
 

India Avenue’s Virtual Grassroots India Tour (VIGT) 
 
VGIT was our first experience at creating a virtual tour for our participants to benefit from insights of local 

experts. We have learnt significantly from the experience and seek to improve this going forward. On that 

subject, this paper is not only inclusive of some key takeaways of VGIT, but also highlights our portfolio 

positioning and the logic behind India Avenue’s business and fund proposition. All our sessions and 

presentations from VGIT can be found at www.indiaavenueinvest.com/experiencing-grassroots-india-with-us/. 

We welcome engagement and feedback from you. 

 

India Avenue: Portfolio Implications and Positioning 

 
In this environment it appears likely that the companies which are best fit to survive are those with a business 

moat, typically those have survived several market cycles, financial clout and capability to generate strong cash 

flows. Scarcity of growth is likely to be a theme globally. The India Avenue portfolio has made a shift over 

COVID-19 towards quality biased companies, with a focus on market leadership – not necessarily 

capitalisation, but leadership within each industry.  Where we feel investors can get into a trap after a sell-off 

is buying cheap companies in a dwindling industry, or with market positioning or clout. Finally, poorly 

managed companies regardless of valuation are always to be avoided, particularly as India goes through 

significant change from unorganised to organised business, rising cost of compliance and GST rather than 

individual state and border taxes. This will provide an ideal operating environment for market leaders to thrive 

and mop up market share and emerge successfully. These companies are also able to invest in technology and 

distribution as well as make meaningful M&A decisions given their cash flow and balance sheet clout. 

 

Non-Large Cap Market Leaders 

 

Today only 52% of our exposure is in Nifty-50 stocks. The shift has not been into large cap stocks, but rather 

market leaders. An example of Non-Nifty market leading companies: 

 

Company Industry Proposition 
Avenue Supermarts Hypermarkets Retailing Format, Organic Growth, Organised, Scale  

Info Edge Internet Classifieds Internet Penetration, Market Leader in Job 
Search, Matrimony. Internet investor 

Symphony Air Coolers Leading Air Cooler manufacturer in the world. 
Niche expertise and focus 

Motherson Sumi Auto Ancillaries Manufacturing engine wiring for global brands like 
BMW, Mercedes etc 

Indian Energy Exchange Energy Trading Exchange Monopoly. Only one exchange and significant 
increasing in power trading 

Pidilite Industries Adhesives Market leader in all categories e.g. floor covering, 
industrial adhesives 

TTK Prestige Kitchen Appliances 6% market share, but easily the leader and a 
beneficiary in organising retailing 

Astral Polytechnik CPVC Piping Market leader, organised business, distribution 

 
We currently hold 15% exposure to these 7 companies. A substantial component of our large cap exposure are 

also market leaders such as Maruti Suzuki (over 50% of passenger vehicle market share), Bharti Airtel (mobile / 

data / telecom), HDFC Bank (leading net interest margins and CASA ratio, premier lending book), Tata 

Consulting (leading IT outsourcing firm), Hindustan Unilever and Nestle India (leading consumer necessities, 

with localised price points). 

http://www.indiaavenueinvest.com/experiencing-grassroots-india-with-us/


 
High Quality Financials  

 

 

Globally financials are facing challenges as the borrower 
faces difficult to service loans as income drops. The offer 
of moratoriums and interest payment deferments passes 
some of the stimulus through banks and other lenders. In 
addition, the threat of non-performing loans loom – in 
India, just at a time when Banks when recovering after a 
period of high non-performing loans. Credit growth was 
already slowing with the economy, which increases the 
challenges when it comes to maintaining the growth 
profile of the last 10 years. We have focused our holdings 
into core positions in Banks with significant brand, 
margins and quality loan books. In our view these 
companies (HDFC Bank, Kotak Bank, ICICI Bank, HDFC and 
Bajaj Finance – around 20% of the portfolio) are leaders 
with strong franchises which should mop up market share. 
It is not an environment for taking risk in credit and 
leverage and thus franchises with a conservative book, 
adequate capital and strong margins will continue to win. 
In India apart from financialisation of savings, 
digitalisation, urbanisation driving tailwinds for banking – 
it is the shift of market share from Government owned 
Banks (PSU Banks) to Private Banks – a trend of the last 10 
years which will continue in this decade. Banks like Kotak 
Bank and HDFC Bank are quality banks with high CASA 
ratios and high NIM’s. They trade at high P/BV because of 
the sustainable underlying fundamentals of India’s story. 

