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JAN FEB MAR APR MAY JUN JUL AUG SEP OCT NOV DEC YEAR

2018 3.27% -4.24% -3.11% 5.30% -4.22% 0.58% 3.70% 3.12% 3.94%

2017 1.30% 2.85% 2.69% 2.29% 2.26% 0.79% 3.48% 2.58% -2.04% 2.22% 0.18% 1.99% 22.51%

2016 1.28% -0.60% 0.04% 0.54% 2.32% -0.27% 2.26% 0.73% -0.99% 1.44% -3.89% 0.18% 2.91%

2015 4.01% 1.03% -2.37% -2.33% 1.32% -0.29% 0.79% -3.85% 0.15% 0.76% 0.30% 2.62% 1.89%

2014 -1.76% 1.90% 4.20% -0.24% 4.71% 2.01% 0.32% 1.69% -0.64% 2.92% 1.54% -2.51% 14.79%

2013 2.10% -2.89% -0.23% 2.01% -1.01% -1.69% -1.20% -3.91% 3.16% 4.88% -1.16% 1.19% 0.89%

2012 8.12% 2.01% -1.80% -1.42% -4.39% 3.13% -0.73% 0.45% 5.74% -1.12% 1.60% -0.23% 11.26%

2011 -3.18% -0.92% 4.63% -0.59% -1.89% 1.03% -0.72% -4.14% -1.65% 3.42% -5.88% -1.54% -11.27%

2010 -2.61% 0.54% 3.19% 0.52% -2.82% 2.27% 0.32% -0.23% 6.32% -0.08% -0.17% 3.42% 10.81%

2009 -1.98% -3.47% 4.99% 5.78% 5.28% -2.29% 2.96% -0.48% 6.19% -2.61% 2.44% 0.65% 18.12%

2008 -2.46% -2.41% -6.25% -0.13% -4.95% -6.49% 2.63% -2.94% -3.83% -8.53% -0.43% 10.58% -23.56%

2007 0.96% -2.54% 1.11% 3.93% 1.95% 0.08% 1.74% -0.84% 4.79% 5.61% -0.96% 2.19% 19.21%

2006 5.67% 1.25% 4.52% 3.17% -3.41% -1.95% -1.08% 1.73% 2.04% 2.69% 4.71% -1.33% 19.04%

2005 -1.47% 4.44% 2.49% 2.37% -0.39% 3.16% 2.38% 0.94% 0.39% -2.25% 2.63% 2.47% 18.32%

2004 -0.04% 0.10% 3.97% -0.30% 4.10% 8.57% 17.22%

SUMMARY

1. Rising rates and a strong dollar
will expose weak economic
fundamentals globally

2. To avoid falling asset prices
central banks will ultimately have
to abandon normalisation of rates
and balance sheets

3. Portfolio defensively position —
long dollar earnings, reduced INR
exposure & long volatility

4. Indian (mid-small cap) significantly
underperform main market
(-38% vs 0.36%)

5. India growth story at risk?
No but stock market is short term.
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It’s all about the dollar now
The strong dollar is one of several 

events which could trigger a fall in 
emerging markets. Despite govern-
ment rhetoric of improved economic 
fundamentals, the mere anticipation 
of the end of low interest rates has 
caused markets to wobble.

We believe central banks will  
ultimately have to abandon their  
attempts at normalising interest rates 
and balance sheets if they want to 
protect asset prices. Global debt is 
at historical highs of 2x GDP, with 
$21 trillion of new debt supporting 

equity, bonds and other asset prices. 
This debt has been issued at all time 
low rates and will not be sustainable 
(without financial turmoil) if the move 
towards normalisation continues. 

Structurally, Kuvera continues to  
remain long (inexplicably) cheap 
volatility allowing us to run a delta 
adjusted net exposure of 79.31%, 
benefitting from a return to a looser 
monetary stance while protecting 
downside risk. Since the beginning  
of the year we had also reduced  
net currency exposure to  
approximately 20%.

We have been positioning the  
portfolio defensively for some time 
now and key net long positions  
have remained consistent and 
skewed toward USD earners  
(see portfolio section).

Does this affect India  
growth story? 

No. Though short term it will  
affect the stock market. Maintaining 
exposure is key to achieving a  
good investment experience and  
this can be achieved by managing 
market volatility.

