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ECONOMY VERSUS MARKETS

THE CONUNDRUM CONTINUES

While we have permabulls like the
economist Ed Yardeni, and our
very own Rakesh Jhunjhunwala, we
are also coming across interesting
perspectives on the fundamental
transformations taking place in the
economy.

August has been another good month for the markets. Dow
has turned positive for the year on 28th Aug, S&P 500 is now
up more than 8% for the year. Nasdaq, well, is leading the rally.
The pace at which we are going, Nifty 50 might be in positive
territory, for the calendar year, in September. Incidentally, Nifty
Midcap is already there.

One can’t help but wonder- has Covid created the Goldilocks situation for new creativity and unprecedented
tech-led productivity for the economy to leap-frog into the next orbit?

The Global Economy on the other hand is in negative territory,
with the Indian economy expected to contract for the full year.

We live in interesting, though not unprecedented, times. The Roaring
1920s could be a precedent for the Roaring 2020s. The 1920s ended
with a stock-market melt-up followed by a meltdown. The 2020s
may already be seeing a melt-up, which began on March 23.

- Ed Yardeni

What explains the divergence between the Economy and the Markets? Are markets reacting to expected
performance by select companies or is the liquidity pushing them higher?
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Or, is there something more to it? 



The global economic meltdown is expected to last a
while, but this crisis may hopefully be an agent for
revamping the economic world order. It may well
present the platform for most countries to adopt
structural reforms that are favorable in the longer run.

Written off mostly as a disaster thanks to widespread
unemployment and the stock market crash, what gets
rarely mentioned is this- the 1930s was one of the most
productive and technologically progressive decades in
history. People found new ways to solve problems and
discovered more efficient ways of producing things. No
wonder the rest of the 20th century was so prosperous.

Morgan Housel’s case in point- The 1930s.

In the 1930s, the total factor productivity, i.e., the economic output relative to the number of hours people
worked and the amount of money people invested in the economy, hit levels that had never been seen before.

Total factor Productivity Growth

Will the Covid crisis be the lightning that sparks the cauldron
of AI, Computing, Robotics and many other wonders?

A broader point that applies to everyone is that the
biggest innovations rarely occur when everyone’s happy
and safe, or when the future looks bright. They happen
when people are a little panicked, worried, and when the
consequences of not acting quickly are too painful to bear.

That’s when the magic happens.

-Morgan Housel, When the Magic Happens
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India rolled out its US$266-billion stimulus
package in five phases to provide economic relief
to industries affected by the pandemic. Some
prolific measures for coal mining, mineral mining,
power distribution, atomic energy, defence, civil
aviation, space and social infrastructure sectors
were aimed not only at accelerating business,
employment and overall growth, but also
increasing economic competitiveness. An
interesting report by Reed Smith points out how
the Indian government’s privatization trend,
accelerated by Covid, is more a part of the bigger
picture.

As the announced reforms come into practical play, many Indian companies will experience periods of 
substantial business revitalization. For overseas companies and investors in particular, these reforms 

represent a significant opportunity to participate in the restarting of India’s economy.
-Reed Smith Report: Fundamental Reforms in 8 Key Business Sectors

As of July 2020, most G20 member countries had
announced fiscal stimulus packages to help soften the
damaging effects of the pandemic. Out of all G20
countries, Japan had rolled out the largest fiscal
stimulus package amounting to about 21.1 percent of
its gross domestic product (GDP). Euro nations came
together with a massive 750-billion-euro package to
fight the Covid crisis.

REFORMS



At this juncture, it may be worthwhile to reflect on some
relevant points outlined in a McKinsey report which looks at
the longer-term trends that will impact India’s economy over
the next decade and beyond. The report presents an insightful
road map that could be a turning point for restoring India’s
economy and sending it into a high-growth trajectory. It also
presents stark consequences of the failure to restore high
growth, which could send India into a decade of stagnation
and rising joblessness.

A reform agenda can be implemented in the next 12 to 18
months to pave the way for economic growth in the coming
decade. With the right measures now, India can raise
productivity and incomes for workers, small, midsize, and
large firms, keeping India in the ranks of the world's
outperforming emerging economies.

