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Welcome to 2021.

Looking back on 2020, no one would, or could, have predicted that it would turn out as it did. So much for our 
ability to make predictions.

That said, we continue to find value in analyzing trends to identify signals that can help us better position our 
portfolios through the ups and downs of markets. This is a dynamic process even though some trends endure 
over longer periods. Our latest analysis is presented in our Investment Outlook 2021 report. 

At the end of an extraordinary year, it appears that one of the biggest impacts of the pandemic has been to 
amplify and accelerate some trends that were already underway. These include digitization, technology adop-
tion, workplace mobility, and, in India, formalization.  Alongside this, policy makers have taken unprecedented 
actions to manage the fallout of the pandemic-induced lockdowns. These have important implications for 
financial markets, now and in the future, and need to be borne in mind when thinking about investment 
portfolios. 

Overall, we are optimistic about the prospects for the world economy and markets. We think that there is 
opportunity amidst the uncertainty, and the way forward is underpinned by four key factors. The first, is 
economic recovery and the expectation of continued stimulus, both monetary and fiscal. The second, is the 
handling of the pandemic and the vaccine rollout.  The third, is investor behavior as influenced by current inter-
est rates and valuations. And the fourth, is the opportunity set arising from the structural transformation 
underway in India, driven by formalization, financialization, and digitization. As you read the report, you will 
find these themes reflected in our analysis of the likely behavior of asset classes.

Taken together, the above factors suggest a risk-on scenario. However, excessive exuberance and inflated 
asset markets increase the likelihood of elevated volatility. Further, should the current ultra-loose monetary 
conditions start moving the other way, market reactions can be quite violent. Therefore, in applying these 
insights to your portfolios, we reiterate the paramount importance of asset allocation, and the principle that 
all investment decisions must be in sync with your investment profile and risk tolerance. As always, our wealth 
managers and market specialists are on hand to assist you with these decisions.

We thank you for your support and wish you a peaceful and prosperous new year.

Shiv Gupta
CEO

FOREWORD

By Shiv Gupta 
Founder & Chief Executive Officer 



Policy makers’ ongoing support for 
the global economy should keep global 
risk assets rising through much of 2021.
Very low interest rates and ongoing government support programmes should keep 
markets from trouble through the first half of the year. We believe Asian markets will 
be in favour given the much better long term fundamentals. 

The global economy starts 2021 on a positive note. 
The rollout of a COVID vaccine, the unprecedented 
levels of government support in most regions of the 
world, and the maintenance of a very loose 
monetary policy should all be very supportive of the 
markets. 

We expect to see further gains for equity markets in 
2021. However, we expect to see the more signifi-
cant equity returns in the first half of the year. In 
early 2020, the global economy saw an unprece-
dented setback as COVID-19 took its toll. In 
contrast, in the first half of 2021, we expect the 
rollout of the vaccine to allow for the first improve-
ments in global mobility. More and more companies 
should point to meaningful improvement in activity, 
a recovery in corporate profits and increased 
employment. Industrial production growth should 
comfortably be growing with a year-on-year rate of 
15% by the second quarter.

Equity markets may continue to do well, purely 
because other assets such as cash and bonds pay so 
little. Many if not most, global bond markets yield 
unprecedented low yields. Investors are increasingly 
allocating a greater share of their wealth to equity 
markets. Bond yields look unlikely to rise very far in 
the absence of a marked pick-up in inflation – which 
still feels some years away.

We expect the US equity market to play second 
fiddle to other markets as the global recovery 
broadens. US equities are already at the 
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         Asia equity returns 
of 10-15% are entirely 
possible in 2021. 
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third-highest valuations in the history. European and 
Asian markets, by contrast, offer reasonable value. 

Asia equity returns of 10-15% are entirely possible in 
2021. We sense that foreign investors are coming 
around to understand that the next decade will be 
dominated by the growth leadership of Asian 
countries as both China and India move up the 
league table of the world's largest economies. Many 
investors still have extremely modest allocation to 
Asian markets compared to 50-70% allocation to the 
US in their equity portfolios.

The tech sector is likely to continue to see significant 
interest from investors, although we expect the 
markets' performance to broaden by industry. 
Cyclical stocks should do well, particularly those 
focused on consumer discretionary spend. 

