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Dear Investors! 
 
In our previous letter, we had highlighted multiple global factors impacting 
markets around the world. The same factors continue to dominate even 
now. The war in Ukraine has turned out to be a protracted event. Gurus of 
military strategy had developed a consensus that future wars would 
typically be short and swift; the war of attrition in Ukraine has made them 
question their assumptions. Although wars are unpredictable, it appears that 
the markets have largely priced the geopolitical uncertainty due to this war. 
Prices of many commodities, which had risen in the previous quarter, have 
also now cooled off. This has provided some relief to net commodity 
importers such as India. However, the price of crude oil continues to remain 
high, hovering around $100 per barrel.  
 
As most market commentators (including us) had noted, tightening of 
global liquidity has indeed been the single biggest factor impacting asset 
prices in the last few months. A tight job market in the US has resulted in 
sticky inflation forcing the US Fed to raise interest rates aggressively. This, 
in turn, has led to:  
 

i. Capital outflows from emerging markets 
ii. Stronger US dollar 
iii. Fall in various asset prices globally  

 
The Indian equity market has not been an exception. Nifty fell by 9.6% in Q1 
FY22 in line with global equity markets (S&P500 fell by 16.4% in the same 
period).  
 
A key indicator followed by market watchers is the difference between the 
10-year and 2-year US treasury yields (interest rates). In normal 
circumstances, the yields for the longer duration are higher and hence the 
difference is positive. However, when the reverse happens, this is called 
“inversion of the yield curve” and if it stays this way for some time, this is 
considered a sign of an impending recession. The chart below shows the 
difference between the 10-year and 2-year yields. As you can see, it was in 
negative territory briefly in early April but has sustained in the negative zone 
in July thus far. In other words, this indicator suggests that the probability of 
a US recession is not insignificant. 
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Ref: https://ycharts.com/indicators/10_2_year_treasury_yield_spread 
 
Considering that the US economy had a negative growth rate in the Jan-
Feb-Mar quarter, and the situation appeared to be not very different even in 
Apr-May-Jun (data awaited), many analysts are suggesting that the US 
might already be in the middle of a recession. To remind you, as per 
economists, a recession is defined as two consecutive quarters of negative 
GDP growth.  
 
In this scenario, two key questions arise before investors: 
  
The first question is - how difficult and long is this recession/bear-market 
going to be? In other words, will we have a hard landing or a soft landing? It 
is said that all recessions are different. The current one (if it is indeed a 
recession) differs in the extraordinary strength displayed by the US job 
market. The Wall Street Journal is calling it a “jobfull recession”1. Also, there 
have not been any structural issues with the US economy so far, unlike the 
previous times (e.g. subprime loans in 2008). Many market participants are 
therefore commenting that even if the US is in recession, this one is likely to 
be mild. Although the jury on that one is certainly still out!  
 
The second question before investors is - how much of this potential 
recession has already been priced in by the markets? S&P500 has seen a 
drawdown of 23% since its peak in Dec 2021. Historically, during recessions, 
the median drop from peak for S&P500 has been 24%2. If the current 
downturn is mild, the fall from here, if any, can be expected to be limited. 
However, if that is not the case, we will still have some pain ahead of us.  
 
Predicting where the market would be at the end of the current quarter 
would be a game of dice roll. However, fundamentals in India continue to be 
sound. This indicates that once we are out of this global uncertainty, the 
overall economy and the market here can be expected to do well. There are 
already positive signs in multiple sectors. Automobile sales are coming back, 
people are spending more on travel and leisure, businesses and government 
																																																								
1	https://www.wsj.com/articles/full-employment-recession-men-labor-participation-rate-baby-boomers-retire-11657827049	
2Yahoo Finance article “What history says happens to stocks if there’s a recession” by Brian Sozzi (May23, 2022) 



	

www.eastgreencapital.com  contact@eastgreencapital.com 3	

are continuing with their capital expenditure and credit growth is showing 
strength. All the positives about the Indian economy, that we (among 
others) have been pointing out earlier, remain unchanged. Companies with 
significant export revenues might face challenges in some pockets, but 
domestic consumption and investment remain robust. The rupee has 
weakened against the dollar, but so have other currencies. In fact the rupee 
has stood its ground rather well considering that we are a commodity 
importer. The rupee has appreciated as well against multiple emerging 
market currencies. Cooling commodity prices will provide some support to 
the rupee and will also help improve margins for many manufacturers.   
 
