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Don’t Stop Believin’ 

India Capital Growth’s (IGC’s) adviser, Gaurav Narain, says that at a 

time when many economies and equity markets are struggling, there 

are many reasons to be optimistic about the outlook for the Indian 

economy. Although down in sterling absolute terms during the last 12 

months, the Indian market made progress in local currency terms and 

has performed well relative to its emerging market peers, benefitting 

from a good run in the second half of 2022 from which IGC also 

benefitted.  

Despite the recent market setback so far this year, Gaurav thinks there 

is more upside to come, noting that business confidence is high (both 

the services and manufacturing purchasing managers indexes (PMIs) 

were over 55 at the end of February and have been around this level for 

some time – see page 6). Gaurav notes that valuations remain elevated 

even after the recent setback, but recent market volatility has thrown up 

opportunities and IGC’s own discount to net asset value (NAV) offers 

value, particularly with a redemption opportunity where the exit discount 

is set at a maximum 3% of NAV and the additional resource that the 

manager’s absorption into AssetCo Plc should bring (see pages 4

 and 5). 

Mid- and small-cap listed investments in India 

IGC’s investment objective is to provide long-term capital 

appreciation by investing (directly or indirectly) in companies 

based in India. The investment policy permits the company to 

make investments in a range of Indian equity securities and 

Indian equity-linked securities. The company's investments are 

predominantly in listed mid- and-small-cap Indian companies. 

Sector India 

Ticker IGC LN 

Base currency GBP 

Price 124.00p 

NAV 132.12p 

Premium/(discount) (6.1%) 

Yield Nil 

Business confidence is high and 

growth momentum is strong 

December 2023 redemption 

opportunity will be conducted at 

a maximum exit discount to  

NAV of 3% 

IGC’s outperformance of its peers 

over the last six-months and one-

year is particularly stark 

https://quoteddata.com/glossary/discount-to-nav/
https://quoteddata.com/sector/investment-companies/asia/india/
https://QuotedData.com
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At a glance 

Share price and discount 

IGC’s discount to NAV appears to 

offer an opportunity given that IGC’s 

board has already determined that 

the next redemption opportunity, 

which occurs at 31 December 2023, 

will be conducted at an exit discount 

of 3% to NAV. We also note that, as 

discussed on pages 4 and 5, IGC’s 

manager is to become part of a larger 

well-resourced investment 

management group and that this 

should bring a number of benefits to 

shareholders in terms of marketing of 

the fund and support for the 

investment management process.  

 

Time period 28 February 2018 to 13 March 2023 

 

Source: Morningstar, Marten & Co 

 

Performance over five years 

Absolute numbers have been strong 

in recent years as Modi government’s 

reforms have come through. IGC has 

outperformed the peer group average 

for both NAV and share price for all 

periods from three months up to and 

including three years, which largely 

reflects the period in which IGC’s 

adviser has followed a revised 

investment process, which has both 

improved performance and pushed it 

up the peer group rankings (see  

page 16).  

. 

Time period 28 February 2018 to 28 February 2023 

 

Source: Bloomberg, Morningstar, Marten & Co 

 

 

Year ended Share price  
total return (%) 

NAV total return (%) S&P BSE Mid Cap 
total return (%) 

MSCI India total 
return 

S&P BSE Mid Cap 
total return (%) 

28/02/19 (19.5) (19.0) (16.6) (1.6) 5.0 

29/02/20 (22.8) (9.7) 4.8 4.0 9.4 

28/02/21 42.9 28.4 24.2 18.4 19.0 

28/02/22 14.3 12.4 20.4 21.9 15.9 

28/02/23 15.7 10.8 5.9 0.4 3.1 

Source: Bloomberg, Morningstar, Marten & Co 
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Fund profile 

IGC is an investment company listed on the Main Market of the London Stock 

Exchange. It invests in India, predominantly in listed mid- and small-cap Indian 

companies. The fund is aiming to generate capital growth for shareholders. IGC has 

not paid dividends in the past and the fund adviser says it is unlikely to do so in the 

near future.  

While IGC’s main focus is on Indian mid- and small-cap companies, the fund can 

and does hold large-cap stocks as well. The board and the manager use the S&P 

BSE Mid Cap Index (total return) for performance evaluation purposes, although the 

portfolio is not constructed with reference to this index. The other funds in IGC’s 

peer group benchmark themselves against the MSCI Index and therefore we have 

included this index within the report as well.  

