Monthly Equity View — March 2022

S&P BSE SENSEX fell by -2.9% on a total return basis in the month of February 2022. It has
outperformed developed market indices like S&P 500 (-3.00%) and Dow Jones Industrial Average Index
(-3.29%). S&P BSE SENSEX has also outperformed MSCI Emerging Market Index (-3.0%).

The broader market has underperformed the S&P BSE Sensex marginally, this month. While S&P BSE
Midcap Index has declined by -4.8% the S&P BSE Smallcap Index was down -8.6%. Metals & Consumer
Durables were the only sectors that stood out giving positive returns in an otherwise declining market.

Quantum Long Term Equity Value Fund (QLTEVF) saw a decline of -4.4% in its NAV in the month of
February 2022. This compares to a -3.9% decline in its Tier | benchmark S&P BSE 500 & -3.4% decline
in its Tier Il Benchmark S&P BSE 200. Cash in the scheme stood at approximately 7.8% at the end of
the month. The portfolio is attractively valued at 11.9x FY24E consensus earnings vs. the S&P BSE
Sensex valuations of 17.4x FY24E consensus earnings.

FPI outflow intensity has increased due to geopolitical risks

Feb-22 has seen a sharp surge in FPI outflows of USS 4.7 bn (highest since March 2020). With this
month’s outflows, FlI’s have sold close to USS 9.5 bn in the past four months. High global inflation risk
along with increased geopolitical risk (Ukraine-Russia Conflict) is resulting in global risk off-trade. Dlls
have been net buyers for the month of February 2022 to the tune of USS 1.4 bn and have absorbed a
lot of selling pressure from the FPls

Russia Ukraine conflict has increased inflation & supply chain challenges.

The Russia-Ukraine conflict has further exposed the vulnerabilities of the global supply chain which
was still struggling to recover from the blows of the Covid-19 pandemic. The global trade is still
woefully short of shipping containers & semiconductor chips among other things. Commodity prices
too have been on an uptrend after bottoming out in March 2020 and have got a further leg-up this
year (especially the energy commodities) due to the Russia-Ukraine conflict & sanctions on Russia.
There is a risk of this spilling over to global food prices as well (natural gas is a key input for urea
production). This relentless increase in commodity prices is feeding into global inflation & is a risk for
global economic upcycle.

Price Change Since 15-Mar-2020 FY22(YTD)
Iron Ore 49% -15%
Steel 74% 5%
Crude 234% 62%
Coal 133% 72%
Natural Gas 143% 69%
Aluminium 103% 54%
Zinc 75% 20%
Rubber 45% 9%
Palm Qil 236% 81%
Copper 87% 12%

From India’s standpoint, the conflict has very little direct impact on its economy. However, since it
fulfills most of its energy needs via imports, the flare-up in the international crude & natural gas prices



entails a risk of increasing the twin deficits (fiscal deficit + current account deficit). While it may feel
like a 2013 déja vu but there are the following buffers available to mitigate the impact this time
around:
e India’s foreign currency reserves are close to USS 600 bn giving adequate cushion against any
oil shock.
e More than 50% of India’s CPI basket is food where India is self-sufficient (excluding edible oil
& pulses).
o Unlike in 2013, exports are doing well this time so the impact on the current account deficit
should be contained.
e Buoyant tax collection will also help manage fiscal deficit better.

While the corporates had taken price hikes over last year to take care of the rise in input cost, the
current spike in commodity & energy prices would take a toll on the margins in the near term.
Corporates will take another round of price hikes, but it will happen with the lag to ensure it does not
curtail demand recovery. Companies with stronger pricing power will be able to pass on the impact
much better.

History suggests geopolitical risks and global macro shocks have been a great time to invest in Indian
equities. Right from SARS in 2003, GFC in 2008, China growth scare in Jan 2016 to pandemic related
fall of March 2020. While higher crude & other commodity prices will weigh into demand & margin
pressure in the near-term investors should use this market correction as an opportunity to increase
allocation to equities & align it to their long-term financial goals

Disclaimer, Statutory Details & Risk Factors:

The views expressed here in this article / video are for general information and reading purpose only and do
not constitute any guidelines and recommendations on any course of action to be followed by the reader.
Quantum AMC / Quantum Mutual Fund is not guaranteeing / offering / communicating any indicative yield on
investments made in the scheme(s). The views are not meant to serve as a professional guide / investment
advice / intended to be an offer or solicitation for the purchase or sale of any financial product or instrument
or mutual fund units for the reader. The article has been prepared on the basis of publicly available
information, internally developed data and other sources believed to be reliable. Whilst no action has been
solicited based upon the information provided herein, due care has been taken to ensure that the facts are
accurate and views given are fair and reasonable as on date. Readers of this article should rely on
information/data arising out of their own investigations and advised to seek independent professional advice
and arrive at an informed decision before making any investments.

Risk Factors: Mutual Fund investments are subject to market risks, read all scheme related
documents carefully.