 

Rural and Pharma 

 

Our positions in these companies reflect parts of the economy that we expect to be least impacted by COVID-

19 and likely beneficiaries going forward. Almost 2/3 of India lives rurally and the impact has been low outside 

of metropolitan India. Companies like Escorts India reflected in their Session on minimal longer impacts from 

COVID as farmers continue to buy tractors. The valuation of such a company are only around 15x despite 

strong growth. The company hinted that their market share wins will take them to the number two spot in the 

industry. Additionally, companies like Fertilisers and Seeds businesses will benefit from planting season pre 

monsoon (which has just arrived in India on the west coast and is on time and expected to be close to the 

long-term average in rainfall). We also own Chambal Fertilisers, Coromandel International and Kaveri Seeds. 

 

 

 
We expect Pharmaceutical companies to continue 
to benefit from increased spend on healthcare and 
wellness globally. Additionally, in India, it can be 
expected that there is greater consciousness and 
spend directed towards health. These companies 
are under owned and trading at a discount to their 
long-term valuations. Whilst there is still a lot of 
work for Indian Pharma to do in terms of US FDA 
compliance and costs associated with it. Our Pharma 
exposure is more focused on India growth and 
medical/drug research.  

 



 
COVID-19 

 

The lockdown has been extended in India from the last week of March to the 31st of May and will leave an 

impact through the hardship experienced by India’s informal workers, MSME’s and the financial sector. The 

economy is now slowly moving back towards being operational. However, India’s infections keep rising. The 

shift from lives to livelihoods is very much on. 

 
Chart 1: India’s COVID Infections 

 

COVID-19 infection daily growth rate in 
India is hovering between 4-5%. 
Pleasingly 48% of COVID-19 infections 
are now fine. Whilst the argument on 
reported numbers being below actual is 
well known, it appears warm weather, 
young age of the population and natural 
immunities have played some role 
alongside the lockdown imposed by the 
Government. 35% of cases lie in the state 
of Maharashtra (which has Mumbai as its 
capital). The top 4 states have 65% of the 
infections. The virus has particularly 
infected the major metros. 

 

The Government of India has imposed a series of lockdowns commencing on the 24th of March and lasting 

through till the 31st of May. From April 20th the country has started emerging from lockdowns and from May 

18th it was in state control. The balance has shifted from lives to livelihoods over the course of May 2020. The 

Government announcement a series of stimulus amounting to A$400bn. Most of these measures were for the 

lower socio-economic groups, MSME’s and rural sector. Refer to our note on the stimulus: bit.ly/IndiaStimulus 

 

The IMF came out with a forecast of 1.8% nominal GDP for CY20 and a bounce to 7.4% for CY21. These 

numbers seem optimistic but did not have the benefit of knowing how long the lockdown would last 

https://www.imf.org/en/Publications/WEO/Issues/2020/04/14/weo-april-2020. 

 

Falling Oil Prices and Lower Interest Rates are the Key 

 

India’s macroeconomic position remains sound, despite Moody’s downgrade. Falling oil prices (oil is a 

significant import burden for India) and a weak economy are resulting in a lower import bill relative to a 

slowdown in exports. India looks likely for the first time in 30 years to move to a current account surplus. Forex 

reserves are also at an all time high of US$480bn plus, allowing for almost a year of import cover. 
 

Chart 2: Key Tailwinds going forward 
Brent Crude Oil Prices 

 

India’s 10-year Bond Yield 
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Of importance in a capital starved nation is access to credit and the cost of capital. Hence transmission of 

lower rates to parts of the economy that need it is critical. Typically, when cost of capital is high, private 

investment levels are dormant as projects are put on hold. Every time India has gone through a strong 

economic period, it has usually been preceded by lower rates / US recession. Refer to our note: 

bit.ly/SurviveThriveIndia. 

