@ INTERVIEW: HIREN VED, DIRECTOR, CEO & CIO, ALCHEMY CAPITAL MANAGEMENT
‘Inflation & yields not a concern when growth rising’

Aslongas growth is rising, onedoesn t need to
wony about inflation and yiclds, said Hiren
Ved, director, CED and CIO, Alchemy Cap-
ital Management. In an intervicw with
Urvashi Valecha and Malini Bhupta, he
says India is at the cusp of a phenomenal
erovweth stovy, which will be longer and higher
than the one during 2003 -07. Evcerpis:

Bond markets tend to be ahead of equity
markets. So,what are bond markets sig-
nalling that are making equity investors
skittish?

Historyshows thatbond and equitymarkets
should behave differently. The ultra-low
interest rate regime in the world changed
that. Asinterest rates keepfalling, bonds do
well asdo the equity markets. Wedid a little
studyand looked atfive instances inthe past
where vields have gone up in India, which
usuallyis insync with yvields globally, but the
Niftyhas also poneup. What isimportant is
that when there's inflation, is there growth
too, or isitslowing? Of the five instances,
growth was tapering off during two ocea-
sions. Dunngthose two instances, Niftycor-
rected. In other instances, there was a posi-
tive correlation between Nifty and mtes. As
longas growth is dsing, you don't need to
worryabout inflationand yields In the cur-
rentcontext,whetherit isthe USorlndia,we
don'thavea situationwhere inflation isris-
ingbutgrowth isnot. Infact,consensusesti-

mates seethe US growth at 5-6%. The pre-
pandemic US 10-vear Treasury yvields were
at 1.9%%, which fell to 0.5%in August 2020,
If everything is coming back to pre-pan-
demic levels why should vields not go back
to the same levels?Yieldsare adjusting to the
newnormal.

Howdoyou see the stimulus-driven mar-
kets behaving in the context of earnings?
| knowwe have been waitingforearningsto
come, but in myopinion, as far aseconomic
growth is concemed, [ feel we are in 2002-
03. In the last few years, we have had back-
to-back shocks - from demonetisation to
ST to ILEFS and DHFL - to the financial
system. The gppvemmentputthe IBC inplace
toweed out zombie companies. During the
pandemic,we have had manufacturing and
labour reforms. The economy has been

administered many shocks and weare com-
ing outofit.Verymrelydoyousee both mon-
etary and fiscal policy in favour of growth.
Theonly panaceaisto petgrowthback There
was no immediate transmission of lower
rmates but it has happened finally and it has
helped revive housing demand. We are at the
cusp of a phenomenal growth story, which
will be longer and higherthan what we saw
over 2003-07.

What about earningsupgradesin FY217
The way the corporate sector has behaved
during the pandemic gives me hope on
earnings. Who would have thought that
earningswill be upgraded in FY21. Initially,
people saiditis because of the cost-cutting
and some of these costswill come back Al sn,
raw material costs will go up. But efficient
companies haveunlocked gains during the
pandemic and started thinking in a funda-
mentally different way. Some of the tech
companies are already talking about not
retuming parts of their workforce to the
office everagain. Some of the cost savings
willcontinueafter Covid-1% too,and there-
fore, the next productivity cycle will give
earnings growth amassive bump.

There has beena flurryof IPOs linedupin
the markets, would you suggestinvestors
to look for opportunities in the same?

Thereisafairamount of euphoriain the [PO

market today. This usually happens in the
first phase of the bull market. In the [P0,
there is no backreference — one sees a cou-
ple of [POs doing well, and so investors get
incentivised to; then applyand make quick
money.Also theyhave theliquiditybecause
theyhave sold mutual funds and they have
booked profits.Alot of themoney goes into
1POs during the first bullish phase. [ would
recommend that investors should look at
IPOs as a trading opportunity. One should
study the company, look at valuations and
then decide on participation.

At a time when mutual funds are seeing
outflows, Alchemyhasapplied foralicence
for an AMC business. What was the idea
behind it?

1 think it's a joke that the total equity assets
for all mutual funds putto getherislike T10-
11 lakh crore and thetotal market capitali-
sation of the country $2. 7 trillion. It's afrac-
tion of the total market capitalisation and
the total amount of savings coming to
equitymarketsisjust 4% Indiaisahighsav-
ingscountry,we havea 28%to 30%savings
ratewhich is $900 billion of savings every
yearand only 3-4%iscoming to theequity
markets. The opportunity is so large for
financial savings to come into the equity
markets that there is a lot of space forexist-
ing mutual funds to prowand many newto
come in.