Management arrangements 

IGC has been advised by Gaurav Narain of Ocean Dial Asset Management India 

Private Limited, a company owned by Avendus Capital Private Limited, which in turn 

is backed by KKR. Since Gaurav’s start as an adviser to the fund in November 2011, 

the underlying portfolio has grown at a compound annual growth rate of 12.9%.  

Gaurav has over 30 years of experience in Indian capital markets, having started 

his career as vice president of research for SG Asia. The seven-strong investment 

team is split between London and Mumbai. Each of the analysts is assigned 

responsibility for several industry sectors. The manager is responsible for 

monitoring portfolio risk, and all dealing is done from London. 

Ocean Dial runs two strategies focused on India: IGC and an onshore portfolio 

management services offering. Ocean Dial had assets under management of 

£128m in its listed mid- and small-cap Indian strategy as at the end of February 

2023. 

Sale of Ocean dial to AssetCo Plc 

On 6 March 2023, it was announced that AssetCo Plc, the asset manager founded 

and chaired by Martin Gilbert (co-founder & chief executive officer of Aberdeen 

Asset Management until 2017), had agreed to acquire Ocean Dial Asset 

Management Limited. The deal is subject to regulatory approvals from the Financial 

Conduct Authority in the UK, the Securities Exchange Board of India and the 

Reserve Bank of India.  

The intention is that Ocean Dial will be combined with AssetCo’s other active equity 

asset management businesses, coming under the River and Mercantile brand and 

operating from a shared, central infrastructure. We think that this is good news for 

IGC as it will strengthen the breadth and depth of resources available to the 

company. In particular, once the deal has been completed, IGC will have access to 

River & Mercantile’s distribution and investment support capabilities, which should 

bring a number of benefits for IGC shareholders.  

Further information is 

available at 

www.indiacapitalgrowth.com 

Long-standing, experienced 

investment team of six, split 

between London and Mumbai 

http://www.indiacapitalgrowth.com/
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From a marketing perspective, the transaction should not only help to increase its 

reach to investors significantly, but should address any concerns investors might 

have regarding the viability of a relatively small investment management platform, 

albeit one backed by KKR. The increase in marketing resource comes at a good 

time given the redemption opportunity at the end of this year.  

From an investment management perspective, the additional resources available to 

support the investment management process should put IGC’s advisers in a good 

position to build on the gains made following the improvements that were made to 

the investment management process in 2020 (discussed in detail in our May 2020 

note – see page 20 of this note). The existing team at AssetCo has significant 

resources devoted to environmental, social and governance (ESG), which can be 

important in a market such as India, and this is seen as a key focal point for co-

operation.  

Investors may be pleased to know that it will be business as usual for the investment 

advisory team in India, who are critical to IGC’s process, and so investors should 

not expect to see any style drift or fundamental changes to the way that IGC is 

managed.  

The UK directors of Ocean Dial – David Cornell and Robin Sellers – will stand down 

after facilitating a transition to the on-going management structure. This will include 

Swati Jain, Ocean Dial’s global head of sales & distribution, and the management 

team of AssetCo. 

Alignment of interest 

Employees of Ocean Dial and members of IGC’s board collectively hold 359,797 

shares in the company, which represents 0.34% of its issued share capital.  

Indian capital gains tax provisioning 

As we have discussed in our previous notes, IGC is liable for capital gains tax (CGT) 

in India. Although CGT is only payable at the point at which the underlying 

investments are sold, and capital gains are crystallised, IGC must provide for this 

additional cost. However, it should be noted that the actual capital gains tax paid 

may differ significantly from IGC’s provision and, depending on performance, it may 

not actually be crystallised.  

Since 30 July 2021, a deferred tax provision for Indian CGT has been reflected in 

IGC’s daily NAV estimate. IGC now discloses its NAV both before and after the CGT 

provision, which it says is to facilitate a meaningful comparison of investment 

performance. 

Fund adviser’s view  

IGC’s adviser, Gaurav Narain, says that the second half of 2022 was particularly 

good for the Indian economy and its equity markets. At a time when other global 

economies struggled, India’s domestic economy did very well. Inevitably, exports 

slowed, but the domestic economy, which was exhibiting a sustained recovery, was 

able to take up the slack. Since the start of 2023, the market has experienced a 
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correction. The catalyst for this appears to have been emerging concerns over 

corporate governance at the Adani Group (a major infrastructure investor in India 

whose interests span airports, roads, water management, power transmission data 

centres, solar manufacturing and much more). Some investors were already 

nervous of India’s higher valuations versus peers as well as growing pressures on 

exports which have continued to fall as the global economy slows under the weight 

of rising interest rates. However, perhaps this is less of an issue given that 

developed market inflation has shown some signs of moderating. 

