Fromthe ClO’'sdesk ¢ ¢ o

_+_
Spark Asia Impact

Equity Asset Management

Market Musings | Jun 2026

One trick pony and the blinkered bull

Something may have changed in the world in June. It is not about the Hormuz Strait. After tensions eased,
crude fell more than what was generally expected. This should have been massively bullish for global
stocks. But it was not.

Something more important happened. Kevin Warsh took over the Fed. His first commentary was hawkish.
Given that he was chosen by a President who wants lower rates forever, this raises eyebrows and
justifiably so. Kevin Warsh is widely respected as someone who is intellectually very competent. His
commentary should be viewed against the circumstances of his nomination. He has signalled a
willingness to put credibility of the Fed above perceived affiliations. It may end up being regarded as one

of the most consequential inflection points in the world of the Fed since Paul Volcker. Warsh has just
begun his stint at the Fed.

The Fed Put is past its expiry - Did the pony stop on its tracks?

We had made this point that the Fed put is done and dusted when inflation spiked in the wake of the
Ukraine war and Jerome Powell made a U-turn (Refer to our April 2022 newsletter). But then Powell was
seen as a dove in disguise even after he raised rates. And then came the Al capex wave that put the
market on steroids. Any risk to equities from the expired put was masked by the narrow but all-powerful
Al boom. The first salvo from a new Fed Governor assumes great significance against this backdrop.

USD firming up on Fed Signals?
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US Bond Yields point to the return of a credible Fed ?

5.5

5.0

4.5

40

3.5

3.0

Mmoo oo o @& @985 @ & @0O0&&5 & n N N N N n O O v
4§ & 9 9 & § & g o o 4 & o § o 5 o «
5 £ 8 82 ¢8 & 3 2 8 &8 ¢ & 3 2 8 &8 §8 & s

——10YR 2YR 30 YR

Source: Bloomberg, Spark Fund Research

1|Page



Fromthe ClO’sdesk ¢ o Spark Asia |mpqct+

Equity Asset Management

Market Musings | Jun 2026

The yields at the shorter end have signalled near term firmness in rates. The Fed is not really saying that
the rates will keep going up. Warsh is simply indicating that the Fed will follow its mandate - price
stability and employment. Equity market stability is perhaps beyond its pay grade. This is positive for
global capital in the long run. It is not great for equity valuations for the here and now. What we are
seeing are early stages of an eventually constructive rationalisation for the US economy with some rocky
contours in between. We can hear an uncomfortable rumble in the equity cocoon. The rumble is more
audible in Taiwan and Korea for now as these exemplify the one-trick pony. Nasdaq is not far behind but
it is a leviathan today as against the dot com era. The Al trade lifted many boats and some large ships
like TSMC and Samsung not to speak of the Mag 7 in the US. By asserting that rates will rise if
circumstances warrant, the Fed has signalled that equity bulls are on their own if they keep riding the
pony. Something may have changed in our rarefied world of never-ending equity strength and the
immortal bull based on beats of self-created (and often low-balled) expectations, calibrated as per our
own convenience.

What does it mean for us in India?
First the good news which has nothing to do with the above (I have been accused of calling out the bad
news too often during the last few quarters)

1. Oil has fallen. If it stays in a range of around USD 80, India has a strong case to begin mending
the damage to its economy.

2. The actions taken by RBI in June are widely viewed as proportionate, adequate and positive. We
agree. RBI has done whatever it could and not for the first time.

3. The developments so far, while inflationary and challenging, are not credit negative for banks to
a degree where an NPA spike is imminent. This will lift the mood when June quarter results are
announced in July. Equity bulls will cheer every sound byte.

4. We have been flagging positives when we spot them. In the last three newsletters, we alluded to
“opportunity to deploy capital with a long-term view as the market sells off” and “The
environment is ripe for us as investors to get to the desk and do some hard work”. The one other
comment worth highlighting is “India is very vulnerable to a global supply squeeze but is
relatively resilient to global demand shocks”. This should resonate in the current juncture for
global outlook.

