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Spring seems to be slow to arrive in 
many northern hemisphere regions 

this year, but our Indian quarterly letter 
reminds us of the changes that have 
been already happening in the world’s 
financial markets since January.

The most dramatic changes have 
come with the general collapse in the 
crypto-currency arena, with many 
‘currencies’ losing up to 90% of their 
values. Analysts will discuss whether 
the increased regulations regarding 
‘alt-coins’, a reduced ability to market 
through social media channels and 

more cyber theft frauds are the reasons 
for this, but with a debatable intrinsic 
value close to zero, it could just be a 
standard mania-boom, crash bust 
phenomenon.

Slightly less visual has been the 
vanishing wealth act of many ‘short 
volatility’ funds, which are one of 
the most prominent trades for hedge 
funds and investors seeking to profit 
from continuing to believe that nothing 
bad would ever happen again. In a few 
short days in early February, billions 
were wiped out, never to return. One 
of the most dramatic was the Velocity 
Shares Daily Inverse VIX Short-Term 
exchange-traded note (XIV) issued 
by Credit Suisse, which dropped a 
whopping 93% before being forced 
to close with up to $2bn in investors’ 
monies disappearing. Wealth is often 
thought to be transferred, but it often 
just evaporates, far quicker than it took 
to accumulate.
 

We can take the view that these 
alternative asset class collapses have 
little to do with the mainstream global 
markets, but we might concede that 
there are many similarities. Asset 
classes that are overvalued often come 
crashing to earth as gravity dictates. 
The more they are overvalued, the 
bigger the falls usually are.
 
When we look at some of the valuation 
levels of global stock markets, especially 
in the US, it is clear that we are more 
expensive on many metrics than we 
have ever been in history. Most world 

Source: Hinde Capital / Bloomberg

Source: Hinde Capital / Bloomberg
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stock markets have fallen 10% from their January 
highs, a small correction in terms of the last few years’ 
bull runs, but as they are still very expensive, this 
could be just the start. Maybe the events in other 
markets are the warning signs of the next crash. Does 
the future suggest there will be similar fears to those 
that were experienced in the 2001/03 and 2007/08 
periods, where falls of 50% were the norm?

My worry is that for all the belief that ‘this time is 
different’, with global interest rates still close to zero 
for the most part, one of the scariest differences I can 
see is that central banks have very little ammunition 
to add liquidity at this juncture for the first time in 
40 years.
 

The extent of the overvaluation there is in the US 
equity market, in particular, means that we have 
to be concerned about its correlation to emerging 
markets if the crisis returns, especially with regard 
to our home market, India. We are the most ardent 
believers in the Indian long-term growth story. Our 
two favourite charts from our fund prospectus are 
the 2000 year GDP chart and the growing working 
age population chart in India. But we are worried 
about how many bottom up analysts are taking their 
eye off the macro-correlated risks because they are 

focussing on the incredible earnings of such and such 
company.

History tells us that if there was a major collapse 
in US equity markets, no one would be immune 
to a sustained sell-off. This often happens with an 
increased intensity as liquidity disappears on the 
huge outflows of capital. 

At this time, we continue to favour a portfolio that is 
heavily weighted in bonds. With the backup in Indian 
government bond yields of almost 100 bps since last 
summer on inflation and deficit concerns, the levels 
are very attractive for ‘biding some time’ to see how 
the equity markets fare over the coming months. 
All markets would suffer if there was a sustained 
sell-off in the global stock markets, but we believe 
India would provide the best long-term huge buying 
opportunity at that time.

Source: Hussman

Source: Hinde Capital / Bloomberg

Source: Hinde Capital / Bloomberg
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INDIA’S PHARMACEUTICAL INDUSTRY

According to Mckinsey & Company, the Indian 
pharmaceutical industry has been growing at a CAGR 

of over 12% since 2005. The year on year growth has 
generally been on a tear since 2008 and we believe that 
this industry will be worth more than US$43bn by 2020. 

Competition within India is rife as there are more than 
200 companies manufacturing medicines for one of the 
largest populations in the world. It is estimated that the 
Indian healthcare industry will be worth $275.6bn by 2020. 
Currently, 8% of India’s GDP is spent on healthcare. India 
needs to spend at least $80bn more over the next five 
years to meet targets.

India’s pharmaceutical industry is driven by both strong 
demographics and robust economic growth, year on year. 
This growth is supported by a rising middle class whose 
disposable income keeps growing rapidly and a large 
proportion of these funds are being spent on healthcare 
and health insurance as the country and its people develop 
and mature. The industry will eventually be transformed 
as it goes through increased M&A activity, consolidating 
itself into a more efficient and mature industry. 