Gaurav says that on almost all metrics, the outlook for the Indian economy is 

positive. He observes that economic growth forecasts for 2023 and 2024 remain 

strong although he acknowledges there is still risk around the degree to which 

export levels slow and what further impact this might have. 

Gaurav comments that government investment in infrastructure is really helping, 

with private sector investment following suit. As illustrated in Figure 1 above, 

confidence is strong and, reflecting this and the fact that the banking sector has 

been cleaned up, credit growth is also running at a clip (circa 16%), all of which is 

translating into decent gross domestic product (GDP) growth. Gaurav says that 

investors questioned how sustainable India’s post-COVID recovery would be, 

because the economy had been consolidating following the government’s reforms 

and there had been problems in the banking sector, too. However, growth is now 

coming through and Gaurav says that momentum is strong, aided by a good festival 

season. Small and medium-sized enterprises (SMEs) that were at the sharper end 

of the slow-down are now turning around and real estate is also doing very well (in 

terms of sales volumes, Mumbai had the best year of sales in the last decade in 

2022).  

Figure 1: India PMI levels 

 

Source: Bloomberg, Marten & Co 
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Government focused on the jobs market 

Gaurav says that a key positive for the economy has been the government’s focus 

on getting the job market moving again. It is estimated that India needs to create 

around 10-12m jobs a year, for which it needs to boost the manufacturing sector 

and has been making investments (such as in the infrastructure programme, which 

Gaurav says is really helping to sort out bottlenecks). It also needs to put in place 

policies to get manufacturing going (think the “made in India” programme, discussed 

in our previous notes, which includes incentives such as lower taxes for domestic 

manufacturing and subsidies for capital expenditure). As we noted in our December 

2021 note, the government’s budget set the tone for restoring growth in India, which 

has come to pass.  

Gaurav says that these measures are leading to incremental business growth and, 

at the same time, India is capturing business from China as companies attempt to 

broaden and strengthen their supply chains (an over-reliance on China was 

highlighted as a key weakness when the Chinese government implemented 

extensive lockdowns as part of its zero-COVID policy). Gaurav comments that these 

incremental gains have helped offset export losses elsewhere, although these gains 

have been more sector-specific, but he thinks that this trend still has a long way to 

run, arguing that India is a competitive place to do business with a typical labour 

cost around one-third of that of China’s. 

Valuations are the big challenge 

Figure 2: One-year forward price/earnings ratios over five years for MSCI India, S&P BSE Mid-Cap 
and MSCI World indices  

 

Source:  Bloomberg, Marten & Co 
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With the supportive domestic economic backdrop, Gaurav thinks that the biggest 

challenge facing investors is valuations. He comments that the Indian market has 

performed well versus global peers recently and so relative valuations are not as 

attractive as they have been previously (India previously traded at around a 30-40% 

premium to its emerging market peers, but today this is more like 70-80%), which 

could make the market vulnerable to a correction. However, Gaurav says that the 

drivers underpinning India’s growth look robust – according to the International 

Monetary Fund’s (IMF’s) latest forecasts (re-affirmed at the beginning of February) 

Indian GDP is predicted to grow at 6.1% during the 2023 financial year and 6.8% in 

the 2024 financial year– and the feedback he is getting from management teams is 

very positive (once again, export levels being the key risk). 

Export exposure 

Gaurav comments that around 35% of the portfolio has some export exposure. For 

example, IGC has around 10-11% in the information technology (IT) space, of which 

8% is in IT services. Indian IT services performed strongly during 2020 and 2021 as 

COVID fuelled demand for IT services (both changing working patterns as well as 

the adoption of cost optimisation strategies). Gaurav says that, with the global 

economy slowing, there is an expectation that demand for these services will slow 

down as well, but IGC’s portfolio companies are not yet seeing any significant 

impact. However, these companies have de-rated (their share prices have fallen) in 

anticipation of a slowdown in IT spend. Gaurav comments that, while this may 

happen, many of the services provided are core to their clients and some, which 

help with managing costs, are even more important in a downturn. The evidence so 

far is that companies are not compromising on the expenditure and order books 

remain intact. 

IGC’s portfolio also has around 10% allocated to healthcare and specialty 

chemicals. Gaurav says that specialty chemicals has been doing well and continues 

to benefit from the movement of suppliers out of China.  

Gaurav says that only one company in IGC’s portfolio has seen a moderate impact 

– Welspun India, which is the largest home textile company in the world. Its exports 

have suffered as consumers have curtailed their discretionary spending. Welspun 

supplies the likes of Costco and Walmart in the US, both of which have been 

destocking. However, Gaurav says that the impact has not been so acute, as 

Welspun has seen a significant element of this business replaced by business that 

has been moved out of China.  