There is a considerable amount of pent-up demand 
fuelled by involuntary savings that should provide a 
welcome fillip for consumer spending. The 
maintenance of a very low interest rate is also likely 
to support spending on housing and autos.

Central bankers and governments will start the year 
by providing substantial support for their respective 
economies, but some of that support could wane as 
the year progresses. Most of the major central banks 
have indicated that they will maintain extremely low 
interest rates for potentially some years to come. 
However, governments frontloaded their support for 
their economies and in many cases, may be 
reluctant to continue to spend at the pace seen in 
2020.

The dollar has weakened materially since the 
Federal Reserve indicated that it wanted to maintain 
near-zero interest rates for some years to come. We 
do not expect to see further precipitous 

weakness in the dollar, but we expect Asian 
currencies to maintain the strength we saw in the 
latter stages of 2020. Sterling and the euro have 
some momentum after the EU and UK decided on a 
more elegant separation than investors had 
previously feared.

There is room for some upside in commodity 
markets. Strong global industrial production 
growth/recovery, and consistent Chinese demand 
growth, when combined with a likely re-stocking 
cycle, should support further gains in industrial 
metal prices. Oil prices may be weighed down by 
still significant supply sitting on the side-lines. We 
expect the Brent oil price to remain around $50 bbl.
 

The dollar has weakened materially 
since the Federal Reserve indicated 
that it wanted to maintain near-zero 
interest rates for some years 
to come.

Image Source: Unsplash
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Real Estate Trends – Finally, the 
story gets REAL and REIT! 
Savvy investors are viewing REITs as a stable short to medium term, low risk and 
liquid avenue to participate in the bounty that each of the real estate sub 
segments can generate – thanks to pragmatic policies and renewed market 
confidence in this sector. 

Overall Outlook for Real Estate in 2021

Forced into a deathly corner by COVID-19, the Real 
Estate Industry has used the adversity to its 
advantage to Reboot-Reinvent-Rejuvenate itself. In 
most of its parts, it’s perhaps one that leaves 2020 
on an optimistic note; and maybe one that offers 
investors with a window to several investment 
strategies that come with low to moderate risk 
offering medium to high returns in a low yield 
market. 

Residential 
The residential sector witnessed a robust recovery 
during the unlock phase of 2020, at a pace that 
surprised developers, investors and stakeholders. 
As per Colliers, Q3 sales across the nation were up 
by almost 85% to that of Q2 – 2020. 

While new project launches dropped by almost 68%, 
higher absorption and lack of new supply brought 
down the unsold inventory from 109 months to 66 
months from Q1 to Q3 a sign of market confidence. 
Contrary to many beliefs, the luxury segment did 
well between August and November.

Drivers for this early turnaround include pent-up 
demand; acceptance of new work order (from home); 
lower home loan rates coupled with the interest 
subsidy under PMAY bringing effective interest rate 
close to rental yields; reduction in State government 
levies (chart below gives the jump in registration 
numbers in Mumbai after the stamp duty reduction & 
the increase in overall stamp duty collections 
despite the sharp cut in stamp duty) and reckoner 
rates; and of course, price discounts by developers. 
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The momentum in the residential sector is likely to 
flow through the H1 of 2021 with project completion 
being aided by several “last-mile” funding 
initiatives like sale and buy-back structures that 
provide high security and high return in a 
12-to-24-month horizon. 

Sale Registration Volumes Grew by 
3X in Dec’20 vs Dec’19

Higher yoy Stamp Duty Collection 
Despite Reduction in Stamp Duty

Commercial
The office sector witnessed an absorption of about 
29 million sq ft in the top five metros, about 30% 
less than in 2019. However, absorption is expected 
to rise to around 40.0 million sq ft in 2021, matching 

figures achieved in 2019. As per Colliers, Bangalore 
and Hyderabad are expected to have 60% share in 
the overall absorption, with Mumbai and NCR 
remaining almost at the same. 2021 is likely to see 
more office space being taken up by “co-working” 
players to offer an alternative to work from home at 
locations close to residential hubs. Pre-leased 
commercial assets have returned as being the 
flavour with investors in a highly compressed yield 
market, with funds like Blackstone and Brookfield 
acquiring millions of square feet during the 
pandemic itself. 