India continues to grow as a major exporter of generic drugs around the world, pushing its 
produce to the US, UK and Russia while accelerating its exposure to Canada, Germany, Brazil and 
Japan. India’s pharmaceutical industry is one of the largest suppliers of cost-effective generic 
medicines to the developed world, distributing a wide range of drugs.

OVERVIEW OF INDIA’S PHARMACEUTICAL INDUSTRY

Source: Indian Pharmaceutical Alliance

Source: Indian Pharmaceutical Alliance

Source: Indian Pharmaceutical Alliance
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The industry players, particularly the large ones, have set 
up their subsidiary companies, regional offices or taken 
over local companies in other geographies, and many 
have even set up their manufacturing plants in developed 
nations too. This has allowed the Indian pharmaceutical 
industry to command a strong global presence.

Approximately 40% of all pharmaceuticals produced 
in India are exported and these account for around 
20-25% of global generic drugs. The US is the largest 
consumer of Indian pharmaceutical exported medicines, 
followed by the UK. As per the updates from Pharmexcil 
(the government agency responsible for promotion of 
pharmaceutical exports from India), North America alone 
contributes to 27% of the total generic drug consumption 
of Indian pharmaceutical medicines, followed by the 
European Union and Africa, who contribute 18% each.

India also dominates the domestic pharmaceutical market 
and is largely self-sufficient in the case of formulations. 
Within India, the acute therapy industry dominates the 
market with a share of over 75% of the total market value 
as the country has suffered public hygiene and sanitation 
issues for decades.

Currently, Indian consumers are spending nearly 1% of 
their total income on drugs and pharmaceuticals. With 
the rise in the per capita income, current spending is 
going to triple (approx. $33) by 2020. The government 
is looking to ensure that quality healthcare and drugs 
are made affordable, targeting more than 50% of the 
country’s population by 2020 and then exceeding 80% of 
the population over the following decade. With diseases, 
such as diabetes, becoming more prevalent within Indian 
society, this is driving the growth of new treatments 
within the home market. It affects more than 50 million 
people within the country and ends up killing 5% of this 
group on an annual basis. With treatments for chronic 
diseases, such as asthma, cancer, diabetes, heart ailments, 
osteoporosis and kidney problems, likely to account for 
more than 50% of India’s pharma market by 2020, it will 
be a sector worth watching.

Clustering effect in model

At Hinde Capital we are always searching for new 
investment opportunities. Our quantitative factor 
model is re-evaluated on a weekly basis with stocks 
generally ranked from the cheapest (at the top) to the 
most expensive (as you go down the list). Over the years, 
we have also been tracking what our rankings look like 
when they are classified into industry groups. This tends 
to highlight not only underperforming stocks but also 
poorly performing industry groups that we call clustering. 
Over the past 15 years, we have seen several examples of 
clustering, such as:  
 

As you can see from what we have said below, there has 
been a significant clustering at the top of our factor model 
with several pharmaceutical companies ranked within the 
top 15 positions.

Computers: September 2007 to February 2008

Pharmaceutical: January 2017 to December 2017



6             HINDESIGHT INDIA LETTER    

INDIA’S PHARMACEUTICAL INDUSTRY

How have they performed? 

As you can see from the images above, the pharmaceutical 
industry has been clustering towards the top of the 
model throughout the whole of 2017. The industry has 
significantly underperformed relative to the broader 
market over the last 24 months, trading down on average 
over (40%). Of the larger players within the Indian 
pharmaceutical market, two-thirds of these constituents 
have fallen more than 30%. Lupin, Sun Pharmaceutical 
and Glenmark Pharmaceuticals have been the worst 
performing over multiple periods (as you can see below), 
both on an absolute and relative basis. 

The industry has come under severe pressure recently 
due to: 

• Slippages in manufacturing processes and quality 
defects 

• US Food and Drug Administration (USFDA) has 
increased competition and so pricing pressures in 
the US have risen

• Many products are under investigation
• Patent issues in India
• Export focused industries are worried by Trump 

tariffs

Government Cutbacks, Slippage in Manufacturing & 
Quality Defects 

Companies within the Indian pharmaceutical industry 
have come under a large spotlight over the past two years 
following some self-inflicted errors. The sector has come 
under pressure as the government has been trying to cut 
healthcare costs. They have tried to do this by forcing 
doctors to prescribe cheaper unbranded generic drugs 
(reducing demand for branded generic drugs produced 
by Lupin, Sun Pharma and Cipla etc.) while extending the 
range of drugs that are subject to price controls. 

While implementing these controls, the government also 
announced its plans to phase out loan licensing (which 
is a form of contract manufacturing). By removing these 
loans, the government is trying to tackle general drug 
quality issues, believing that smaller subcontractors may 
not be as quality conscious as the larger drug producers, 
and in effect, these loans are helping certain players to 
remain in business. Unfortunately, these loans tend to 
support approximately 40% of the players within this 
sector, forcing many groups to restructure and build their 
own in-house production to higher standards.