“We must free ourselves of  
the hope that the sea will ever 
rest. We must learn to sail in 
high winds.”

  — Aristotle (Onassis)

CUMULATIVE RETURNS
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...THE RHETORIC

Of concern to EMs should be  
the view that both the IMF and  
the new Fed Chair (Jay Powell)  
have expressed;

 “...whilst higher US rates and  
weakening EM currencies  
could cause capital to return  
to advanced economies… the  
most likely outcome for EMs  
will be manageable…’

While we are not expecting Volker 
style rate increases, it remains to be 
seen if Powell will continue with  
the Feds defunct economic policies 
and attempt to support markets or 
continue with quantitative tightening.

…THE REALITY 

Borrowing is not a problem when  
dollars are cheap and stable. Low  
interest rates mean the cost of servic-
ing that debt is low. However, a lot of 
debt has been accumulated in EMs.

Because of the Fed’s rate hike cycle 
and quantitative tightening (QT) 
stance, the dollar has become much 
stronger, increasing the cost of debt 
and reducing the supply of dollars 
just when EMs require this. 

As risk aversion increases there will 
be an increase in demand for safe 
assets (US treasuries), perpetuating a 
vicious cycle of stronger dollar and  
a dollar shortage in EMs.

RISK ADJUSTED RETURNS vs. KUVERA*

(Inception to May 18)

*Bloomberg

2018 YTD AUGUST 
RETURNS
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...THE RESULTS 
(A COINCIDENCE?)

Since announcing QT in Oct. 17…

 

All the while the USD has  
remained resilient

The RBI governor also commented 
on this sequence of events;

“ ...Global spill overs did not  
manifest themselves until  
October of last year. But they 
have been playing out vividly 
since the Fed started shrinking  
its balance sheet...”

Emerging markets are not homog-
enous, and each country has idiosyn-
crasies that could explain their falls. 

We believe though that the explana-
tion, at least in part, is systemic. A 
continued path of tightening will lead 
to indiscriminate selling of anything 
with the EM label. We saw what  
happened to markets in 2008.

So much for a dollar shortage being 
manageable for EMs. If this plays 
out, Asian economies, which have 
borrowed significantly in dollars 
could be next. At $19B, 2018 has 
already seen the largest withdrawal 
since 2008 by overseas funds from 
the major Asian EMs (Inc. India).

There are now many pins looking 
for a bubble to pop. 

Will the Fed let this happen? 

Recent history would suggest not. 
The already ‘certain’ Sept. Fed hike 
looks unlikely in our view. If they 
want to avoid the economic  
realities of too much cheap debt, 
central banks will have to revert to 
the Bernanke/Greenspan Put,  
supporting markets with yet more 
liquidity. There is an outside chance 
however that this new Fed Chair, 
(who is not a career academic/ 
bureaucrat) may take a different view, 
and maybe allow markets to work, 
letting economic realities play out.

…AND INDIA?

Indian External debt stands at about 
$500B, with Foreign reserves of 

about $400B. Fx reserves/debt  
stands at approximately 80%.  
Debt maturing within 12 months  
accounts for approximately 40%. 

Though on the face of it these  
numbers should not be cause for 
immediate concern, most measures 
of the external coverage ratios have 
been in decline — with the INR  
declining 8% ytd. 

Indian GDP at 7%-8% is still a bright 
spot in the global economy. The 
make-up of Indian national income 
however is very different from other 
developed markets, with about only 
30% derived from private corporates 
vs. about 85% in the U.S. Earnings,  
particularly in the large cap space  
are more linked to global factors and 
as we saw in 2008 India will not be 
immune from a crises.

Private investment is yet to pick up 
and below peak levels. Whilst gross 

INDIA TOTAL EXTERNAL DEBT

1. Wall Street dives in February 18  
and later that month currency 
woes take their toll on Argentina 
which in turn raised rates to  
45% to protect the Peso.  
(Did they really get demand for 
100-year bond?)

2. After raising rates again in  
March 18, the Russian Rouble  
takes a hit in April.

3. The South African Rand in June... 
and then after raising rates again  
in June, Turkey experiences a  
full-blown crisis, with the currency 
falling 24%. 
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fixed capital formation is rising this is 
mainly due to government spending. 
On the positive side credit growth 
is beginning to pick up, with private 
sector banks sitting on large reserves 
(public sector banks are still  
side-lined with NPA issues).

