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¾ The first quarter of 2021 saw
Indian equities outperform the
broader MSCI EM Index for the
third quarter in a row, as Indian
economic data and company
results remained broadly
supportive.
¾ However, Covid-19 data in India
has worsened sharply since midMarch.
¾ We remain positive on India
for our two-year investment
horizon, but also remain alert to
the key near-term risk that we
see to that positive view.

The first quarter of 2021 saw Indian equities outperform the broader MSCI EM
Index for the third quarter in a row, as Indian economic data and company results
remained broadly supportive. We have remained overweight India and this was a
positive contributor to performance in March and in the first quarter. Rising markets
are said to climb a ‘wall of worry’, and this note aims to provide an update on some
of those concerns for India and Indian equities.
Firstly, Covid-19 data in India has worsened sharply since mid-March. Our preferred
metric is the seven-day moving average of cases (and deaths) per million people,
which normalises both for reporting practices and for country size. Smoothed cases
per million people bottomed at 8 in mid-February, but stood at 17 in mid-March,
45 at the end of March and has pushed towards 100 in the first few days of April.
For context, several other emerging markets have seen a serious deterioration in
Covid-19 case data in the last few weeks, often at a much higher level than in India.
For example, Turkish smoothed cases per million started March at 100 and have
risen to around 600 in early April. This clear emergence of a new wave in India is a
clear concern for investors.
The key question is whether India will need to reimpose a strict national lockdown
as in mid-2020 in order to control infections. For now, the increase in cases is highly
localised (the state of Maharashtra is about one-third of new cases) and local
lockdowns and travel restrictions should slow the rate of growth. Even so, nearterm risks are elevated and case numbers in the less-affected areas will need to be
tightly monitored.
Ultimately, vaccinations will need to be the solution. India is one of the world’s
largest producers of vaccines, and has strong experience of rolling out national
medical (and other) programs. The vaccination rate has picked up strongly in recent
weeks to a current rate of over 3.5m doses/day (although on a per capita basis,
this is still well below where most developed nations are at). The experience of the
UK and Israel suggests that, when 50% of the population have been vaccinated,
case numbers can be kept under control. Over 90m people in India have now been
vaccinated, and at 100m people per month, India may be five to six months from
that threshold; if the vaccination rate can pick up yet further, that timeline would
be shortened.
Whilst there are reasons to be worried about Covid-19, the economy continues to
deliver promising data. All forms of PMI data have been strong year-to-date (March
Manufacturing PMI, for example, was 55.4), and vehicle sales have also continued
the strong trend that started in October 2020. With the central bank remaining on
hold and fiscal policy remaining stimulative, the policy drivers of growth remain
supportive.
The drivers that have historically limited growth remain benign. Credit growth
has been restrained for several years, while excess liquidity in the banking system
has risen to INR 7trn. The trade deficit for February was USD 94.4m, remaining at
around its lowest level in a decade, and suggesting plenty of potential for domestic
demand to increase without balance of payments stress emerging. Inflation has
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picked up on a weaker currency and higher commodity prices, but consensus estimates for the twelve months ahead is for CPI to reach
only 4.7%, which again should not threaten the economic recovery.
It is the Covid-19 situation, then, that is the most pressing concern. We remain positive on India for our two-year investment horizon, but
also remain alert to the key near-term risk that we see to that positive view.
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Past performance is no guarantee of future performance.
Source: JOHCM/MSCI Barra/Bloomberg, NAV of Share Class A in USD, net income reinvested, net of fees as at 31 March 2021. The A USD
Class was launched on 30 June 2011. Benchmark: MSCI Emerging Markets NR (12pm adjusted). Performance of other share classes may
vary and is available on request.
The value of an investment and the income from it can fall as well as rise as a result of market and currency fluctuations and you may not
get back the amount originally invested. Investing in companies in emerging markets involves higher risk than investing in established
economies or securities markets. Emerging Markets may have less stable legal and political systems, which could affect the safe-keeping
or value of assets. The Fund’s investments include shares in small-cap companies and these tend to be traded less frequently and in
lower volumes than larger companies making them potentially less liquid and more volatile. The information contained herein including
any expression of opinion is for information purposes only and is given on the understanding that it is not a recommendation.Issued and
approved in the UK by J O Hambro Capital Management Limited (“JOHCML”) which is authorised and regulated by the Financial Conduct
Authority. Registered office: Level 3, 1 St James’s Market, London SW1Y 4AH. Issued in the European Union by JOHCM Funds (Ireland)
Limited (“JOHCMI”) which is authorised by the Central Bank of Ireland. Registered office: Riverside One, Sir John Rogerson’s Quay, Dublin
2, Ireland. J O Hambro® is a registered trademark of Barnham Broom Holdings Ltd. Registered in England and Wales under No: 2176004.
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