 

Government of India’s Thinking 

 

One of our VGIT sessions was with Sanjeev Sanyal, a policy adviser to the Government of India. It was pleasing 

to see that India now has a strong upcoming breed of young and talented, well-spoken advisers with 

significant academic merit and broad practical knowledge. Sanjeev spoke very passionately about the 

Government’s barbell strategy i.e. hedge against the worst immediately, which gives them time to plan and 

formulate appropriate policy for protecting lives as well as stimulating growth. 

 

In the initial phase of lockdown, the Government has utilised the support of the Central Bank and India’s 

financial system to deliver support and stimulus. The RBI cut interest rates twice to 4% and continued open 

market operations to ensure the long end of the curve remained compressed. Additionally, loan moratoriums 

and interest payment deferments through the financial system allowed for stimulus during difficult times. 

 

These measures ensured the Government’s fiscal deficit was not blown out at an early stage. In the meantime, 

the Government sought to lobby industry, business leaders and MSME’s, generating feedback loops to gain 

greater insights into what was going on at ground level. The fiscal deficit is already likely to see a large dent 

given tax collections will be much lower than expectations. We have recently seen Moody’s downgrade India 

to Baa3 on the back of falling growth / rising deficit. 

 

However, this places the Government in a position of strength should more stimulus be needed once the 

economy emerges from lockdown. Sanjeev reiterated that there was ammunition the Government had which 

could be directed more wisely with greater understanding of the need. 

 

A Supportive Central Bank 

 

The Central Bank of India (RBI) has played a significant role during COVID and in the development of India’s 

financial sector over the past 6 years. This includes the following measures: 

 

• Implementation of the Insolvency and Bankruptcy Act to provide a framework  

• Greater supervision of Banks and NBFC’s 

• Prompt corrective action framework for troubled banks 

• Providing liquidity when required and ensuring financial and currency stability 

 

India has had a non-performing loan problem since 2010, post a corporate lending boom from 2007-2009 off 

the hype of the business environment pre-GFC. NPL’s in fact rose to 11% in 2016, before starting to recede to 

9.3% at FY19. It was expected to close to 8% by FY20. However, COVID-19 will have an impact. Nevertheless, 

the sector has been making significant improvement. 

 

Other problematic areas which have emerged are India’s Non-Bank Financial companies which typically have 

benefitted pre 2018 by borrowing short and lending long at high NIM’s. However, in 2018 we saw the collapse 

of one of the high-profile NBFC’s, which led to liquidity drying up for that source of financing. The RBI had to 

be inclusive in its greater supervisory role to NBFC’s and ensure liquidity in the system. The situation has now 

been reversed as the financial system has ample liquidity. However, transmission mechanisms need to 

https://bit.ly/SurviveThriveIndia


 
improve to enable credit to flow to NBFC’s and onto India’s MSME’s. These smaller companies still comprise 

30% of India’s GDP and a crucial for growth going forward.  

 

Attracting Investment and Infrastructure  

 

An important aspect of capital flow to India is attracting foreign investment to India, not only through listed 

markets, but also through direct routes. This is particularly important to fund India’s infrastructure needs going 

forward and to build partnerships e.g. similar to Facebook’s recent stake acquisition in Reliance JIO 

bit.ly/FacebookJioIndia. As mentioned earlier India needs foreign capital and these investments are only going 

to occur as ease of doing business in India improves, the reform focus continues (land/labour), infrastructure 

bottlenecks reduce, and red tape and bureaucracy is reduced.  

 

Make-in-India is a promotion of the Government and will become increasing critical as India seeks to increase 

its presence in the Global Supply Chain. Increasingly businesses are looking at India as a potential hub for their 

manufacturing. However, does India have the environment conducive to be competitive with the likes of 

China? Companies across Japan, Korea, US, Taiwan are looking at India given a need to diversify their reliance 

on China. Companies like Samsung, Hyundai, Suzuki, Apple, Walmart, Facebook and Amazon have been 

investing. 

 

India received US$62bn in FDI flows in FY19 and has received US$319bn in the last 5 years, which is 50% of the 

flows received since the turn of the Century. The Modi Government has opened the economy up to increasing 

foreign ownership. 