In addition to its ‘Christy’ brand, which is targeted primarily at international buyers, 

Welspun launched its own brand, ‘Spaces’, which targets the domestic Indian 

market, which – as we have discussed above – is a segment that is doing well. 

Welspun has also established a co-licensing deal with Martha Stewart, which 

Gaurav expects to be a source of growth, and its flooring business is also benefitting 

from as companies seek to broaden their supply chains beyond China. 

Lots of flows into domestic mutual funds 

Managers are seeing considerable flows into domestic mutual funds (some 

US$17bn of foreign money flowed out in 2022, but this was more than replaced by 

Figure 3: Welspun India 
share price (INR) 

 

Source: Bloomberg 
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domestic inflows of around US$35bn). Gaurav comments that these net inflows 

have been very positive and helped reduce volatility in Indian markets. He says that 

over US$1bn a month of net inflows have flowed into mutual funds over the last four 

years, with half of this coming from systematic investment plans (mainly small 

savings from retail investors in tier 2/3 towns in India), and cautions that, with 

elevated valuations, some high-net-worth individuals might sell but he does not 

expect this to tip the balance, observing that most mutual fund managers are 

expecting the trend of decent net inflows to continue.  

Positive tailwinds behind the banking sector 

Gaurav highlights that all banks are doing very well. He remarks that, following the 

banking crisis, the sector, under the scrutiny of the Reserve Bank of India (RBI) has 

cleaned up its act dramatically. Previously, he says, corporate lenders could readily 

play one bank off against another, but following a regulatory shake up, this is no 

longer the case. If a corporate defaults on one bank, they can no longer just move 

on to the next lender, as all banks will treat them as a defaulter. New regulations 

have also made the banks much more aggressive on their provisioning. Reflecting 

this, strong COVID-related provisions were put in place during the pandemic, and 

these are now being unwound.  

The RBI audited every bank and forced them to take write downs on non-performing 

loans (NPLs) and clean up their balance sheets. Reflecting this, Gaurav says that 

asset quality has probably never been better. Margins have also been increasing 

as asset values have expanded faster than the banks’ liabilities and there has also 

been considerable credit growth. This growth, combined with decreased 

provisioning, has led to profit growth across the sector – for both private and state-

owned banks. Gaurav thinks that investors can look forward to a significant phase 

of growth with limited concerns over asset quality. He notes that the biggest rally 

has been in the public sector banks, which IGC avoids (these used to trade at price-

to-book ratios of around 0.5x book and are now trading closer to 1.0x), while 

privately-owned banks are tending to trade in the 1.0-1.5x range (although the most 

expensive can be a lot higher), but Gaurav thinks that, generally, this valuation 

premium of the private sector banks is justified. He also comments that the banks’ 

strong performance has been driven by improving returns on assets.  

Asset allocation  

As at 28 February 2023, IGC’s portfolio comprised 33 holdings, which is an increase 

of one over the previous 12 months.  

Gaurav says that portfolio sales and purchases have largely been the result of 

rebalancing the portfolio – taking profits and trimming strongly performing positions 

and rotating the proceeds into better opportunities. One new position has been 

added – Ashok Leyland – and they have also exited Divi’s Laboratories, an IGC 

holding for over 10 years (see below for a discussion of both).  

The key sectoral changes include a significant increase in the allocation to financials 

– 3.6 percentage points – reflecting the strong relative performance of the banking 

sector and industrials – 6.3 percentage points – which have also performed well. 

https://quoteddata.com/glossary/non-performing-loan/
https://quoteddata.com/glossary/non-performing-loan/
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Otherwise, all other sectors have seen a decline of between 0.9 and two percentage 

points. 

IGC’s net cash weighting (IGC is unleveraged) at the end of January 2023 was 

4.7%, which is slightly above average. A comparison of Figures 6 and 7 below, 

which show the distribution of IGC’s portfolio by market cap as at 28 February 2023 

and 28 February 2022, indicate that cash has increased at the margin with the big 

increase being to small caps, at the expense of the large caps and mid-caps. 

Gaurav comments that it has been a very volatile period, but that this throws up lots 

of opportunities. 

