FAITH & PATIENCE

June 30, 2022

For the month ended June 30, 2022, Nifty 50 index closed 4.8% lower over previous month’s
close. Midcaps and smallcaps underperformed large caps. NSE Midcap 100 index was down
6.49% and NSE Smallcap 100 index was down 8.29% over the previous month. Within sectors
auto, consumers, energy outperformed Nifty 50 whereas information technology, real estate,
banking and metals underperformed.

Index Name % change
Nifty 50 -4.85%
NIFTY Midcap 100 -6.49%
NIFTY Smallcap 100 -8.29%
Nifty Auto 0.99%
Nifty Bank -5.81%
Nifty Energy -2.08%
Nifty Financial Services -6.08%
Nifty FMCG -2.71%
Nifty IT -6.19%
Nifty Media -7.56%
Nifty Metal -12.60%
Nifty MNC -4.14%
Nifty Pharma -3.53%
Nifty PSU Bank -5.47%
Nifty Realty -6.41%

Source: National Stock Exchange of India

For nineth month in a row, foreign funds (FlIs/FPIs) were net sellers in June 2022 at USD 6.2bn
whereas domestic funds remained net buyers at USD5.8bn. Foreign fund selling has been
quite severe with USD 28.5bn net sales in CYTD2022. Foreign fund selling in Indian equities is
the highest since the global financial crisis of 2008 and their last 12 months cumulative selling
in the secondary market of USD53bn is nearly double of USD28bn sales during the 2008 crisis.

Fig: Fund flows

(USD mn) Curr MTD CYTD
Fll- Cash -108 -6269  -28/484
DIl - Cash 107 5,794 30,144
FIl - Debt -135 -226 -1,926

Source: Axis Capital
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While foreign funds have been selling relentlessly, domestic investors have more than
covered their outflows. Domestic funds net buying has been USD30.14bn in CYTD2022.On a
12 months trailing basis, the domestic net buys stand at USD42.6bn thereby providing the
much-needed support to the markets. Another shock absorber, and here more for the
currency INR, has been from the annual run rate of FDI inflows of nearly USD50bn. Sectorally,
bulk or more than 90% of the foreign fund selling has been concentrated around financials
(banking) and information technology (IT), along with consumer staples and construction
materials whereas metals, power, discretionary consumption and telecom saw inflow.

On the macroeconomic front, Goods and Services Tax (GST) collections rose 55.8% year-on-
year to Rs.1.44trillion in June 2022, the second highest level since the July 2017 rollout of the
indirect tax regime. Economic recovery, anti-evasion activities, especially action against
errants, have contributed to the rise in GST.

Fig: Estimated combined capital expenditure FY2023 listed companies and government
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Source: ICICI Securities Institutional Equities Research

India’s infrastructure sector grew to a 13-month high of 18% over a year ago. Latest data for
private sector also shows traction with aggregate listed corporate capex rising to Rs.6.3trn in
FY2022 versus Rs.5.5trn in FY2021. Government capex rose to Rs.11.1trn in FY2022 and is
likely to exceed Rs.14trn in FY2023 as per Union Budget estimates. Services sector, especially
the contact-intensive ones viz hospitality, are yet to recover fully from the covid pandemic
and could see a lag in investments.
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Our view:

We believe, large scale outflows from Indian equities by foreign funds has largely been driven
by the fear of aggressive quantitative tightening by the US central bank to tame inflation. This
has resulted in rationalising market valuations significantly from October 2021 levels. Fear of
a structural increase in inflation is reducing as global commodity prices have declined. This
augurs well for India whose internal economy is already showing strength - GST collections,
credit growth.

Apart from GST collections, India’s credit growth further improved to a multi-month high of
12.6% YoY. Industry credit grew by 8.7% and services by 12.9%. Personal loan segment grew
by 16.4% and agriculture by 11.8%. We maintain our view on the banking sector as the credit
growth is driven by higher consumption demand and rebound in business activities. Within
industry, sectors like engineering, chemicals, fertilizers, metals, cement, construction etc.
have posted improvement in credit growth most likely led by working capital demand. We
believe, the price decline in banking and financial services stocks, despite the rise in credit
growth and fall in bad loans, is technical and attributable to severe selling by foreign funds.

Risk remains in terms of elevated inflation and crude oil prices which are yet to climb down
meaningfully from their recent peaks.

Disclaimer: Nothing contained herein constitutes nor is intended to constitute an offer, inducement, promise,
or contract of any kind. Notwithstanding any language to the contrary, these materials are for informational
purposes only and are not intended to be, and should not be construed as, an offer to sell or a solicitation of an
offer to purchase securities of EquiPoise Capital Management Pvt Ltd or of any entity or other investment vehicle
managed by EquiPoise Capital Management Pvt Ltd or its affiliates. Offers to sell or solicitations of offers to
purchase securities of a Fund will be made only by means of a confidential private placement memorandum and
in accordance with applicable securities laws and will be subject to the completion of a subscription agreement
and related documentation. This document/presentation contains confidential information and is being
delivered to a limited number of sophisticated prospective investors. EquiPoise Capital Management Pvt Ltd, its
affiliates/- sponsors/employees, directors shall not be liable for any loss, damage, liability whatsoever for any
direct or indirect loss arising from the use or access of any information that may be displayed in this
document/publication from time to time. Recipients of the information contained herein should exercise due
care and caution and read the offer document (including if necessary, obtaining the advice of tax /legal/
accounting/ financial/ other professionals) prior to taking of any decision, acting or omitting to act, on the basis
of the information contained herein. This document/presentation may not be reproduced, distributed or
otherwise used except with our written consent. Each person, by accepting these materials, is deemed to agree
to the foregoing, and to agree to return these materials to us promptly upon request. This
document/presentation contains certain statements, estimates and forecasts with respect to future
performance and events. These statements, estimates and forecasts are “forward-looking statements”. In some
cases, forward-looking statements can be identified by the use of forward-looking terminology such as “may”,
“might”, “will”, “should”, “expect”, “plan”, “intend”, “estimate”, “anticipate”, “believe”, “predict”, “potential”
or “continue” or the negatives thereof or variations thereon or similar terminology. All statements other than
statements of historical fact included in this document/presentation are forward-looking statements and are
based on various underlying assumptions and expectations and are subject to known and unknown risks,
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uncertainties and assumptions, may include projections of future financial performance based on model
portfolios and anticipated trends in our business. These statements are only predictions based on our current
expectations and projections about future events. There are important factors that could cause our actual
results, level of activity, performance, or achievements to differ materially from the results, level of activity,
performance or achievements expressed or implied in the forward-looking statements. As a result, there can be
no assurance that the forward-looking statements included in this newsletter will prove to be accurate or
correct. In-light of these risks, uncertainties and assumptions, the future performance or events described in the
forward-looking statements in this presentation might not occur. Accordingly, you should not rely upon forward-
looking statements as a prediction of actual results and we do not assume any responsibility for the accuracy or
completeness of any of these forward-looking statements that may be made from time to time. We are under
no obligation (and expressly disclaim any such obligation) to update or revise any forward-looking statements,
whether as a result of new information, future developments or otherwise. The data contained herein is for
informational purposes only and is not represented to be error free.
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