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Dear Investor, 

It gives me great pleasure to share with you an update for the quarter ended 30th 

September 2019. We continue to live in very challenging and unpredictable times. Every 

country is witnessing rapid changes be it political, economic, social or technological. 

While we are in the middle of a global slow down these rapid changes are fast engulfing 

every aspect of our landscape. India is no exception to the global slowdown but for just 

one difference – India’s problems are more internal than external. We have our own 

selves to blame for the current slowdown being experienced in the Indian economy.  

What shocks and surprises everyone is that despite a stable political environment 

and a strong comeback by the BJP Government, our economy is witnessing one of its 

sharpest slowdowns in decades and there seems to be no respite. Every day there are 

scams of the past being unearthed and the banking and financial services landscape 

seems to be going through a massive challenge. The credit crisis began with the PSU banks 

and then shifted to the NBFC sector after which it has now caught up with the private 

banks too. There is no respite for most of the lenders as the contagion effect seems to be 

spilling over from one sector to another.  

The Union Budget for 2019-20 was one of the most disliked and unpopular 

budgets in recent history of liberalized India. The budget presented by Ms. Nirmala 

Sitharaman on 5th July 2019 set the cat amongst the pigeons and had every section of the 

economy wonder what the Government has done. The initial response to the last budget 

was very negative. There was a huge selling pressure from the Foreign Institutional 

Investors (FII’s) who were spooked by the budget wherein capital gains taxes had gone 

up for FII’s too. The FII’s who had invested US$ 11.33 Billion in the first six months of CY 

2019. In the quarter ended 30th September 2019, they sold equities worth US$ 3.09 

Billion. This selling amidst the negative sentiment did cause a lot of volatility in the 

markets.   
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While there was no new capital expenditure being incurred on the ground, there 

were a series of companies that were declaring bankruptcy causing huge job losses apart 

from no new job creation in the last few years. All these factors have now meant that an 

already slowing economy is seeing further erosion of consumer confidence and is not 

helping growth in urban India as well. The story for rural India is a bit different. Lack of 

formal banking channels and data for credit rating agencies has meant that NBFC’s and 

not banks are the primary drivers of credit in rural India. The non-availability of funds to 

small NBFC’s has hampered credit led consumption growth in several pockets. Rural 

India is experiencing its worst ever slow-down which now seems to be hitting essential 

items of daily consumption such as shampoos, biscuits, beverages, etc. These NBFC’s have 

not only played an important role in funding growth for rural India but also for urban and 

semi urban India. With lack of fresh funding for the NBFC’s the crisis for them is far from 

over. NBFC’s are an important driver for growth and will have to be addressed in case we 

would like to see the earlier growth rates to come back soon.    

Somewhere in August 2019, the Government was prudent enough to take 

cognizance of the situation prevailing in the Indian economy. The Government was 

witnessing sliding auto sales along with a slowing housing market and faltering 

businesses that were holding back the economy from recovering. While chasing 

unscrupulous businessmen and willful defaulters is good for the long-term health of our 

economy, it surely has its own challenges in the short-term as these businesses are a part 

of the economy and their closure is affecting the growth of the economy. With a 

worsening economic situation, the Governments focus has now shifted on how to restore 

confidence in the wealth creators of the country. In August, the Government has been 

making major announcements amending some of the budget proposals such as removing 

the extra surcharge on capital gains tax payable by the investors (Including the FPI’s), 

Front loading the proposed recapitalization of Rs. 70000 crores into the PSU banks, eased 

the FDI norms in coal, mining, digital media and retail and providing for higher 

depreciation on purchase of new commercial vehicles.  

Of course, the mother of all announcements came in September when the Finance 

Minister announced a sharp reduction in the maximum marginal effective tax rate for all 

corporates from ~35% to a little over 25%. With this move India’s effective corporate tax 

rate which was amongst the highest in the world is now aligned to its emerging market 

peers in Asia. To attract investments in manufacturing the Government has further 

reduced the corporate tax rate to a little over 17% for all new companies incorporated 

after 1st October 2019 whose manufacturing operations commence before 31st March 
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2023. This move is aimed to attract global companies to bring more FDI into India. The 

announcement of these tax cuts is estimated to cost the exchequer approximately Rs 

145000 crores and could result in a fiscal slippage of 0.70% of GDP. With such bold 

measures, the Government has surely demonstrated its intent to take strong measures to 

revive the Indian economy. While the corporate tax cuts provide some relief to high tax 

paying companies, it will not provide any immediate relief to companies that are already 

paying tax at a rate lower than 25% due to their availing certain tax concessions or their 

being taxed at the MAT rate. This measure will surely help boost profitability of the 

corporate sector in the long-term.   

Meanwhile, The Reserve Bank of India (RBI) cut its repo rates by 35 bps in August 

2019. With this the total rate cuts from February to September 2019 now stand at 1.1%. 

On 4th September 2019, The Reserve Bank of India (RBI) came out with a circular, making 

it mandatory for banks to link all retail floating rate loans to external benchmarks. This 

implies that any interest rate cuts announced by the RBI in the future would have to be 

incrementally transmitted to the borrowers. For the last 110 bp rate cuts which were 

announced by the RBI over the last nine months, our analysis suggests that only 30 bps 

of this have been passed on the borrowers. This has led to the peak rate of Marginal Cost 

of Fund based Lending Rate (MCLR) coming down by 30 bps during the same period. With 

the current repo rate being 5.4%, and real interest rates ~2.4% we believe the RBI still 

has room for another 40-65 bp of rate cuts in the months ahead. Thus, the RBI interest 

rate linkage circular could go a long way in reviving the capex cycle through transmission 

of the lower interest rates in the future. We believe the Government and the RBI will have 

to work much harder to bring some concrete solutions to revive credit growth in the 

economy.   