With 90 million more workers in search of nonfarm jobs by
2030, India needs to act decisively to resume its high-growth
path. Post COVID-19, annual GDP growth of 8.0 to 8.5
percent will be required with continued strong productivity
growth and faster employment growth than in the past to
create the 12 million gainful nonfarm jobs annually that are
needed.

In the high-growth path, the manufacturing and construction
sectors can accelerate the most. Labour and knowledge
intensive services sectors also need to maintain their past
strong growth momentum.

Financial-sector reforms and streamlining fiscal resources
can deliver $2.4 trillion in investment and boosting
entrepreneurship by lowering the cost of capital for
enterprises by about 3.5 percentage points.

While the central government’s pro-growth agenda is critical,
roughly 60 percent of the reforms can be led by the states,
and all require active participation by the business sector.

THE ROAD AHEAD – GROWTH OR STAGNATION?

The contracted GDP, albeit expected, is a motif that
underlines India’s critical challenge - restoring GDP growth
and the measures to do so. Every single reform and policy
implemented over the coming year can either be a make or
break for the country.

Three growth-booster themes that 
have the potential to create $2.5 

trillion of economic value and high-
wage pathways for workers: 

▪ Global hubs that serve India and the
world, such as manufacturing and
agricultural exports and digital
services.

▪ Efficiency engines to boost
competitiveness, including next-gen
financial products and high-
efficiency logistics and power.

▪ New ways of living and working,
including the sharing economy and
modern retail.

Reforms in the following areas can 
raise productivity and 

competitiveness: 

▪ Agriculture

▪ Real Estate

▪ Manufacturing

▪ Healthcare

▪ Retail

- McKinsey Report: India’s Turning Point

Presenting some excerpts of the report’s key findings:



MARKET MOMENTUM AND (OVER)VALUATIONS

In India, RBI’s accommodative stance, restructuring of
corporate and MSME loans, liquidity infusions, and finally,
FII inflows, have provided respite to markets. IT firms
managed the transition to remote operations in a
commendable manner. BFSI, Telecom and CPG may
recover faster than Energy, Manufacturing, Aerospace
and Automotive sectors. Technology, Healthcare and Life
Sciences have been resilient.

The Highest P/E Ratio in 18 years
The price/earnings ratio on the S&P 500, measured against the past 12 months of earnings, stands at 
25.26, according to FactSet. That is the highest level since 2002. The forward P/E, measured against 

earnings expectations for the next year, is at 25.98—a mark last hit in September 2000.
Paul Vigna – The Wall Street Journal

Even as this momentum continues, it must be noted that valuations change. In a Bloomberg report, True
Beacon, a top-performing Indian hedge fund, has been quoted saying that it has trimmed bullish bets as the
markets have run ahead of fundamentals. As per Reuters polls of market experts, Global stock markets are
expected to close the year below their pre-pandemic highs but will keep the bull run alive for at least another
six months across much of the world. Portfolio strategists at BlackRock note that structural trends such as
rising inequality, deglobalization, policy revolution and sustainability are relevant factors that cannot be
overlooked.

India’s overall equity market value has increased 
by nearly $770 billion from the March low, 

according to data compiled by Bloomberg. This 
hasn’t been all due to local individuals — India 

is one of the few Asian markets where 
foreigners are net buyers in 2020 .

- The Print

The US markets saw Nasdaq closing at a record high as
August ended. This has apparently been the best August that
the street had seen in decades, with S&P 500 closing at a
record high on 28th Aug and Dow entering positive territory
for the year.

Almost all sectors in the US witnessed sharp gains, 
with tech stocks, largely unaffected by the crisis, 
dominating the rally. 

Forecasts from Refinitiv I/B/E/S data show that analysts expect a 20% decline in earnings for S&P
500 companies for 2020, with the second quarter still seen as the low point for this year.

