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2022 likely to be a decent year; trendline
doesn’t point to big correction: Devina Mehra

Synopsis
“Big market crash happens when one is very far above the trendline; We are still not at the trendline, let alone be very, very
high.”

awneson ONE Nas to l0ok at export or import substitution sectors, particularly in line
with the PLI scheme. There will be some pockets in chemicals, capital
goods, auto and auto components. We do not likethe two-wheelers for
instance but there will be some pockets in the auto sector and one has to be
choosy now," says Devina Mehra, Chairperson & MD, First Global.

It has been a good year and seems it is about to become a grand year with the rally that we have seen
in the last couple of days both locally and globally. What is in-store for 20227

Yes it has been a pretty decent year. The last | saw the Nifty was up some 22% and NSE 500 was
up 28%; of course, we are up 52% for the year and so that has certainly been a great year for us. But
going forward it looks like a pretty decent year ahead even in terms of the headline numbers, subject
to the news on virus.

As | have said before, normally the apprehension is whether there will be a big crash and normally
the track record of any market usually is that the big crash happens when one is very far above the
trendline. We have had pretty decent two years. But if one goes back further, 2019 was not great,
2018 was actually a down year and even if one looks at the 10-year period from 2010 to 2020, we
were compounding only at about 8.5% which was the fixed deposit rate at that point. So there was
that room. We were very much below the trendline. We are still not at the trendline, let alone be
very, very high. So the big risk is not there as far as the headline numbers for the market are
concerned.

There are risks elsewhere, which is more to do with the macroeconomic front. There are some
currency and inflation risks for India and in different ways, globally. At least, on the inflation front
for the first time, the developed markets have had to look at inflation. Otherwise, inflation was a
background number for them.

Of course, that is not the case for the emerging markets, or for India. Inflation comes into focus very
often but where we are today, | would keep my eyes on the macro numbers and, of course, within
India, sectorally itself, let alone in terms of stocks, there is a lot of dispersion. The FMCG index is
up 8% for the year. Nifty Bank is about 11% or so up whereas a bunch of sectors like IT, metals,
capital goods and some other commaodities and materials are up 50-60% or even higher. | am talking
about just the sectoral indices. In 2022, it will depend on where one is in terms of sectors and
companies.

So where should one be according to you? Also, if I have to take the trendline theory forward, I am
sure for IT and metals, the trendline has to normalise towards downside rather than on the upside?

In the middle of 2020, we made a call on IT at a time when FMCG stocks were greatly in favour. It
is not just the trendline; one has to look at many things. There my call was that there was this sector
— IT — which has pretty decent return ratios like FMCG, although not quite so high, and that is
predictable in a very uncertain world, gives you a currency hedge and yet the valuations were a
fraction of what FMCGs were trading at. That was a re-rating story.
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In terms of macroeconomic variables, from the government side or from a central bank or any
policymaker side, one would like to have high growth, low unemployment, low inflation, low
interest rates and a strong currency. These are the objectives but it is not possible to pursue all those
objectives at the same time. It is like trying to stuff five things into a box which can contain only
three things and when you stuff in everything, something pops out from the other end.

So what is happening now is that the RBI has decided to focus on growth because economic growth,
especially below the top tier is still hurting. Even in terms of the citizens, in terms of whether they
have jobs and what their incomes are, the situation below the upper tier is not so good. The wholesale
price index is at a high of about 20 years and yet we have decided to hold on to the interest rates. It
has not yet shown up in the consumer price index but that happens with a lag. So we have decided
to hold on to the interest rates and people sitting in India think that we are holding on to the interest
and the whole world has also not raised interest rates because for us the only two markets we look
at are India and the US.

Neither the Fed nor India has raised rates yet. But if one widens the horizon and looks at all emerging
markets or the rest of the developing world, central banks have raised interest rates not just once but
twice, thrice, even five and six times. From Brazil to Russia, we have seen rate hikes everywhere.
India actually is an outlier in the emerging market pack as we haven’t raised interest rates despite
high inflation. That is likely to cause a strain on the currency.