Hospitality
The year 2020 started on a positive note for this 
sector. Buoyed by across-the-board strong 
performances in the first two months it chose to 
ignore global cues and was totally unprepared for 
the rude shock it received at the end of Q1-2020. 
The COVID-19 driven travel restrictions had a 
cataclysmic impact that abruptly ended the 
industry’s 5-year trend of consecutive RevPAR 
growth. On a positive note, the same disruption has 
created a huge demand for domestic leisure travel.  
With demand for business hotels inching up, 
industry observer HVS anticipates overall occupancy 
and rates to reach pre-COVID levels by 2022-23, 
perhaps signaling a good time for long term 
investors to consider value-buying of hospitality 
assets at decent multiples.  

Retail 
According to Redseer, India’s retail sector has seen 
a steady recovery post the unlock, achieving 80% of 
the pre-COVID gross merchandise value (GMV) 
pegged at about $780 billion in 2020. While 
e-commerce has been the biggest beneficiary 
during the period, it still makes up only 5% of net 
GMV. As per a report by Anarock, India saw the 
opening of just 5 new malls as against 54 expected 
before the coronavirus. However, going by trends 
observed post unlocking, developers see this as a 
temporary setback and not a long-term situation for 
concern. With landlords becoming more 
accommodating in contracting with tenants, and 
retailers noting higher conversion despite lower 
footfalls, the industry expects the consumer to 
return to the “mall-experience” once the pandemic 
threat is contained.



Image Source: pixabay
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Warehousing 
This is perhaps one sector that came out shining 
right throughout the pandemic. The warehousing 
market in India accounts for approximately 25% of 
the total logistics cost. Its growth is largely being 
driven by the introduction of GST, the set-up of 
numerous foreign and domestic manufacturing 
industries, greater export opportunities, and 
accelerated growth in e-commerce. They all 
demand smart, environmentally compliant, efficient 
cost saving Grade A facilities that help deliver 
goods faster while maintaining quality standards 
and hygiene. 

JLL expects India’s warehousing capacity to rise to 
300 million sqft in 2021 and 379 million sqft by 2023 
moving up the Grade A institutional stock from 30% 
to 50% during this period. In terms of available 
warehousing capacity, India lags China by 50X. 
However, shortage of clean-title land, land pricing 
stand as hurdles to the growth of this sector. Poor 
road conditions, bad connectivity, inability to 
handle high traffic density and insufficient air and 
seaport capacities are other factors that contribute 
to the increased cost per transaction in the country's 
logistics sector. Investors can look forward to several 
high yield moderate risk investment opportunities 
as this sector gallops to maturity. 

Real Estate Investment Trust (REIT)
The Indian financial market has matured over the 
years, with increased participation by retail investors 
in equity and debt products thanks to increased 
awareness about investments in capital markets. 
Real Estate has traditionally been viewed as a 
valuable but, illiquid, often risky, high maintenance, 
low yield investment with a propensity to provide an 
alpha only upon exit. 

Based on results of the early entrants, REITs are 
about to change that view and make real estate an 
investment opportunity that matches up with the 
risk-reward profile of a Blue-Chip investor.   The first 
Indian REIT listing saw its share price shoot up 
around 34 per cent in its first six months, shrinking 
the implied yield to less than 6% - a remarkably low 
level for a market where risk is perceived to be high. 
India’s first commercial real estate REIT was 
subscribed 2.57 times its issue size of Rs 4,750 
crore, a welcome indication about investors’ 
willingness and appetite of diversifying investments 
in products apart from traditional savings products. 

India’s first commercial real estate 
REIT was subscribed 2.57 times its 
issue size of Rs 4,750 crore.



Opportunity in Adversity
In our Investment Outlook 2020, we had hoped to begin the decade on a very 
hopeful note. However even the most pessimistic naysayers wouldn’t have 
predicted the way the year unfolded! 

It’s very difficult to predict what holds for us in 2021 
but there’s definitely a lot of hope. It’s been a 
somewhat rocky start with a new covid strain, more 
questions than answers on the indigenous covid 
vaccines and a slowing American recovery but all 
the same, with 9 covid vaccines in late stages of 
testing there is an endgame in sight.

