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Nothing in 2020 has played out the way one would have thought. Nothing. 
Definitely not the pandemic and the resulting collapse in markets; nor the quick 
recovery. It has clearly taught investors to respect asset allocation and remain 
largely invested. Market timers had a bad year! Even a lay investor now knows 
what is an ‘outlier’ event. With stock markets now beyond the pre-covid highs, 
it begs the question, what next? Crystal ball gazing did not work in the 
beginning of the year, nor is it going to work at the end of the year!! But what is 
a useful exercise is to review the facts as they stand and the assumptions 
arising from them.

Earnings are unusually depressed but not 
permanently so, which makes the trailing  
PE multiples seem very high for now and 
next year too. So, while they are looking 
high at 31x trailing, we will take cues from 
the forward PE multiples.

The 12-month forward PE is at 21x, 
higher than the long term average 
forward PE of 17.6x indicating some 
degree of overvaluation.

Price to Book Value is a better indicator in this 
scenario. The PB ratio is closer to ten year
average, both trailing and forward looking. 
Given that the PB ratio does not look 
overvalued, we advocate a neutral position on 
equity. That is, not to deviate from asset 
allocation. Excess positions can be sold off.
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Sources for graphs: Kotak AMC, SBI AMC, Trading Economics, MOSL. RBI.



The inverse of PE which is called the 
Earnings yield and how much it differs from 
the interest rates is also near normal. Also 
indicating a normal allocation to equity. 

With massive stimulus programs, the world is 
awash with liquidity. Liquidity has always 
driven markets and asset prices in general, up. 
We are seeing the effects now and to continue 
in the near future, too. Given the desire to take 
risk by global investors, commodities, stocks, 
emerging markets, will move up. 

Interest rates are at an all-time low. While in 
India the repo rate is down to 4% pa, the Fed 
rate in the US is down to 0.25%pa and likely to 
stay there, if not lower, till 2023. There is more 
than $18 trillion in negative yielding debt in the 
developed world. Low interest rates drive 
investors to take greater risks and accept lower 
returns allowing for asset prices to move up. 
These low rates are partly responsible for some 
of these flows to come to Emerging Market 
equities. The low rates also result in investors 
willing to pay higher price earning multiples (PEx) 
for stocks. 

Given the sharp rise, one should be prepared for 
corrections. Future growth will be dependant on 
earnings rising as per projections. Market is 
expecting a 10% growth in earnings in 2021 and 
39% for FY22, which is a steep expectation. Any 
further rise in the market is a call for going 
underweight, unless expectations of growth is 
being met. Polarisation is expected to reduce 
with growth returning to the economy. Cyclicals 
will be in favour again as a result. 



Yields on bonds have fallen during 2020. The 
economic stress unleashed by Covid demanded 
lower interest rates to help the economy recover. 
The falling rate cycle is close to a bottom and is 
expected to remain there for a while. So, one has 
to contend with lower rates of return from fixed 
income in the near future. Return expectation 
from debt funds should be moderated to 5.5% 
pa to 6.5% pa in this scenario. 

Inflation and higher government borrowing are 
the concerns on the table. Inflation is largely 
due to supply disruptions that can be set right 
in the post-Covid era and hence is not as much 
a concern. Most of the higher government 
borrowing is expected to be absorbed by the 
RBI and banks, removing the concern of 
supply pressure. Both these will alleviate 
concerns on rates going up in the near future

Given the low rates on Gsecs and AAA bonds, 
one way to improve yield is to have a mix of AA+ 
/ AA bonds to add yield. While this has to be 
done with care, it is possible. One cannot ignore 
duration given the large difference between short 
term bonds and long term bonds, known as 
tenor spread. To be added to the medium 
duration and dynamic bond funds are roll down 
strategies to ensure one is able to catch the rate 
cycle up on the right foot. REITs will play a major 
role in generating income at a higher rate than 
bond funds albeit with some volatility.

Gold prices have taken a breather with investors 
becoming more comfortable with prevailing risk. 
But the fundamental reasons for us recommending 
gold, which are low interest rates and possibility of 
inflation due to excess currency printing, has not 
changed. Strangely, while gold has paused, 
Bitcoin which is also a refuge from currency going 
worthless, is going up! 



