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Dear Investor,

Hope my letter finds you and your loved ones in the safest of environment and best of health. Between my last letter and this, we

have seen India go through the peak of the 2nd wave of pandemic and mostly it seems we have come out of the storm and ready to

restart the economic engines. These last 15-16 months reminds me time and again of one old saying – “anything that doesn’t

destroy you, makes you stronger”. Same can be said for most of us and for Corporate India. With most companies having

announced the full year results for FY21 now, one thing has emerged clear – the difficult pandemic year of FY21 has gone down in

history as one of the best years in recent time for most corporates when it comes to earnings growth, margin improvement,

operational efficiency improvement and deleveraging of balance sheets. Little does any corporate finance or economics book teach

us that your best would be seen in the worst years!

I have touched upon the reasons for this remarkable year in last couple of my newsletters. I have also highlighted on my reasons to

believe why India Inc. would surprise nay-sayers by beating estimates over the next few years. However in my this letter, wanted to

touch upon some of the common fears I get to hear from investors on the street and reasons that make them hesitate to allocate

money towards equities.

Market valuations look stretched and shouldn’t it see some correction?

Though a few months back I could argue that the valuations look cheap across largecap, smallcap and midcap, but the same cannot

be said now. Valuations have definitely caught up but still I believe the valuations have a decent headroom for growth if we have

to look at the 2 year forward valuations considering FY23 would hopefully be a normal year without any disruptions from pandemic.

FY22 has seen some downgrades in recent months owing to the second wave of the pandemic and hence the valuations look a bit

stretched when seen from P/E (Price/Earnings) perspective but less stretched when seen from P/B (Price/Book) perspective which

is a more stable and better measure to see market valuations. The relative valuation of Indian markets compared to US markets

and even other emerging markets look relatively attractive which gives comfort that things are not stretched yet.

Look at a chart of 
the S&P 500 over 40 
years and you see 
an endless series of 
jagged peaks and 
valleys. Each one of 
those downs and 
ups was a moment 
of panic or elation. 
But step back for a 
wider view and you 
see the inevitable 
direction is up. Stick 
with it and ride the 
emotions and you 
are an investor –
Charles Schwab 

Relative valuation of 
India makes Indian 
equities an attractive 
bet even for foreign 
investors

There is neither any perfect level to enter markets nor
to exit; keep eyes on earnings and ears on the ground

Nifty 1 yr fwd P/B above historical average…. ….Market Cap to GDP is also above +1 SD

But relative valuation of Indian equities to US looks attractive Valuation attractive even compared to other EM 
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As can be seen from the above graphs, markets do not look stretched on valuations and more importantly something that I have

always highlighted is there is a large part of the market where valuations are way below even 1x PEG ratio (Price to Earnings

Growth ratio) which gives us comfort that we are not overpaying for those businesses and there are enough margins of safety.

Having said that and considering that the markets have moved up considerably in recent months inspite of the 2nd wave hitting

business earnings, we believe it would be healthy for the market to take a pause and consolidate at current levels. This could

lead to some time correction if not price correction and we believe it is much needed.

3rd wave of Pandemic could hit us anytime soon and create more havoc?

As per Dr. Subramanian Swaminathan, Director – Infectious Diseases and Infection Control and Chair, the 2nd wave in India saw

two variants of the virus namely Alpha and Delta with the later one being more virulent and major cause for hospitalizations and

casualties. New covid cases are on sharp decline and we should be back to the Jan 2021 levels soon. Also considering there is no

new variant of the virus detected yet, there seems a likely possibility that we should not see the 3rd wave anytime soon in the

next 4-6 months. The chances of the 2nd wave strain spreading in developed markets remains high and could be a cause of

concern for the world at large. Now with better equipped healthcare infrastructure post the 2nd wave, the governments are

better prepared in India to tackle a third wave if and when it comes. Also with increased vaccination over the next 3-4 months,

we should see a much lesser contagion as and when the 3rd wave comes. However I believe the fear of the 3rd wave could

postpone some discretionary spending from both individuals and government and that could in near term hurt demand in some

way and the earnings recovery which the market is factoring in could get delayed by some months. My only concern remains that

what if the 3rd wave coincides with the festive season in the later half of the year as that could hurt a lot of discretionary

domestic spends.