Various estimates peg Indian GDP to grow between 
8%-10% in 2021 and around mid-single digits in 
2022. 

After a short but steep recession, we are now in a 
global synchronous recovery albeit an uneven one. 
With the covid wave flattening, Indian economic 
recovery is gaining strength as signaled by high 
frequency indicators. A vaccine roll-out should 
enable reopening of remaining parts of the economy 
especially services in the latter part of 2021. 

Source: Bloomberg
The map above shows vaccine 
contracts by various countries in proportion to the 
population of that country. For example – Canada 
has reserved more than 3 times of vaccines that 
it needs to inoculate its population 

World Map of 
Vaccine Contracts

7

“

As a fallout of covid we have emergence of new 
themes and growth pockets which are structural in 
nature such as accelerated digitization and 
e-commerce. E-commerce is making rapid inroads in 
smaller towns - 55% of the total online festive 
season sales were from Tier-II cities such as Asansol, 
Ludhiana, Dhanbad and Rajkot.* While this puts 
pressure on the unorganized sector, the entire chain 
of enablers (hyper-local delivery, warehousing, 
digital payments, data analytics etc.) will continue to 
see explosive growth over the coming years.

We believe these estimates could be revised 
upwards as confidence in the sustainability of the 
recovery increases. The government with limited 
fiscal elbow room spent much lower than

expectations since the pandemic broke out. 
However, as business picks up and tax collections 
improve, the government spending may pick up 
again giving further impetus to the recovery. 

*Represents Fiscal year number, 2021 means FY22 and 
2022 means FY23 | Source: IMF, World Bank and OECD

*Source: IBEF

GDP Growth Forecast 
2021 2022 

IMF World Bank OECD IMF World Bank OECD 
India  8.8 5.4* 7.9 8.0 5.2* 4.8 
United States 3.1 3.5 3.2 2.9 3.3 3.5 
China 8.2 7.9 8.0 5.8 5.2 4.9 
Euro Area 5.2 3.6 3.6 3.1 4.0 3.3 
Emerging Markets

 
6.0 5.0 NA 5.1 4.2 NA 

Developed Markets  3.9 3.3 NA 2.9 3.5 NA 
World 5.2 4.0 4.2 4.2 3.8 3.7 

 Direct Tax GST  Direct Tax + GST 

FY19 11.38 11.77 23.15 
FY20 12.33 12.22 24.55 
FY20 (Till Dec) 6.75 9.08 15.83 
FY21 (Till Dec) 5.89 7.80 13.69 

  
Source: GST Council, Income Tax Department 

 

Tax Collection (in INR Tn)

Financial Year



After several years Indian investors are contending 
with negative real rates (interest rates < inflation).

Negative Interest Rates in India After 
Few Years 

Sectors Covered Under PLI Scheme 

This financial repression typically leads to a rise in 
asset prices. Also, Indian households traditionally 
have exhibited a greater preference for hard assets 
than financial assets. Connecting this with other 

Source: www.bjp.org

Source: Bloomberg, Sanctum Wealth 

Image Source: Unsplash

In fact, we find similarities between now and the 
inflection point of the 2003 – 2007 cycle. It was a 
period where we saw the culmination of low interest 
rates, government policies aligned to push 
infrastructure and housing sector, low corporate 
profits to GDP ratio, benign to moderate inflation 
and an Emerging markets rally led by better growth 
prospects than developed markets. 

Indian businesses going forward are expected to 
benefit from very low interest rates (we are seeing 
transmission of previous rate cuts as well). Inflation 
is expected to be moderate as supply-side 
disruptions ease. Corporate tax cuts initiated last 
year will help compete on exports. Also, gearing 
currently is low (0.6x for top 500 companies - Ex 
BFSI) possibly aiding capex. 

However, we must caution that while inflation 
moderation is our base case, there are upside risks 
to inflation. Global commodity prices have been on 
a rise and food inflation has been stubborn thus far. 
Higher base effect will kick in later this year and 
hence our base case.