Figure 4: IGC sector distribution as at 
28 February 2023 

Figure 5: IGC sector distribution as at 
28 February 2022 

Source: India Capital Growth Fund Source: India Capital Growth Fund 

Figure 6: IGC market cap distribution as 
at 28 February 2023 

Figure 7: IGC market cap distribution as at 
28 February 2022 

Source: India Capital Growth Fund Source: India Capital Growth Fund 
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Ashok Leyland – new position initiated  

Headquartered in Chennai in Southern India, Ashok Leyland 

(www.ashokleyland.com) is the second-largest commercial vehicle manufacturer in 

India and the fourth-largest manufacturer of buses in the world. Gaurav describes it 

as a pure play commercial vehicle manufacturer, which he says is seeing a very big 

uptake driven by strong demand from the domestic economy. The company, which 

launched India’s first electric bus, operates nine manufacturing plants globally 

(seven in India, one in the UAE and one in Leeds in the UK).  

Its product range includes trucks, buses, light commercial vehicles, defence 

vehicles, diesel engines, power solutions (agricultural and industrial engines, diesel 

generators, marine engines and gas gensets). The company has the largest fleet of 

logistics vehicles deployed with the Indian army as well as significant partnerships 

with other armed forces around the world. The company is part of the Hinduja 

Group, describing itself as the group’s flagship.  

Gaurav says that the company has done very well since it was added to the portfolio. 

He comments that, during 2022, Ashok Leyland launched a new range of vehicles 

along with alternate fuel options, which has filled the obvious gaps within its product 

portfolio, leaving it in a very strong position. With the investment to achieve this 

complete, Gaurav now sees significant operating leverage in the business (it should 

be able to expand output without the need to expand its costs as fast), which should 

be able to benefit from the strong demand backdrop, giving the company a long 

growth runway. 

Divi’s Laboratories – long-term holding exited on back of strong 
performance 

Divi’s Laboratories (www.divislabs.com) is a long-term IGC holding that has been in 

the portfolio for over a decade and a position that we have discussed in length in 

our previous notes (see page 20 of this note). The company makes active 

pharmaceutical ingredients (APIs) and is a global leader in providing research and 

development services to the global pharma industry. Despite holding it for a long 

time, Gaurav is not wedded to the stock and felt that the time had come to exit in 

full. This is despite continuing to like the company, with Gaurav noting that it is a 

very strong business with circa 40% operating margins.  

Divi’s Laboratories’ share price had performed very strongly, reflecting a strong 

operational performance. For example, it was the sole supplier for the API for 

Merck’s COVID drug, from which it made massive profits and has been getting lots 

of incremental business. Gaurav says that its earnings base has moved up 

significantly, but with the world shifting away from COVID, he sees little in the way 

of earnings growth over the next two years. Given that the stock was trading at 

around a price/earnings ratio of 40x, Gaurav felt it was time to exit. 

Updates on other holdings 

Tech Mahindra has moved out of IGC’s top 10 (see below) but Gaurav comments 

that this former number one holding has been doing very well on the back of the 5G 

telecoms roll out.  

Gaurav describes Affle India as a new age tech company that provides digital 

advertising solutions. However, rather than its revenues being impression-based, it 

Figure 8: Ashok Leyland 
share price (INR) 

 

Source: Bloomberg 

Figure 9: Divi’s Laboratories  
share price (INR) 

 

Source: Bloomberg 
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is performance-driven (for example, it is able to track users’ actions and gets paid if 

its advertising generates a purchase). As the global economy cools, global 

advertising revenues are slowing down, but Affle India’s results-driven system is 

proving very popular with advertisers (particularly with digital start-ups) and so it is 

attracting more business (Gaurav says that it is growing revenues at over 30% per 

annum). At present, its offering – which is app-based – is very strong on Android 

and growing on Apple’s platform. It is also strong in India and Asia and growing in 

Latin America. Gaurav says it is a unique and different company that is very cash-

generative and profitable. 

Top 10 holdings 

Figure 10: Top 10 holdings as at 28 February 2023 

Holding Sector Business Allocation  
28 February 

2023 (%)  

Allocation  
28 February 

 2022 (%) 

Percentage 
point change 

Federal Bank Financials – Banks Private bank 7.1 6.8 0.3 

IDFC Bank Financials – Banks Private bank 5.9 4.4 1.5 

IndusInd Bank Financials – Banks Private bank 4.9 4.6 0.3 

Ramkrishna Forgings Materials Metals manufacturing 4.0 4.3 (0.3) 

Persistent Systems IT Digital engineering 4.0 4.2 (0.2) 

Emami Consumer staples Health and beauty 
products 

3.7 5.0 (1.3) 

City Union Bank Financials – Banks Private bank 3.5 3.4 0.1 

PI Industries Materials Agricultural chemicals 3.4 3.01 0.4 

Balkrishna Industries Industrials Tyre manufacturer 2.9 2.71 0.2 

JK Lakshmi Cement Materials Cement manufacturer 2.9 2.11 0.8 

      

Total of top 5   25.9 25.12 0.8 

Total of top 10   42.3 44.13 (1.8) 

Source: India Capital Growth Fund, Marten & Co, Marten & Co. 1) Company was not in IGC’s top 10 holdings in as at 28 February 2022. 2) Denotes the total 

of top five holdings as at 28 February 2022 (does not include the companies marked with 1). 3) Denotes the total of top 10 holdings as at 28 February 2022 

(does not include the companies marked with 1).  

