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SURVIVAL FIRST, REVIVAL NEXT

With the world undergoing a fundamentally disruptive
change, the economy and businesses cannot be far behind.
To grab the challenge by the horns, we need to foresee the
possible trajectory that businesses are likely to take. How
are they responding? Will there be a demarked difference
in sectoral behavior?

THE SHAPE OF COVID-INDUCED RECESSION AND RECOVERY

We’ve been reading a lot lately about the different shapes of recession and recovery, the most
common among them being V, U, W and L. These terms are loosely derived from the approximate
shapes made by the economic data in the graphs during periods of recession. They are also used to
describe what the subsequent recovery may look like.

Industry sectors have been pushed to a point of inflection. Most
organizations are experiencing several roadblocks to gather momentum.
Many are expected to recover well, and shift gears into the growth
trajectory. It is also possible that other sectors may struggle to see a
recovery. The importance of a well laid-out strategy that aids both survival
and revival is more pronounced than ever.

The term ‘K-shaped Recovery’ is quite unfamiliar to us. It’s not often that we see disruptions causing
extraordinary structural changes in the economy leading to the disparity in the recovery among
sectors. This term is used when the different parts of the economy that are charted together
resemble the diverging arms in the letter ‘K’.

Such a divergence reveals the contrasting paths of recovery. Some sectors may fail. Some others may
fly.

The Covid-induced recession
is seeing this K-Shaped
divergence. The upward line
in the ‘K’ represents the
resilient sectors, while the
downward line represents
sectors that are grappling.
We may well see some
economies reveling in a
booming recovery, while
some others may struggle or
even vanish into the oblivion.

K-shaped Recovery
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With the escalating cases continuing to make headlines, the
recovery may be more muted.

A K-shaped Recovery can reflect creative destruction (as
described by economist Josef Schumpeter) in an
economy – when the old technologies and industries are
replaced by the new ones over a course of recession.

INDUSTRIAL MUTATION

Businesses world over are struggling to not just sustain but also plan for recovery strategies to get
back to their pre-pandemic operational and profitable levels. However, the broad outlook for recovery
is subdued or muted. The most likely pace of recovery world over would be gradual and quite
restrained too. Unless we switch to the optimistic outlook of the virus being effectively contained
soon.

Josef Schumpeter coins the term ‘industrial mutation’ to describe
the constant revolutionizing of the economic structure from within.
Whether we view it as a bane or a boon, capitalism is susceptible to
change, especially creative disruption. There is a relentless process
of the old structure being destroyed and a new order being created.

And more often than not, it takes a black swan event, such as this pandemic, to see such mutations.
The unpredictable, high-intensity impactful nature of these events catches most of us off-guard. It
changes the economic order and the societal order too, in ways that we would never imagine.

LIKELY ECONOMIC SCENARIOS

A McKinsey report highlights the challenges that most sectors
will face in their road to recovery. The report outlines that the
time needed for recovery will be a function of the success of
public health measures and economic policies in the backdrop of
two likely scenarios - one where the virus is contained
effectively, and the other, where the recovery will be more
restrained and muted in nature owing to the challenges
encountered in overcoming the virus.

As per IMF forecasts in June,
we may see the biggest
contraction in the world output
since the second world war. The
2021 global growth is projected
at 5.4%, leaving the GDP about
6½ percentage points lower
than in the pre-COVID-19
projections of January 2020.

-World Economic Outlook, IMF

The impact of Covid on various business sectors will not be symmetric.
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Virus Contained Scenario vs Muted Recovery Scenario

In a virus contained scenario, countries may experience
sharp declines, but with effective virus containment and
mitigation of economic damage with government
intervention, a recovery is expected by the end of 2020
followed by a strong rebound thereafter.

In a muted recovery scenario, where it is difficult to
mitigate the economic damage due to difficulties in
controlling the virus, the economy could potentially face
an unparalleled contraction and lead to a fairly muted pace
of recovery even after the virus is contained.