US Interest rates would rise anytime now and wont that hurt Emerging Market flows like in India?

The US Fed has one of the most difficult jobs right now this year while its job of pumping money in the US economy was the

easiest last year. With low interest rates and trillions of dollars of liquidity pumped into the system, the ugly head of inflation has

risen. Wages are rising, commodity prices are rising and prices of almost everything on the consumers shopping list is rising. That

by plain Economics means the Fed should raise interest rates. However the issue is with trillions of dollars of debt on its book, a

1% increase in interest will increase the debt servicing burden of the US govt by more than USD 200 billion! Unless they decide

to use the axe on their own feet anytime soon, don’t see a reason why the US fed would increase the rates in near term unless

the job market improves and supply side picks up and inflation is brought under control. Meanwhile with regard to emerging

market flows, India continues to gain increased preference in the whole emerging market basket owing to its stable economy,

large demographic advantage, large potential of emerging as a factory to the world apart from being the service centre for the

world and its ability to act as a counter balance to China in many aspects within Asia.

What if earnings recovery is delayed for a prolonged period? Is market factoring in things too early?

As I mentioned in my opening comments, the earnings in FY21 surprised everyone by growing in double digits inspite of a difficult

year. FY21 Nifty EPS grew by almost 15.4% as compared to FY20 inspite of nearly 6 months of FY21 being closed for business. If

we look at the recently concluded Q4FY21 numbers, Net income for Nifty-50 companies grew by 111% while EBITDA surged 68%

YoY. If we argue that last year Q4FY20 was a weak quarter, even for full year the numbers look a stark improvement. Gong ahead

we might see some softening in the current quarter and the next, and also margin improvement might not be possible any more

as input costs have risen substantially, but we could see price hikes being passed on to consumers as we have seen in recent

times in various sectors. As an investor we need to see beyond the next one or two quarters and build a portfolio of companies

which will be participate in the next 2-3 years of earnings upcycle of India Inc. One interesting data point is corporate profits to

GDP which is currently at decadal lows and is set to improve in coming years.

Impact on 
economy from 2nd

wave is expected 
to be quite low; 
companies, 
individuals and 
government is 
better prepared for 
facing a 3rd wave

Rising inflation 
from time to time 
fuels speculation of 
interest rates rising 
in the US but the 
Fed has little 
choice but to keep 
rates low in view of 
the large debt 
servicing burden 
the govt would be 
faced with
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Portfolio performance and positioning

In continuation to our search for mispriced opportunities in the market we have been adding exposure to some existing names

and also added some new companies in portfolios in recent months. We have been adding exposure to Philips Carbon owing to

its attractive valuations coupled with margin improvement on the back of steady growth roadmap ahead. We have increased our

exposure to the IT & IT Services space as we continue to believe in our thesis that the sector is going through a major earnings

upcycle on the back of global IT budget increasing in all sectors and further aided by margin improvements. We continue to be

overweight on our Pharma and Healthcare exposure as we see Indian API makers becoming the preferred choice in the global

pharma supply chain and also believe many approvals would be underway for the local domestic players. We have also been

maintaining our positive stance on home improvement and cement and see the revival of demand in real estate as a sustainable

trend after several years.

In conclusion would like to leave with this thought to investors that if your investment horizon is going to be the next 3-6

months, then you have reason to worry and be cautious and would be more prudent to try to time the market entry and exit

with perfection. However if you are here for the long haul and want to ride through the volatilities in the near term, we would

suggest to keep nibbling into great companies at various market levels and build a portfolio as there is no perfect price and

time to enter all in and hence building the portfolio over time makes sense.

