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Gold, Growth, India’s Valuation and Return Dynamics
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A Precious Metals Bull Market?

On August 15, 1971, President Richard Nixon 
announced the "temporary" suspension of the 
dollar's convertibility into gold. Known 
colloquially as the “Nixon shock,” the initiative 
marked the beginning of the end for the 
Bretton Woods system of fixed exchange rates 
established at the end of World War II. Since 
then, Gold prices have outperformed silver by a 
huge margin. What is noteworthy is that silver 
has a very high relative outperformance score 
relative to gold when a precious metals bull 
market is in place. 

Gold, with a new life high in place and price 
able to sustain above the previous lifetime 
high indicates that it has entered a bull 
market. Silver, if it is able to cross $26, could 
likely indicate beginning of a broad precious 
metal bull market. Silver has been lagging due 
to a mute Industrial demand from China, but 
we are seeing signs of Chinese economy 
picking up and is expected to improve. 

Another indication could come from a pick-up 
in Gold holdings of global Gold ETFs.

Gold prices have broken out to a new lifetime high after 
struggling under $1800 to $2100 range for many years. 
However, silver is yet to show signs of a bull market. Since 
the start of being freely priced (in Aug 1971), Gold has 
massively outperformed silver.

Normalized to 100 as of 15th Aug 1971 

Investment purchases for Gold are price reflexive. This means that more 
investors flock to Gold when it is in a bull market momentum. A pick-up in 
Gold ETF holding would confirm this trend. In March 2024, there was a 
minor addition in global Gold ETFs.

CAGR 8%

CAGR 5.6%



0

0.2

0.4

0.6

0.8

1

1.2

1.4

1.6

0

0.5

1

1.5

2

2.5

3

3.5

4

A
p

r/
9

4

A
p

r/
9

5

A
p

r/
9

6

A
p

r/
9

7

A
p

r/
9

8

A
p

r/
9

9

A
p

r/
0

0

A
p

r/
0

1

A
p

r/
0

2

A
p

r/
0

3

A
p

r/
0

4

A
p

r/
0

5

A
p

r/
0

6

A
p

r/
0

7

A
p

r/
0

8

A
p

r/
0

9

A
p

r/
1

0

A
p

r/
1

1

A
p

r/
1

2

A
p

r/
1

3

A
p

r/
1

4

A
p

r/
1

5

A
p

r/
1

6

A
p

r/
1

7

A
p

r/
1

8

A
p

r/
1

9

A
p

r/
2

0

A
p

r/
2

1

A
p

r/
2

2

A
p

r/
2

3

FTSE Gold Mines Index / MSCI World Index Gold $/Oz / MSCI World Index

Source: Bloomberg, DSP; Data as of Mar 2024

Gold & Gold Miners Are Relatively Better Priced Versus World Equities

Gold mining firms and Gold, both have 
underperformed stocks over the last 10 years. 
Gold mining firms had their own ‘dot com’ 
bubble at the peak of the last cycle in 2011. 

The firms were deep neck in debt, were doing 
record capex and guiding for higher Gold prices, 
forever. Anybody who had seen the 1999 to 
2011 Gold bull run would have made similar 
assumption. But Gold peaked and miners were 
left with huge debt to service amidst declining 
top line, challenged profit margins and to hurt 
the sector more, Crude oil prices traded over 
$100 for the next 3 years. This was sort of 
‘worst of all worlds’ scenario for this sector. The 
sector went through a derating over the next 
decade. The market leader, Barrick Gold, 
rerated from 40x PE to 16x PE through the 
cycle.

Since then, the gold miners have delivered and 
cleaned their balance sheets. Oil prices have 
stabilized. Miners are doing disciplined capex 
and are relatively cheaper. Gold miners have all 
the ingredients to do well, if Gold remains in a 
bull market.

Gold & Gold miners have underperformed the highflying and consistent equity markets 
over the last 10 years. Historically, Gold cycles of out/under performance run for very long.



First Fed 
hike

Last Fed 
hike

Cumulative 
hikes (bps)

Length of 
hiking cycle 

(months)

First Fed 
cut

Months to 
Pivot 

Followed 
by 

Recession?