The government also introduced reforms that will 
prove beneficial to the economy in the long run. The 
recently expanded Production Linked Incentive (PLI) 
scheme by the government combined with the 
concessional corporate tax of 15% for new 
manufacturing projects is a shot in the arm for the 
manufacturing sector. It also helps that India Inc is at 
the end of its deleveraging cycle. A revival of this 

sector, that has been languishing for nearly a 
decade, is highly job accretive. Also, lower reliance 
on import helps improve trade and current account 
deficit. 
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Finally, the big influencer of capital markets and 
investment opportunities – liquidity. As of now, 
Central banks continue to print money due to which 
liquidity sloshing in global markets is lifting all 
boats. 

Fed Balance Sheet

As the dollar weakens, the Emerging Market (EM) 
trade gets more traction and India has been a 
beneficiary of these global flows. In merely 33 
trading sessions in the tail end of 2020, we received 
a whopping Rupees One Lakh crore of FPI flows. 

FPI Flows in INR Crs

In addition, even in an uncertain environment, we 
received FDI flows as Jio and Reliance Retail 
conducted some stake sale. The exit window to this 
loose monetary policy is not currently in sight but 
just the thought of liquidity withdrawal would make
markets nervous. 
 

This is more of a top-down view, but when it comes 
to investing, the other core determinant of future 
returns is valuations. Nifty earnings growth 
projections for FY22 and FY23 are pegged at 37% 
and 20% respectively. 

This bump in earnings can be attributed to recovery 
in business, low base effect and partially to lower 
provisioning by some banks. Based on these 
projections Nifty is currently trading at 21x FY22 and 
17x FY23. This is at a premium to historical 
valuations. But we have to look at these valuations in 
the context of interest rates which are also fairly low. 

We conclude that it’s a combination of abundant 
liquidity and lower rates that may help markets stay 
buoyant through much of the current year. 
Fundamentals need to catch-up and any 
delay/derailment in earnings trajectory could cause 
a big setback in sentiment triggering a correction.

Even as we were underweight equities soon after the 
pandemic broke out, we had recommended 
investors to consolidate weights in the bigger, 
stronger companies with good return ratios and low 
debt burden. The theme held us in good stead 
throughout the year as well, but we now worry about 
valuations. We are not advocates of buying growth 
at any price. As a part of our active management 
mandate, we look for relative value bets. We may 
leave some money on the table, but we rather exit 
early than bear the excessive risk. We think there 
could be a larger theme rotation in the equity 
markets with cyclicals potentially making a 
significant comeback. 

A hunt for yields in the fixed income markets is 
expected to continue through 2021 as well. Such is 
the excessive liquidity that corporates are able to 
borrow money at rates lower than reverse repo (the 
rate at which banks keep deposit with the RBI). We 
have repeatedly maintained that the low hanging 
fruit is already taken and our forward return 
guidance over the next couple of years, averages in 
the 4%-6% range. 
 

Source: Bloomberg, Sanctum Wealth 

Source: Bloomberg, Sanctum Wealth 

dots like regulations and policy suggests we could 
be on the cusp of housing revival in our country. 
There is a more detailed perspective on this later in 
the document. 
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Bond Yields Have Declined Sharply 
Over the Last Couple of Years

REITs & InvITs offer relative value as fixed income 
substitute especially considering they are currently 
low tax alternatives.
 
While the general tendency is to focus on public 
equity and debt markets, we think private markets 
also offer attractive investment options. 
Opportunities offered by ‘new economy businesses’ 
in the realm of new age technology, gaming, 
e-tailing etc can be accessed predominantly in 
private markets. For example, while movie theatres 
have taken a massive beating, online gaming has 
been a massive beneficiary in the past year. A 100 
billion(!) hours of video game content was viewed 
on YouTube gaming in 2020. 

Bitcoin is gaining more attention with its price 
scaling new heights. Its not a part of our coverage 
universe yet and hence we will refrain from 
commenting on the merits of the instrument, but we 
do want to highlight that Bitcoin lost more than a 
third of its value 5 times in the last 3 years. Its 
obviously not an asset class for the weak hearted!

Bitcoin Scaling New Heights

Lastly, we are sharing a few snippets from what we 
have been reading. Many of these will come as no 

surprise to the reader. However, a reiteration allows 
one to ponder:

   More money is lost waiting for a correction, than in 
a correction
   More returns are made when things go from truly 
awful to merely bad, rather than when things go 
from good to great
   Over-valuation is a necessary but not a sufficient 
condition to burst a bubble.