To add further fuel to the fire, the government is also 
proposing to raise import duties on active pharmaceutical 
ingredients to help boost the domestic market. But by 
proposing these taxes, they are adding pressure on an 
already strained sector by raising short to medium-term 
manufacturing costs. While the government’s restrictions 
force production costs to rise, price controls and a generally 
stronger rupee is putting pressure on revenue generation, 
which has led to global fear of a compression in margins. 

Historically, India has been full of corruption, and given 
a lack of governance, businesses have always looked 
to cut corners. As a result, the USFDA put several drug 
producers on watch as they found irregularities with many 
of the factories, as authorities have been worried about 
shortcuts being taken.  

Product Pricing Pressure & USFDA 

There are a great many pharmaceutical companies in India, 
making it a highly fragmented market that is overloaded 
with generic manufacturers. High fragmentation creates 
instability and uncertainty and has forced significant 
underperformance over the past 24 months. Furthermore, 
so much competition within the sector has forced profits 
lower, and this has not been helped by reforms being 
imposed by the Indian government and the USFDA. 

Source: Hinde Capital / Bloomberg

Pharma Peer Group Performance 1m 3m 6m 12m 18m 24m
LUPIN LTD -10.3% -16.4% -27.3% -49.0% -50.6% -51.1%

DIVI'S LABORATORY LTD 5.1% -2.2% 27.4% 74.6% -16.2% 7.3%

SUN PHARMACEUTICAL INDUS -10.9% -12.8% -1.6% -28.0% -35.2% -39.0%

GLENMARK PHARMACEUTICAL LTD -1.8% -11.1% -11.8% -38.5% -43.7% -31.1%

CIPLA LTD -8.1% -10.2% -7.1% -8.3% -8.8% 7.0%
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Export focused industries worried about Trump
 
Indian merchants within export-focused sectors with 
significant links to the United States have become very 
apprehensive about the growing noise from within 
the White House for higher import tariffs. India’s 
pharmaceutical sector is heavily exposed to the US 
market, accounting for at least 20% of revenues generated 
by Indian pharmaceutical companies. Donald Trump’s 
protectionist stance has sent shockwaves across the world 
as he looks to put ‘America First’ and make the country 
self-sufficient rather than reliant on outside help.

Patent Issues

For decades, there has been a titanic battle between 
generic producers in India and Big Pharma giants across 
the world. Major pharmaceutical producers have been 

looking to maintain their patents on blockbuster drugs, 
but there has been a significant push back from within 
India as it is a well-known fact that these patented drugs 
cost more than six times their generic cousins. High Court 
battles have been taking place over the past few years with 
large pharmaceutical giants, such as Roche, Pzicher and 
Novartis, all involved. In many ways, this is keeping drugs 
out of the hands of the average patient who is currently 
stuck in no man’s land. Many of the large international 
players have been warned sternly that they cannot hold 
onto the drugs they have innovated forever. 

For many years prior to its membership in the WTO, 
India did not recognise product patents within the 
pharmaceutical industry. By not granting these patents, 
Indian pharmaceutical companies were able to churn 
out generic drugs that have established India as one of 
the leading generic producers in the world. The drugs 
produced by India have been relatively affordable in 
comparison to patented counterparts, enabling India to 
provide cheap drugs to its own people, and as a result, it 
has made India the default pharmaceutical producer for 
many emerging countries. 

Source: Hinde Capital / Bloomberg
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With the growing number of High Court tussles, this has 
created significant instability as it does not offer the Indian 
pharmaceutical industry clear direction and only adds to 
the negativity that has been observed over the past two 
years within the sector. 

Trade Wars – Trump is after China

Donald Trump appears hell-bent on having an all-out 
trade war, with China being of particular interest. The US 
President has ushered in significant tariffs (tariffs that 
were much steeper than expected) in steel and aluminium, 
angering many of the United States’ major trading 
partners. China has slammed the proposal, suggesting 
that such protectionist moves will affect national security 
and lead to major international trade imbalances. Despite 
all the threats made by the United States, the damage to 
India is limited for now and, in fact, some industrialists 
within India believe that India should take a lead from 
Trump’s trade policies, as his current play is an important 
step towards safeguarding the steel industry. The whole 
integrity of the World Trade Organisation may be in 
jeopardy because of the attitude that the US has taken. As 
of now, India should not worry, but ‘when two elephants 
fight, grass will be trampled’. Once the dust has settled, 
India will be in a better position to rebuild itself, as the 
country is independent in many ways and has very few 
enemies across the world. 

