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) Indian markets are down 14.0% from their peak in late
INDIA s September 2024, as measured by the MSCI India Price Index
in Rupee terms. In Australian Dollar Terms, the fall is less
MARKET FALL’ punchy 8.1% due to the weakness of the AUD over the period.
DRAWDOWN Whilst 14% is quite a significant cut, it comes on the back of
an all-mighty rally post COVID-19. Australian investors
AN D RECOVE RY investing in the India story made 24% per annum or 2.6x their
investment from 31 March 2020 to 30 September 2024. That's
simply investing in an Index of approximately 150 stocks.

Actively managed investments like the India Avenue Equity
Fund investors made 2.8x over the same period after all fees.

INDIA AVENUE INVESTMENT MANAGEMENT
PTY LTD LEVEL 2,33 YORK STREET, SYDNEY, NSW 2000
(W) WWW.INDIAAVENUE.COM.AU (E) IA@INDIAAVENUE.COM.AU


http://www.indiaavenue.com.au/
http://www.indiaavenue.com.au/

So why have Indian markets pulled back 14% over the last 4 months. We associate it to
some of the following reasons:

e Introduction of China stimulus which led to foreign investors withdrawing some
allocation from India in favour of regions like China. Additionally, the US Presidential
election also led to a greater focus on the US market and what seems to be a ‘home
bias' in repatriation of capital.

e Weaker earnings in 2QFY25 in India (September Quarter) from a pace of 20.6%
annualised from FY20 to FY24. We anticipate normalisation of earnings post pandemic
has occurred, and growth rates will revert to the long-term run rate of 10-12% - aligning
to nominal GDP growth.

e Lower spend on Infrastructure and Capex by the Government, with diversion towards
subsidies and handouts post-election in June 2024. In an environment where private
capex remains elusive, the market is concerned by lack of government spending and a
focus on fiscal restraint in managing the fiscal deficit towards 4.5% of GDP.

» Weak consumption demand and cyclically high food inflation, keeping the RBI from
easing monetary policy in a more significant manner. CPI rose from 3.65% in August to
6.21% in October, driven largely by rising food prices.

o A weaker INR relative to the USD has meant some of Forex Reserves accumulated
from India’s successful services and manufacturing stories have been culled. Forex
Reserves have fallen from US$705billion to US$623bn over the last few months as the
central bank focused on “defending the currency”.

The questions being asked are whether this is a show of cyclical weakness or a more
structural slow down of India’s growth. It is our view that it is less likely to be a structural
slowdown of India’s long-term growth potential and more likely to be a recalibration of
the appropriate valuation for normalising earnings growth.

According to Bloomberg consensus forecasts, the expectations are for a run rate of 12%
from FY24-27. Valuations therefore are approximately 19x on a one-year forward basis,
which appear reasonable, without being exciting.




An analysis of previous market falls (last 10 years) — measured by MSCI India (Net) in AUD (our product
benchmark).

Period Duration Drawdown Subsequent 12
(Months) months
February - April 2015 2 12.5% -3.5%
December - February 2016 2 16.0% 17.4%
August - October 2018 2 13.7% 20.8%
January - May 2020 4 20.9% 44.2%
January - June 2022 5 13.1% 17.9%
November - February 2023 3 12.0% 42.2%
September-January 2025 4 8.1% ?

Source: MSCI

In India’s previous drawdowns (from 2000-2015, in AUD terms), the average was higher at 16%
(excluding the GFC drawdown of 57%). The quantum of drawdowns in Indian equity markets appear
to have receded as local investors have become a larger component of market cap. Whilst this may
reverse at some point, the natural assumption would be that a broader base of investor types
should reduce volatility in an equity market.

Whilst the current drawdown may extend if 3QFY25 earnings are weaker than expected or the
upcoming Union Budget is unsatisfactory relative to expectations, the potential of upside also
increases, depending on how deep the cut is.




This Note (‘Note’) has been produced by India Avenue Investment
Management Limited (‘IAIM’) ABN 38 604 095 954, AFSL 478233 and has
been prepared for informational and discussion purposes only. This does not
constitute an offer to sell or a solicitation of an offer to purchase any security
or financial product or service. Any such offer or solicitation shall be made
only pursuant to a Product Disclosure Statement, Information
Memorandum, or other offer document (collectively ‘Offer Document’)
relating to an IAIM financial product or service. A copy of the relevant Offer
Document relating to an IAIM product or service may be obtained by writing
to us at IA@indiaavenue.com.au or by visiting www.indiaavenue.com.au.This
Note does not constitute a part of any Offer Document issued by IAIM. The
information contained in this Note may not be reproduced, used, or
disclosed, in whole or in part, without the prior written consent of IAIM.

Past performance is not necessarily indicative of future results and no person
guarantees the performance of any IAIM financial product or service or the
amount or timing of any return from it. There can be no assurance that an
IAIM financial product or service will achieve any targeted returns, that asset
allocations will be met or that an IAIM financial product or service will be able
to implement its investment strategy and investment approach or achieve
its investment objective.

Statements contained in this Note that are not historical facts are based on
current expectations, estimates, projections, opinions and beliefs of IAIM.
Such statements involve known and unknown risks, uncertainties and other
factors, and undue reliance should not be placed thereon. Additionally, this
Note may contain “forward-looking statements”. Actual events or results or
the actual performance of an IAIM financial product or service may differ
materially from those reflected or contemplated in such forward-looking
statements. Any trademarks, logos, and service marks contained herein may
be the registered and unregistered trademarks of their respective owners.
Nothing contained herein should be construed as granting by implication, or
otherwise, any license or right to use any trademark displayed without the
written permission of the owner.

Certain economic, market or company information contained herein has
been obtained from published sources prepared by third parties. While such
sources are believed to be reliable, neither IAIM nor any of its respective
officers or employees assumes any responsibility for the accuracy or
completeness of such information. None of IAIM or any of its respective
officers or employees has made any representation or warranty, express or
implied, with respect to the correctness, accuracy, reasonableness or
completeness of any of the information contained in this and they expressly
disclaim any responsibility or liability, therefore. No person, including IAIM
has any responsibility to update any of the information provided in this Note.

Neither this Note nor the provision of any Offer Document issued by IAIM s,
and must not be regarded as, advice or a recommendation or opinion in
relation to an IAIM financial product or service, or that an investment in an
IAIM financial product or service is suitable for you or any other person.
Neither this Note nor any Offer Document issued by IAIM considers your
investment objectives, financial situation, and particular needs. In addition to
carefully reading the relevant Offer Document issued by IAIM you should,
before deciding whether to invest in an IAIM financial product or service,
consider the appropriateness of investing or continuing to invest, having
regard to your own objectives, financial situation, or needs. IAIM strongly
recommends that you obtain independent financial, legal and taxation
advice before deciding whether to invest in an IAIM financial product or
service.