Happy investing and wishing good health from all of us at Quest.

Yours Sincerely

Aniruddha Sarkar

Chief Investment Officer & Portfolio Manager

All the Quest 
strategies continue 
to outperform the 
benchmark indices 
in CY 2021 and 
have built 
significant alpha 
over the last 15 -16 
months

As on 31st May 2021 1 month 3 months 6 months 1 year 2 years 5 years
Since 

Inception

Quest Flagship PMS 8.3% 10.4% 26.4% 77.0% 17.9% 14.4% 17.4%

NIFTY-50 6.5% 7.3% 20.2% 62.7% 14.3% 13.8% 8.0%

NIFTY – 500 7.0% 8.6% 23.4% 69.1% 16.1% 14.2% 8.3%

Quest Multi PMS 7.5% 11.4% 27.2% 89.5% 19.8% 14.9% 16.0%

NIFTY-50 6.5% 7.3% 20.2% 62.7% 14.3% 13.8% 12.0%

NIFTY – 500 7.0% 8.6% 23.4% 69.1% 16.1% 14.2% 11.1%

Quest Focus PMS 8.3% 8.4% 27.4% 72.1% 11.9% 15.0% 15.1%

NIFTY-50 6.5% 7.3% 20.2% 62.7% 14.3% 13.8% 15.2%

NIFTY – 500 7.0% 8.6% 23.4% 69.1% 16.1% 14.2% 14.9%

Note: These are TWRR returns as on 31st May’21 of all clients taken together of the individual schemes and individual client performance can be higher or
lower than this depending on their joining dates and corpus in dates. Returns over 1 year are annualized. Inception dates for different schemes are as follows:
Quest Flagship – 12th Oct 2007; Quest Multi – 4th Aug 2014; Quest Focus – 24th May 2016
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Disclaimer:
The purpose of this Letter is to provide general information of the market and the house view of Quest Investment Advisors Pvt Ltd. to existing and prospective investors in a manner to assist them in understanding the
market and equity products. The Letter is purely for information purposes and should not be construed to be investment recommendation/advice or an offer or solicitation of an offer to buy/sell any securities. This letter
is for the personal information of the authorized recipient(s) and is not for public distribution and should not be reproduced or redistributed to any other person or in any form without prior permission of Quest
Investment Advisors Pvt Ltd. While reasonable endeavors have been made to present reliable data in the communication, but Quest PMS does not guarantee the accuracy or completeness of the data in the same. Quest
Investment Advisors Pvt Ltd or any of its connected persons including its subsidiaries or associates or partners or employees shall not be in any way responsible for any loss or damage that may arise to any person from
any inadvertent error in the information contained, views and opinions expressed in this Presentation. Past performance should not be taken as an indication or guarantee of future performance, and no representation
or warranty, express or implied, is made regarding future performance. Information, opinions and estimates contained in this Presentation reflect a judgment of its original date of publication by Quest Investment
Advisors Pvt Ltd and are subject to change without notice.

The performance comparison shown with peer strategies is just for illustration purpose and data has been taken from www.pmsbazaar.com and www.pms-aif.com which are available in public domain. The objective of
showing the performance is merely for the benefit of the investors to provide them transparent information of strategy performances and where does Quest strategies stand vis-à-vis industry peers.

This Letter is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication,
availability or use would be contrary to local law, regulation or which would subject Quest Investment Advisors Pvt Ltd and its affiliates to any registration or licensing requirement within such jurisdiction. The product
described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession this Report/Presentation may come are required to inform themselves of and to
observe such restrictions.

This letter is qualified in its entirety by the Terms of Agreement and other related documents, copies of which will be provided to prospective investors. All investors must read the detailed Terms of Agreement including
the Risk Factors and consult their tax advisors, before making any investment decision/contribution to be managed under the Portfolio Management Services offered by Quest Investment Advisory Pvt Ltd.
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