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Growth, Valuations & Opportunities
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Total E-way bills (Nos. in Million) (LHS) Goods and Services Tax (Rs. Trillion) (RHS)
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India High Frequency Indicators Are Robust

GST collections are healthy, E-way 
bill generation at record highs
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Volume of petroleum products sold 
(consumption proxy) is near record highs

Electronic toll (including Fastag) collections 
indicate brisk economic activity

Business activity and sentiments are positive
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US M2 Money Supply (%, YOY) (RHS)

US Money Supply M2 growth slowing;
Valuations correcting in sync with it

Nifty Index Average P/E: 17.9
Nifty Index Average P/B: 3 12 Month Blended Forward Multiples
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BEER ratio measures the attractiveness of bonds versus equities by comparing bond 
yields to earnings yield. Higher the bond yields, more attractive they become if equity 
earnings yields don’t offer similar or higher returns.

India Bond Yield to Earnings Yield ratio At Average
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India was the oasis and shining light of EM 
equity performance just a few months ago. As 
highlighted in past editions of this report, the 
India premium was not so much India’s 
outperformance but stark underperformance of 
other Emerging Market (EM) peers. In the last 3 
months, the MSCI Emerging Market Index has 
rallied 26% while the Nifty Index has been flat.

This has caused the premium that Indian 
equities enjoyed over EM peers to vanish. The 
correction of this aberration is a positive 
development for Indian equities, as FPI flows 
had become muted due to relatively higher 
valuations.

Further consolidation and steady earnings 
growth can cause India to become attractive 
once again as we progress into 2023. With an 
expected EPS of between 980 to 1000 in 2024, 
raising equity weights as index nears the range 
of 17,000 to 17,400 could be beneficial.

Source: Bloomberg Data as on Jan 2023

India’s Premium Over EMs Withering Away As EMs Rally & India Consolidates

In Oct’22 Nifty Index was trading at 
90% premium to EM peers. 

In the last three months India’s premium over EM has shrunk from +3 St Dev to 1 
St Dev. With an expected EPS of between 980 to 1000 in 2024, raising equity 
weights as index nears the range of 17,000 to 17,400 could be beneficial.
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Corporate India pays a premium over 
Government Securities. A bond yield spread is 
calculated by subtracting the ongoing 10-year 
Government Bond Yield from the Corporate bond 
of similar maturity.

In every past instance, interest rate hikes have 
been followed by a sharp rise in corporate bond 
spreads. This usually happens because of tight 
financial conditions coinciding with weak 
balance sheets.

RBI has raised the Repo rate by 225 bps in the 
last 9 months. However, corporate bond spreads 
are yet to show a meaningful increase. The AAA 
5-year corporate bond yield spread is currently 
at 55 bps, which is nearly 40 bps lower than its 
long-term average.

This augurs well for corporate India. If we are at 
the tail end of interest rate hikes and financial 
conditions normalize, it will help corporate India 
borrow at rates that are lower than the peak 
rates of past cycles.

Source: Bloomberg Data as on Jan 2023

Corporate Bond Yield Spreads Defy Past Trends

Corporate bond spreads haven’t expanded in the current 
interest rate hike cycle. This reflects the better quality of 
credit growth and robust corporate balance sheets.



Roll-down funds have a higher duration at 
inception, which keeps reducing as the 
fund approaches maturity. On the other 
hand, Constant Maturity Funds (CMF) 
keep duration constant by periodically 
buying & selling bonds.

In a scenario of interest rates peaking out, 
CMFs can provide better return outcome 
over roll down funds as higher duration in 
CMFs helps to earn MTM gain/loss over & 
above higher accrual.

Rates appear to be in the process of 
peaking out or have already peaked. This 
means, it makes more sense to look at 
constant maturity debt funds at this point 
in the rates cycle.

Source: Internal, Bloomberg, DSP As on Jan 2023. Returns of 4 year constant maturity fund is calculated assuming monthly rebalancing

When interest rates peak out - What to prefer, Constant maturity or Roll-down Fund?
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Has interest rate 
peaked out?
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Nasdaq 100 Index is down 28% from its 
most recent peak, while Nifty IT Index is 
down 22%. The 1-year forward price-to-
earnings multiple for Nasdaq has shrunk 
from 35 at its peak to 25 now, while for 
Nifty IT the multiple is down from 37 to 23. 
Both indices were exceptional performers 
in the post-COVID global technology rally. 

The impending slowdown in advanced 
economies & ultra-high valuations leave 
room for this sector to undergo further 
consolidation.

Investors who have been waiting on the 
sidelines are likely to get a good 
opportunity to buy into this valuation and 
price correction in the technology sector. 
The long-term earnings trajectory for this 
sector continues to remain attractive. 
Better starting valuations are needed.

