reach the 86th percentile rank compared =
to its own history, indicating that the [ 289
economic rebound has gained °
momentum. High growth rates are not 3
sustainable. The growth trajectory has SRS
returned to its normal average pace of i
around 6% to 6.5%. Whether this growth ERCEEELY
rate is sufficient or not is debatable. g
Whether India can grow faster, or needs to =S
. o 50%
ogrow faster, is also debatable, although the €
data on the previous slide highlights how a4
e " c 38%
difficult it is to grow at a faster pace. =
oo
What’s not debatable is that investors g 25%
would either want a higher growth rate or J
would need to expect corporate earnings g 13%
to outpace GDP growth continuously. This [
is possible, but not easy. The dynamics of [ 0%
sales growth, profit growth, and the role of o O H N MM S ! WNOWD DO NN N®DSWM!OIMNO O ®®O oo Nm
- - UGN - - @ 2 Q Q2 9 Q9 Q20 Q QQ Q o o g o o g oo a S g g g A
margins will be critical in gauging this S g e £ 5 g e g ey e oK Q9 b e a5 oo ot Lo ook
trend. > 0O n - >SS 0 un - > 0 oun - >SS0 oun - >SS 0 oun - >0 oun - >SS 0 on - >0 on > >

DSP

Source: CMIE; Data as on Jan 2025



The ‘Cycle’ Is Missing

One of the reasons for GDP growth’s inability to 2504
stick to higher rates is the absence of cyclicality or
a clear leader for this cycle.

Upswing

In economic growth cycles, the faster phase of 50%
growth is usually dominated by either private final
consumption expenditure or gross capital
formation. As the chart on the right shows, in the
2002 to 2011 cycle, gross capital formation
outpaced growth in private consumption and
nominal GDP.

Downswing

15%

5 Year CAGR

In the current cycle, since the depth of the
pandemic, there has been a ‘cycle-less’” recovery,
with both private consumption and investment
growth similar to nominal GDP growth.

10%

This makes the outlook for demand uncertain and 5%
dampens private business sentiment. This
uncertainty can weaken private businesses’
commitment to higher incremental capex. At a
time when the government’s ability to spend is 0%

imited (we already have a 4.5% to 5% fiscal S 3 3 88 58 83 383 2 0 833 38 35 383 3% 8 & 8 9
deficit), the growth spurt needs a new engine. o A S O o o O\ N A o\ S A o VA U S VA VA VA VA A VAR VA S A S VA S VA S A VS
=NG «=PFCE F
DSP Source: Nuvama Research, CMIE, DSP. Data as on Jan 2025
e — NGDP- Nominal GDP, PFCE- Private Final Consumption Expenditure, GCF- Gross Capital Formation 12



Home Construction Is A Major Economic Driver

GDP by Expenditure/Demand Institution wise break-up of GFCF
In FY25, India’s GFCF (Gross Fixed Capital

Formation) will be close to Rs. 98 to Rs.
100 trillion. Of this, nearly 40% comes
from households, with dwellings (or
home) construction accounting for more
than 70%. This means that, in the best
years, home construction by households
can account for nearly a third of all
investments in India. This is equivalent to
more than 10% of our GDP—a sizeable
number, given that the ancillary effects of GFCE, 10%
home construction can be enormous.

General
Government, 13.2%

GFCF, 31%

Households,
41.8%

PFCE, 60%

Private Sector
34.9%

Public Sector,
9.3%

At the peak of the previous cycle, in 2011,
one-third of investments were a result of
home construction and improvement in
India. For the Indian economy to do well,
this number could be a significant source
of strength. Post-pandemic, the trend in
this number, as measured by home sales
and declining inventory, is encouraging.
However, there is a major disconnect or
lack of understanding (on our part) as to
what is driving this trend.

81.3%

\ Each Sector Dwellings as % of Each Sector GFCF

63.3%

34.3%

HH Dwelling as % of HH GFCF  Pub Sector Dwelling as % of Private Sector Dwelling as % of Gen Govt Dwelling as % of Gen
Pub Sector GFCF Private Sector GFCF Govt GFCF

DSP Source: CMIE, DSP; Data as of Jan 2025
E— HH- Household, GFCE- Government Final Consumption Expenditure, GFCF- Gross Fixed Capital Formation



Can A Stock Market Decline Sour The Housing Sector?

EmTotal Absorption- 3 Year CAGR

B Housing loans Non-Housing loans ® Household debt 60
BNew Launches- 3 Year CAGR

s the stock market the key driver of housing

sales in this cycle? 7% ==inventory Overhang (Months) - RHS c0
37%

“There is no hard data establishing that funds 40

from unsecured loans are significantly entering the 27%

stock market, but anecdotal indications suggest é 17% 30

this could be happening... We are very watchful of S 50

that segment. Estimating the exact amount is very 2 7% II I B I

difficult.” — RBI Governor, Nov 2024 . . . . . m . 39 o g 10

10 K 11 11

The post-pandemic economic revival has u u . -lnnnl -13% 0

seen a steady improvement in housing sales FY18  FY19  FY20  FY21  FY22  FY23  FY24  1HFY25 d\"\/d&d\”bd\’vc& d\c’))dq’gdq’\/dq’%d{)dq’b‘

in India. However, at the same time, the

housing loans component has failed to rise. Personal loans (ex housing) as % of PFCE 15% e=Non Housing Personal Loans

A large part of transactions, anecdotally, is 13% :ZFCE | |

being done without the use of credit. There 13% orporate Sector- Comp to Employees (listed & unlisted)- RHS

IS N0 commensurate rise In Incomes to 12% 21% 19,504

account for this increase in housing sales. 11% 19%

This opens the possibility of profits from L0 7% 17.5% _

stock markets being funneled into real T2 9 O %15% 15.5%%

estate, particularly housing. A large decline in 9% ; & 19% =

stock markets could also put this sector 8% 8% gor gor g9 57° ml;z;o 1R

under stress, which is a significant driver of I I l 7% M’ I 70/2 11.5%

India’s growth. This is a fragile node and
needs monitoring.