The former Indian ambassador to the US, Meera Shankar, 
believes that this situation has the potential to undermine 
world trade, but for now the impact will be limited as 
countries look to use dispute mechanisms, where they 
introduce national security as a trade guard. Furthermore, 
he believes that India has significant safeguards in place 
in order to protect its national interests and suggests 
that there are other markets outside of the US that India 
could come to agreement with. It is important to closely 
watch this situation, which in many ways looks like a more 
symbolic situation, with the US not targeting India. Lastly, 
even though Trump is beating his chest and attempting 
to show his power position, if the US ever dropped out 
of the WTO (as they have threatened) it would have a 
significant impact on its own exporters, as they would 
lose preferential access to many global markets and US 
consumers would face higher prices on many imported 
goods. Even though the country has free trade agreements 

with 20 nations, this only accounts for 40% of American 
trade and would ultimately have a detrimental impact 
on the US. 

While there may be a growing trade war, India would not 
be the point of focus, and so worries over this situation 
and its impact could well be overstated. 

USFDA Dishing Out Fewer Warning Letters

Over the past two years, Indian pharmaceutical producers 
have had a significant issue with quality controls and 
manufacturing slippages across a number of different 
production factories. It is important to note that this has 
been an issue across the whole industry, as opposed to 
a handful of culprits. Given that India supplies over 20% 
of all medicines to the US, news of these manufacturing 
issues has seen the industry perform poorly.

Many of the issues have been blown out of proportion 
and misreported by the media, as it has not been well 
documented that many producers in India have been 
collaborating with the regulators, investing in automation 
and training staff over this same period. This has resulted 
in Indian pharmaceutical plants receiving less than 33% of 
USFDA warning letters. This is a significant improvement 
as the share of Indian sites receiving warning letters was 
approximately 50% only three years ago. The Indian 
Pharmaceutical Alliance (IPA), which represents the top 
twenty drug makers, began an initiative to improve quality 
standards in 2015 and the efforts seem to be paying off. 
Companies have made a lot of effort to build awareness 
and capabilities steps are now being taken to improve 
investigation. Increasing the size and base of quality talent 
in the country is another focus area in 2018.
                                                                                                                                                           
Pricing Pressure

High competition and supplier consolidation have 
translated into pricing pressures, which are expected to 
continue to impact exports. The haemorrhage over the 
past two years has been pinned down to the dwindling 
exports to regulated markets, particularly the US and the 
EU, which account for over 80% of exports.

Lower generic opportunities, rising competition, supplier 
consolidation and regulatory alerts on Indian plants have 
been a major headwind for Indian pharmaceuticals. Sales 
in regulated markets are expected to rise as there has been 
a marked reduction in the number of regulatory alerts 
being placed on Indian pharmas. Increased efforts towards 
remediation in 2017 have resulted in the closeout of some 
regulatory alerts. With this expected to continue over the 
next two years, exports are projected to improve, and 
this will benefit companies and their ability to generate 
more investment into R&D. With this increase, certain 
groups of pharmas are expected to shift their focus from 
conventional generics to complex generics and biosimilars 

The pharmaceutical industry has come under severe 
pressure over the past two years as political risk, 
pricing pressure and product/manufacturing slippages 
have seen the industry lose over 40% in value. We 
believe that the sector has finally got most of the 
negativity priced in and so it is now a good period to 
be investigating alpha generating opportunities. Some 
of the political risks have potentially been overstated 
and the industry seems to be at a turning point from 
a regulatory and pricing perspective. 
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as competition within conventional generics has created 
pricing pressures. While the cost of developing niche 
complex drugs and biosimilars is substantially high, the 
potential market opportunity and profitability are both 
appropriate.

The higher investment in niche and complex drugs over 
the past few years is expected to start bearing fruit in fiscal 
2019. The number of high value drugs likely to be launched 
during the year is three times more than in fiscal 2018. 
Even the market potential of the drugs to be launched is 
significantly higher than in the previous year.

Growth of Biosimilars

As these battles go on between the global pharmas 
and domestic generic producers, a bi-product of these 
interactions is that local Indian pharmaceutical players 
are teaming up with smaller international drug producers 
within the growing biosimilar industry. Recently, Biocon 
and Mylan have partnered to sell their version of Roche’s 
drug for treating two kinds of breast and gastric cancer. 
The biosimilar industry is enabling local pharmaceutical 
producers to navigate their way around the issues 
surrounding generic as they get resolved. Biosimilars 
is a new class of treatments, offering cost savings for 
some of the most expensive medicines. After decades of 
research, the biosimilar industry is only at the beginning of 
its adoption phase. Biosimilar and generics not only differ 
in size, stability and characteristics, but also in the way 
they are produced and how they behave over time. Unlike 
generics, in which the active ingredients are identical to 
the small molecule drug, biosimilars are not identical to 
the reference drug and have a different structure.

