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Markets are magnifying machines. On the way 
up, it is all about what can go right as they 
magnify the greener pastures. On the way 
down, projection of pitfalls takes the primacy, as 
the magnification shifts to the murky side. 
Nature of the beast is such that it can never take 
a realistic or objective view. It swings between 
over-shooting and under-shooting. Since 
markets are born with the magnifying lens, it is 
investor's job to wear the contra gear to keep off 
from the market's fallacy. 

One sector that is at the receiving end of this 
manic behavior is the IT sector. After two years 
of one-way run, stocks in this sector are getting 
brutally punished in the current downturn. 
Looking at the data points, in this calendar year, 
YTD, IT index is down by near 26%. In 
comparison, the Sensex is down only by 7.6%. In 
month of May (MTD) alone, the IT index is down 
by over 11%. If the fall at index level is 26%, one 
would fret to imagine the slump at the stock 
levels, esp. at the mid-cap end. In the pecking 
order of falling-from-grace, the one standing tall 
in this inglorious list is LTI (L&T Infotech) with a 
fall of over 47.8% followed by Mindtree at a 
touching distance. Even larger names like 

Wipro and TechM are not far away with a fall 
near 40% (all above data points as on 25th May).

One wonders, what has happened to all that 
sound-bites about super-digitization cycle, 
secular cloud transformation etc. that drove the 
valuations in this sector to stratospheric level in 
the last 2 years. Has anything materially 
changed or is it only a change of lens? Why is 
there a sudden rush among brokers to 
downgrade IT stocks? It started with JP Morgan 
and Nomura. Now, no brokerage wants to be 
left behind on this new down-grade rush. What 
explains this? 

In our view, it is more of a valuation-reset than of 
any material change in growth projections or 
sector prospects. It is more of a narrative-
following-price-action than the other way. As it 
happens always in the markets, price-action 
leads and then the narrative follows. Ironically, 
though the brokerages downgraded their 
target prices, none of them has downgraded 
their growth forecast for FY23. Even for FY24, 
they are less certain about the slowdown in tech 
spending. Downgrades are fast coming on fears 
of further price erosion.
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term drivers for growth in IT space have gone 
away. Enterprises' willingness to spend on 
digital and cloud transformation will continue to 
feed into above average earnings growth for 
the sector. But the growth in earnings is unlikely 
to translate into valuation growth as much of the 
stocks are still trading well above their historical 
averages. So in essence, nothing much would 
happen on the valuation front and the story 
going forward will be more of earnings catching 
up with the expensive valuation than anything 
else. That is the best-case scenario one can 
hope for IT stocks. To conclude, is it time for time 
correction for tech stocks? Only time will tell. 
Watch out for interesting times!

Happy Value Investing!!!

ArunaGiri. N

So the next question to ask is, what triggered 
such a sharp price-action in the IT index relative 
to the Sensex and Nifty? For that, one needs to 
look at what is happening to NASDAQ stocks, 
because they are the lead indicators for the 
sentiment in the tech space. Taking that 
argument, probably, the rout in NASDAQ stocks 
explains the deadly derating that we are 
witnessing in Indian IT stocks. It was a common 
knowledge that the NASDAQ stocks were in a 
bubble zone and Fed action came as a much 
needed blow to prick it. As is to be expected, the 
meltdown in the NASDAQ had a massive rub-off 
effect on tech stocks globally. Indian IT stocks 
which were way off in valuations from their 
historical averages, had to bear much of the 
brunt from NASDAQ effect. Even after this sharp 
correction, the valuation in this sector is still far 
off from their historical levels and is yet to come 
to a fair valuation levels, esp. in the mid-cap IT 
space. 
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CORPORATE NEWS

l Dr Reddy’s Laboratories (DRL) continues to 
focus on Russia, where it grew its market 
share in the financial year 2021-22 (FY22) and 
plans to launch new brands there.

l Equitas Small Finance Bank founder cum 
managing director PN Vasudevan has 
announced his desire to step down as he 
wants  to  pursue  h is  d reams in  the 
development field.

l Tata Motors expects its capex to increase to 
up to Rs 6,000 crore in the ongoing fiscal to 
support various programmes across its 
commercial, passenger and electric vehicle 
verticals, Group CFO said.

l ONGC told exchanges that it has become the 
first explorer to trade natural gas produced 
from local fields on the Indian Gas Exchange. 
The gas was sold from ONGC's KG-DWN-98/2 
in offshore Krishna Godavari Basin, it said 
without giving volume and price detail. ONGC 
also said that it will slowly raise the trading 
volume.

l The Adani Group has entered into definitive 
agreements to acquire Swiss cement major 
Holcim Ltd.’s businesses in India - Ambuja 
Cements and ACC Ltd. The deal valued the 
Holcim stake and open offer consideration for 
Ambuja Cements and ACC at about $10.5 
billion, making this the largest ever acquisition 
by Adani, and India’s largest-ever M&A 
transaction in the infrastructure and materials 
space.

l Ashok Leyland is planning to invest more than 
Rs. 2,000 crore in alternate fuel segments 
over the next five years under the PLI scheme 
for the automobile sector.

l Ruchi Soya has announced it’s acquiring the 
food business of Patanjali Ayurved for around 
Rs 690 crore. This is expected to fast-track 
Ruchi Soya’s shift to the fast-moving 
consumer goods (FMCG) category.

