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‘Global turmoil not over, volatility will remain’

The domestic economy has a strong multi-year tailwind. This will power equity-market returns,
says RAJESH BHATIA, managing director and chief investment officer, ITl Long-Short Equity Fund.
In conversation with Sundar Sethuraman, he lists out the crucial tailwinds domestic markets
face and how a long-short fund can help protect the downside risks. Edited excerpts:

Since hittinglifetime highsin October
2021, Indian markets have swung
wildly. How has the journeybeen for a
long-short fundlike yours?

In recenttimes, central bankpolicies of
developed economies have become the
primary driverofglobal asset markets,
includingequity markets. The post-
pandemic response from the top10
central bankers ofinfusing
unprecedented amounts of liquidity
intothe global economy to
support theireconomies
had the desired effect ofa
collapsein interestrates.

Asset marketsare
strongly guided by the cost
of capital. Naturally, as
interest rates lowered,
equity marketsrose. Think
ofitasaprice-to-earnings
rerating of asset markets. Itis for this
reason one saw aone-way upward
trajectory inequity markets between
April2020 and October2021.

We recognised early on these policies
were the primary driver of markets.
When high and stubborninflation
worriesemerged globally asa
consequence of these policiesand the
evolving geopolitical situation, it
becameapparent itcould forcea reversal
oftheliquidity trend and, consequently,
areversal for this primary market driver.
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Our gross exposure to equity markets
peaked in October and has subsequently
been in cautious mode. While global
markets have corrected appreciably,
admittedly, we have been pleasantly
surprised by therelative resilience of
Indian markets.

Did you manage to beat the Nifty in the
pastyear?
Asof September thisyear, our fund was
up1l.17percent (gross return)
versus Nifty’s minus2.97 per
cent. Markets have become
macro-driven, with central
bankpolicy being the key
determinant of market
direction.
Inanenvironment of
external turmoil, the ability to
reacttacticallyiscrucial,
evenifthestructuralstoryisintact. Asa
long-short fund, weareatadistinct
advantage of being able toswitch our
exposurewith dexterity.

Will the next year be just as volatile?
Whatshould investors in long-short
alternative investment funds expect
from their fund managers?
Wearefortunate tobe here, given the
multi-year tailwind India has. However,
ourmarkets havebeenstruggling for the
pastyeardue to the insurmountable

challenges faced by global markets. We
believe global turmoil is not over yet.

Weexpect marketsto continue to
remain volatile. Ifthe environment
deteriorates, then along-short fund like
ourswillexercisedefence and vice versa.

Along-shortequity fundseeksto
offeran asymmetric returns profile. We
aimtocapture the upside potential of
equity markets, but aspireto prevent the
downside.

Investorsback theuncorrelated
aspectofour fund to their overall
portfolio. We believe an asymmetric
profile makes along-short fund a good
product for wealth creation, especially
onarisk-adjusted basis.

What are they key headwinds/tailwinds
domesticequities face?

Indiaisideally positioned in global
markets today. We are on the cuspof a
creditand earningscycle revival. Our
corporate balancesheetsare healthy, as
areourbankbalancesheets.

India hastailwinds from positive
governmentactionsof the previous few
years, suchastax cuts, goods and
services taximplementation,and
therefore, formalisation of the economy.
We are also likely to benefit from China
Plus One in manufacturing. All these
tailwinds meanasecularpushtoa $3-
3.5-trillion economy. As profits grow, so
will stock markets in value terms.

The challenges are more cyclicalin
nature, drivenbyacollapsing global
macro, which should notbeignored
either. Risinginterestratesglobally,
persistently highinflation, and a
sluggish global economy will put macro

pressures onour economy aswell.

Ourexports are flagging, our current
accountdeficitis high at 3-4 per cent,
andthereislittlefiscal space, while
interest rates are still rising. We may have
tobe morecareful in assessing the short-
termprospects.

Do you expectdomesticliquidity to
remain strong? Will tepid one-year
returns weigh on incremental flows?
Wedon'tsee any sudden shift inattitude.
Thegood thing about domestic liquidity
isthe Indian market’s resilience,
although it hasalsomeant Indian
marketsarerelatively pricier.

How has the July-September quarter
earnings season played outso far? What
are the earnings growth expectations
for2022-23 (FY23) and 2023-24 (FY24)?
Inanutshell, better than expected. What
stood out were healthy banking results,
weak consumer results, especially those
servingthebottom of the pyramid. We
thinkthe earningexpectations have
moderated for FY23. If there are no
further global shocks, we could see
earnings growth in healthy teens from
FY23onwards.

INDIA HAS TAILWINDS FROM POSITIVE
GOVERNMENT ACTIONS OF THE PREVIOUS FEW

YEARS...AND THEREFORE, FORMALISATION OF

THE ECONOMY
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