As per a McKinsey survey on the

pace of recovery in the muted

recovery scenario, it could take more

than five years for the most

affected sectors to return to 2019-

level contributions to GDP.

Virus Contained Scenario Muted Recovery Scenario
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Data as of June 15, 2020. 
Data excludes public administration. 

Estimated time to recover to pre-Covid sector GDP in a muted recovery scenario



An interesting study in the magazine ‘Psychology Today’ states that it takes
an average of 66 days for a behaviour to become automatic. If some
credibility were to be lent to that observation, it spells well for businesses
who have managed to restructure their working models, while those that
failed to do so, for various reasons, may be left scathed.

FLY OR FAIL?

Regardless of the disparity in the recession-led impact
across sectors and industries, businesses have to deal
with a common challenge- how will they strategize to
tackle the immediate impact and the long-term outlook
with their tactical policies?
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Several sectors are threatened by Covid-19



DYNAMICS OF THE DIVERGENT ‘K’



Notwithstanding some logistic challenges, E-commerce
companies are soaring high with a phenomenal growth
in transaction orders and total value of merchandise.
The sector has been witnessing quite a boom with
changing behavioural habits- largely skewed towards
online shopping. This has naturally led to a boom in the
logistics sector as well.

Let’s look at how various sectors may emerge as the
divergent ‘K’ charts itself into the recovery mode.

THE BUOYANT PLAYERS

The Fitness Industry can be viewed as a
by-product of the healthcare sector as
people have begun to reprioritize their
health goals, giving more importance to
fitness than ever before. However, while
gyms and health clubs are reeling under the
social distancing shock effect, fitness apps,
virtual trainers and the overall likes of all
things that enable virtual fitness are
rejoicing. The trend is likely to continue.

The Healthcare Sector has undoubtedly taken
centerstage. The sector has adapted to technical
innovations via telemedicine and digital health
channels. It may be safe to assume that the
healthcare sector is poised for a significant growth
with the governments worldwide expected to invest
more in the healthcare industry for better
preparedness in the future. We are bound to see a
massive disruption in the way the sector functions,
since it’ll have to be far more inclusive in nature- be it
in testing, tech-savvy consultations and pharma.
Technology will have made its inroads into the
industry.

The impact of Covid on the Pharma Industry has
been marginal – excluding those players who are part
of the Covid Cure and Vaccine Value Chain. With the
major Indian pharma companies now focusing on
strategies to accelerate the potential to succeed and
reduce stress on cash flows, the sector is poised for a
good recovery and steady growth in the medium
term.

With technology as the seemingly
omnipotent catalyst for resilience and
recovery for most sectors, all industries
related to Technology are expected to
remain resilient. Work models have
experienced a tectonic shift. The surge in
remote working models has resulted in the
sudden scale-up of digital infrastructure. IT,
Cloud computing, Artificial intelligence,
Robotics & Automation and finally, cyber
security will remain strong.

Tech companies have experienced a $31.47 

billion revenue gain, second only to retail and 

wholesale, but much of that retail/wholesale 

gain was driven by Amazon.com Inc. 

Healthcare and life sciences companies 

account for the second-largest percentage of 

firms that have raised financial projections. 

Glucose-monitoring device maker DexCom 

Inc. is the second best performer on the S&P 

500 over the past 12 months, after Nvidia, 

with shares also more than doubling in price 

over that period.

-Market Screener/ Dow Jones Report
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The real estate & construction sectors, FMCG & food
logistics, banking and financial services, cement, auto,
industrial manufacturing, metals & mining and finally
the energy sectors are in the state of metamorphosis.
They are expected to emerge transformed as a
consequence of major shifts in the supply-demand
dynamics.

THE PROMISING PLAYERS

Let’s look at the Energy Sector. The oil & gas sector
was already under strain before the pandemic hit. The
struggle continues. However, with a change in its core
business model, the sector is bound to limp to
recovery- mainly because oil is still required. Shift in
the overall consumption habits and the expected
acceleration in the pace of combating climate change
will see an uptick in the recovery of renewable energy
sectors.