 

Market Behaviour 

 

India’s markets, as measured by the MSCI India peaked in local currency terms at end of December 2019 (using 

month end data). 

 
Chart 3: MSCI India returns

 

 
 

Period Return 
% 

1m -2.11 

3m -11.43 

6m -16.78 

1yr -15.95 

2yr pa -3.54 

3yr pa 1.24 

5yr pa 3.08 

10y pa 6.54 

20y pa 11.44 

 
 

 
The first quarter of the 2020 saw a loss of 27% for MSCI India is local terms. From an all-time peak on 31 

December (using monthly data) to a post COVID-19 low of at the end of March 2020. In the next two months 

we have witnessed a 12.9% recovery, although from a lower base. At the end of May markets remained 17.6% 

below their December end peak. 
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Only 1.15% of rolling 5 years periods since the turn of the Century has India’s market (in local currency terms) 

produced a negative annualised return. At end of March 2020, the 5-year annualised return was 0.23%. Over 

rolling 1-year period the number is higher at 22.1% but rolling 3-years falls right back to 3.5%. 

 

The AUD-INR 

 
However, for an Australian or NZ based investor the returns they achieve from investing abroad is also 

dependent on currency movements, assuming unhedged portfolios. For this paper we have studied AUD (given 

that the relationship between AUD and NZD has generally remained relatively constant). During COVID-19 the 

AUD illustrated its true nature, behaving very much as a risk-on currency. Whilst markets where in free-fall, 

the AUD went with it, often being used by investors as a proxy for a liquid emerging market exposure. When 

investors seem to seek liquidity in a risk-off event, they seem to flock to the AUD for liquidity. However, when 

risk-on is back on as a trade, the AUD participates on the upside. The moral of the story is for maximum 

diversification when investing in offshore equities, stay unhedged. 
 

Table 1: AUD Appreciation vs INR 

AUD/INR 
5 years 3 years 1 year YTD 

1.3% p.a. 2.8% p.a. 1.5% p.a. 4.2% 

 

This illustrates that given the recent strength in the AUD (relative to USD) that over various time periods the 

AUD now has appreciated relative to the INR, reducing returns for investors in an unhedged Indian equity 

fund. However, during the COVID-19 crisis the AUD fell 15.9% relative to the INR (from 31 Dec 2019 to 20 Mar 

2020), cushioning some of the blow during the drawdown. Since the low of the crisis the AUD has emerged 

strongly given its high correlation to equity markets. 

 

FII behaviour 

 

FII (Foreign Institutional Investor) outflows in India are usually synonymous with market downturns. Whilst 

Domestic institutions may buy at these times, they do not have the capital to match it with the foreign 

investors yet. 

 
Chart 5: Foreign flows to Indian Equities 

 

In March 2020 we saw an 
outflow of $12.4bn, 
followed by $1.4bn more 
in April. However, in May 
and June so far A$6.1bn 
has returned to markets. 
Whilst local mutual funds 
have become a more 
significant player in % of 
market capitalisation 
(between 10-15%), the 
FII’s are still a driver of 
market beta and direction 
given their timing and 
size of flows. 
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April saw inflows across EM after significant selling in March 2020. Outflows during 2020 are on track to what 

we experienced in 2008. Foreigners tend to have sought exposure in Financials and Consumption stocks as 

ways to play India. As they return these sectors should benefit. 

 

Indian Mutual Funds are increasing in their significant for India’s equity markets. FII ownership is currently at 

its five year low today across markets. Its ratio to domestic investors is down to 1.4x compared to peak in that 

period of 2.2x. This is also due to the pension type behaviour of local investors, increased marketing and 

education effort locally and financialisation of savings post demonetisation. 

Recent market activity indicates there is demand for Indian exposure through secondary market offerings of 

certain companies. The good companies when offering equity are being oversubscribed instantly i.e. Hindustan 

Unilever, Reliance Industries, Bharti Airtel, Kotak Bank have all had equity offerings which have had huge 

demand in the last month. 