Cumulative 
cuts (bps)

Months to 
recession 
from last 

hike

Jan-73 Aug-73 460 7 Sep-73 0 Y 200 4

Aug-77 Oct-79 950 26 Dec-79 1 Y 150 4

Sep-80 Nov-80 800 2 Dec-80 0 Y 200 9

Apr-83 Aug-84 210 16 Sep-84 1 N 350 -

Dec-86 Feb-89 280 26 Jun-89 3 Y 675 18

Feb-94 Feb-95 250 12 Jul-95 5 N 75 -

Jun-99 May-00 130 11 Jan-01 8 Y 475 12

Jun-04 Jun-06 380 24 Sep-07 15 Y 500 19

Dec-15 Dec-18 210 37 Jul-19 7 Y 225 15

Mar-22 Jul-23 525 16 ?? ?? ?? ?? ??

Avg 417 18 5 317 16

Median 330 16 3 225 16

Source: Emkay Research, Madhavi Arora, DSP; Data as of Mar 2024

What Does History Say About Impact of Rate Hikes On US Economy

The Federal Reserve has kept rates at the peak 
of the cycle for a maximum of 12 months after 
which it embarked on rate cuts. This was pre-
GFC 2008 cycle.

This is now the second longest hold at interest 
rate cycle high. The impact of higher rates on 
the economy is severe but it flows with a lag. As 
can be gleaned from the historical data table at 
the right, on an average there is a 16-month lag 
between last interest rate hike and a recession. 
There have been instances of this period 
getting stretched to 19 months also. 

The cumulative hikes, so far, have also been 
above the historical average of 417 bps, 
currently at 525bps of rate hikes between 
Mar’22 to July’23. 

Expect the countercyclical impact of monetary 
policy to show up in US economic data and 
impact corporate earnings growth and thus 
stock prices. We will enter this period, as per 
historical data, in Q2 to Q4 of CY24.



Source: TradingView, DSP Data as on March 2024.

Commodity Index Rises To New 52 Week High

Led by strong gains in Gold and steady rebound 
in Crude oil prices, the Thomson Reuters/ 
CoreCommodity CRB Index has risen to a new 
52 week high.

This is a development which is contrary to our 
expectation and demand supply dynamics for 
core commodities like metals and energy 
although precious metals reflect possibility of 
strong uptrend. The ability of this price rise to 
impact inflation and change the trajectory of 
interest rates cycle remains limited for now. 
Further gains, especially if driven by crude oil 
and metal prices, could likely dent the case of 
rates cuts. 

Lack of commensurate moves in interest rates, 
high yield bonds and term spreads of 
commodities indicate that this could be short 
lived, but we are keen to track this indicator 
further. 

Gold, silver and other precious metals are likely 
to lead over the next few quarters and core 
commodities may lose momentum overtime.

Thomson Reuters/ CoreCommodity CRB Index

Commodity index rises to new 52 week high.



Source: FIA, DSP; Data as of Mar 2024

India Commands The Highest Derivatives Trading Volumes

India’s share in derivatives volumes across the 
world is now a staggering two-third. This 
highlights the growing comfort with specialized 
and highly levered instruments, derivatives, 
among retails investors. 

In the past, most economic and markets 
excesses were accompanied by high interest 
and inclination for derivative speculation. 

None of these instances normalized without an 
instance of market disruption. The heightened 
derivatives trading volumes along with very low 
levels of volatility indicates an ‘unsettling calm’ 
which reflects market’s unpreparedness for an 
unknown shock. 

This is not an indicator of a shock. This only 
indicates complacency, and a confidence driven 
by recent easy money environment. 

India has two-third share in world derivative volumes. Almost none of it is used for 
hedging. Have we gone too far into trading and speculation?

Cash Market Volumes Have Also Surged 
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2023: An Outlier From Fund Flows Perspective

2023 was the only year where FII & DII bought 
close to record amounts of Indian equities, 
that too in similar amounts. 

