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Market Eccentricity

To say the past few months have been a whirlwind for markets doesn’t begin to describe it. Ever since commodities’ November
sell-off, commodities have been caught in a tug of war between macro and micro forces. On the macro side, China’s lockdowns,
tightening monetary policy, and Europe’s energy crisis have contributed to risk aversion in the economy and markets. On the
micro side, however, the same risk aversion has led participants in the physical markets — such as manufacturers, power utilities
and food businesses — to destock inventories and refrain from buying new supplies, in some cases leaving stocks critically short.
The operative question which we are supposed to assess is: Are the flashpoints we are seeing across sectors idiosyncratic or
systemic? We believe it's both. In this newsletter, we dive into some critical changes which we have witnessed over the past
couple of years.

Persistent Volatility

Flashback to May 2021 — just two years ago — when global commaodity prices were rising, waiting time for production material was
almost near all-time highs, and we discussed about the key to the lock called “Inflation”. Restocking in the face of a global
pandemic had been the global inventory management policy in Covid-19 years.

Now, on the flip side, commodity prices are declining, amidst increasing economic concerns of China, and declining inflation in the
United States. Micro catalysts such as ongoing OPEC cuts, declining U.S. shale production and an end to emergency oil stock
releases have been keeping inventories of energy commodities and agricultural biofuels tight. It’s almost as if the inventory
management policy has changed from restocking to destocking. An unanticipated spike and decline in demand, along with globally
dynamic forces has resulted in rapidly changing business cycles. This is reflected in the significant reduction in waiting time of
factories for production material (refer Figl) by 41% to 46 days — the lowest number since 2010.

Figl: Waiting Time of Factories for Production Material (Number of Days)
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The outcome — increasing volatility in business cycles, resulting in increased volatility of the company’s earnings in the recent
times. A closer look at the sectoral margins trend for the last four years depicts how the operating environment is changing for
businesses (Refer Fig2). Such swings in the profitability trend leads to sharper swings in earnings expectations and ultimately its
stock prices. Going forward, we expect the pace at which business cycles are changing to continue, given the increasing geo-
political and global influences. As always, our QuAgile approach will prove to be beneficial for investors and result in sustainable
wealth creation over the long-term.


https://www.alfaccurate.com/resilience-key-to-tide-over-inflation

Fig2: Profitability Trends - Changing Operating Margins
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Earnings Front: Q1FY24

On the earnings front, AAA companies delivered strong results. The decline in commodity prices resulted in an improvement in
gross margins for most of the sectors. On sectoral trends, auto companies witnessed healthy demand sentiment driven by new
product launches. The banking sector reported strong loan book growth but with some pressure on net interest margins due to
rising funding costs. Order book remains robust for most engineering companies and pick up in the execution cycle will accelerate
growth for the sector. The consumer companies are still reeling under pressure and waiting for rural India's recovery. IT sector, as
expected, reported weak numbers and sounded cautious on their guidance for FY24. All in all, the portfolios are on track, and we
are robustly monitoring and evaluating investments to ensure capital protection and wealth creation.
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AAA PMS Performance

Compounded Annual Returns (%) 2 Years 3 Years 5 Years 10 Years Since inception™
AAAIOP PMS 14.4% 10.4% 24 3% 12.3% 21.0% 18.4%
BSE 500 TRI (Benchmark) 11.3% 9.1% 23.3% 12.6% 16.4% 122%
BSE Midcap TRI 24.3% 15.8% 30.2% 14.4% 20.8% 13.5%
BSE Smallcap TRI 30.8% 18.5% 38.5% 17.7% 22.9% 13.5%
Nifty 50 TRI 9.5% 7.3% 20.6% 11.8% 14.8% 11.5%
Compounded Annual Returns (%) 1Year 2Years 3 Years 5 Years Since inception#
AAA FOCUS PMS 57% 7.3% 20.4% 11.5% 13.9%
BSE 500 TRI (Benchmark) 11.3% 9.1% 23.3% 12.6% 12.3%
BSE Midcap TRI 24.3% 15.8% 30.2% 14.4% 14.8%
BSE Smallcap TRI 30.8% 18.5% 38.5% 17.7% 15.5%
Nifty 50 TRI 9.5% 7.3% 20.6% 11.8% 11.2%

Since
Compounded Annual Returns (%) 1 Year 2Years . .

inception@

AAA Budding Beasts PMS 29.4% 24.8% 31.7%
BSE 500 TRI (Benchmark) 11.3% 9.1% 17.0%
BSE Midcap TRI 24 3% 158% 24 6%
BSE Smallcap TRI 30.8% 18.5% 32.1%
Nifty 50 TRI 9.5% 7.3% 14 2%

(AAA Emerging Giants PMS Plan has been renamed as AAA Budding Beasts PMS Plan)
*(23 Nov 2009 — 31 August 2023); #(17 Nov 2014 — 31 August 2023); @(01 Jan 2021 — 31 August 2023)



Performance is after all expenses and fees from April 2018 onwards. Prior to April 2018, the performance is after all expenses and Fixed Management fees. Index
performance is calculated using Total Return Indices, as per SEBI guidelines.

Note: Returns of Individual clients may differ depending on the time of entry in the strategy. Past performance may or may not be sustained in the future and should
not be used as a basis for comparison with other investments. Performance related information provided herein is not verified by SEBI.

For further details please contact: investorservices@alfaccurate.com; www.alfaccurate.com

Equity Investments are subject to market risks , read all plan related documents carefully.
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