The last quarter the Nifty 50 Index (largely tracked benchmark index) went down 

by 2.7%. During the same period the Nifty 500 Index (larger broad-based index) went 

down by 3.3%. While this drop seems very low the disparity lies within stocks where the 

polarization has further increased. The large cap over owned stocks have seen greater 

inflows with all time high valuations further stretching themselves to new highs. The 

under owned mid and small cap stocks have seen a further derating with any bout of 

selling taking them to new lows. The markets have become even more defensive with all 

indices, except for the FMCG, being negative during this period.      

During the last quarter the crude oil prices remained soft and were down by over 

27% YoY. India is in a very comfortably placed if crude oil prices remain in a range of US$ 
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50 to US$ 60 per barrel. Global studies indicate that the long-term prices of crude oil could 

go much lower with the lack of incremental demand as well as demand destruction due 

to structural changes into the future. The CRB Commodity Index has been down by 

10.89% over the last 12 months indicating very soft commodity prices. This is a favorable 

trend for the corporate sector and will help cut costs and boost corporate profitability in 

times of weak demand. We believe that India is one of the biggest beneficiaries of such a 

downturn in commodity prices and it will surely help its corporate profit growth. 

The big factor that was causing the market to go down was the lack of earnings 

growth which we believe have now been reversed with a big bounty of tax cuts by the 

Government. With better earnings growth for the markets in general and our portfolio, 

we believe the equity markets have bottomed out and would be range bound for the next 

few months. With such bold announcements, the Government has signaled its intent to 

revive the economy and bring back the animal spirits of the wealth creators within our 

country. These bold pro-business measures by the Government have restored some of 

the confidence and goodwill that the business community had lost in the Government. 

The Union Budget 2020 is just 4 months away and we are expecting the Government to 

announce some more bold measures to revive the Indian economy. The market 

sentiments have changed from a sell on rise market to a buy on dips market. We now 

remain optimistic about the medium to long term growth outlook for the country, 

markets and our fund. 

The markets are still very polarized with large cap and select growth stocks being 

the only performers. We believe the small and mid-cap stocks are now quoting at over 2 

standard deviations lower than its historical average. The small and mid-cap stocks have 

witnessed a massive de-rating and it is an opportunity Some of the small and mid-cap 

stocks are at historical lows with very compelling valuations and are offering very good 

value to investors. While the Nifty 50 has corrected marginally from its highs, the broader 

market continues to reel under tremendous pressure. The broader market will take some 

more time to recover and will surely give patient investors huge returns from the current 

valuations. The margin of safety is very high across several small and mid-cap stocks and 

there is more upside than downside from hereon.         

The headwinds of the past are now behind us and we can clearly visualize some 

strong tailwinds that will help the economy going forward. Inflation is below 4% and 

interest rates have come down by 110 bps in the last one year. Commodity prices are 

trending downwards with crude oil prices having declined very sharply. The Current 
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Account Deficit (CAD) is not worrisome. The Government has cut corporate tax rates to 

levels which make India competitive with its global peers. The Government is 

incentivizing new projects to attract global firms to set up manufacturing units in India. 

We believe that the worst in terms of the economic downturn may be behind us and at 

best there could be another 2-3 more quarters of pain that may be already discounted by 

the markets. We believe that the best is still to come with 2020-21 being a better year 

that 2019-20 and 2021-22 being a year of strong growth for the Indian economy. 

We continue to position your portfolio to benefit from deep value that the markets 

are offering today. We remain confident that the Indian economy will be resilient to some 

of these challenges and will continue to grow in the long-term. Your portfolio is well 

positioned to capitalize on the next phase of growth and should deliver superior 

sustainable returns over the next 3-5 years. My team and I, continue to focus on a bottom-

up approach for stock selection with well researched and deep conviction ideas. We 

continue to ensure that any new addition to your portfolio complies with our approach 

of investing in high quality businesses that are structurally well positioned and are led by 

able management teams with strong execution capabilities to deliver superior returns on 

a sustainable basis. We are convinced that the Indian market will continue offering many 

good opportunities that will be highly rewarding.  

I have attached a detailed portfolio summary and performance for the period 

ended on 30th September 2019. In case you require any further information on your 

portfolio our team will be available to attend to the same. 

 

 

 

Warm Regards, 

Jiten Doshi 

Co-Founder & CIO 
 

 

 

 

 

 

 

Disclaimer: 

The views expressed by Mr. Jiten Doshi, Co-Founder & Chief Investment Officer of Enam Asset Management Company Private Limited, 

constitute the author’s views as of this date.  The views are based on internal data, publicly available information and other sources believed 

to be reliable. This is a generic update on Indian Market and it should not be construed as investment advise to any party. The statement 

contained herein may include statements of future expectation and other forward looking statements that are based on the authors views and 

assumptions and involve known and unknown risks and uncertainties that could cause actual results performance or events to differ materially 

from those expressed or implied in such statements. Neither Enam Asset Management Company Private Limited nor any person connected 

with it accepts any liability arising from the use of this information or in respect of anything done in reliance of the contents of this information. 

The recipient(s) of this material should exercise due caution and/or seek independent professional advice before acting on any information, 

statement or opinion which is expressed herein and shall be fully responsible for the decisions taken. 