Similarities between the ‘unsettling calm’ of 
2017 and now:

1. Similar institutions flows
2. Identical low volatility uptrend
3. Significant outperformance by SMID stocks 

over large caps
4. Valuations extremes for SMIDs on relative 

basis over large caps

All these indicate that the current rally in 
overstretched part of the market is likely to 
give way to long period of consolidation or a 
steep correction.

Cumulatively, $42 Bn of purchases by FII and MFs is 45% higher than 2010’s $29Bn 
purchases record. The best reflection of similar dynamics was 2017, where FII & MFs were 
both buyers and SMID outperformed. 
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VMF(VIX, MOVE and FX volatility index) indicator 
is our inhouse indicator which measures the 
combined volatility in stocks, bonds and currency 
markets. Elevated readings in this indicator mean 
that all three asset classes are under stress at the 
same time. 

Currently, we are witnessing lower readings 
across all the three underlying volatility indices. In 
the first week of Oct’22, this indicator reached a 
level which signaled the possibility of a 
bottoming out process in markets. During the 
March’23 banking crisis the indicator once again 
spiked and has begun to cool off. The ‘Risk-off’ 
has run too far. 

However, the readings now are towards the 
lower end, which shows it could be more 
prudent to be pessimistic on stocks. 

Source: DSP, Bloomberg Data as on March 2024

Measures of Risk: The VMF Indicator

Past readings of VMF indicator below 200 indicate market entering a 
heightened phase. In such phases being bullish may be suboptimal. 
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SMID Median Valuations Were Double Versus The 2007 Peak

The median valuation (on a trailing price to 
earnings basis) for the SMID universe peaked at 
nearly double of what it was in 2007 bull 
market peak.

These are the kind of readings which are hard to 
make sense of in real time. In real time, there 
are so many justifications on why this is normal, 
that it is hard to stand out. But if history is any 
guide, when excesses begin to pile up, they can 
continue in the same direction for an unknown 
period. It doesn’t mean that it pays to 
participate in excesses. It is equally important to 
use historical data as a guiding light and align 
exposure.

Current SMID valuations offer little comfort. 
One must be purely ‘bottoms-up’ to find 
opportunities and avoid  excessively priced 
stocks in this segment.

The trailing PE of the median SMID company today is 37x which is almost 2x of 2007 
peak and 30% higher than that witnessed in 2017 and 2021 boom. Only large liquidity 
injections or profit surprise can sustain these valuations. 



Source: Investec, Bloomberg, DSP; Data as of Mar 2024

Small & Midcap Market Cap to GDP Hits Record

Small & Midcap stocks have rallied to levels at 
which, as a percent of India nominal quarterly 
GDP, they have hit a record. This level, at 52% 
currently, is now higher than that seen in the 
roaring bull market of 2003-07.

This is not without a reason. SMIDs have shown 
strong earnings growth momentum and high 
quality of earnings growth. However, the 
current valuations are stretched. SMIDs are 
trading north of 90 percentile of their valuation 
band. This means they are in an expensive 
zone.

Also, market cap to GDP isn’t a remarkably 
useful indicator. But it can indicate extremities 
when one segment of the market deviates from 
their long-term average. Currently, SMIDs Mcap 
to GDP is at a 79% premium to the long-term 
average. 

At 52%, the SMID market cap to GDP (nominal quarterly) is at its 
highest level ever. The long-term average of this ratio is just 29%
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India Equity Market Cap to Money Supply Hits Record 

It pays to buy stocks when they are cheaper 
and out of favour. One instance was the 
extreme valuations comfort at the lows of 
COVID crisis. Other instances include the steep 
decline in 2015-16 and the prolonged lull 
during the 2011-13 sideways market. During 
these instances, stocks earned handsome 
returns from oversold and attractive levels of 
valuations.

Currently, India’s equity market capitalization to 
money supply (M2) is trading at its most 
expensive level outside of the 2003-07 stock 
market peak. 