Deleveraging has also happened  
at the company level, median  
gearing reducing from 1.37 (2015)  
to 1 (fiscal 2018). 

The nuances of Indian fundamentals 
however will be largely irrelevant 
in the face of an emerging market 
crises.

Co-incidentally, we are also starting 
to get notes from investment banks 
offering cheap short exposure to  
India as the market “…has yet to  
decline in line with other EMs.”

PORTFOLIO POSITIONING

Long

IT (16.80%) which had been under-
performing has recently has started 
to outperform together with Pharma 
(+16.24%) and Refiners (+6.52%). 
These positions have been based 
largely on valuations and performance  
though also have the benefit of  
significant foreign earnings. 

With national elections due in 2019 
we have also kept the long side 
exposed to government spending 

(+14.04%) inc. cement. Some of 
these positions significantly under-
performed, BEML (-50%), Bharat 
Forge (-14%), BEL (-35%). The  
investment thesis for staying long 
these names has not changed and 
we believe that part of the under-
performance can be explained by  
the significant underperformance  
of non-large cap stocks in general. 
Our risk management/portfolio  
construction has mitigated the  
effect of these names to the  
portfolio has a whole.

Auto sales look strong and we  
continued with long positions in  
Mahindra and Mahindra (a purer play 
on rural consumption), Maruti and  
AL (re-gaining CV market share) 
against short position in Hero Moto 
(absent from the fast growing  
scooter segment) Bajaj auto and  
Tata Motors. 

We played the general domestic  
consumption theme long positions  
in ITC and Hindustan Levers  
and Asian Paints all of which  
outperformed the market.

Short

We have been running a short  
position in metals expecting a global 
slowdown and this position is just 
beginning to perform. On a stock 
specific basis, we initiated a short 
position in Jet airways (-60%).  

Despite the much-hyped view of the 
country’s growing airline industry, 
Jet has been hit by debt, rising fuel 
prices and lower growth whilst also 
having a high percentage of USD 
based costs. A delay in publishing its 
accounts recently helped increase 
the return on this position.

We continue to run a short in  
PSU banks against along in private  
sector banks. The NCLT has  
provided a mechanism for resolution  
of bad debts, but the results have 
been mixed. We continue to believe 
that a change of ownership will be 
required as a permanent solution 
to the problem. As an aside, recent 
high-profile cases, seeking to  
extradite ‘wilful defaulters’ — maybe 
in time for the elections? — could 
be a much stronger deterrent — 
breaking the nexus of crony  
capitalist with politicians.

Tata motors has been a long-term 
non-consensus short — falling over 
40% this year. Our reasoning; 78% 
sales from JLR and weak demand  
in the global auto sector, negative 
cashflow (due to continued  
investment) and a declining share  
in the domestic CV market.

SECTOR
NET 

WGT. RETURN

AUTOS 6.31% 0.48%

BANK 12.73% 0.12%

CAP GOODS 3.28% 0.07%

CEMENT 9.46% 0.51%

FMCG 9.38% 0.14%

IT 16.80% 1.31%

METALS -3.49% -0.16%

OIL & GAS 6.52% -0.17%

OTHER 2.12% 0.29%

PHARMA 16.24% 1.66%

REAL ESTATE 2.30% -0.09%

TELECOM -2.34% -0.18%

GROSS 117.11%

NET 79.31%

# of NAMES 54

# LONG 39

# SHORT 15

PORTFOLIO ATTRIBUTES
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This Newsletter has been approved and issued by Kuvera Capital Partners LLP for information 
purposes only. It does not constitute an offer or solicitation to any person in any jurisdiction 
to purchase or sell any investment. No information in this document should be construed as 
providing financial, investment or other professional advice. 

The Kuvera Fund Limited (the “Fund”) has been registered in Mauritius and holds a Category 1 
Global Business Licence for the purposes of the Financial Services Development Act, 2001.  
Although the Fund is regulated by the Financial Services Commission (“FSC”) in Mauritius the 
FSC does not vouch for the soundness of the Fund and the investment activities of the Fund 
will not be regulated or otherwise overseen by the Mauritian Government. The Fund has  
appointed Kuvera Capital Partners LLP as its investment manager.