2020 was a unique crisis-hit year where financial 
markets swayed between fear and optimism. Sharp 
movements in indices accompanied by even sharper 
sector swings were the norm through the year.

Our stance, during the period, for our in-house 
flagship strategies Sanctum Indian Olympians 
(Large Cap) and Sanctum Indian Titans (Multi cap) 
was more of capital protection (via portfolio hedges 
- puts and cash calls) and staying invested in 
resilient businesses. These were businesses with the 
mettle to emerge bigger, better, and stronger 
through the crisis.

Sectoral changes were undertaken in both the 
strategies to counter the crisis. However, we did not 
add new names for the sake of diversification. Our 
investment philosophy favours business leaders and 
challengers through market cycles (irrespective of 
their size), and hence we could add to most of our 
existing companies. These are companies that are 
dominant players in their segment, have scalable 
businesses, healthy margins and return ratio 
profiles.

But we did increase weights to ‘stay-at-home’ 
sectors. 

Source: Bloomberg, Sanctum Wealth 

10

Source: Bloomberg, Sanctum Wealth 

An economy is best judged not in 
fair weather but in foul and India 
seems to have weathered the crisis 
well.

Equities



We reduced risk by reducing weights in lending 
financials and replaced that with non-lending 
financial sectors such as Insurance (both life & 
general) and Asset Management. We added 
allocation to export-oriented businesses - leading 
API manufacturers in the world, speciality chemical 
companies dominant in their segments and top 
Infotech companies that we expected to benefit 
from accelerated digitization. In the consumer 
segment, we raised allocation in leading players of 
food and home essentials segment.

After enduring elevated uncertainty in the initial few 
months, clarity emerged on both topline and 
margins front post Q2 results. Q2FY21 saw  
consensus earnings upgrade after 23 successive 
quarters of downgrades. We responded by reducing 
our defensive stance. In Sanctum Indian Titans, our 
Multicap strategy, we continued to maintain our mid 
and small-cap exposure between 25%-30% as we 
found attractive opportunities in high-quality 
companies. 

Despite our initial defensive outlook, both our 
flagship strategies have outperformed their 
respective benchmarks for the year under 
consideration. 

Performance of Flagship Strategies

As we move forward in the new year, we have 
identified 3 broad themes which should play out in 
the next few years. We see the current upcycle to be 
driven by growth in Housing and Manufacturing. In 
comparison during the period of 2003-07, 
infrastructure and capital goods sectors played a 
key role. Also today, Corporate India is placed much 
stronger with low gearing.

Housing – Multiple catalyst 
The housing sector has a significant multiplier effect 
on the economy, it is estimated that around 30-35%
capex in India is led by household sector of which 
65-70% (~20% of all capex) is in housing. An uptick 
here would certainly help kick start an upcycle in the 
overall economy.

The sector has been languishing in last 7-8 years 
due to various reasons. As slowdown hit the 
economy in 2013, the sector saw huge supply at 
record high prices. Since then, there have been 
various events like demonetization, NBFC crisis led 
credit crunch, consolidation of developers led by 
stricter norms in completion of projects due to RERA 
and subdued growth in volumes as well as stagnant 
prices led by high real interest rates.

Businesses adapted to work-from-home (WFH) 
culture during the pandemic and a certain 
percentage of the work force is expected to 
permanently WFH. This could act as a catalyst, 
especially in the affordable housing category which 
is roughly around ~50% of overall volume. 

In addition, policy support for affordable housing, 
low interest rates, combined with fiscal policy 
incentives like lower stamp duties and reduction in 
developer premiums could provide the trigger to 
this housing cycle.
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Our investment philosophy favours 
business leaders and challengers 
through market cycles (irrespective 
of their size), and hence we added 
to most of our existing companies.

Source: Sanctum Wealth 

Source: Sanctum Wealth 



Real Interest Rate Turning Negative 
Could Drive Housing Demand Like 
the 2009-12 Cycle

We also have supportive supply dynamics: 
   New launches in the last couple years are down by 
~40% in Tier 1 & 2 towns compared to the previous 
5 years
  The number of developers has declined by ~60% 
since slowdown hit in 2012

The pandemic forced a re-think of this strategy of 
depending on a single source as supply chains were 
majorly disrupted. Tables have now turned - MNCs 
are now actively looking to partner with countries 
like India that have a huge domestic market as well 
as can be alternative to China. Various policy 
actions, incentives and programs undertaken by our 
government like improving the ease of doing 
business, Make in India initiative and various 
sectoral incentives including recently announced PLI 
scheme, should be beneficial in boosting exports 
which have been flattish for last 10 years.