Key Takeaways on 
Portfolio Strategy –
The Baker’s Dozen



1. Equity valuations are 
not cheap, nor too 

expensive. The 
momentum is strong 
due to high liquidity 

globally.

2. Unless it runs up further 
it is best to stay invested 
and tolerate any volatility. 
Use corrections to invest 
incremental monies or to 

go overweight.

3. It is a good idea to 
use balanced 

advantage type of 
funds for incremental 

investing at this 
stage.

4. It is a good 
time to run any 

clean up 
exercise!

5. Ensure that you 
are globally 

diversified and not 
be USA focused in it.

6. Maintain asset 
allocation and not to 

go overweight in 
equity.

7. Use smart beta 
and index strategies 
to your advantage in 
the large cap / large 
mid cap allocations.

8. 2021 gains from 
equity could be muted 
given that the market 
has discounted much 
of the future positives.

9. Upward trend can 
be sustained only if 

companies are able to 
grow profits as 

anticipated.

10. Fixed income 
returns will be lower 
than 2020. Yields are 

lower this year.

11. Include higher yield 
strategies selectively in 
the portfolio to increase 

returns rather than 
depend on duration.

12. Real Estate 
Investment Trusts & 

InvITs will play a role in 
income generation.

13. Keep the Gold.

Trusted 
Advisor’s Tips



Start of 2020 Through 2020 Begin 2021

Underweight 
Credit

Complete exit from 
Credit

Reintroduce limited 
Credit

Medium Duration Medium Duration 
Maintained

Duration + Roll 
down strategies

Duration oriented 
bond Strategy Maintained Yield & carry 

Orientation

Neutral Equity Overweight Equity Neutral Equity

Overweight Large 
Cap Maintain Underweight Large 

Cap

US Focussed 
International Reduced weight Overweight 

Emerging Markets

Underweight 
Gold Increased Exposure Maintain exposure

What we went into 2020 with and 
What we are coming out into 2021 as:



Ms. Lakshmi Iyer
President & CIO (Debt), 
Kotak Asset Management 
Company

With more than 20 years of 
experience in Fixed Income, 
Lakshmi Iyer is among the 
most successful and popular 
debt fund managers in India. 
She has a flair for making the 
most complex concepts 
simple. She loves to explore 
both food and places and is 
quite a movie buff!

Real Estate Investment Trusts – Do they offer 
diversification ?
Real Estate Investment Trusts (REIT) owns, operates, or finances income-generating real estate. Like 
Mutual Funds, REITs pool the capital of numerous investors. It offers investors an opportunity to 
participate in Real estate in any particular region/ country without physically owning the real estate. 
REITs enjoy a combination of steady cashflows apart from potential capital appreciation over long 
term which perches it at the cusp of fixed income and equity in terms of positioning. The current 
phase is being characterised by ultra low rates across the world. In fact, ~20% of the worlds total 
bond outstanding are in the negative territory. Central bankers across the world have pledged to keep 
rates low till such time their economies demonstrate durable signs of recovery. 

Such scenario augurs well for REIT investments too. While in India, REITs offer only office spaces, 
most parts of world offer diverse underlying including warehouses, data centres, logistics, retail etc. 
Such underlying assets have also displayed steady rental yields even in Covid-19 kind of situations. In 
India, REIT offerings have just begun, while world over REITs have been in existence for long with an 
impressive track record too. Indian investors get the benefit of appreciation of other currencies too vis 
a vis the Indian rupee (INR) when they invest outside the country 

COVID-19 has polarised outcomes by country, sector and individual REIT demonstrating how active 
management can add value through flexible asset allocation and selective stock picking. While the 
events of the year have been unprecedented and shocking, long-term fundamentals being intact, the 
segment continues to attract investor interest.

We are entering 2021 with a historically low interest rates and surging equity valuations world over -
and that scenario may not reverse itself in a big hurry. Hence investors willing to assume volatility and 
seek a true diversifier, could well add on some global REITs as part of their portfolio.  

Master Class



Financial Planning

Investment Management

Family Office

Estate Planning

Risk Management

Talk to us to make 
2021 count for you.

www.hexagonwealth.com
hexagonwealth@hexagonwealth.com
080 2657 2682


