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2025 Market Outlook: Steering Through Crosscurrents

In 2025, global equity markets could face an environment characterized by several crosscurrents. Global investors
expect next year to witness a higher dispersion across stocks, styles, sectors, countries and themes. This shall
provide a better backdrop for active investors after consecutive quarters of broader market appreciation.

We enter 2025 optimistic yet balanced in our outlook, cognizant that two years of good gains and a broadening
market suggests a lot of good news is priced into a growing number of stocks. After seeing a 21% CAGR by BSE500
Index over the past two years, we do see a possibility for index returns to normalize towards the annual average.
However, one should not judge market returns by indices, as we see enough opportunities across individual
companies to maintain a constructive, risk-on stance. We believe 2025 is going to be a stock-picker's year, as
winners and losers would emerge across sectors. We reemphasise on our view that what you don’t own will be as
important as what you do.

A changing balance of risks

India continues to remain the highest GDP growth amongst large economies, though corporate EPS growth
expectations have been toned down. The global economy appears to have reached a balance. Moderate growth,
disinflation and continued monetary easing could all bode well for the global markets.

Importantly, India's fiscal prudence lays a solid foundation for future economic growth, with the fiscal deficit coming
down from 9.2% in FY21t0 5.6% in FY24, as seen in figure 1. Notably, S&P has upgraded India's rating outlook from
stable to positive in May 2024. Furthermore, S&P has indicated that a fiscal deficit below 7% of GDP on consolidated
(centre + state) basis will be a trigger for rating upgrade to BBB (from BBB-). With the state fiscal deficit at ~3%,
centre's fiscal deficit consolidation towards 4.0% is needed for the upgrade.

Fig1: Fiscal Deficit Poised to Reduce Further
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With that being said, the American tariff policy remains a key question mark, although we believe that direct impact
of Trump's policy's impact on India appears to be limited given the low goods manufacturing & exports base, as
compared to other Emerging Markets. India's exports into the US are mostly services, which have been spared
actions so far.



Capex to continue

India remains in the middle of a capex upcycle, and although the slowdown in government capex in mid-2024 has
created worries about the sustainability of the upcycle, we believe it is transitory and 2025 shall probably see more
robust capex indicators. The two largest segments - housing and corporate capex - which contribute 75% to total
capex, are doing well and even as the government capex surge slows down, overall capex to GDP ratio is still
expected to rise over the next four to five years. Multiyear housing cycle upturn is still ahead of us. For the corporate
segment, bank data indicates a surge in corporate spending approvals, and we believe power / electrification, PLI
schemes etc. would be the anchors. India’s efforts to attract FDI is also paying rich dividends, for instance, over the
last 18 months, India has seen 20 billion dollars’ worth of investments announced across five semiconductor
facilities - which are in turn triggering significant supply chain investments. In Housing, new pre-sales have risen by
50%+ over the past three years and same is now translating to housing construction spurt bodes well for a long
supply chain of building materials, electricals, cement, tile cos, etc.

Fig2: GFCF as a % of India's GDP
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The spending by corporates on creation of new capacities is also seeing a surge. Private capex approved by banks
jumped 60% YoY in FY24, as per RBI data, which demonstrates a large investment intention in the years ahead.

Rural Revival?

Above normal monsoon, healthy water reservoir levels and an increase in government spending in the rural space
is poised to revive the rural macros. This implies a sentimental positive for consumption at the lower income / rural
economy segments. We believe penetration to continue in staples, and given the changing trends and
demographics, we believe discretionary categories are in a good position to benefit from a change in the aspiration
levels. Early signs of a rural revival is possible as evident from the figure below, indicating a 25% increase in rural
spending for the first seven months of 2025.

Fig3: Rural Spending
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Being Selective

As we had outlined in our previous AAA Insights, we continue to believe that active stock-picking shall be
instrumental for sustained alpha generation. As seen in the table below, the number of companies with returns
more than 20% have reduced across all market cap categories. Furthermore, the number of companies with
returns below benchmark has seen a stark increase as compared to last year. This symbolizes the need to
increasingly focus on what to own and what not to own.

Fig4: BSE500 Market Cap Wise Return Analysis
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Source: Ace Equity, AAA Research
Quarterly Update

After witnessing a relatively weak first quarter, Nifty reported another muted quarter with revenue growth of 4%
and net profit growth of 2% in Q2FY25. Against this backdrop, AAA portfolio companies delivered a solid quarter,
both in revenue as well as profit terms, as seen in the figure below.

Fig5: Q2FY25 AAA Portfolios' Earnings Snapshot
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Bottomline

Stay invested but maintain a risk-aware approach. When faced with market gyrations or geopolitical uncertainty,
the biggest mistake investors can make is to retreat to the sidelines. The opposite is also true. Do not rush in at
market peaks. Successful investing is a long-term endeavour. Focus on your goals and don't let the daily noise
distract you.


https://www.alfaccurate.com/dont-dance-to-the-market-tunes

AAA PMS Performance

Compounded Annual Returns (%) 10 Years Since inception®
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Compounded Annual Returns (%) 10 Years Since inception#

AAAFOCUS PMS 22.3 19.9 13.9 18.5 14.9 15.0

‘Nifty 50 TRI 101 15.6 12.2 15.5 12.4 121

Compounded Annual Returns (%)

AAABuddingBeastsPMS 315 391 .25 321
BSESO0TRI(Benchmark) ... 158 211 154 192
BSE 400 MidSmall Cap TRI 263 34.8 229 29.6

Compounded Annual Returns (%) 1Month 3 Months 6 Months

AAA India Equity Plan (AIF CAT Ill) -0.5 -5.6 3.4 26.7 29.9

‘Nifty 50 TRI 13 8.9 0.4 109 19.2

(AAA Emerging Giants PMS Plan has been renamed as AAA Budding Beasts PMS Plan)

*(23 Nov 2009 - 31 Dec 2024); #(17 Nov 2014 - 31 Dec 2024); @(01 Jan 2021 - 31 Dec 2024); **(16 May 2023 — 27 Dec 2024)

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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