MACRO NEWS  
l The Power Ministry has recommended the 

Ministry of Coal to take steps to increase 
output from Coal India Ltd and its subsidiary 
Singareni Collieries Company Ltd (SCCL) by 10 
to 12 percent this fiscal year, citing the impact 
of energy outages on economic recovery.

l SEBI allows mutual funds to launch passively-
managed ELSS schemes .  SEBI  se ts 
investment limits for debt ETFs and index 
funds and norms for market makers.

l The government announced restrictions on 
exports of sugar from 1st June. “Export of 
sugar (raw, refined and white sugar) is placed 
under restricted category from June 1, 2022 
onwards,” the Directorate General of Foreign 
Trade (DGFT) said in a notification.

l Government waives import duty on some raw 
materials for steel industry, export duty on iron 
ore hiked up to 50%.

l S&P Global Ratings slashed India’s growth 
forecast to 7.3 per cent from 7.8 per cent for 
FY23 on rising inflationary pressure and 
longer-than-expected Russia-Ukraine war. 
The rating agency increased its inflation 
forecast for India by 90 basis points (bps) to 
6.3 per cent for the current fiscal year.

l DT H  p l a y e r s  h a v e  a p p r o a c h e d  t h e 
government to waive the 8 per cent licence 
fee imposed on them in line with a similar 
proposal for broadband services so that they 
remain competitive in the market, industry 
body DTH Association has said.

M
O

N
T

H
L

Y
  

V
IE

W
1ST JUN
2022



For Private Circulation

BizNotes

MARKET VIEW
Short-term bounce on 
cards (bear squeeze)?
For the short-term market outlook, one doesn't 
need to look past the cues that are emerging 
from dollar index and the 10-year US yield. Both 
seem to be reversing their trend. Over the last 
week, dollar index eased by over 3%+ while the 
US 10-year yield softened to 2.74% after hitting 
the peak of 3% recently. Dollar index has sharply 
fallen from near 105 to 101.64 (Friday closing). 
These movements suggest that the markets 
were expecting inflation fears to ease (at least in 
the short-term) and preparing for less hawkish 
Fed in the coming weeks. As if to prove these 
cues right, the US inflation data for April that was 
released on Friday came much lower than 
feared. A key measure of US inflation rose just 
0.2% in April to mark the smallest increase in a 
year and a half as reported by Marketwatch. The 
increase in the so-called personal consumption 
price index (Fed favored PCE gauge), was its 
smallest since Nov'20. These data points 
suggest that we are in for the sharp short-term 
bounce or rather bear-squeeze. More so, if one 
looks at the strong closing for the US markets on 
Friday (27th May) with NASDAQ surging by over 
3.3%.

Sharp fall in dollar index is generally good for 
emerging markets if the trend sustains. Given 
the fact that all markets are in oversold position, 
a sharp short-term bounce is not ruled out, esp. 
in emerging markets, going by the trend in 
dollar index. For India, retail flows are holding up 
so far. Market direction will be more set by the 
return of FIIs than anything else. As and when 
they return (after the dust settles on inflation), 
Indian markets are likely to see a higher 
momentum. In the short-term, with the sharp 
weakness in dollar index coupled with easing 
inflation fears, one shouldn't be surprised, if FII 
selling takes a pause or even reverse. Given the 
strong retail and domestic support, in such a 
scenario, big bounce back is not ruled out for 
Indian markets in the short term. Whether such a 
bounce would sustain or not depends on the 
news flow on Fed stance and incremental data-
points on US inflation. 

In the short run, sharp see-saw movements are 
likely to continue. Stock specific and selective 
buying on bad days (no dearth of those days in 
the coming weeks) could be the most sensible 
way to navigate these uncertain times, keeping 
in view the long-term India outlook.