At the end of 2015, the biosimilar market was worth 
$2.29bn and this is expected to grow to $6.22bn by the 
end of 2020 on a global scale. In many ways, this is to 
allay fears within India’s pharma industry, as growth in the 
biosimilar sector will eventually negate the disruption that 
has been seen within the generics industry. India’s medical 
market is morphing and taking a key role within the global 
biosimilars business, easing the pain that has been suffered 
over recent years. There is also now significant backlash 
from within the United States as medical students (some 
of the stars of the future) who are studying at the most elite 

universities have started to speak out against drug giants, 
such as Pfizer and the cases that they have launched to 
block generic production in India for cancer treatments. 
These individuals have expressed how disheartened they 
are that licensing decisions are contributing to the rising 
cost of healthcare and keeping these treatments away 
from poor people across the world. With such pressure 
coming from within the country where these drugs were 
first discovered and produced, it is creating significant 
negative publicity for Big Pharma. In certain situations, 
these giants within the industry are removing their filings 
from within India’s High Court.  

There will be an end to the issue within the generics 
industry, and when this is eventually resolved, India’s 
pharmaceutical industry will be in a position to generate 
revenues through both biosimilars and its traditional 
generics industry, which will help to accelerate overall 
growth. 

Summary

The past two years have been a torrid time for the 
pharmaceutical industry in India as it has been dragged 
down by key battles within the generic producers and 
Big Pharma players across the world. The industry has 
faced stringent regulatory changes that have highlighted 
manufacturing and quality slippages. Finally, pricing 
pressures due to a fragmented market and dwindling 
exports because of a lack of confidence have really set 
the negativity within India’s pharmaceutical industry. 

After the beating that the industry has received of late, 
it appears most of the negativity has been baked into its 
total market value. The industry is starting to see some 
light at the end of the tunnel with the development of 
its biosimilars industry, supporting the fact that fewer 
alerts are being placed against domestic producer by 
the USFDA. Local pharma players have invested heavily 
into automation, their processes and workers to help 
eradicate the quality and manufacturing issues that they 
have faced. As a result, exports are expected to rise as 
confidence increases and price pressures are reduced, 
helping to turn around the sector. Trade wars may be a 
key political theme, however, this is a situation that will 
affect every nation across the globe. When China and 
the United States have fought and the grass has been 
trampled, India as a nation will be ready to recover from 
any global situation. In many ways, this trade war has 
been overdone as it appears it will be more superficial 
than anything else.  

The Pharmaceutical industry in India has been beaten 
down, but it seems as though we are now at a turning 
point. Whenever we are in these situations, there are 
several opportunities to generate alpha and we believe 
there is no better time to investigate these long-term 
opportunities.

Source: E&Y
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UNDERSTANDING INDIA’S MONSOON SEASON

The season tends to start in June and ends around 
September of each year, and in India the economy 

tends to be called the ‘monsoon economy’. This system 
of winds is very seasonal and tends to reverse course at 
roughly the same time every year. With their movements, 
these winds carry fresh water to millions of farmers and 
people generally across India. There are two parts to India’s 
monsoon season where moisture from the Arabian Sea is 
initially carried up through the Indian subcontinent at the 
start of June, and then the winds reach the Himalayas 
by September before reversing. From late October to 
December, the monsoon finds its way back down over 
the subcontinent towards the Indian Ocean. 

Over the centuries, the Indian economy has become reliant 
upon its agricultural backbone and so is very dependent 
on the quality of a good monsoon season. India’s grain belt 
in the Ganges River Basin is very much dependent on a 
good monsoon providing relief to farmers and politicians 
alike. It matters to the countries politicians, not from a 
famine perspective, but because a late or weaker monsoon 
will hit the government’s bottom line. The country’s crop 
production (rice, cotton, oilseeds and coarse grains) varies 
according to the arrival and quantity of its seasonal rains. 

Half of India’s products originate from its agricultural 
industry and, therefore, have a significant impact on the 
growth of the country’s trillion-dollar economy. 

 
Basic Information about India’s Monsoon

The monsoon period in India is very seasonal and tends 
to occur from June to September, with the month of July 
being the wettest on average. Normally, the southwestern 

The word monsoon originated from the Indian subcontinent, referring to the big seasonal winds that 
blow from the Indian Ocean and the Arabian Sea, bringing heavy rainfall. 
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monsoon hits the southern states, such as Kerala, in June 
and tends to reach the northern states by the first week 
of July. 

India’s Agricultural Economy

Agriculture is arguably the most important part of the 
Indian economy, and the sector accounts for at least 17% 
of the country’s economic output, providing employment 
to approximately half of the country’s population. 