Figure 10 shows IGC’s top 10 holdings as at 28 February 2023 and how these have 

changed over the previous 12 months. Reflecting its relatively low turnover 

approach, the names will likely be familiar to regular followers of IGC and our 

research on the company. Holdings that have since moved up into the top 10 are PI 

Industries, Balkrishna Industries and JK Lakshmi Cement (all discussed in our 

previous notes). Names that have moved out of the top 10 are Welspun India 

(discussed on page 8), Tech Mahindra (discussed above) and Affle India (discussed 

above).  

We discuss some of the more interesting changes in the following pages. Readers 

interested in other names in the top 10 should see our previous notes, where many 

of these have been discussed previously (see page 20 of this note). 
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PI Industries (3.4%) – benefiting from market leading position  

PI Industries (www.piindustries.com) is one of the market leaders in the 

agrochemical segment. We have previously discussed how, with its strong market 

position, it is well-placed to benefit as companies seek to shift their supply chains 

away from China, particularly given the strong relationships it enjoys with Japanese 

and European agrochemical businesses. Gaurav comments that this is coming to 

pass (it saw strong earnings growth during 2022 driven from custom synthesis 

exports) and he also observes that it continues to make progress in building out its 

pharmaceutical supply business, with both businesses benefitting as their 

customers seek to increase their supply chain resilience. As Figure 11 shows, the 

company has experienced decent share price recovery in the second half of 2022 

reflecting its strong operational performance. Nonetheless, it remains a high-

conviction holding.  

Balkrishna Industries (2.9%) – small volume high margin niche 
tyre manufacturer 

Balkrishna Industries (www.bkt-tires.com) is an Indian multinational specialist tyre 

company based in Mumbai that specialises in tyres for the agricultural, industrial or 

OTR (off-the-road) segments. Gaurav observes that the company’s earnings will be 

down for the year ending 31 March 2023, due to higher raw material and freight 

costs. However, he thinks should reverse for the year ending 31 March 2024 as 

price increases take effect and freight costs normalise, which should drive over 30% 

earnings growth in 2024. While it can be a little cyclical, the company’s tyre business 

is a very solid earner.  

Balkrishna Industries has invested in flexible production that allows it to produce 

multiple ranges of tyres and in small volumes. If a company launches a new tractor 

or piece of mining equipment, the size of the tyre frequently differs and Balkrishna’s 

production system allows it to cater to the needs of these more-specialist customers. 

Reflecting this, it has over 3,000 stock keeping units (SKUs), which it can price very 

keenly (it has an operating margin in the region of 26-28%, while a typical tyre 

company’s might be 7-8%).  

Previously, there has been margin pressure from Chinese suppliers in particular, 

but their operations are geared to high-volume low-margin orders and cannot 

compete with Balkrishna’s offering. Gaurav notes that there are lots of barriers to 

entry and thinks it would be very difficult for a competitor to replicate its process. It 

has been doing very well with European orders, driven by the situation in Ukraine. 

JK Lakshmi Cement (2.9%) – benefitting from strong domestic 
demand  

JK Lakshmi Cement (www.jklakshmicement.com) has been a regular constituent of 

IGC’s top 10. It is a part of the 135-year-old JK group and has a 3% market share 

in India with 13.9m tonnes per annum (MTPA) cement capacity. Its primary 

operations are based out of northern and western India, and it has three cement 

plants and four grinding units.  

We last discussed the company in our June 2021 note, where we wrote that the 

company had plans to undertake a brownfield capacity expansion of 2.5MTPA in 

the north-western state of Rajasthan once the pandemic wanes, further 

Figure 11: PI Industries share 
price (INR) 

 

Source: Bloomberg 

Figure 12: Balkrishna 
Industries share 
price (INR) 

 

Source: Bloomberg 

Figure 13: JK Lakshmi 
Cement share 
price (INR) 

 

Source: Bloomberg 
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strengthening its position in this region. This has since come to pass, aided by a 

booming economy and housing market. The company continues to benefit from the 

change in management which has helped to bring a fresh perspective. 