After all, the pandemic is not just giving us the chance to rethink how we work and live but is also paving the
way for us to rethink about the operative structures of the economy and the world at large.
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Change in the U.S. stock market indices in Aug 2020



OUR VIEW

12-month forward Nifty P/E (x)

As per various market analysts, India’s m-cap to GDP ratio is near its historical averages, suggesting that
Indian stocks beyond the top 10 are fairly valued. As regards P/E, research has shown that it is dangerous to
stay invested in an expensive market, i.e., when Nifty P/E is near or above 22.

At this juncture, we are planning to book some profits on the Model Portfolios and go tactically underweight
on equities. Across our Model Portfolios, we are reducing the weightage on equities as given below. We are
also adding Overseas Funds and Gold to our Model Portfolios.
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The following charts give us the details of valuation from two
perspectives –Market Cap to GDP and Trailing PE. Trailing PE
could be artificially high at this point due to the unusually bad
Q1. Forward PE ratios are in the range of 21 to 22 – depending
on the estimates. The Market Cap to GDP, however, does show
that there is a little more elbow room for markets to go up.

India’s Market Cap to GDP Ratio

Given below is the updated Strategic Asset Allocation and the Strategic Asset Allocation with 
Tactical Overlay for our model portfolios:

Refer Glossary at the end of the report for description of  ‘Artist’, ‘Statesman’, ‘Entrepreneur’

Chart Courtesy: Motilal



SHORT-TERM, HIGH QUALITY DEBT ASSET CLASS

INVOICE DISCOUNTING

As your financial advisors, we are constantly scanning the
ecosystem for innovative investment opportunities. One
such opportunity is Invoice Discounting.

Invoice financing is a niche product that carries minimal
undue risk while generating superior return on investments.
SMEs usually wait for 30-75 days to receive money against
confirmed invoices from large A rated Corporates. With
Invoice Financing, SMEs can resume the regular flow of
work, recover the cash flow and clear dues and reinvest the
capital in scaling their venture.

Here is a promising opportunity to invest in one of India’s
most sophisticated leading trade credit platforms.
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✓ High quality, short-term debt asset class yielding 13-14% 

✓ Confirmed invoices

✓ Thorough credit assessment of the supplier

✓ Fast growing lending platform with zero defaults

✓ Sophisticated platform with trade finance credit algorithm

✓ Healthy portfolio diversification 



DISCLAIMER:
The information contained in this document is compiled from third party and publicly available sources and is included for general information purposes only. Views expressed
here cannot be construed to be a decision to invest. The statements contained herein are based on current views and involve known and unknown risks and uncertainties.
Atomprive Financial Services Pvt Ltd shall have no responsibility/liability whatsoever for the accuracy or any use or reliance thereof of such information. Its Directors or
employees accept no liability for any loss or damage of any kind resulting out of the use of this document. The recipient(s) before acting on any information herein should make
his/her/their own investigation and seek appropriate professional advice and shall alone be fully responsible / liable for any decision taken based on information contained
herein. Any reliance on the accuracy or use of such information shall be done only after consultation to the financial consultant to understand the specific legal, tax or financial
implications.

605, 5th Floor, Prestige Atrium, #1, Central Street, Bangalore – 560001

20-06, 2nd Floor, Blue Bay Towers, Marasi Drive, Business Bay, Dubai, U.A.E. 

contact@atomprive.com

104, 2nd Main, V. V. Puram, Mysore – 570002
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The Wall Street Journal; The Print; Reed Smith; Motilal; Statista

We salute the millions of unsung heroes who are fighting our war during the Covid crisis. 
The least we can do is to slow down the spread – wear the mask, maintain social distance 

and adopt a healthy lifestyle. Step out only if it is essential. 

GLOSSARY:

Investment Personas – The Artist, The Statesman, The Entrepreneur

The Artist: Money is freedom for you. You like to have peace of mind, with minimum volatility in your investments, and typically prefer to maintain a
hands-off approach in managing your investments.
The Statesman: You have a balanced approach to your investments. While a part of you prefers a fair degree of stability, you are also moderately
open to exploring new ideas and opportunities under professional guidance.
The Entrepreneur: Your investment approach is a high-growth-oriented one, and you are aware of the risks associated with your investments. You
like to have a hands-on approach in managing your investments.
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