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Invest in the early signs

Midcaps of today have the opportunity and ability to grow!

Today, there are number of exciting early signs of growth across sectors to justify optimism on long
term prospects in the midcaps space. Be it private sector capex numbers or export momentum across
specialty chemicals, Pharma API, Mobile manufacturing, textile, Aquaculture — there's a lot that's
happening in the midcaps space, throwing up significant wealth creation opportunities.

Economic upcycle and growth story

Over the longer term, the returns generated by any index is dependent on the performance of their
underlying constituents. How the businesses are growing and expect to grow in future has far larger
impact on the performance of indices than any other factor. We remain very constructive on the growth
story of our country in the coming years and its corresponding impact on the corporate earnings
growth. We believe we are at the cusp of an economic upcycle and midcaps of today are very well
positioned to take advantage of this growth opportunity. Current consensus estimate point toward the
same and are building in strong growth in midcap earnings over the next two years. Considering our
outlook on the economy, we believe this is the most opportune time for mid caps.

Valuations

While we remain cognizant of valuations, we don't believe they are a cause of any worry at the
moment. One needs to look at valuations in conjunction with the growth a business is witnessing.
Corporate earnings have grown at single digit growth rate annually over the last decade and the
valuations over the last decade was based on this relatively low growth rate scenario. However, the
current consensus estimates point to a strong earnings growth for midcap companies. In addition, the
cost of capital currently is close to a decadal low. The current valuation in the market reflect this higher
growth expectation and low cost of capital scenario.

Themes and opportunities across the spectrum

There are many signs that are making us positive currently. FY21 was first year of robust corporate
earnings growth, after almost a decade of single digit growth. On the manufacturing side, capex to
GDP ratio increased to ~2.3 in FY21 and expected to reach ~2.5% in FY22 after being about 1.6-1.8%
for the last 7-8 years. We are seeing positive momentum on exports also. We saw highest ever exports
from India in the first quarter of current fiscal. These early signs are making us positive on the strength
of the growth going forward.

We are seeing opportunities across the spectrum and are positive on quite a few themes that we
believe will play out in the coming years. One big theme that we are positive on is that of exports.
Global growth momentum has been on an upswing. As the growth picks up so does demand for goods
and services. This strong global growth coupled with diversification of global supply chains where
global customers are trying to reduce their dependence on one country, is providing a strong growth
opportunity for Indian corporates. Supported by these tailwinds, we expect exports to grow at rapid
pace in coming years.
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We are seeing opportunities emerging in various sectors such as specialty chemicals, Pharma API,
Mobile manufacturing, textile, Aquaculture amongst others which is leading to our positive view on this
theme. Another such theme is make in India. Government of India has come out with a lot of incentives
in the form of PLIs to promote domestic manufacturing. These incentives are making Indian businesses
a lot more cost competitive allowing them to compete with cheaper imports as well as making them
competitive in global trade. It's a long term opportunity available to domestic corporates and we believe
they have a long runway of growth in front of them driving our positive stance.

Midcap opportunities

Midcap stocks offer more diversified universe for Investment than large cap. We believe there are
opportunities available across many sectors that find little space in large cap indices. To that extent we
have an opportunity to invest into more diversified themes vis-a-vis large caps. Many of these additional
sectors have a very large opportunity size which many midcaps companies are taking advantage of and
continue to grow at a rapid pace. We are excited by this opportunity and definitely see midcap
companies being big gainers there.

We believe many midcaps of today have the opportunity and ability to grow at a rapid pace and
become large caps of tomorrow. They are on a journey to become much larger players in their
respective segments as long as they execute well and capture the opportunity that the strong economic
growth cycle is providing. Typically, maximum returns are generated when investment period coincides
with the evolution of the business till it becomes stable. Since, the time period for the stability of
businesses should come in b-7 years, an investment horizon should also have the same time frame.
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This document is approved for circulation with investors & distributors in India only. Please do not
forward this to anyone (including investors, prospective investors and distributors) who are located
outside India.

Disclaimer

This document has been prepared by HSBC Asset Management (India) Private Limited {AMIN) for information purposes only with
an intent to provide market overview and should not be construed as an offer or solicitation of an offer for purchase of any of the
funds of HSBC Mutual Fund. All information contained in this document {including that sourced from third parties), is obtained
from sources, which AMIN/ third party, believes to be reliable but which it has not been independently verified by AMIN/ the third
party. Further, AMIN/ the third party makes no guarantee, representation or warranty and accepts no responsibility or liability as
to the accuracy or completeness of such information. The information and opinions contained within the document are based
upon publicly available information and rates of taxation applicable at the time of publication, which are subject to change from
time to time. Expressions of opinion are those of AMIN only and are subject to change without any prior intimation or notice. It
does not have regard to specific investment objectives, financial situation and the particular needs of any specific person who
may receive this document. Investors should seek financial advice regarding the appropriateness of investing in any securities or
investment strategies that may have been discussed or recommended in this report and should understand that the views
regarding future prospects may or may not be realized. Neither this document nor the units of HSBC Mutual Fund have been
registered in any jurisdiction. The distribution of this document in certain jurisdictions may be restricted or totally prohibited and
accordingly, persons who come into possession of this document are required to inform themselves about, and to observe, any
such restrictions.

This document is intended only for those who access it from within India and approved for distribution in Indian jurisdiction only.
Distribution of this document to anyone (including investors, prospective investors or distributors) who are located outside India
or foreign nationals residing in India, is strictly prohibited. Neither this document nor the units of HSBC Mutual Fund have been
registered under Securities law/Regulations in any foreign jurisdiction. The distribution of this document in certain jurisdictions
may be unlawful or restricted or totally prohibited and accordingly, persons who come into possession of this document are
required to inform themselves about, and to observe, any such restrictions. If any person chooses to access this document from a
jurisdiction other than India, then such person do so at his/her own risk and HSBC and its group companies will not be liable for
any breach of local law or regulation that such person commits as a result of doing so.

© Copyright. HSBC Asset Management (India) Private Limited 2021, ALL RIGHTS RESERVED.

HSBC Asset Management (India) Private Limited, 9-11 Floors, NESCO IT Park, Building no. 3, Western Express Highway,
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Mutual Fund investments are subject to market risks, read all scheme related documents carefully.
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