However, it is difficult to forecast the time it will take for markets to begin 
their upward march again. As investors, our objective is to choose the right 
sectors and stocks and manage risk with discipline. We intend to keep doing 
that irrespective of the market situation. 
 
 
Past performance: 
 
High volatility in the past quarter posed a serious challenge to risk 
management. As we have communicated before - during such times we 
prefer to err on the side of caution keeping the objective of capital 
protection above all else. In such circumstances, it is difficult to foresee how 
deep the correction would be and hence we decided to reduce many of our 
equity positions. In times of such volatility, there are dead cat bounces and 
temporary rallies and hence there is significant month-to-month variance in 
returns. Due to the high cash allocation in our model portfolio, we missed 
the small upsides in these short-term rallies leading to a temporary 
underperformance for this quarter. Disciplined risk management may lead to 
short-term underperformance but we believe that in the long term, this will 
enable outperformance.   
 
There are no extra points for identifying the exact market bottom and we 
certainly do not intend to do so. Our focus is on risk management and 
selecting the right sectors and stocks for the immediate future. At the time 
of writing this, the model portfolio is 52% deployed and there is obviously 
significant scope for us to keep adding positions. We will do that slowly but 
steadily to ensure that downside from here remains limited while we prepare 
the portfolio for the upcoming upswing in the next few quarters. All our 
stock holdings are backed by sound fundamentals. We had to let go of 
many stocks in the last quarter to reduce risk, but we will not shy away from 
buying them again when the market situation shows improvement and when 
their individual valuations/technical indicators become attractive again. 
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Please see below for return across different time periods ending Jun 2022: 
 

 
 
  
 
Note: Individual portfolio returns may differ slightly depending on their time of investment 
and subsequent capital addition/withdrawals. 
 
Please visit https://eastgreencapital.com/historical-performance/ for more performance 
metrics 
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Present portfolio: 
 
Here's how our model portfolio looks as on date (30th Jun 2022): 
 

 
 
Please visit https://eastgreencapital.com/model-portfolio/ for exact stock weights 
 
Changes in this quarter: 
 

1. Reduced allocation from 98% at the beginning of the quarter to 39% at 
its end (at the time of writing this, we are 52% deployed); this was 
done to manage risk during volatility, suffering some 
underperformance for overall capital protection 

2. Exited positions in building materials, consumer durables, IT and 
textiles - sectors facing pressure on valuation and/or margins and also 
seeing institutional selling  

3. Towards the end of the quarter, as commodity inflation started easing, 
we added positions in consumer staples and industrials (we have also 
added positions in the financials space in July) 
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The way ahead: 
 
Challenging times are likely to continue for a while. Data from the US 
continues to pour in almost every week and the full picture will take time to 
clear out. It is difficult to say that the worst of global uncertainty is behind 
us, but some of it is at least priced in at this stage. We remain watchful of 
inflation and actions of central banks. In the meantime, our process of risk 
management and stock selection will assume that times of volatility are not 
yet behind us.   
 
We will continue to keep raising equity allocation cautiously, buying stocks 
in sectors showing business strength as well as investor interest. Some 
sectors displaying these characteristics currently are financials, consumer 
staples, hospitality, industrials and automobiles. We look forward to adding 
positions in these, provided we get the right price points. With time and 
circumstances, the list of sectors above is obviously subject to change. 
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