While the crowned visage of the e-commerce sector
is visible to us, a deep dive into the FMCG and Food
Logistics industry reveals the paradoxical nature of
the impact and recovery on them. The pandemic-
induced spike in demand is obvious but ridden with
escalating logistics costs. Discretionary consumption
has also taken a backseat and may remain on the
downward trend for a while. However, the cold chain
logistics and warehousing will emerge stronger, given
the heightened demand for temperature-sensitive
fresh food deliveries and pharmaceutical products.
Also, demand for smartphones and consumer
electronics has surged to facilitate remote working,
education and automation of domestic chores.

The Commercial Real Estate Sector is quite
battered. During pre-Covid days, no one had
ever imagined that prime office spaces and
popular malls would face such turbulent
times. However, they are not a lost cause
altogether. There will probably be some
structural changes in how these spaces
(especially commercial) will be used and real
estate players will need to take a fresh spin
on their strategies to adapt to the new
normal. The Construction Sector,
accounting for 8% of the GDP and 12% of
the workforce will remain on the radar of
recovery and shows a tremendous growth
potential.

The Industrial Manufacturing sector has taken a
beating but may have the potential to weather the
storm. Creative destruction is after all, no stranger to
this sector. With a strong focus on their core
fundamentals, they may have to remodel their
operational processes and mobilize strategic
partnerships, including effective CSR models
focusing on renewable energy sources to adapt to the
new model and trace their path to recovery in the
medium run.

The Auto Industry was hit hard by its
excessive dependence on imports from
China, but gradually saw an improvement as
lockdowns were eased. There were select
pockets of recovery thanks to rural growth
which saw an increased demand for tractors,
passenger vehicles and motorcycles. We are
also seeing a steady transformation in the
sector with in-vehicle digitalization expected
to rise as people’s preferences have swung
towards personal vehicles over public
transportation. Digitalisation that would
enable reduction in touching surfaces,
safety and efficiency in vehicles, will benefit
from Covid. Services and features enabling
this transformation will see growing
popularity among car-buyers.



The Cement Industry which took a beating during
lockdown is seeing better days with resumption in
construction activities and infrastructure projects
across the country. Recovery is largely dependent on
the sustained demand for housing and the impact of
government intervention in cement pricing for
infrastructure and government projects.

One of the most prominent players in the essential
services sector, the Banking and Financial Services
Industry, has been weathering the Covid storm with
suitable actionables to enable business continuity.
Central Banks world over have been intervening
proactively to support the credit markets. Payment
systems are functioning well and are considered an
essential service, not subject to shut down. The
insurance industry has deployed a targeted approach
with Covid-related product offerings. Furthermore,
the pandemic-induced uncertainties of life and
market vagaries have augured well for the insurance
sector. People are re-evaluating their insurance
policies and giving it more importance than ever
before. Banks have fast-tracked migration to cloud
systems to enable remote working. We have also
witnessed transformation in customer engagement
with digital platforms that facilitate seamless
financial transactions.

The Metals & Mining Sector is reeling
under too many shock effects, including
dependence on China, volatile nature of
earnings, and deterioration in global and
domestic demand.

Although liquidity conditions for NBFCs and HFCs
have improved, the growth outlook for NBFCs may
remain muted owing to elevated credit costs in FY21
and asset quality concerns. Large private sector banks
are expected to recover well and grow faster with
increased market share in deposits and assets. RBI’s
continued accommodative stance to aid growth
revival, injection of liquidity and incentivization of
banks to spur lending activities is providing comfort to
the BFSI sector.

However, the post lockdown conditions saw
a dramatic increase in the demand for
metals in China. Back home too, the
accelerated pace in the execution of
infrastructure and housing projects aided a
sharp recovery in the demand for steel. The
demand from the auto sector also has also
picked up gradually. The sector is also
hopeful of seeing much better days once
the construction sector resumes its
activities to normal levels.



Some sectors may sadly struggle to see the light of the
day. The travel & tourism, hospitality and entertainment
sectors are experiencing a massive reversal of fortunes.
Covid has hit these industries where it really hurts them
the most.