The cyclical uptickin India, pump-primed by tax cuts, may possibly resume after it was rudely interrupted
by the war which no one wanted. There are many hurdles as well and it is pointless to trivialise those.
What continues to cause difficulty is the way India is sought to be projected within India. Indian investors
have been relentless buyers in India. Indian market has under-performed almost every other market
around the world in the last two years. If you consider USD returns, India has started to look wobbly even
on longer timeframes. Foreigners have been persistent sellers. We have called out the reasons many
times over. We see nothing illogical about their action. The under-performance and the massive haircut
on the INR vindicate the selling which preceded this. Despite this reality check, we can’t help but flag
the obsession with equities as an asset class amongst the investor circles. Nifty has been touted as a
symbol of India’s emergence on the world stage. It is even threatening to be a political asset. This is a
heady mix when we juxtapose the current global backdrop. | came across the following
questions/observations in the wake of the latest developments and these merit mention.

1. Now that oil prices have come off, will FPIs turn buyers? - Obviously a leading question. The
uncomfortable but straightforward answer - FPIs were sellers before the Iran war (for a long
period) and hence their turning buyers because the oil may have finished a round trip (this itself
is not certain) is not a logical construct.

2. Now that the Al trade is becoming wobbly, will not investors buy into India as India never
participated on the way up?
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Once again, the answer is not pleasant. We did not miss the upward ride out of choice. We were
not let in. There is no defendable correlation that exists to support a bull case on the basis of
rotational entitlement. On the other hand, if liquidity pulls out of risky assets in EMs, India is in
the firing line.

We came across this point that a bad monsoon is priced in. Why and how? Because the market
did not panic when the rain was delayed in Mumbai?

While everyone is entitled to their assessments, any assertion on a bad monsoon will need more
data on how bad the monsoon turns out to be.

The other point has been on small/midcaps. The market view here starts with the principle of
elimination. IT stocks are out because they have been tanking for a while. Leave out consumer
sector because that is boring now. Avoid banks maybe because they are an overcrowded trade.
But latch on to small/midcaps because they have shown good Q4 earnings growth. More to the
point, they have outperformed from 15t of April. Very neat construct but here is the problem. Most
of them are at valuations that do not offer comfort. The liquidity in these can turn on a dime. If
SMIDs sell-off, the narrative might then roll over to a Buy call on IT services which by then might
look to have fallen too much. India is entitled to a bull market whatever the circumstances or the

data and so goes the push. Easy to be a believer but unwise to put money to work on this kind of
reasoning.

If blinkered bulls drive the narrative on the only agenda that India deserves higher equity returns come
what may, we may be setting up for bigger shocks. If the ageing mother bull suffers a setback, the baby
bulls may be toast. We have heard the de-coupling chant earlier and that did not end well.

Whither the mother market

Many seasoned voices have been raising concerns over the Al trade and the narrow rally in the US. This

spilled over into the Far East. We looked at a well-regarded measure of valuation. The Schiller PE is after
all a number and not a story.
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The implications are ominous. We will keep wondering whether history will repeat itself till the markets
have had their say. We had a look at the Indian market valuations on a comparable yardstick.

There are constraints in the way we can apply this valuation measure to India. In 2022, the index earnings
got re-based to use consolidated earnings instead of the standalone numbers. This depressed the PE
and led to discontinuity. We must understand that the longer-term average PE measures mentioned in
India during normal discourse take into account standalone earnings before FY22 and consolidated
earnings after. This skews most measures of the mean on the downside as it conflates numbers on either
side of the divide. Besides, India does not have a long enough history to make a ten-year CAPE a robust
enough measure. We decided to use a modified Schiller PE using a five-year average and an adjustment
factor on prior period earnings to make the numbers comparable. This is not perfect but tells us where
we would stand if the tide ebbs away.