 

Supply Chain Shift to China During 
1990s Drove Fixed Asset Growth: 
Will Similar Shift Happen?

India Exports – flattish since last 
10 years

Source: PropEquity, Spark Capital Research

Source: ACE Equity, Antique

Source: Tradingeconomics.com

Image Source: pixabay
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  Completion cycle for the projects launched in last 
couple of years would be better due to 
consolidation in the hand of few developers
  Non-metro cities and towns are leading the revival. 
Covid impact is limited here, as well as rural 
sentiments are better placed than urban.

Affordability (home-loan payment to 
income ratio) Ratio Trend

MNCs’ China plus one strategy – 
Manufacturing boost as well as pull 
v/s push to exports

For the better part of this millennium, MNCs 
consolidated their supply chains into China to 
benefit from its scale and cost advantages. 

Source: HDFC, SBI, Jefferies



We understand that several Indian MNCs are 
already seeking increased sourcing from India based 
vendors. This is getting corroborated by the 
management guidance from manufacturing and 
industrial companies. Consequently, we believe 
Gross Fixed Capital Formation (GFCF) will get a big 
fillip in years to come. Also, higher outsourcing from 
India based vendors has a two-pronged effect: 
higher exports as well as import substitution. This 
impacts the economy in multiple, positive ways. 

Corporate profitability & cash flows - 
better placed.
 
In this adversity, corporates have shown agility and 
efficiency in controlling cost both on production as 
well as on operating front. Analysis of H1FY21 
results of companies (ex BFSI) with more than 100 
crores of market capitalization, shows that despite 
aggregate topline de-growth of ~18%, there has 
been an expansion in gross margins by more than 
~500 bps and operating margins by ~150bps. The 
PAT has been flat due to lower tax adjustment in 
base last year. 

Although all the cost efficiency gains are not 
permanent, commentaries from managements 
indicate some cost savings are likely to be 
permanent leading to sustainable margin tailwinds 
and higher profitability when demand recovers.

A lower interest rate regime is expected to enhance 
corporate profitability by another percentage point. 
Lower interest burden along with lower tax rates 
introduced last year shall result in improving cash 
flows in these trying times. Higher profitability and 
better cash flows leads to better valuation. 

H1 FY21 Corporate Results
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Source: Bloomberg, Sanctum Wealth

Source: CMIE, Ace Equity, Bloomberg, Jefferies

India Corporate Profit to GDP Ratio

Revival in key economic sectors leads us to believe 
that private capex cycle is about to begin. Cyclical 
sectors would be key beneficiaries of rising 
demand, low finance cost and high operating 
leverage. We will add to these themes 
incrementally in our portfolios as pro-cyclical theme 
gains traction.

Sector Watch

On the basis of these 3 trends, we would be keenly 
tracking these sectors from a top-down allocation in 
our Portfolio Management strategies:

Financials   
  Banks – larger banks - pick up in credit growth, 
likely decline in credit costs next fiscal and strong 
balance sheet
  NBFC’s – prefer good quality asset led mortgage 
finance business (Housing & Vehicle finance space) 
We would recommend subscription to Sanctum Finedge – 
financial sector strategy for a well round exposure to quality 
financials.
Real estate – Housing players – pure housing 
players better placed than commercial real estate 
players 
Industrials – Manufacturing boost and corporates 
focus on automation are key factors.
Materials – Building materials / Cement / Metals 
–beneficiary of upcycle demand and operating 
leverage.

Auto Ancillaries & Specialty Chemicals – 
Beneficiary of domestic demand as well as exports 
due to existing capacities and relationships with 
global MNCs. 

To conclude, we remain structurally positive on 
Indian equities. Nifty currently trades at 23x on 
12-month forward earnings premium to its historical 
averages. 