It is important that the sector is well supported and given 
stability as the country is one of the biggest producers of 
pulses, rice, wheat, spices, fruit, vegetables and tobacco, 
a large proportion of which is consumed internally. Given 
the range of crops and vegetation produced across India, 
which supply not only the country itself, but also other 
nations around the world, it is not hard to see why this 
sector is considered to be the backbone of its economy 
and the platform from which it will progress in the future. 
Grain production and exports have been rising year on 
year, while spices from India are relied upon all over the 
world. By 2017-2018, it is predicted that the spice industry 
alone will generate approximately $3bn in revenues for 
India. 

Protests

Given the pivotal nature of the industry to India and its 
future, the Indian government has voiced its intent to help 
improve farming across the whole country. It has suggested 
that they will look to expand the production of rice, wheat 
and pulses through the use of efficiency upgrades and 

Source: Hinde Capital / Bloomberg

Source: Hinde Capital / Bloomberg

Source: Hinde Capital / Bloomberg
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by helping to restore the soil’s ripeness. Aside from this, 
there has been unrest across the farming community in 
recent times due to a belief that the government had 
been paying them incorrectly for their produce. In India, 
the government sets prices for farming and procures 
crops from the farmers to incentivise production and 
ensure income support. Protests have been led by Vijay 
Javandia, who suggested that agricultural income had 
fallen in recent times across the country, forcing the rural 
economy to run out of money quickly. Many farmers 
borrow from the government to buy fertilisers, seeds and 
other materials they require. It was announced that the 
government would waive these loans to help farmers 
finance themselves. Unfortunately, given the red tape 
issue that India faces, these objectives will take significant 
time to take shape. 

With the government making such commitments, it is 
hoping to improve confidence amongst farmers and 
drive growth within the rural economy. It is vital that 
the government takes action as the number of suicides 
observed within India’s farming community has risen as 
many farmers struggle with the debts that they owe, and 
are unable to support their family. 

Whichever way you view the situation in India, it is evident 
that most Indians are directly or indirectly dependent on 
agriculture, whether this is through farming or by being 
involved in doing business with agricultural goods. For 
the country to maintain its trajectory and become a 
global superpower, it is vital that this industry supports 
the government when it comes to land issues, bank loans 
and other potential stumbling blocks. 

Modi Planning to Increase Income

With pressure mounting on the government to act, Prime 
Minister Modi recently announced a four-point agenda to 
help double farmers income by:  

• Reducing cultivation costs
• Ensuring profitable prices – driving efficiencies
• Processing farm waste
• Creating non-farm income

India’s leader has called for a series of ‘hackathons’ at the 
country’s finest academic institutions to help generate 
ideas to aid the agricultural industry, as its progression 
is vital to India’s future. The government is looking at 
several options to alleviate agrarian distress as it could 
have serious electoral implications while the country 
prepares for a general election next year.

The Impact of a good or bad monsoon

Whenever there is a good monsoon (above average), 
the Indian economy tends to receive a significant uplift 
in the following quarters, as a good harvest ultimately 
brings prosperity to the economy. People’s standard of 
living and income per capital rises, while the country’s 
dependency on imported food grains reduces. Conversely, 

Source: Hinde Capital / Bloomberg
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if the country goes through more of a drought, it can prove 
disastrous for the government as it becomes difficult 
for the country to maintain its GDP growth. With India 
being one of the largest producers of rice, wheat, sugar 
and cotton, a good harvest results in lower food prices 
and helps the government to reduce its fiscal deficit. 
The impacts go further as higher rainfall facilitates the 
irrigation of farmland without the need for vehicles that 
run on diesel and other oil-based products. This reduces 
India’s dependency on oil, which makes up about 40% of 
the country’s oil product demand. 

Even though technology has advanced on an exponential 
basis, the Indian agricultural industry is still very much 
dependent on, and dictated by, the intensity of the 
country’s yearly rainfall. In 2009, India suffered what they 
considered to be a drought and this, in turn, forced global 
agricultural prices to rise sharply, especially within the 
sugar and grain markets, ultimately causing a spike in 
Indian inflation. Policy makers keenly follow the monsoon 
outlook, aware of the impact that prices have on monetary 
policy decisions. 

As much as the monsoon is important to India’s growth 
and economy, it also creates a rise in health issues as the 
country’s poor infrastructure leads to sanitation problems. 
Water contamination issues have fallen over the years; 
however, there tends to be a spike in E. coli and bacteria 
during periods where there is above average rainfall, as 
rising underground water levels overload India’s poor 
sewage systems. In recent times, there has also been a rise 
in malaria and dengue, particularly within poorer areas. 