Modified NIFTY 50 EPS | NIFTY 50 EPS NIFTY Midcap 100 NIFTY Midcap 100 EPS -
Shiller PE - Consolidated | - Standalone EPS - Consolidated Standalone
23x 30x

FY17 21x 31x
FY18 23x 25x 34x 35x
FY19 23x 28x 30x 38x
FY20 17x 20x 18x 22x
FY21 26x 34x 36x 47x
FY22 28x 37x 43x 47x
FY23 25x 32x 38x 37x
FY24 30x 35x 52x 40x
FY25 27X 31x 49x 38x
FY26 22x 25x 40x 31x

Note: In FY22 Nifty 50 PE calculation was changed from Standalone to Consolidated, same has been highlighted red in
color above.
Source: Bloomberg, Ace Equity, MOSPI, Spark Fund Research

The market is still expensive, whichever way we spin this. The good news is this. Large caps can get
valuation support if there is a fall and maybe not far from here. But if one were to extend the logic of
comparing cyclically adjusted multiples to small/midcaps, we find a different picture. It is very hard to
analyse this on a comparable set of earnings data over longer periods due to factors such as composition
changes which are a bigger problem in midcaps than in large caps. The estimated impact is visible when
we examine both the PE on both the standalone and consolidated numbers. PE on consolidated earnings
is higher for midcaps and this is a point to note. This is on top of the higher valuation which is the direct
result of fund flows into this asset class.

Whichever way you massage the data, beauty and future earnings lie in the eyes of the beholder. Any
miss can be glossed over as a one-off and we can keep partying. This has been going on. This can go on
until the domestic flows continue. Hypothetically, the domestic investors can keep investing until cows
come home. Ipso facto, as per the law of supply and demand, stocks can keep trading higher.

So why bother about FPIs? Why talk about their return?

This is where we need to be wary. If global equities powered by the one trick pony falter, our blinkered
bull may be forced to rush for the door which is too narrow for the beast. The strength in small/midcaps
and the overall Indian market masks vulnerabilities on the liquidity front. This has not been tested yet.
As much as | can be accused of being a spoiler, please dread that day. There will be no exit.
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Back to basics

We cannot do anything more with the above analysis. It does not come with a good timing alert, though
we believe it has salience. Let us get down to good old fundamentals. Low oil prices (assuming they
sustain) are a clear positive for India. Inflation risk remains, monsoon risk looms, BoP does not bridge
easily, Al adoption may not be pleasant and the Indian interest rates vis-a-vis developed world are not
attractive enough at this point. But oil is where the optimistic turn can commence. The tariff row with the
US could eventually end - and all is well that ends, no matter whether the tariff is 15% or 18%. US has
managed to pull down everyone and is determined to go down with all. What matters here is certainty
and not the level of tariffs. Once there is a deal and it is clear that the Indian banks will sail through the
waters this year with no big hit to asset quality, the economic cycle is likely to look a lot better.

The key therefore will be earnings. Not merely whether companies are growing faster than what the
opinion makers need in order to get on with their business of talking up stocks. We need to see the wheat
getting separated from the chaff. We look for genuine earnings resilience, earnings visibility and
valuations that can sustain a possible storm.

Indian market is not the most exciting growth story today. India is not nearly as well-placed as it was in
some previous moments of crisis. India is no beneficiary of a global slowdown. India needs to figure out
the Al era and while it could, that work lies ahead. All that said and done, India always had and continues
to have some good businesses. We like those when they are at valuations that make sense and leave
adequate room for returns. It is not proving easy and it is not a huge menu. However, whichever way you
slice and dice it, it comes down to that.

Warm regards,
P Krishnan (CIO) and Team Spark Fund
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Disclaimer for Portfolio Manage Services

Spark Asia Impact Managers Private Limited (“SAIMPL”) is registered with the Securities and Exchange Board of India (SEBI) as a
Portfolio Manager (Registration No. INPOO0006235). SEBI registration and NISM certification do not constitute an endorsement
of SAIMPL’s performance, nor do they guarantee returns or the accuracy of any information provided.