 

Comparative Advantage Industries or Not – Pharmaceuticals & Automobiles 

 

During the conference we heard from experts in these two sectors. Both Pharma and Automobiles have been 

considered industries which can provide substantial employment, growth opportunity and a positioning 

amongst the global supply chain. 

 

However, both our experts provided a far more circumspect view about the challenges ahead. Our 

Pharmaceutical expert pointed to the fact that US FDA applications and compliance were an expensive process 

and had inherent biases in approvals which were never going to be dominated by Indian companies. His view 

was that Indian companies should focus on generic drugs manufacturing (India is the largest generic exporter 

in the world) and that they should focus on local markets and drugs which are going to prosper in India. 

Japanese Pharma companies for example do not spend too much time trying to get US FDA approvals to short 

circuit local acceptance. Rather they focus on local market approvals to build scale locally. Refer to our 

research on India’s Pharmaceutical sector: bit.ly/IndiaPharmaTTW. 

 

As for automobiles, our speaker made it clear that whilst there were long term opportunities for the sector, 

the immediate post COVID-19 period would be challenging at best. He also pointed that demand may not 

resume to normal levels. Pre COVID-19 the industry was being impacted by the economic slowdown. It is likely 

that the largest players will take market share and 2-wheelers may grow faster than 4-wheelers. Electric 

Vehicles are challenged in India due to the price point and thus demand is unlikely until battery prices fall and 

purchases become viable. Longer-term opportunities for India in EV’s are to occupy a space in the value chain 

or for manufacturing to occur locally, scale needs to increase onshore. Foreign partnerships and JV’s have had 

some success and those such as Ford-Mahindra has the potential to be accretive. 

 

Thoughts of India Avenue Advisers (Aditya Birla, Axis and Old Bridge) 

 

• Market leading companies are likely to survive best and thrive as India emerges from lockdown. Profit 

pools prior to COVID-19 were already experiencing concentration into the top 2-3 players in each 

market. GST, Insolvency Code, Demonetisation, Regulation, Cost of compliance, a focus on 

Governance structures, scale and financial strength were becoming critical for those businesses who 

can achieve success. Quality, Leaders, Growth and Governance to win the day going forward 

• Value as a style has not worked so well in India given there are value-traps, disappearing industries, 

government owned entities, governance issues, scarcity of growth. Foreign investors seek to invest in 

India for growth and consumption stories. 

• Governance was a key theme across the conference with investors stressing the need to invest with 

good management and highlighting that only certain quality companies have financials which are 

https://bit.ly/IndiaPharmaTTW


 
“clean”. These companies of course command a premium but are more likely to deliver to long-term 

expectations. 

• The Infrastructure sector, while likely to grow does not have many players. Most companies suffer  

• from poor execution and a weak balance sheet to take on, implement and deliver projects. The 

Government tends to do spending and are far less efficient relative to the private sector. 

• The Telecom industry looks interesting after fragmentation caused by Reliance JIO offering data free 

plans initially to add subscribers. This destroyed the profitability of the industry. However, now with 3 

players remaining and the potential for floor pricing to be regulated, it appears that ARPU’s are rising. 

Interest from Facebook, Google, Microsoft and US PE indicates the sectors appears attractive given 

the tailwind fundamentals and now more rational industry participants.  

• The Banking sector is doing it tough after significant improvement and reform over the last 5 years. 

The loan moratoriums (6 months) and interest rate deferment is good for stimulus, but unlikely to be 

good for profitability and potential for a new round of NPL’s (potentially in the retail sector). 

Significant potential exists, but risks need to be monitored. 

 

Smart Investors in Indian Equities 

 

The message is consistent when listening to those investors who have done well in India. Generally, their 

thought process is the same as those exhibited by good investors all over the world. The same principles apply 

in India. The key messages are: 

 

• Clean Books, Good Corporate Governance, Minority Shareholders 

• Growth Industries driven by India’s Fundamentals 

• Financial strength 

 

This will be particularly important in the post COVID world as these companies will make a disproportionate 

percentage of the profits and will continue to evolve the shape and structure of markets. Co-founder and 

Managing Director of Motilal Oswal, (a leading financial services firm in India) Raamdeo Agarwal said in his 

view the best opportunity in Indian markets today appears to be Bharti Airtel given the increased need for 

data and communication and convergence. Bharti Airtel is currently the largest weighting in the India Avenue 

portfolio. 