Impact

A strong monsoon results in:
• Increased output within the agricultral industry, 

increasing economic growth 
• Reduced commodity and bi-product prices, calming 

national inflationary levels
• Increased ground water and restored reservoirs, 

helping the irrigation systems

A poor monsoon results in: 
• Agricultural product prices rise, creating inflationary 

tensions
• Power shortages in many states as hydroelectrical 

supplies drop, forcing price hikes
• Water shortages in many states, such as Maharashtra, 

where rainwater is still collected in huge tanks, 
which is then processed and then distributed

Comparing India to China’s Agricultural Development
Over the last 50 years, India has often been referred to as 
a basket case; however, it has transformed itself into a 
breadbasket. The country has seen a fourfold increase in 
grain yields during a period that has seen the country’s 
population expand by two and a half times its size. Despite 

India’s development as a major agricultural producer and 
exporter, it is still extremely inefficient and its progression 
has not reduced the distress that most Indian farmers face. 
Both India and China have traditionally been agrarian 
economies and a large proportion of their population 
depends on their farmland. Given their large populations, 
India faces the same concerns that China previously faced 
and progressed from. 

If India is to develop as an economy (and global 
superpower) its agricultural productivity needs to improve 
just as China’s has done over the years, which has enabled 
it to take that next step in economic development. China’s 
success has been credited to an increasingly liberalised 
farming policy that focuses on efficiency and equity. In the 
1990s, China used to grow its own soybeans despite the 
lack of domestic suitability for cultivation, but demand 
outstripped supply, which the country was working hard 
on. Eventually, they realised that it was more efficient and 
cost-effective for them to import certain products. 

China traditionally struggled to feed its large population 
due to the farmers having an efficiency problem. Many 
times, weather, war and politics created issues. As the 
country started to go through industrialisation, the 
increased use of large machinery and high-tech equipment 
helped the farmers to become more efficient and reduce 
the amount of grain lost during harvesting. If you now 
visit a Chinese farm, there is a high chance that you will 
see drones flying around, spraying chemicals. This is 
because local farmers have realised that drones are five 
times more efficient at doing this spraying than tractors 
and humans are. This is a far cry from seeing workers 
in paddy fields. With government support, farmers in 
China are now wealthier and have become consumers, 
which has helped the country to progress and achieve 
the economic development that the world has seen over 
the past decade. It is now time for India to take a leaf out 
of China’s book.
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Conclusion

India’s economy is still too highly dependent on the agricultural sector. The needs of the agricultural sector are mostly 
met by the rural area, whose purchasing power is greatly affected if there is a poor monsoon. India’s government is 
starting to initiate some actions to improvise the infrastructure of agricultural sector to make the Indian economy 
independent of monsoon rains, but it is far too slow going. China has shown the way and India must follow quickly 
if its growth is to be fulfilled to its true capacity.
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We have been advising you in the last few months that 
bond yields offer a better risk-reward at this time 

than stocks. While stocks toy with extreme valuations in 
many global markets, Indian bond yields have reached 
almost 8%, on inflation and deficit worries.

The nine-month sell-off in Indian bonds saw 10-year gov-
ernment bonds rise to 7.80% before rallying 40 bps. The 
March 26 announcement that the government would 
limit the debt sales in the first half of 2018 was attributed 
to the large drop in yields in the last week of March, but 
with oil prices seeing heavy resistance at $65/barrel and 
US bond yields stabilising, Indian yields are generally 
very attractive.

Since early February, the main Indian stock indices have 
dropped over 10% while bonds in total return terms (in-
cluding accrued coupon) have risen almost 4%. Timely 
allocations between stock and bonds have always opti-
mised investors’ total returns, not just in times of crisis. 

Gold Trend Index and Breakouts

The Hinde Trend Index measures the compression of 
moving average differentials over multiple time peri-
ods. We have found it to be one of the most reliable of 
tools over the years. Low index readings signal that the 
market is coiled and full of energy, so we should expect 
any breakout to trend. High index readings signal that 
the trend is exhausted and ready to correct although the 
trend index does not give us any directional bias. 

Recently, gold has seen trend index numbers fall to 30, 
generally considered very low, and trend ready. But im-
portantly, it is not just in USD terms, it is in every cur-
rency, which is relatively rare. With the gold weekly chart 
(as seen below) recovering from a long trough, the ris-
ing wedge pattern suggests an upside break is imminent 
and could be of a significant time and length.
 
 

INVESTMENT INSIGHT & GOLD UPDATE
INVESTMENT INSIGHT & GOLD UPDATE

Source: Hinde Capital / Bloomberg

Source: Hinde Capital / Bloomberg
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Our key to long-term performance investing is premised 
on the following:

• Systematic rule-based strategy
• Systematic risk and money management
• Occam’s razor, aka ‘K.I.S.S.’, Keep It Simple Stupid
• Consistency
• Discipline

All our investment ideas are derived through rule-based 
methodologies, driven by our quantitative models. The 
beauty of our model is that it guides us to the potential 
opportunities rather than us having to scour for them. 
The system tends to highlight numerous single stock 
investments but it also gives us insights into how industry 
groups are performing. Clustering enables us to identify 
whether opportunities are arising due to an idiosyncratic 
situation within a particular business or if there is a general 
secular weakness in any particular industry. 
Hinde India Strategy

Hinde India Strategy seeks to generate a total return from 
an actively managed basket of stocks listed in India. The 
strategy selects highly liquid, mid-to-large capitalised 
stocks on a risk adjusted-weight basis, which offer the 
highest total return potential. 