& . N 5% 9.5%
FE PP PP O S P KR G s

QQQQQQQQQ
ORI SO I RIS ST S ST SR S T S T T S i i)
QT QAN NN NN NN

DSP Source: Motilal Oswal Financial Services, Nuvama Research, CMIE, DSP. Data as on Jan 2025 »
PFCE- Private Final Consumption Expenditure




Margins Can Drag Earnings Growth

Profit Margins Are Usually The Last To Drop And Drag Earnings Growth
10

o R~
S

(10)
The result: Earnings visibility is suffering, and Dec14 Decl1l5 Decl6 Decl/7 Decl8 Decl1l9 Dec20 Dec21 Dec22 Dec23 Dec?24

the likelihood of slower profit growth =l isted non-financial companies' net profit margins (%)  =India WPI minus CPI (RHS)
continues to remain high. Meanwhile, stock 50%

. . 30%
porices have seen some decline, but
valuations remain above long-term median

=
-

Revenue growth has slowed to single digits.
Margins are peaking at one of the highest
levels and beginning to decline.

Consumption demand and high-frequency
indicators are sluggish or decelerating,
signaling cyclical headwinds for domestic
earnings. The global exports cycle is weak,
with tepid growth due to a patchy global
environment.

(%)
N W B U1 O Jd 00 O

25%
20%

levels. For the Small and Midcap universe, 150,
valuations are still higher than the previous

major Vvaluation and price peaks. This I ||“| I| I |
suggests that caution is warranted, L . |__I"| I lIIlII

especially in the SMID space. The largest-cap % II I"" I Il|”|
-10% ] 1 ITLE

40%

30%

stocks may hit the valuation comfort zone

the earliest. -15%
-20% -10%
Dec-15 Jun-17 Dec-18 Jun-20 Dec-21 Jun-23 Dec-24 Dec-15 Jun-17 Dec-18 Jun-20 Dec-21 Jun-23 Dec-24

B Nifty Index Revenue (TTM, YOY%) Hm Nifty Index EPS(TTM, YOY%)

DSP Source: Bloomberg; Data as on Jan 2025
it WPI- Wholesale Price Index, CPI- Consumer Price Index



Rupee Exits Its Own ‘Unsettling Calm’ Phase

From October 2022 to the beginning of
October 2024, the Indian Rupee
depreciated by only 0.6% annually. In fact,
for a year and a half, USDINR barely
budged a percent around the 83 mark,
recording one of the most non-volatile
periods of the 21st century.

The absence of FDI inflows, large sales by
FPIs in equity markets, and a patchy trade
balance coincided with a stronger US
Dollar. The RBI ended up selling nearly
S50 billion in the last three months of
2024 to stem the fall in the Rupee.

The Indian Rupee remains overvalued and
orone to weakness if the US Dollar were
to strengthen globally. This is one factor
that will keep foreign investment flows
tentative.

The Indian Rupee is a key monitorable for
the next few months.

DSP

Source: Bloomberg; Data as on Jan 2025
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Why the Oldest Ideas Outlive the Newest Trends

Lindy Effect is a statistical tendency for things Lindy effect stocks vs Broader Indices
with longer pasts behind them to have 6000

longer futures ahead.

Lindy Effect companies are the ones which have completed 100 years of
establishment as of 2005. And the index has been made giving equal
weight to all such stocks.

“If a book has been in print for forty years, | 5000
can expect it to be in print for another forty

years. But and that is the main difference, if 4000
it survives another decade, then it will be
expected to be in print another fifty years.
This, simply, as a rule, tells you why things
that have been around for a long time are
not "aging" like persons, but "aging" in 2000
reverse. Every year that passes without

extinction doubles the additional life 1000
expectancy. This is an indicator of some
robustness. The robustness of an item is
proportional to its life.” — Nassim Nicholas

3000
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Taleb (Book: Antifragile: Things That Gain S @< 3T v 9 9T 97 77 7 7 g Qo gaa A

- - - - - - - - - - - - - - - - - - - - -

from Disorder) 2T 28R L3 2L 3283228322852 2.88-2-;7
=Lindy Effect companies Nifty 50 TRl =Nifty 500 TRI

DSP

Source: DSP, Bloomberg.
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ASSET MANAGERS

INVEST FOR GOOD

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.




	Slide 1
	Slide 2
	Slide 3
	Slide 4
	Slide 5
	Slide 6
	Slide 7
	Slide 8
	Slide 9
	Slide 10
	Slide 11
	Slide 12
	Slide 13
	Slide 14
	Slide 15
	Slide 16
	Slide 17
	Slide 18

