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This too shall pass: June 2022 Newsletter

Toughest quarter since onset of Covid

India stock market declined sharply during Apr-Jun 2022. An early indication of this
possibility was provided when broader markets started to correct in the previous quarter.
Inflation and fears of possible recession were the most talked about issues, even as the
Russia-Ukraine conflict lingered on.

Ampersand bettered most indices during the period under review, including Nifty and Mid
caps. Fund NAV was down 8.5%, benchmark BSE 500 declined sharper at 10.0%. Our fund
has delivered cumulative returns of 95.5% since inception in Sept 2017, ahead of all major
indices.

As on June 30, 2022, our fund consists of 26 stocks and a cash surplus of 9.6%.

Portfolio positioning aided our relative outperformance

Our relatively stronger performance in an all-round declining market, is attributed to (1)
dilution of our overweight position in IT to neutral stance, (2) absence in metals, (3) higher
cash levels compared to the previous quarter. Also, we managed to partially re-deploy cash
closer to the June lows. Still, the portfolio was not immune to sharp market correction,
which ensued during the quarter under review.

Chart 1: Portfolio rebalanced in favour of Consumer sector
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Recession concerns overdone

Most economists are ascribing a 30% probability of US recession in 2023, and even
Governor Powell isn’t ruling out the same. In our view, barring a dramatic escalation of
Russia-Ukraine conflict, chances of protracted recession appear remote. However, we are
building a base case scenario of much slower growth, with moderate inflation outlook over
next two years.

During 2018 and 2019, USA GDP grew 2.9% & 2.3% respectively with Fed fund rate in the
1.4%-2.4% range, similar to fund rates being targeted for next one year.

Sharp hike in interest rate by Fed in recent months is already driving down commodity
prices. Global supply chain is easing considerably, reflected in falling shipping rates. This
should enable inflation to soften to targeted levels over the next few months. As such, one
need not fear excessive hawkish policy from Fed than already articulated. An indication of
this is evident through peaking of 10 year bond vyields.

India markets in recent times are strongly correlated to developments in the US, so will
likely recover along with return of risk apetite. Considering India’s macro fundamentals, we
expect relative outperformance to sustain in the recovery phase as well.

Domestic consumption sector supported by tailwinds

Typically, easing of inflationary pressures should be positive for consumer related sectors,
both from a margin and demand perspective. Sectors which bore the brunt of dual impact
were mostly discretionary such as Autos and Building materials such as Cement, Paints etc.
Demand situation is now looking good given robust jobs growth in urban India, as reflected
in rise in personal tax collections, fresher hiring by IT companies and surge in new EPF
subscribers. On the other hand, non-durables i.e. FMCG companies should benefit from
lower input costs due to softening of palm oil, chemicals etc. So collectively, consumer and
related sectors could emerge as growth leaders, while commodities should lag. Ampersand
made a strategic shift from IT to the Consumer space during the period under review.

Chart 2: Margins of Consumer Discretionary companies to expand on lower commodity prices
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Dynamic portfolio management needed still

Several imponderables could influence inflation as well as demand, so linear extrapolation
of drivers of macro-trend is a key risk. For instance, an early end of Covid could significantly
ease supply chain logistics, and thereby bring down inflation faster than being currently
feared. Similarly, further escalation of the Russia-Ukraine conflict can aggravate energy
costs and lead to certain recession. Under such circumstances, investment strategies would
necessitate constant monitoring and frequent tweaking. In order to minimise such an
eventuality, diversity has been a constant feature of our portfolio construct this year. We
believe this could make our portfolio more resilient to global turmoil.
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DISCLAIMER:

Ampersand Capital Investment Advisors LLP (Ampersand) is an Investment Manager of Ampersand Growth
Opportunities Fund Scheme — | (Fund), a Scheme of Ampersand Capital Trust registered as a Category Ill —
Alternative Investment Fund (AIF) under the SEBI (Alternative Investment Funds) Regulations, 2012.

This document is strictly for information and illustrative purposes only and should not be considered to be an
offer, or solicitation of an offer, to buy or sell any securities or funds or to enter into any contribution
agreements. Before anyone considers an investment, it is important to read through and understand the contents
of the Disclosure and/or Offer Document.

This document does not constitute or is not intended to constitute an offer to buy or sell, or a solicitation to an
offer to buy or sell financial products, units or securities. The information provided by Ampersand is obtained
from sources believed to be reliable but is not guaranteed as to accuracy or completeness and expressly disclaims
all warranties and conditions of any kind, whether express or implied.

This document is prepared by Ampersand strictly for the specified audience and is not intended for distribution to
public and is not to be disseminated or circulated to any other party outside of the intended purpose. This
document may contain confidential or proprietary information and no part of this document may be reproduced
in any form without its prior written consent to Ampersand. If you receive a copy of this document and you are
not the intended recipient, you should destroy this document immediately.

Any dissemination, copying or circulation of this communication in any form is strictly prohibited. In preparing
this document, Ampersand has relied upon and assumed, without independent verification, the accuracy and
completeness of information available from public sources. Accordingly, neither Ampersand nor any of its
partners, employees, agents or advisors shall be liable for any loss or damage (direct or indirect) suffered as a
result of reliance upon any statements contained in, or any omission from this document and any such liability is
expressly disclaimed.

Investments in Shares and Securities are subject to market risks and investor’s risk profile. In making an
investment decision, Investor must rely on their own examination of the terms of the offering, including the
merits and risk involved. Past performance may not be indicative of future results. Therefore, no current or
prospective client should assume that the future performance will be profitable or equal to corresponding
indicated performance levels. There is no assurance or guarantee that the objectives will be achieved. No client or
prospective client should assume that any information presented in this document as the receipt of, or a
substitute for, personalized individual advice from the registered adviser or any other registered investment
professional.

All intellectual property rights emerging from this newsletter are and shall remain with Ampersand. This is for
your personal use and you shall not resell, copy, or redistribute the newsletter or any part of it, or use it for any
commercial purpose.
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