Image Source: pixabay

Source: Bloomberg, Sanctum Wealth

14

On the other hand, the MSCI Emerging Markets 
Index and the Commodities (CRB) index are in an 
upward momentum and are at important resistance 
levels. Should the dollar break the key support level, 
both the MSCI EM and CRB indices could rally hard. 
In a nutshell this is the year where momentum 
indicators support:
  Emerging Markets over Developed Markets
 Re-emergence of cyclicals and strength in 
commodity cycle

Continued support to Nifty with relative 
outperformance of Midcap and Small Caps.

We expect the momentum to 
continue in key indices viz Nifty, NSE 
Midcap 100 as well as NSE Smallcap 
100. The US Dollar index is at crucial 
levels and a break below 88 could 
intensify selling pressure substantially. 

Key Momentum 
Trends 

However, it is embarking on higher earnings growth 
trajectory accompanied by better return ratios. 
Upgrades to the consensus FY21/22 estimates by 
4-5% with growth expectation of 8% and 35% in 
FY21/22 and windfall inflows from FPI’s in the last 
couple of months of the calendar year will provide 
momentum to the markets. 

Equities Trading at Significant 
Premium to Historic Averages  

Nifty 

In the below Nifty monthly chart, since 2008 low, 
the index has been in broad rising channel 
encompassing the uptrend. Index made multiple 
failed breakout attempts on the upside and 
eventually saw breakdown on the downside in 
March 2020. But that was short lived as the 
phenomenal rally from the March lows smashed 
through the upside of the range in November and 
has continued higher. Generally, when such 
breakouts (above their channels or overhead 
resistance line) signal a sustainable uptrend. Thus, 
next levels for Nifty are at seen at 15,470-15,625, 
and above this at 17,720. On the downside, there 
are supports at 13,200 and then at 11,800. 

The equity market rally has been broad based with 
Midcap and Smallcap indices bouncing back 
strongly. The NSE Midcap 100 index since March 
2020, has exhibited outperformance and hit new 
all-time highs. The ratio of relative strength 
comparative (RSC) of NSE Midcap 100 to Nifty 50 is 
slowly showing reversal and bottoming out in the 
long term. This indicates outperformance of the 
Midcap 100 relative to Nifty 50. 

Next levels for the Midcap index are seen at 24,850 
and 28,990 and support is seen at 19,750 and then 
at 18,450. Similarly, RSC ratio chart of NSE Smallcap 
100 index to Nifty too is signaling a break-out and is 
likely to outperform the Nifty 50 index. Next 
resistance levels are at 8,275 and 9,649, its all-time 
high, whereas support is at 6,350 and 5,475.



Nifty Monthly Chart

MSCI Emerging Market Index (MSCI EM)

MSCI Emerging market index hit a major high of 1,345 in 2007 and touched a low of 446 subsequently, in 2008. 
Since then, it has been range-bound between 1,200 and 7,00 odd levels. From last March low of 751, the index 
has rallied strongly to 13 year high and hit new all-time high of 1,353. The multi-year consolidation between 
1,200-700 has formed a strong base for the index to see sustained rally above 1,345 levels (2007 high). The next 
levels for the index are seen at 1,535 and 1,615.

MSCI Emerging Market Index, quarterly chart

Source: falcon7

Source: Bloomberg
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Image Source: pixabay

CRB Index     
   
The commodity Index has been in a major long-term downtrend since 2008 high of 474 and touched a low of 101 
in March 2020. It has since seen a bounce back to the current levels of 172 after crossing a key resistance level 
of 167 in between. Now 207 is the key level, a break above will be bullish for the index.

CRB Index chart, quarterly chart
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Source: Sanctum Wealth 
* Current Market Price as of 8th January 2021

Source: Bloomberg

Key Technical Levels  2nd Resistance 
Level 

1st Resistance 
Level  

Current Market 
Price* 

1st Support 
Level 

2nd 
Support 

Level 

Nifty Index 17,720 15,470-15,625 14,347  13,200 11,800 

NSE Midcap 100 28,990 24,850  22,194 19,750 18,450 

NSE Smallcap 100 9,649 8,275 7,443 6,350 5,475 

US Dollar Index (DXY) 104 99  90 79 71 

MSCI EM Index  1,615 1,535 1,353 1,275 1,150 

CRB Index  230 207 173 154 144 
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