This document and all information, data, analysis, opinions, estimates, and views contained herein (“Information”) are provided
solely for informational purposes. SAIMPL makes no representation or warranty, express or implied, as to the accuracy, adequacy,
completeness, reliability, or fairness of the Information. The Information is based on publicly available sources or sources
considered reliable; however, SAIMPL and its affiliates do not independently verify such information.

Nothing contained in this document shall be construed as:
= An offer, invitation, or solicitation to buy or sell any securities or financial instruments;
= |nvestment advice or a recommendation regarding any security, investment strategy, or portfolio;

= Legal, tax, or business advice.

Recipients should seek advice from their own independent legal, financial, tax, and other professional advisors before making any
investment decision.

Investments in securities markets and Portfolio Management Services are subject to market risks. There is no assurance that the
investment objectives of any strategy, Investment Approach, or portfolio will be achieved. Past performance of the Portfolio
Manager or any strategy is not indicative of future results. The name of any portfolio or strategy does not imply its prospects or
returns. Investors should carefully read all relevant documents, including the Portfolio Management Agreement (PMA),
disclosures, and risk factors, before investing. All strategies / Investment Approaches may not be suitable for all investors.

To the fullest extent permitted by law, SAIMPL, its affiliates, and their respective directors, employees, agents, or representatives
shall not be liable for:

= Any views, opinions, errors, omissions, or discrepancies in the information;
= Any decisions taken or actions undertaken based on this document;

= Any direct, indirect, incidental, special, consequential, or punitive damages (including loss of profits, revenue, or data) arising
from the use of, reliance on, or inability to use this document or the Information.

SAIMPL and its affiliates may have potential conflicts of interest. They may have financial interests in securities referred to, trade
in such securities, or provide/seek to provide broking, investment banking, or other services to the entities mentioned. Different
businesses of SAIMPL or its affiliates may hold views that differ from or are contrary to those expressed herein. Views expressed
in this document may not be applied uniformly across all clients or businesses of SAIMPL or its affiliates.

This document is confidential and intended solely for the authorized recipient. It may not be reproduced, distributed, copied,
published, or transmitted, in whole or in part, without prior written consent of SAIMPL.

This document is not intended for distribution in any jurisdiction where such distribution would be contrary to applicable laws or
regulations or would require registration or licensing of SAIMPL or its affiliates. Persons receiving this document must comply with
all applicable legal and regulatory requirements.

Any valuations, valuation ranges, or financial opinions contained herein are indicative, based on publicly available information, and
provided for discussion purposes only. They do not constitute a certified valuation, fairness opinion, or assurance of fair value, and
should not be relied upon for regulatory, statutory, or compliance purposes.

References or links to third-party websites or content are provided for convenience only. SAIMPL does not control, endorse, or
assume responsibility for the accuracy or completeness of such content, and access to such links is at the user’s own risk.

Disputes arising from Portfolio Management Services shall be governed by the redressal mechanism set out in the Portfolio
Management Agreement, in accordance with SEBI (Portfolio Managers) Regulations, 2020. Disputes relating solely to the contents
or distribution of this document, as marketing or presentation material, may not be eligible for exchange-level investor grievance
or arbitration mechanisms.

Compliance & Grievance Officer

Ms. Diksha Jha

Compliance & Grievance Officer

Spark Asia Impact Managers Private Limited
Tel: +9122 62916700

Email: ir.oms@sparkfund.in

Registered Office:
No. 1, 3rd Floor, First Crescent Park Road, Gandhi Nagar, Adyar, Chennai - 600020

Correspondence Address:
Solitaire Corporate Park, Unit 1252, Building No. 12,
Andheri Kurla Road, Chakala, Andheri (East), Mumbai - 400093

CIN: U65929TN2018PTC123119
Website: https://www.sparkassetmanagement.in/

For further details, please refer to: https://www.sparkassetmanagement.in/
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