City Union Bank (3.5%) – well run regional bank  

City Union Bank (www.cityunionbank.com) is another long-time IGC holding, which 

we have discussed in our previous notes (see page 20 of this note). It has regularly 

made an appearance within IGC’s top 10 holdings, often being trimmed on the back 

of strong performance and then re-allocated to when its valuation has been 

depressed – for example, Gaurav reduced IGC’s financials exposure during the first 

wave of the pandemic, but started to rebuild this at the end of 2020/early 2021 as 

positive news on vaccine development came through.  

Gaurav describes City Union Bank as a regional bank with a very strong presence 

in South India. It is focused on SMEs and all of its lending is collateral based, giving 

it strong levels of protection. Typically, it is the sole banker to the corporates that it 

lends to, which Gaurav says gives it a strong influence with its customers, allowing 

it to gain high visibility over its lenders, and which allows it to achieve strong returns 

(a return on equity of approximately 16-18%). Gaurav notes that it is a very niche 

bank but is very well-run.  

Performance 

Figure 14: City Union Bank 
share price (INR) 

 

Source: Bloomberg 

Figure 15: IGC’s NAV performance relative to the S&P BSE Mid Cap and MSCI India – rebased to 100 

over five years to 28 February 20231 

 

Source: Morningstar, Bloomberg, Marten & Co, Note: 1) monthly data. 2) Revamped investment process assumed to be in place from 26 May 2020 when 

detailed proposals regarding IGC’s future, including the changes made to the investment process, were announced. 
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As is illustrated in Figures 15 and 16, while the longer-term trend has been one of 

underperformance of IGC’s NAV over both the S&P BSE Mid-Cap and MSCI India 

indices, it has been on a recovering trend since the COVID-related market collapse 

of March 2020. Absolute numbers have been strong in recent years as Modi 

government’s reforms have come through. 

Crucially, IGC has outperformed the peer group average for both NAV and share 

price for all periods from one month up to and including three years, which largely 

reflects the period in which IGC’s adviser has followed a revised investment 

process, which has both improved performance and pushed it up the peer group 

rankings (something that is explored in greater detail in the peer group section 

below). In terms of its share price, the three-year period also captures the 

implementation of new policies which had a positive impact on its discount. 

Figure 16: Cumulative total return performance over periods ending 28 February 2023  

 1 month  
(%) 

3 months 
(%) 

6 months  
(%) 

1 year  
(%) 

3 years 
(%) 

5 years 
(%) 

YTD 
(%) 

India Capital Growth NAV  (0.2) (6.4) (4.9) 10.8 60.0 17.0 (4.8) 

India Capital Growth share price 0.9 (2.7) 0.6 15.7 89.1 17.6 (8.5) 

S&P BSE Mid Cap (1.0) (9.2) (11.3) 5.9 58.5 38.5 (4.3) 

MSCI India (2.9) (13.5) (14.5) 0.4 44.9 48.2 (7.4) 

MSCI World (1.1) 0.2 3.1 42.2 63.3 (1.1) 4.6 

        

Peer group average NAV (0.8) (8.7) (9.5) 3.7 44.9 21.6 (3.9) 

Peer group average share price (0.1) (6.7) (6.4) 5.0 52.6 16.4 (5.6) 

Source: Morningstar, Bloomberg, Marten & Co 

Small- and medium-sized Indian companies have generally outperformed larger 

ones during the last three years, reversing a previous trend of strong 

outperformance of the large caps, which has arguably contributed to IGC’s 

outperformance of the MSCI India Index in recent years. 

Reflecting both the broader challenges in equity markets during the last 12 months 

for example, rising interest rates as central banks have sought to turn the tide on 

rising inflation, negative sentiment as energy and other commodity costs have 

driven up as a consequence of the war in Ukraine (despite India’s sanctions-busting 

activities) and supply chain issues as lockdowns prevailed China, plus home-grown 

issues such as the collapse in the value of the Adani group of companies (which 

IGC had no exposure to), absolute returns have been much lower during the last 12 

months than the previous couple of years.  

For many foreign investors, India – like its Asian peers – is seen as a growth market 

and this has weighed on capital flows as interest rates have risen. In addition, rising 

US interest rates are traditionally a headwind for Asia more generally. However, 

IGC has provided a positive return over both six months and one year and, over 

both periods, is the only fund in its peer group to do so.  



 

 

India Capital Growth 

Update  |  15 March 2023 16 

Peer group 

IGC is a member of the AIC’s India sector, which comprises four members. All of 

these were members of the peer group when we last wrote about IGC. Within this 

peer group, IGC is the most-focused on small and medium-sized companies. 