The distribution of the prospectus relating to the Fund (the “Prospectus”) is restricted in certain 
jurisdictions and accordingly it is the responsibility of any person or persons wishing to make 
an application to invest therein to inform themselves of, and to observe, all applicable laws and 
regulations of any relevant jurisdiction. The information below is for general guidance only and 
further information is available in the Prospectus. The taxation implications of investing in the 
Fund will depend on individual financial circumstances and the investor’s country of residence. 
Application to invest in the Fund must only be made on the basis of the Prospectus and  
subscription documentation.

United Kingdom: The Fund is not a recognised collective investment schemes for the purposes 
of the Financial Services and Markets Act 2000 (“FSMA”). The promotion of the Fund and the 
distribution of the Prospectus is accordingly restricted by law. The Prospectus July only be  
issued to persons who are authorised under the FSMA or to persons who are of a kind to whom 
the Fund may be promoted by an authorised person by virtue of Section 238(5) of the FSMA 
and Section 3.11 and Annex 5 to Chapter 3 of the Financial Services Authority’s Conduct of  
Business Sourcebook (“Annex 5”). When reading this Newsletter, you confirm that you are 
authorised to carry on designated investment business under the FSMA, a person under the 
control of the latter, or a person falling within the eligible categories of permitted investors as 
listed in Annex 5. Many of the protections provided by the United Kingdom’s regulatory regime 
will not apply to investors in the Fund, including access to the Financial Ombudsman Service 
and the Financial Services Compensation Scheme. 

United States: The shares of the Fund (the “Shares”) have not been and will not be registered 
under the Securities Act 1933 of the United States (as amended) (the “1933 Act”), or the  
securities laws of any of the States of the United States. The Shares may not be offered, sold 
or delivered directly or indirectly in the United States or to or for the account or benefit of any 
“US Person” as defined in Regulation S under the 1933 Act except pursuant to an exemption 
from, or in a transaction not subject to, the registration requirements of the 1933 Act and any 
applicable State laws. The Fund has not been and will not be registered under the United States 
Investment Company Act of 1940 (as amended) (the “1940 Act”) since Shares will only be sold 
to United States persons who are “qualified purchasers”, as defined in the 1940 Act. There has 
not been and will not be any public offering of the Shares in the United States.

Investment Risks

Investment in the Fund carries substantial risk. There can be no assurance that the investment 
objectives of the Fund will be achieved and investment results may vary substantially over time. 
Investment in the Fund is not intended to be a complete investment programme for  

any investor. Investment in the Fund is intended for experienced investors who are able to 
understand and accept the risks involved. The value of all investments and the income derived 
there from can decrease as well as increase. This may be due, in part, to exchange rate  
fluctuations in investments that have an exposure to currencies other than the base currency 
of the Fund. Past performance is no guide to or guarantee of future performance. The value of 
commodity and derivative investments such as options and futures can be extremely volatile. 
The Fund may invest in securities of distressed companies, illiquid securities and non-publicly 
traded securities. Persons considering investing in the Fund should read the risk disclosure in 
the Prospectus.

Copyright

The copyright, trademarks and all similar rights of this Newsletter and the contents, including  
all information, graphics, code, text and design, are owned by Kuvera Capital Partners LLP.  
Information contained in this Newsletter must not be reproduced, copied or redistributed in 
whole or in part.

Limitation of Liability and Indemnity

Kuvera Capital Partners LLP does not warrant the accuracy, adequacy or completeness of the 
information and data contained herein and expressly disclaims liability for errors or omissions 
in this information and data. No warranty of any kind, implied, expressed or statutory, is given in 
conjunction with the information and data. Kuvera Capital Partners LLP accepts no liability for 
any loss or damage arising out of the use or misuse of or reliance on the information provided 
including, without limitation, any loss of profits or any other damage, direct or consequential.

You agree to indemnify and hold harmless Kuvera Capital Partners LLP and its affiliates, and the 
partners and employees of Kuvera Capital Partners LLP and its affiliates from and against any 
and all liabilities, claims, damages, losses or expenses, including legal fees and expenses,  
(together, “Losses”) arising out of your access to or use of the information in this Newsletter, 
save to the extent that such Losses may not be excluded pursuant to relevant law or regulation.

Any opinions contained in this Newsletter may be changed after issue at any time  
without notice.

Kuvera Capital Partners LLP is authorised and regulated by the  
Financial Conduct Authority, whose registered address is:

Suite 11
2 Fann Street
Blake Tower  
London
EC2Y 8AF