THE UNSETTLED PLAYERS

Albeit their relentless efforts to lure the target audience
with heightened safety protocols, it’s not easy to reduce
paranoia levels to those of the pre-Covid days. The
airlines industry, is of course, slowly seeing a rebound, but
the revenue lost until now has been too hard-hitting. For
the hospitality and entertainment sectors, pent-up
demand (once everything bears some semblance of
normalcy) is their only hope left to pick up the threads.
After all, people love traveling and have an innate need to
explore new destinations.

Therefore, returning to good old days seems a distant thought for them at the moment, as it depends
on quite a few unpredictable factors. The availability of vaccine and its reliability can be real
gamechangers.

We are all thriving on that hope.

New figures from the World Travel & Tourism Council (WTTC) released on October 30,
2020 revealed that despite a slight improvement driven by the return of domestic travel in a
number of markets, a staggering 174 million travel and tourism jobs could be lost in 2020 if
barriers to global travel remain in place.

-ET  Report

What makes it so tough for them?

While there is a good chance of demand for travel, hospitality and entertainment returning to normal
levels, the biggest hindrance for a robust recovery is a change in behavioural habits of the consumer.
The travel, tourism, hospitality and entertainment sectors will have to be extremely forthcoming in
bracing up to anticipate and cater to these behavioural changes, which requires a lot of strategizing
on their part. Even then, they would have little control over consumers’ concerns and fears. It’s tough
to predict what the scenario might eventually be, as of now.
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Here is a quick overview of the sectors in India that have
recovered and the ones that have been struggling so far.

Sensex has almost reached its January levels. In fact, it
had closed at 40,707 on the 21st of October – the
closest to its January levels.

SECTORAL PERFORMANCE SCOREBOARD



OUR VIEW

The next few weeks are expected to be volatile. Apart
from the outcome of the closely tracked US Presidential
Elections, we have the Fed (FOMC) meeting on 4th Nov,
the growing shutdowns in Europe & the UK, and the
delayed stimulus package in the US. On 10th Nov, the
results of the Bihar state elections will be announced. The
continuous peaks in daily new Covid cases at a global level
has resulted in several scientists warning that the latest
surge may be the beginning of a very tough period.

An extended period of uncertainty, in the event of a narrow margin, in the US election results could
hurt the market sentiments. While it is a toss up on how the markets would react if Trump or Biden
wins, it is fairly clear that investors would be spooked by the post-election uncertainty on results.

As Forbes mentions, Powell and the regional Fed bank presidents have all but begged the White
House and Congress to find a common ground for a second stimulus package. The first stimulus not
only helped stave off a depression, but it actually helped lower-income Americans improve their
finances even as job losses mounted. But now the stimulus cash has all been spent, various parts of
the economy remain shut tight as state governors try to quash a second (or third) wave of
pandemic, and millions of Americans remain unemployed and at risk of eviction at the very beginning
of a long, dark winter. There are about seven key areas of difference between Democrats and
Republicans, that need to be thrashed out, before the next stimulus is announced.

Back home, in India, the RBI has acted decisively in sending the right signals to the market on the
Interest rates and Inflation targeting. The sharp price in food items like potato and onion hurts the
common man and the government actions have not yet healed the pain.

Several key indicators of economic activity like Power Consumption, Petro Products Consumption,
E-Way Bills, Fast Tag Volumes, Railway Freight Traffic have crossed or are close to the pre-Covid
levels of Feb ’20. Drop in Services Trade, Merchandise Trade, Air / Railway Passenger Traffic, Auto
Volumes (in select segments) and other indicators are still a cause of concern though.

We continue with our stand of tactical underweight on Indian Equities and Neutral strategic asset
allocation to Gold and Overseas Equities. As the moratorium effects reduce in the market, we
continue to explore the trajectory of the Fixed Income Mutual Funds. We continue to prefer short
term, high credit rated paper for client investments.
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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. 
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