*We stay away from giving market outlook (except reporting the consensus view) as we believe that the short-term market movements are function 
of innumerable rational and irrational parameters and hence any attempt to predict the next market move would be a futile exercise. Hence, we 
would like to qualify the above consensus view on.
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 DEBT & FOREX MARKET

Category Day 1 Mnth 3 Mnths

10 Yr Yield 7.4 7.1 6.8

Re / US $ 77.6 76.6 75.5

Data as on 27th May 2022

DEBT / FOREX MARKET

Category MTD YTD

FII (35,848) (1,75,198)

DII    47,466 1,81,998

Total 11,618 6,800

Data as on 27th May 2022

FUNDS FLOW DATA (Rs in Cr)

FUNDS FLOW DATA
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Last month Deutsche Bank (DB) became the first 
major investment bank to predict an outright 
recession in the US by the end of 2023. The 
bank expects the European Union to follow suit 
in 2024. While other investment banks are now 
raising the probability of a US recession, DB 
remains the only one with a US recession as its 
base case.

Given that it is at one end of the spectrum, and 
its position has not yet been fully discounted by 
markets, it is worth examining the rationale of 
the DB argument. Economists at DB have also 
recently come out with another report outlining 
the downside risks to their already bearish view. 
They are convinced that all the risks to their 
recession call in 2023 are skewed to the 
downside and the report makes for scary 
reading.

They basically make the point that inflation will 
be far higher and stickier than what most market 
participants expect. Therefore, to break the 
inflation cycle, rates will have to rise much faster 
and higher than what most market participants 
anticipate and this will trigger a recession. They 
do not buy the soft landing argument and think 
that very tight employment data and strong 
consumer balance sheets will actually force the 
Federal Reserve to tighten by more to slow the 
economy and curtail demand. Strong consumer 
balance sheets make the task of slowing the 
economy to control inflation more difficult.

On why inflation will continue to surprise to the 
upside, they make the following points. First of 
all, several structural disinflationary forces have 
begun to reverse,  be i t  global isat ion, 
demographics and the cost of production in 

Value Extracts
l In this section of the newsletter, we attach an extract/write-up that we believe can add value to the 

readers from the “VALUE INVESTMENT” point of view or others that offer interesting perspective.

l Enclosed section carries an interesting article from Business Standard titled “A recession in the US?” 
by “Akash Prakash”.

“Risk is not inherent in an investment; it is always relative to the price paid.”

- Seth Klarman

A recession
in the US?

The inflation data over the coming six months will be critical
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percentage points the current unemployment 
rate is below the non-accelerating inflation rate 
of unemployment. On this measure, the Fed has 
a serious problem. The last time the Fed misery 
index was this high was in 1980, implying that 
the Fed has not been this far behind the curve 
since that period. It is also obvious that once the 
misery index crosses a reading of 2, (current 
reading near 6) Fed tightening has to be more 
aggressive and recessions more severe. It is 
also obvious that the numerous soft landings 
chairman Jerome Powell is alluding to, mid-60s, 
mid-80s and mid-90s where the Fed tightened 
but there was no recession, all occurred when 
the misery index was at zero. The argument 
against the soft landing thesis is that the Fed is 
just too far behind the curve. It has never been 
able to achieve a soft landing when it has had to 
bring inflation down and unemployment up by 
as much as is needed today. The type of 
aggressive policy action which is needed today 
to cool the economy will inevitably cause a 
recession. That is the history.

The third plank is the extent of tightening 
required. The DB team makes the point that in 
the first instance we have to see the Fed funds 
rate at a neutral setting, implying the real rate at 
least at zero, if not slightly positive (currently at [-
] 6 per cent). While inflation will come down, rate 
hikes have to be far more aggressive to achieve 
neutrality. Their expectation, consistent with 
their outlook on inflation is that we will need to 
see the Fed funds rate near 5 per cent. Now this 
is in no one's numbers, not even remotely close. 
Many people are arguing over whether the Fed 
funds rate can even get to 3 per cent. The rate at 
5 per cent will cause sticker shock and create 
waves in all asset markets. The report further 
argues that just reaching neutrality will not be 
enough, and debates how much above neutral 
will the Fed have to take the rate to slow the 
economy. Arriving at an estimate of 100-200 
basis points above neutral as being the ultimate 
target, the DB team makes a case for the Fed 
funds target reaching near 6 per cent. The 
report also argues for the 10-year bond yield to 
hit  between 4.5 and 5 per cent,  as a 
combination of rising Fed funds rate, balance 

China or the need for higher cost alternative 
energy to tackle climate change.

Second, inflation is now being driven by rising 
costs, as strong demand comes up against a 
creaky supply chain that is unable to deliver on 
time, in the quantity needed. The labour market 
is hyper tight and will only worsen in 2022, as 
some of the labour supply disruptions seem 
structural. This implies that wage inflation, 
already higher than levels consistent with the 
Fed's inflation objective, will only accelerate 
further. Rental costs will also accelerate as they 
still have a long way to go to catch up with 
surging property values.