M2 is a broad measure of the money supply 
that includes cash, checking deposits, savings 
deposits, and certain types of time deposits and 
money market funds. M2, nominal GDP and 
corporate earnings growth broadly grow at 
similar pace over a long period. This makes this 
ratio an important indicator, for highlighting 
extremes.

India’s cumulative Market capitalization to money supply (M2) has 
reached its post 2007 peak for the first time. At such high levels, the 
forward returns from stocks are usually lower. A sign of caution.
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PAT Growth Outpacing Nominal GDP Near It’s Best Reading

As is evident from the Market Cap to M2 
reading, equities have reached such extreme 
readings because profit growth has endured 
strong trend. Over the last 4 years, BSE 500 
Index PAT growth has been higher than 
nominal GDP growth. 

This outperformance of profit growth is a 
feature of bull markets. 

As is evident that each instance of profit growth 
exceeding nominal GDP growth is marked by 
strong equity market performance, the highest 
differential that we have seen on a rolling 3yr 
CAGR basis was in 2007, at 15%. This number 
reached 14.2% at the end of FY24. 

With nominal GDP slowing, sales growth for 
BSE 500 slowing and margins beginning to 
peak and contract, this trend is likely to 
normalize and pressurize stock prices in FY25. 

BSE500 Index PAT growth has outpaced nominal GDP growth in 
bull markets. The peak 3-year CAGR differential (PAT Growth – 
Nominal GDP growth) is near its highest level. We likely hit that 
number in FY24. It would be progressively hard for this PAT growth 
CAGR to continue.

3 Yr differential 
CAGR at 15%

3 Yr differential 
CAGR at 14.2%



Source: Q4FY24 estimates from Bloomberg; DSP, Data as on Mar 2024.

The Earnings Multibaggers

From the last quarterly earnings (March 2020), 
before COVID led disruptions hit corporate 
earnings to end of FY24, there is diverse 
performance from companies.

Nearly one in five firms have delivered 
multibaggers earnings growth. This means their 
earnings have doubled or more during this 
period. This is a healthy pace of growth where 
earnings CAGR exceeds 19%. 

Every fourth firm has outperformed NSE500 
Index earnings growth CAGR of 18% and nearly 
one in three have outperformed Nifty earnings 
growth of 16%. 

These are remarkably strong numbers which 
showcase why India has delivered such a 
superior performance across market 
capitalization. 

However, these numbers have begun to slow. 
The consensus growth for FY25 is likely to be 
below 15% and can derail the strong bull market 
of last four years.

Earnings Multibagger (Companies which at 
least doubled their Earnings)

No. %

Large Cap 14 14%

Mid Cap 32 23%

Small Cap 48 18%

94 19%

Companies outperforming Nifty 500 
Earnings growth of CAGR 18%

No. %

Large Cap 21 22%

Mid Cap 41 29%

Small Cap 62 24%

124 25%

Earnings Detractors (Companies which gave 
negative growth)

No. %

Large Cap 27 28%

Mid Cap 35 25%

Small Cap 111 42%

173 35%

Companies outperforming Nifty 50 
Earnings growth of CAGR 16%

No. %

Large Cap 27 28%

Mid Cap 48 34%

Small Cap 74 28%

149 30%

Earnings growth in Nifty 500 stocks (starting Pre-Covid as of March 2020) till 31st Mar 2024 



Source: Bloomberg; Data as on Mar 2024. Large caps are defined as top 100 stocks on market capitalization, mid caps as 101 250 and small caps as 251 and above.

Number of Firms Reporting Losses At Record Lows

The surge in profitability on back of cost cuts, 
higher efficiency and the demand rush post 
COVID has reduced the number of loss-making 
firms to near record lows. 

The extraordinary decline in loss making 
companies is a result of broad easing of financial 
conditions, high fiscal deficit led government 
spending and stable external situation for India 
coupled with resilient economic growth in India.

These factors rarely align like they have in the 
past three years. If they continue to remain 
aligned, the long-term trend of higher corporate 
profitability will remain strong.

This is a data worth tracking over the long term.
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Perspective > Predictions

Source: Money Visuals, LLC

https://www.linkedin.com/company/money-visuals-llc/


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.
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