The third factor is that if we look at the long-term chart of the rupee against the dollar. Either the
Rupee depreciates slowly — 2% to 3% every year — or has periods when for years, it is in a band and
then there is a sudden step down when rupee depreciates. We have been in the 73 to 75-75.5 band
for a long time. All these things point to a possible strain on the currency, | mean all things are only
in terms of probability but I would say that this is a year where | would expect rupee depreciation.

Therefore it is a good place to be in an export oriented or an import substitution kind of a sector. So
we continue to like IT as a sector for now.

As | said, I never make a one-year projection but while metals and for that matter, power and energy
were great through the year and we have ridden that, the story had started to taper off a little while
ago. Right now I would say they are like more market performer kinds of sectors rather than being
very great. IT continues to be good. Selectively, one has to look at export or import substitution
sectors, particularly in line with the PLI scheme. There will be some pockets in chemicals, capital
goods, auto and auto components. We do not like the two-wheelers for instance but there will be
some pockets in the auto sector and one has to be choosy now.

You have always advised against putting all your eggs in one basket and mentioned that limiting
investments to only one country is extremely risky. First Global is a global investor. Besides India
on a relative basis. What are the other markets that are looking attractive at this juncture to you?

I would like to put that caveat before I go into this that this changes and so it is not a one-year view.
As of today, the US, particularly some of the tech pockets, still look relatively better than the rest of
the world and part of it is to do with currency also. We have an eye on China, where we cut back
exposure very sharply around February-March. Now, we think that is one market where there may
be changes but of course this year one has to watch the macro variables which are difficult to predict.
For the central banks like the Fed or the ECB, inflation is a factor. So what do they do? Inflation is
not just a single number. There is inflation, inflation expectations, central banks’ view on inflation.
It is like a nested loop and as of now, the most likely outcome appears to be probably two or three
hikes by the Fed through the year and maybe towards the end of the year. Markets are also pricing
in that they might have to backtrack because the impact on growth and markets would be negative.

We have to see how it plays out and there are many uncertainties. If one looks at inflation in Europe,
the power and energy inflation is off the charts. Some of the power costs in certain countries are up



four, five times for industries. So certain industries have become unviable; aluminium for instance
has a power cost which is now more than the selling price of aluminium. That again will have a
second order effect on metal prices. This has been quite a news driven market for two years and that
may continue with this additional variable of what the policymakers do in any of these markets. But
these are the couple of markets that are looking interesting now.

Though the dot plot has given us many indications on when the rate hike is going to be and how
many at that, will the market not meet it with a knee jerk reaction because markets typically do not
like money getting expensive?

Yes, that has been the reason why the Fed has been continuing with the loose money policy for a
very long time and the rate hikes have still not come, particularly with the earlier idea that what
happened the last time around in terms of the taper tantrum and all that. But as | said, for the first
time, inflation is becoming a factor.

As central banks, the thing is, for a time inflation was classified as temporary and only because of
supply constraints and if | was a policymaker, the difficult part would be that at least part of the
inflation is from the supply side — whether it is the bottlenecks in shipping and ports, or it is because
of certain climate events in Brazil which have increased agri commodities prices. So it is not all
demand driven inflation though in the West there is a component of demand driven inflation also,
given all the government support that had gone to the citizens.

So it is a difficult situation because if one goes by macroeconomic theory and the central banks let
inflation run for whatever reason, the inflation expectations go up and that becomes a self fulfilling
prophecy and the worst case kind of outcome is stagflation. That is not my high probability outcome
at all but I am saying that those are other things that the central banks would have to manage. The
expectation even as of today is that after the hikes, they might need to backtrack so we will have to
see how the story unfolds.

You may churn the portfolios you manage from one sector to another sector but the message is the
allocation towards equity as an asset class is not going to change significantly for 20227

Not as of today and part of the reason is that the uncertainty on fixed income is probably even higher.
That is the reason we might look at some other smaller asset classes but fixed income as an asset
class is facing a great deal of uncertainty. In fact, through 2021, | found that in our global fixed
income portfolios, we had to manage it far more actively than we had to manage the equity side. Of
course, we have done extremely well for the year.

That aside, on the fixed income side, as a strategy we had to relook at it every month, month and a
half and make many changes along the way. As we sit today, all the uncertainties we are talking
about are magnified for fixed income because when you are talking of macro, the policy impact on
fixed income is even more direct than what it is for equities.



