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Market Update – Q1 2022

 Markets have been plagued with unusually high volatility in the first quarter of 2022.

Concerns over rising inflationary pressures and the potential need for a faster pace

of interest rate hikes was already weighing on markets earlier this year, but the

surprising Russian invasion of Ukraine exacerbated downside risks to global growth

and upside risks to inflation. In China, we saw renewed lockdowns on account of

their zero-COVID policy and a fresh crackdown on tech companies, even though the

State Council provided some comfort to the markets.

 Since Russia & Ukraine are one of the largest suppliers of energy and agricultural

commodities, the Russian attack on Ukraine pushed energy and commodity prices

up ~35% and ~33%, respectively. This intensified fears of higher inflation as well as

prolonged supply chain disruptions, raising the probability of a stagflationary

environment.

 All major equity indices were down in Q1, although the S&P 500 and the Dow saw

only mild losses compared to the Nasdaq and the Russell 2000. Investors rotated

out of growth-oriented sectors as we saw sell-offs, particularly in the technology,

communication services and consumer discretionary space. On a sector level, apart

from energy, only utilities logged a modestly positive return as investors rotated into

defensive sectors.

 In the fixed income space, bond yields rose for most part of the quarter although

there was a short-lived rotation toward safe haven assets as the war began.

However, risk of higher inflation and resultant faster pace of future Fed tightening

took centre stage as US treasury yields went up approx. 80-100bps across the

curve. In line with the risk-off sentiment, investment grade and high yield spreads

continued to widen, underperforming government bonds.

 The US CPI inflation has been running very hot and the latest reading of 8.5% in

March is at a 40 year high. To combat rising inflation Fed plans for aggressive

tightening policy measures. The latest Fed meeting minutes revealed that

policymakers were prepared to reduce the central bank’s balance sheet by $95BN

per month and raise rates by 50 bps at their upcoming May meeting to fight rising

inflationary pressures.
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 We believe that 2022 will see higher volatility across asset classes as is characteristic

of mid-to-late expansion cycle. We are expecting growth to slow down from extremely

high levels towards trend growth driven by policy normalization, fiscal cliff as well as

base effects in y-o-y numbers. At the same time, inflation will likely remain elevated and

the easing that we were initially expecting on supply chain front, might take longer to

resolve given the war and another COVID outbreak in China. As such, we think on the

margin risks around a stagflationary scenario have risen.

 Global growth is still expected to be above-trend based on OECD (Organisation for

Economic Co-operation and Development) estimates and composite PMIs. When we

look at valuations and earnings too across major markets, we expect equities to deliver

moderate returns and with high volatility. However, underneath the index, this

environment requires investors to focus on quality and strong balance sheets. We will

continue to see rotations across sectors and hence, recommend a barbell strategy of

core tech and growth exposures coupled with value cyclicals like energy and financials.

In terms of regions, we prefer the US, Australia (commodity exporter) and parts of EM

that are commodity exporters. We also believe that the risk return scenario has turned

favourable for developed markets ex-US amid the recent sell off.

 Fixed income and bonds have been the worst hit among asset classes as the U.S. 10Y

government bond has more than Quadrupled in yields from 0.60% to 2.7%. Going

forward, the Fed meeting on May 3rd-4th is expected to be seminal in starting a series of

50 bps rate hikes. However, bonds seem to have largely priced in the aggressive

expected future rate hikes. Furthermore, accumulating the safest asset in the world as

a recession hedge at 2.6%-3% yield would merit a place in the portfolio.

 On commodities, supply shortages across Europe and Asia coupled with the war, could

lead to upside in food and energy prices. While commodities have already run up quite

a bit, we think they add much needed diversification against this geopolitical risk

scenario in portfolios. As such, we are bullish on commodities which also provide

inflation protection. We are also moderately bullish on precious metals over the long-

term as we expect the trend of de-globalization and de-dollarization to continue.

However in the near-term, dollar strength and a hawkish Fed could lead to some

pressure on this space.

 We believe that in the current environment of elevated inflation and high market

volatility, diversifying portfolios across asset classes will be the key to generate stable

returns.

Market Outlook
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Disclosure

This presentation relating to Anantam International SPC Fund- Cosmos Global Fund

(the Fund) is being made available on a confidential basis to intended recipients for

informational purposes only. The terms and conditions of an investment in the Fund

presented herein are subject to the more detailed information contained in the Fund’s

offering documents. Please refer to the Fund’s offering documents for a complete

description

Neither Anantam International, Arpana Investment Managers nor Cosmos Capital

Private Limited, their owners, investors, nor any of the data or content providers shall be

liable for any errors in the content, or for any actions, losses or damages, monetary or

otherwise, taken in reliance of such information, judgements and opinions thereon. The

opinions expressed herein are based on certain assumptions, hypotheses, estimates,

and anticipated outcomes which may or may not be true. No representation is made, or

deemed to be made, as to the accuracy of any such statements, estimates or

projections. Any forward-looking statements reflect views as of such date with respect to

possible future events, actual results could vary significantly, including as a result of

events beyond one’s control. As with any investment strategy, there is potential for profit

as well as the possibility of loss. Past performance does not guarantee or assure future

performance or results. Results will vary with economic and market conditions and no

representation is made that any investor will achieve results comparable to those shown.

The performance reflected herein and the performance for any given investor may differ

due to various factors including, without limitation, the timing of subscriptions and

redemptions, as well as changes in market conditions and interest rates and in response

to other financial, economic or political developments.

Any information presented does not constitute and is not deemed to constitute an offer

to sell any securities or solicitation of an offer to purchase any securities to any person in

any jurisdiction. Prospective purchasers should conduct their own due diligence, and

may consult an authorized financial adviser where required, in their discretion.

Prospective investors should inform themselves and take appropriate advice as to any

applicable legal requirements and other applicable regulations in the countries of their

citizenship, residence or domicile, which might be relevant to the subscription, purchase,

holding, redemption or disposal of any investments.