Hinde Value Matrix ®

The strategy employs a quantitative methodology that is 

overlaid with qualitative and technical research, whereby 
the top 100 market capitalised stocks in India are screened 
using the Hinde Value Matrix®, a proprietary system. 

The basic premise is to identify and invest undervalued 
opportunities where the business model is still intact 
and the opportunity has arisen due to a distinctive event 
or industry downturn. The model looks to assess every 
individual company on a performance, fundamental/
quality, seasonal and dividend basis. Each company 
is then overlaid with an earning earnings growth filter. 
Any successful opportunities are then investigated on 
a qualitative basis whereby we look to understand why 
each candidate has performance poorly and looking to 
understand the story behind the stock and if this supports 
a recovery story. Technical models that we have developed 
help us to time our entry and exit in to stocks that complete 
our screening process. 

The basis of the stock selection process is the Hinde Value 
Matrix®, which is a derived process that looks at 3 crucial 
variables:

* Beta is the stock’s sensitivity to market movements, e.g. 
if a share has a beta of 1.5 its price tends to move by 1.5% 
for each 1% move in the index

1. Performance Screen

The top ranking stocks have the poorest relative 
performance to their index over multiple time horizons.

APPENDIX

HOW WE THINK
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A composite rank of the following criteria provides the 
Performance Rank:

• Stock relative performance ranked over multiple 
time periods

• Average of time periods taken to select rank of 
stocks

2. Value Screen

The top ranking stocks by key fundamental criteria show 
stable fundamentals and exhibit upside momentum 
growth potential. The following are some of the criteria 
that provide the Value Rank:

• Value - Price to Book (intangible book adjustment), 
Free Cash Flow metrics

• Volatility - Stock variance 
• Liquidity - Minimum market capitalisation relative 

to index, Shares outstanding
• Financial Stability - Debt levels, Coverage and 

Payout ratios

3. Quality

Assessing the stability of margins and particular metrics

4. Seasonality

The score looks to ascertain how each stock has performed 
in the preceding 3 months (relative to a selected valuation 
date) on a historical basis. This model takes in to account a 
range of return and volatility skews to allocate each stock 
with a seasonality score. 

5. Dividend Screen

The top ranking stocks will be those offering a relatively 
high dividend. A composite of the following criteria 
comprises the Dividend Rank:

• Relative Dividend Yield
• Dividend Capture
• Payout ratios

The Relative Dividend Yield assesses if a company pays a 
higher dividend than the Index it derives from (BSE100). 
The Dividend Capture criteria explain how quickly and 
how much of the dividend is paid at any point in time. The 
Payout Ratio gives a snapshot of whether a company will 

be able to maintain and grow its dividend. It helps us to 
assess how much of a company’s revenue, profit or cash 
flow is paid out in dividends.

The lower the amount of dividends paid out as a percentage 
of profits, the healthier future dividend potential will be. 
History is for once a good guide as to whether companies 
will continue to pay and grow their dividends. A stock 
with an excessively high yield relative to its sector or the 
overall market is invariably showing signs of heightened 
risk to its dividend sustainability and often the viability 
of the company itself. The screen incorporates a limit on 
yield dispersions from the overall market.

6. External Analyst Score (EAS)

This score is derived from 3 inputs that have been obtained 
from all the external analysts at leading institutions who 
are covering the stock:

• 12 month target price in relation to current price.
• The number of analysts covering the stock.
• The recommendation analysis, e.g. STRONG SELL, 

SELL, UNDERPERFORM or HOLD.

This score is used to observe the other analysts’ view of the 
stock and is helpful when understanding the methodology 
that other analysts use to determine their 12-month target 
price. We ultimately get a blend of price targets that is 
based on different valuation metrics.

EAS Score Output:

1. The combined score will vary from 30-70
2. A stock with a lowest score of 30 shows the majority 

of analysts not only have a full sell/underweight 
recommendation, but also a low 12-month target 
price in relation to current price. 

3. A stock with the highest score of 70 shows the 
majority of analysts not only have a full buy/
overweight recommendation, but also a high 
12-month target price in relation to current price.

Note: 

On a standalone basis, the EAS score must be viewed in 
the following context:

• Equity analysts issue far more positive 
recommendations than negative

• If all analysts are overwhelmingly bearish or bullish, 
then this can signal a contrarian position be held, 
but this is determinate on the where the stock is 
valued. 
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