 

Companies we heard from 

 

We heard from five listed companies domiciled in India being ICICI Bank, Dabur, Info Edge, Escorts, Astral 

Polytechnik. This provided our audience with a flavour of five different industries which have all been 

beneficiaries of the India story via various themes. Be it banking, consumption, internet penetration, rural and 

manufacturing.  The businesses highlighted that India was now emerging from the lockdown and going back to 

work. Capacity was highlighted at 20-80% depending on the business and the level of necessity. All businesses 

acknowledged the hardship experienced during COVID-19. Those businesses with financial muscle expect that 

as industries defragment, the opportunities emerging could provide additional growth. Market share and 

growth was important to their prosperity as well as being a necessity rather than a want – was important to 

business. 

 

  



 
India Valuations 

 
 

India’s valuations have peeled back due to COVID-19 from an overvalued position in expectations of 

a big increase in long overdue earnings growth. However, the virus has pushed this back at least 1-2 

years. It remains to be seen how long before India’s companies are able to get back to 80-100% of 

operating capacity, keeping in mind the growing number of infections. 

 

 
 

India traditionally trades at a premium to other EM’s given its higher sustainable growth, strong ROE’s and less 

cyclical earnings. That premium is now below the 10-year average, after a period from 2017-2019 where it was 

at a significantly higher premium. 

 

 
 

Mid and small cap companies are now trading at a 19% discount in P/E relative to their 10-year average. 

Quality mid-cap companies are poised to do well given valuations are far more conducive. 

 



 

 
 

The measurement of India’s valuation is best undertaken through its market cap to GDP. Given a growing GDP, 

market cap has generally kept pace at around 77%. However, given COVID-19, India’s market cap hit a low of 

56%. Corporate earnings to GDP have also been falling and should revert at some point as capacity rises with 

lower rates as the tailwind. This is unlikely to happen in the next 12 months as companies spend time righting 

the ship. Meanwhile the market leaders will continue to grab a greater share of the profit pool. 

 

 
India has been one of the underperforming markets globally alongside Indonesia and Brazil. The market was 

priced for growth and COVID has reduced it to zero growth in FY21. As the market looks forward to FY22 (year 

ending March 2022), India’s performance will improve. 

 

  



 
Conclusion 

 

We thank you for participating in our Virtual Grassroots India Tour and learning more about India, its 

fundamental drivers, its impact zones due to COVID-19 as well as gaining deeper insights into our portfolio and 

its positioning. It is rare to assemble such insights over a short period. However, we have also learned about 

how to improve the format through your valuable feedback (more presentation format used, one afternoon 

rather than three, greater debate and engagement). 

 

The table below highlights our portfolio positioning at present which incorporates many of the thoughts of our 

speakers and the insights we gained. We feel we have positioned the portfolio for success regardless of the 

environment going forward and are happy to discuss why with you over a call. 

 

Portfolio Characteristics Portfolio Benchmark 

Dividend Yield 1.04 1.63 

P/E Trailing 12-Month 22.50 18.03 

P/E Forward 12-Month 23.18 19.48 

PEG Ratio Annual 1.25 1.10 

PEG Ratio Forecast 12-Month 1.63 1.64 

Price to Book 3.58 2.39 

Price-to-Cash Flow Per Share 13.30 8.88 

EPS IBES Actual 5 YR Hist Growth 33.47 12.11 

Revenue 3 YR Hist Growth 17.64 13.44 

Net Profit Margin 12.66% 11.10% 

Operating Profit Margin 17.76% 15.32% 

ROE Common Equity 14.98% 12.47% 

Market Cap - Weighted Median A$22.5bn A$38.1bn 

 

The characteristics of our portfolio provides insight into our positioning. Focus less on valuation relative to the 

benchmark and seek winners (Growth, Margins, ROE). These companies will continue to dominate in India and 

are the beneficiaries of COVID-19 via greater market share in during defragmentation. It will remove the small 

players (unless they have a niche advantage). Profit concentration has been growing within the top 2 players 

across industries. 