Source: Bloomberg, DSP As on Jan 2023

Indian IT Stocks Are Now Cheaper Than Nasdaq, But Above Historical Average

Global technology and IT stocks have seen a sharp correction in the last 14 
months but remain expensive versus history. More consolidation needed.
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+233%

143%

114%

58%

The ratio of NSE Bank Index to NSE Metal 
Index, or the ratio of lenders to borrowers is 
now at multi year lows. When commodity 
prices normalize & economic growth is steady, 
borrowers & users of commodities do better 
than sellers of commodities. Hence this ratio.

Interestingly this ratio bottomed out at a time 
when the yield curve was very steep & RBI 
was about to embark on a rate hike journey. 

Since then, metals have consolidated with a 
leg down and then had a rebound while 
Banks & Autos were top performers since. 
Recent correction in Banking stocks & a rally 
in Metals equities makes this an attractive 
proposition once again. 

A technical price pattern, an inverted head 
and shoulder, is also visible on the Banks to 
Metals ratio chart. This confluence of factors 
supports the bullish banks over metals thesis.

Another Opportunity To Own Banks & Autos?

Banks & Autos could outperform metals. The current dip in banking 
equities is another opportunity to add lenders over borrowers.
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Source: Bloomberg Data as on Jan 2023



Source: Bernstein, DSP As on Jan 2023

Can India Catch-up To China? The Direction Is Right, But The Pace?

India has the best growth potential in the world. At what pace it could achieve this growth will decide the impact on its populace.

0

50

100

150

200

1985 1990 1995 2000 2005 2010 2015 2020 2025 2030 2035

Cities with population over 1 Million

0

2000

4000

6000

8000

10000

2014 2017 2021 2025E

Length of Metro (Km)

China India

India is far away from achieving metro 
enabled urban transportation infra.

India has the 2nd largest urban population. As growth accelerates 
it will have very large urban discretionary consumption
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Installed capacity: China has added in 3 years 
what India added in 12 years.
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India has less than a 10th of Chinese Container per capita. 

All Indian ports combined handled 
~19 Mn TEUs in FY22; Shanghai port 
alone handled 44 Mn TEUs in CY20.



The US equity market has been in an 
extended phase of correction and 
consolidation. This is largely a result of 
corporate profitability being dragged 
lower by slowing growth.

The accelerated rate hikes over the last 9 
months by the US Federal Reserve would 
cause growth to slow further in the 
coming months.

This means US equities are likely to 
remain in a grinding consolidation for 
some time as valuations keep correcting 
and growth slows further.

Deep cuts in 2022 and a 50% decline in 
margin debt could help markets avoid 
deep crashes in 2023. US equities could 
remain lackluster for some time. Sideways 
consolidations are the best phases to 
build equity positions through systematic 
investment plans (SIP).

US Corporate Profitability Set To Shrink As Growth Slows
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Source: Bloomberg Data as on Jan 2023

Economic slowdown causes 
corporate profitability growth to 
slow down & at times,  contract. 

Manufacturing & Services 
leading indicators are 
now in contraction
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Equal Weight Index of Supply Side Factors

A composite indicator of world container 
freight rates, shipping freight, and the backlog 
of orders at major manufacturers has eased.

The index, which peaked in mid-2021 but 
remained excessively high for the whole of 
2022, is now at levels like the pre-covid phase.

This means that the supply-side pressures 
have eased in most markets, especially those 
that were caused by disrupted supply chains.

This will translate to an accelerated decline in 
the pace of inflation and would give central 
banks more room to pause their rate hikes.

Source: Bloomberg, DSP As on Jan 2023

Supply Chains Have Normalized

Our in-house indicator for supply side pressures indicates easing 
in supply chains. The suppressive supply shock witnessed in the 
aftermath of COVID has now normalized.
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UIG: Full data set measure UIG: Prices-only measure CPI inflation

The UIG, or underlying inflation gauge, 
provides a measure of underlying inflation 
and is defined as the persistent part of the 
common component of monthly inflation. 
It is published by the New York Fed.

The most recent data indicates that UIG is 
set to decline rapidly. The CPI inflation 
follows the UIG closely, and it is quite 
possible that the US CPI will fall below the 
5 percent reading in the next few months.

This will cause the US Fed to adopt a 
more neutral or in Fed Speak, a data 
dependent path for interest rate changes. 
After recent rate hikes, expect the Fed to 
abstain from more rate hikes from 
hereon.

Source: Bloomberg, DSP As on Dec 2022

US Fed Set To Face Rapid Deceleration In Pace of Inflation 

UIG has outperformed core inflation measures in tests of 
forecast accuracy over different time horizons. It provides a 
more timely and accurate signal  of turning points of inflation.



Standardize, Follow The Process

And therefore, 
the very wise 

are the disciples 
of discipline.



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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