Third, inflation psychology has shifted. Markets 
are getting used to seeing 7-8 per cent inflation 
prints across the world. Despite surging costs, 
corporate profits are doing fine, implying that 
the costs are being passed through and 
accepted by end buyers. Price increases are not 
getting pushed back.

Fourth, while longer-term inflation expectations 
have till now been restrained, they are rising. 
Inflation expectations are cyclical and heavily 
influenced by your most recent experience. If 
inflation were to remain elevated, there is a 
good chance expectations will also rise and 
create further pressure on the Fed.

Contrary to most other banks, DB expects core 
personal consumption expenditures inflation 
(Fed favoured metric) to remain between 4 and 
5 per cent throughout 2022 and 2023, 
compared to the current reading of 5.2 per cent. 
The Fed and all market players were caught flat-
footed by the surge in inflation, and their belief 
in it being transitory; their models did not work. It 
will not be surprising that these same models, 
predicting inflation would fade over the coming 
months once again are inaccurate. While 
commodity inflation will cool given the base 
effects, other costs may swamp it. This is the first 
plank of the recession argument.

The second plank is the belief that the Fed is 
much more behind the curve than most people 
realise. DB has created what they call a Fed 
misery index, tracking the percentage points 
inflation is above target currently and the 
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sheet contraction by the authorities and rising 
inflation expectations hit fixed income markets.

The scenarios outlined in the report are scary 
and will bring markets down further were they to 
come to pass. The critical assumption remains 
that inflation is much more embedded than the 
Fed or its models believe. If the folks at DB are 
right on this core assumption, their scenarios 
are internally consistent. The Fed will have to 

raise faster and by more than consensus, and 
this will tip the US economy into a recession 
sometime in the next 12-18 months.

Ultimately every policymaker will be data 
driven. The inflation data over the coming 6 
months has never been more critical. Markets 
will key off these numbers. Let's hope we all get 
a break and the numbers undershoot.

- Article by Akash Prakash
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DISCLAIMER:

This document is provided for assistance only and is not intended to be and must not alone be taken as the basis 
for an investment decision. Nothing in this document should be construed as investment or financial advice, and 
nothing in this document should be construed as an advice to buy or sell or solicitation to buy or sell the securities 
of companies referred to in this document. The intent of this document is not in recommendatory nature. Each 
recipient of this document should make such investigations as it deems necessary to arrive at an independent 
evaluation of an investment in the securities of companies referred to in this document (including the merits and 
risks involved), and should consult its own advisors to determine the merits and risks of such an investment. The 
investment discussed or views expressed may not be suitable for all investors. This document is being supplied to 
you solely for your information and may not be reproduced, redistributed or passed on, directly or indirectly, to any 
other person or published, copied, in whole or in part, for any purpose. 

Copyright of this document vests exclusively with TrustLine Holdings Private Limited.

About TrustLine
 
At TrustLine, we run a specialized PMS / AIF fund for exclusive set of high net-worth clients (long only value based 
fund). We are a company with a single mission-to deliver superior long-term returns to our clients. We are 
managing over Rs.700+ crores of AUM for over 550+ highly satisfied clients. This makes us among the top 25 
discretionary portfolio managers in India, with industry leading performance.
 
Over the years we, at TrustLine, have gained rich domain expertise by focusing and specializing in Portfolio 
Management Services (PMS) / Alternative Investment Fund (AIF). Unlike our competition, we are a unique firm 
focused only on Asset Management Services (PMS / AIF). This sets us apart and gives us a competitive advantage 
in the Fund Management space. At TrustLine we believe, the quality of “Research” is fundamental to delivering 
out-sized  returns. When research is complemented by contrarian investment approach, the rewards can be dis-
proportional. This forms the foundation of our investment choices and stock selection in our core PMS & AIF 
business. Our disciplined practice of this “Value Investment” principle has enabled us to deliver superior risk 
adjusted returns with significant out-performance over bench-mark indices.
 
With a client retention rate in excess of 95%+, we have grown as an organization through strong references, 
primarily driven by solid  track record of building wealth across good and bad market cycles, through focused and 
disciplined approach to investing.

TrustLine products include:

l  Deep Alpha fund (AIF)Intr nsic i

l   Deep Value fund (PMS)Intr nsici

l    (Arbitrage fund)Intr nsici Floater

TrustLine Holdings (P) Ltd
6/13, 3rd Floor, Equinox Building, Eastern Wing, North Avenue, Kesava Perumalpuram, 

R.A. Puram, Chennai - 600 028.
Tel: 044 – 42083877, Email: pms@trustlineindia.com, aif@trustlineindia.com

www.trustlineindia.com
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