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Atthe outset,we wishyouall avery Happy,Healthy,and Successfu2018

EQUITY OUTLOOK

2017wasa stellaryearfor equity marketswith DollarS&PBSE500risingby 44.72% Themarketshaverisen
stupendouslysincethe demonetizationlows and to usea muchclichédterm WY I NdlirfBbédthe wall of
& 2 NNHo#evel this wasa globalphenomenorwith 2017 witnessingone of the smoothestbull markets
acrosghe globeaccompaniedy recordlow volatility.

Thishasput a spotlighton how expensivehe marketsare. However,if we were to look at a 3 year period,
in USDterms, the absolutereturn was 39.5% translatingto a moderate CAGRof 13.15% For the Nifty,
respectivereturnswere evenlower at 29.5%and CAGRf 9.6%duringthe sameperiod.
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Aswe canseefrom the chart above,returns, in periodssubsequento the yearswhere most of
the returnswere driven by multiplesexpansionhavebeenmuted. Thetable explainsthe samein

detail.
Year of Multiple | Absolute Subsequent period Absolute Return CAGR in
expansion Return % Return % | subsequent period %
1999 67 20002002 -13.5 -5.2
2007 55 2008 -51.3 -50.3
2009 76 20102011 -10.7 -4.2
2014 31 20152016 -4.1 -2.8
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EQUITY OUTLOOK

Indian marketshave beentrading at a one year forward P/Emultiple of around 18 for more than 3
yearsnow indicatingthat marketshavebeenwaitingfor earningsgrowthrecovery
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Hencethe strongreturnsof C\2017were not entirely a resultof P/Eexpansion12%returnsof the total
2% return on Nifty in 2017 canbe explainedby multiplesexpansiorwhile the remainingl7%return is
actuallydue to earningsgrowth). Hence the biggestdriver for returnsfrom here on will be determined
by earningsgrowth. Consideringhat the economyand corporate are recoveringfrom the effects of
demonetizatiorand GSTthis couldwell be the casein secondhalf of FY2018and FY2019-20.

While the overall markets are not expensive if earnings growth follows through, what is of concern is the
unsustainable premium of small and midcap stocks relative to large caps.
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Aswe enter 2018 we are entering a phaseof shift from supportivemacroto supportivemicro and
from P/Emultiples expansionphaseto an earningsgrowth phasefor the market Risinginflation and
risingglobalyieldscoupledwith severaldomesticstate electionscoulddrive volatility higher. However,
the most critical factor to drive the market would be future earningsgrowth and the rest would be
simplynoise

In the last 3 years, central governmentwas focusedmore on bringingthe fiscal deficit and inflation
under control and carrying out severalstructural reforms This adverselyaffected sectionsof the
population,especiallythe rural areasandthe unorganizecbusinessegmentwhichwasreflectedin the
lower than expectedmargin of victory in the Gujarat state electionsfor the BJP Hence,there is
expectationthat the upcomingbudget would be focusedon agricultureand rural activities Thereis
fear amongstthe market participants that the governmentwould turn populist before the 2019
electionsreflectedin higherdeficitswhichhascausedoondyieldsto spikeby 100bpsin last6 months

Earningggrowth remainedsubduedfor last 4 yearsdue to a host of reasonssuchas highly leveraged
corporatebalancesheets low capacityutilization, low private capex and structuralreformswhich hurt

the casheconomyandthe unorganizedsegment A combinationof thesefactorsdelayedthe inevitable
cyclicalrecovery Governmentwill be mindful of the impendingelectionsand the insightsgainedfrom

the recentelectionresults Thisis alreadypartly reflectedin the form of front loadedcapexfor FY2018
and increasedincentivesfor the rural areassuchas increasedMSPprices, more allocation towards
variousrural schemesroad construction,affordablehousing.etc. Thesenitiativesare expectedto lead
the recoveryand potentially have a cascadingeffect acrossother sectors Thus,earningsgrowth is

expectedto pick up especiallydriven by revivalin rural consumptionand more by structural benefits
from GSTreformspostF2019

Hiren Ved

Chief Investment Officer
Alchemy Capital Management Pvt. Ltd
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DISCLAIMER

General Risk factors

All investment products attract variouskinds of risks Pleaseread the relevant DisclosureDocument/ Investment Agreement
carefullybeforeinvesting

General Disclaimers

Theinformation and opinionscontainedin this report/ presentationhavebeenobtainedfrom sourcesbelievedto bereliable,but
no representationor warranty,expressor implied,is madethat suchinformationis accurateor complete

Informationand opinionscontainedin the report/ presentationare disseminatedor the information of authorizedrecipientsonly,
andare not to berelied upon asadvisoryor authoritative or takenin substitutionfor the exerciseof due diligenceandjudgement
by anyrecipient

Theinformation and opinionsare not, and shouldnot be construedas,an offer or solicitationto buy or sellany securitiesor make
anyinvestments

Nothingcontainedherein,includingpastperformance shallconstituteanyrepresentationor warrantyasto future performance

Theservicesrelated to Mutual funds, Insurance RealEstate, Art, Commodityetc. may merely be areferral / advisoryservicesn
nature. Suchthird party investmentproductsor servicesdo attract the generaland specificrisk factorsuniqueto thoserespective
productsor serviceswhichwould be mentionedby the manufacturesof those productsin the respectiveproductdocumentation
The prospectiveinvestorsin suchthird party productsare advisedto read and understandthose risk factors & disclaimers,in
addition to what hasbeen stated herein. AlichemyCapitalManagementPvt Ltd,, its Groupor affiliates havenot verified and do
not take any responsibilityfor any statements,numbersor claimsmade, omitted to be made or implied in any documentation,
presentationsetc. whichhavebeencreatedby the manufacturersof suchthird party productsor services

Theclient is solely responsiblefor consultinghis/her/its own independentadvisorsasto the legal, tax, accountingand related
mattersconcerningnvestmentsand nothingin this documentor in anycommunicationshallconstitutessuchadvice

Theclientis expectedto understandthe risk factorsassociatedvith investment& act on the information solelyon his/her/its own
risk. Asa condition for providing this information, the client agreesthat AlchemyCapitalManagementPvt Ltd., its Group or
affiliatesmakesno representationand shallhaveno liability in anyway arisingto them or any other entity for anylossor damage,
director indirect, arisingfrom the useof this information.

Thisdocumentandits contentsare proprietary information of AlchemyCapitalManagementPvt Ltd and maynot be reproduced
or otherwisedisseminatedn whole or in part without the written consent

Edited by: Sachin Pawar (Ph: +2P-66171742)
Alchemy Capital Management Pvt. Ltd4,BAmerchand Mansion, 16 Madame Cama Road, Mumbai 400 001. PA2-+91
66171700
CINU67120MH1999PTC119811, Email ID: contactus@alchemycapital.com 3



