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Dear Investors! 
 
We all know that there are multiple schools of thought and strategies when 
it comes to managing an investment portfolio and evaluating stocks. While 
most strategies focus disproportionately on picking the correct stocks i.e. 
bottom up analysis, this should not be seen in isolation but rather in the 
context of the overall picture i.e. top-down analysis. The latter involves 
looking at economic factors such as GDP growth and interest rates before 
making investment decisions. For the past many months, macroeconomic 
factors have been dominating global markets and the previous quarter was 
no exception.  
 
Though COVID-19 has been off the headlines across most of the world, 
China is still grappling with it and has finally lifted COVID-19 restrictions. 
Economic activity there has begun to pick up and the government is 
expectedly implementing various policies to support economic growth. The 
recovery is not uniform across the country, with some industries and regions 
still facing significant challenges. A side effect of the opening of the Chinese 
economy is the impact on commodity prices - these had started softening 
earlier but have shown a recent uptick.  
 
In the United States, inflation has been slowing down in recent months. One 
of the main reasons is the base effect - as prices were high in the previous 
period, the current inflation rate appears lower in comparison. Another 
reason was the softening of commodity prices, which also contributed to 
lower inflation. On the other hand, there is currently a growing concern 
about a looming recession in the United States. One of the key indicators 
that is often used to predict a recession is the inverted yield curve, which 
occurs when long-term interest rates are lower than short-term interest 
rates. This can be a sign that the economy is slowing down, as investors are 
less confident in the long-term growth prospects. The yield curve has stayed 
inverted for the past many months. However, this possible recession is not 
showing up as yet in employment data. The unemployment rate remains low 
and the number of job openings is still high, raising the prospect of a mild 
recession, if at all. 
 
Coming to India, consumer spending here has been subdued over the past 
few months. However, as commodity prices have started to stabilise and 
even decrease, it is expected that consumer spending will also start to pick 
up. As people's budgets improve, they are likely to start spending more on 
discretionary items, which will help to support economic growth in the 
future. Also, the credit cycle continues to look up - credit growth in the 
country has been recovering from the economic slowdown caused by the 
pandemic, and is expected to continue to improve in the coming months 
and quarters. The pickup in credit growth has particularly benefited poor 
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quality lenders, as they have struggled to access funding and keep NPAs in 
check in the past. These lenders, such as microfinance institutions, smaller 
PSBs and non-banking financial companies, are now able to access funding 
at more favourable terms and are also seeing decrease in their NPAs, which 
is enabling them to lend to a wider range of borrowers, including low-
income households and small businesses. 
 
From the viewpoint of investors, foreign institutional investors (FIIs) have 
been continuing to reduce their equity holdings and investing in other 
emerging/developed markets that have performed poorly as compared to 
India in the past 12 months. This trend has been driven by the relative 
attractiveness of other markets in light of their undervalued-ness as 
compared to India. The Indian equity market has, however, continued to see 
strong buying from retail investors and domestic institutional investors. The 
buying by domestic investors has been able to offset the selling by foreign 
investors to some extent, helping to keep the market relatively stable. 
However, it's important to note that the trend of foreign investors reducing 
their holdings in India could continue in the future, which may impact the 
market's performance. 
 
Possibly the most important upcoming event for Indian markets after the US 
Fed rate hike decision is the union budget. With general elections due next 
year, there is a risk of populist measures being announced by the 
government to appeal to voters. Market participants may see this 
negatively. There is also the usual chatter around change in the capital gains 
tax structure, which causes anxiety in the equity markets almost every year 
around this time! On the flip side, the budget is likely to announce continued 
capital expenditure. It is also expected to focus on supporting weaker 
sections of the society - which is a likely positive for the economy and the 
markets.  
 
Looking at the multiplicity of global factors at play and the event risk of the 
budget, many analysts expect the market to stay range bound for some 
more time. The additional pressure due to FII selling is another negative. On 
the other hand, the Indian economy continues to stand out amongst the 
world’s leading economies in terms of business investment, consumption 
and growth - due to which the long-term prospects for the equity markets in 
India remain bright. 
 
 
Past performance: 
 
In this quarter, large-caps out performed small and midcaps, as shown in the 
index returns in the performance graph below. Most of our holdings are 
typically in small and midcaps to benefit from the high business growth in 
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these sections of the economy. However, in this quarter, as these 
underperformed the Nifty, the same was also visible in East Green Capital’s 
model portfolio.  
 
Our sector allocation was skewed towards the right sectors, namely BFSI, 
Capital Goods and Auto Ancillary. However, within these sectors, many of 
the trending stocks were typically those with a historically chequered track 
record of investor wealth creation. The best example of this is the price 
movement in low quality lenders across the board in this quarter. As we 
have mentioned earlier, our primary objective at times of low market 
breadth (as exists right now) is capital protection. Therefore, our focus in 
the past few quarters has been behind choosing stocks with appropriate 
risk-reward and sticking to names with good corporate governance and 
consistent operational performance to minimise possibility of capital loss. A 
consequence of risk management and sticking to proven companies is the 
possibility of relative underperformance vs indices for brief time periods, 
particularly during bear market rallies. However, for investors looking to stay 
in the equity market beyond a few quarters, prioritising capital protection is 
a must to tide over choppy times. The slight underperformance over a small 
time horizon is compensated by robust alpha overall.   
 
Please see below for return across different time periods ending Dec 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 (31st Dec 2022): 
 

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

1. Reduced positions/exited some temporarily extended stocks where 
risk reward had started to become a little unfavourable in short term 

2. Entered a couple of auto ancillary stocks to benefit from the expected 
recovery in the auto cycle 

3. Entered a hospital stock and a logistics company where growth 
opportunities are looking good 
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The way ahead: 
 
The macroeconomic situation globally, particularly in the US, will continue to 
be the dominant force for the market. Though inflation is showing signs of 
easing, implying a slowdown in rate hikes, there are rising concerns of a 
recession looming on the horizon. Even though the overall business 
environment in India remains sound, markets will begin their upward 
trajectory only once global macros start supporting. We will wait for this 
before taking more aggressive calls in the model portfolio and in the 
meantime continue to be guided by strong risk management in choosing 
our selection of stocks. 
 
Vinay Arya  
vinay@eastgreencapital.com 

Pratik Karmakar  
pratik@eastgreencapital.com 

 

 