Members of India sector will typically have: 

• over 80% invested in Indian shares; 

• an investment objective/policy to invest in Indian shares; and 

• an Indian benchmark. 
 

Figure 17: Peer group cumulative NAV total return performance to 28 February 2023  

 1 month  
(%) 

3 months 
(%) 

6 months  
(%) 

1 year  
(%) 

3 years 
(%) 

5 years 
(%) 

YTD 
(%) 

India Capital Growth NAV  (0.2) (6.4) (4.9) 10.8 60.0 17.0 (4.8) 

Aberdeen New India  (1.5) (11.0) (13.7) (1.9) 24.9 27.0 (4.4) 

Ashoka India Equity (1.4) (8.7) (11.3) 1.0 66.2 N/A (4.1) 

JPMorgan Indian (0.2) (8.8) (8.2) 5.0 28.3 20.9 (2.1) 

        

IGC rank 1/4 1/4 1/4 1/4 2/4 3/3 4/4 

Sector arithmetic avg. (0.8) (8.7) (9.5) 3.7 44.9 21.6 (3.9) 

Sector arithmetic avg. exc IGC (1.0) (9.5) (11.1) 1.4 39.8 24.0 (3.5) 

Source: Morningstar, Marten & Co  

 

As highlighted in our previous notes, there has been a marked improvement in IGC’s 

cumulative NAV total return performance relative to peers following the change in 

investment process in May 2020, which is illustrated in Figure 17. The only fund to 

have beaten IGC in NAV total return terms over the last three years is Ashoka India 

Equity, but IGC has beaten it by a significant margin over the last 12 months (IGC 

ranks first over one, three and six months, and first over one year). 

As discussed above, IGC and its peers have all posted negative returns over the 

last six months but IGC’s outperformance of its peers during this period is 

particularly stark.  

A comparison of Figures 17 and 18 shows that while discount narrowing has 

provided superior share price performance relative to the NAV over the six-month 

period, the broader trend has been one of discount widening so that IGC’s NAV 

performance has not been fully reflected in its share price. It is a similar story for the 

rest of the peer group.  

 

Up- to-date information on 

IGC and its peers is available 

on the QuotedData website. 

https://quoteddata.com/sector/investment-companies/asia/india/
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Figure 18: Peer group cumulative share price total return performance to 28 February 2023  

 1 month  
(%) 

3 months 
(%) 

6 months  
(%) 

1 year  
(%) 

3 years 
(%) 

5 years 
(%) 

YTD 
(%) 

India Capital Growth  0.9 (2.7) 0.6 15.7 89.1 17.6 (8.5) 

Aberdeen New India  (1.9) (8.1) (12.2) (5.8) 18.5 17.4 (7.1) 

Ashoka India Equity 0.3 (10.7) (11.1) 4.5 74.4 N/A (4.2) 

JPMorgan Indian 0.2 (5.4) (2.7) 5.4 28.3 14.3 (2.7) 

        

IGC rank 1/4 1/4 1/4 1/4 1/4 1/3 4/4 

Sector arithmetic avg. (0.1) (6.7) (6.4) 5.0 52.6 16.4 (5.6) 

Sector arithmetic avg. exc IGC (0.5) (8.1) (8.7) 1.4 40.4 15.9 (4.7) 

Source: Morningstar, Marten & Co 

 

Figure 19: Peer group comparison – size, fees, discount, yield and gearing as at 13 March 2023  

 Market 
cap (£m) 

St. dev. of 
NAV returns 
over 5 years 

Ongoing 
charges 

(%) 

Perf. fee Premium/ 
(discount) 

(%) 

Dividend 
yield 
 (%) 

Gross 
gearing 

(%)4 

Net 
gearing 

(%)4 

India Capital Growth  119.7 20.86 1.621 No (6.1) Nil Nil (4.8) 

Aberdeen New India  284.8 21.08 1.06 No (20.6) Nil 8.2 9.9 

Ashoka India Equity 195.4 19.372 0.5/0.53 Yes (5.2) Nil Nil 0.2 

JPMorgan Indian 581.6 21.25 0.80 No (19.3) Nil 1.8 1.7 

         

IGC rank3 4/4 2/4 4/4  3/4 1/4 1/4 1/4 

Sector arithmetic avg. 295.4 20.64 1.10/1.102  (12.8) Nil 2.5 1.8 

Sector arithmetic avg. 
exc IGC 

353.9 20.57 0.79/0.792  (15.0) Nil 3.3 3.9 

Source: Morningstar, The AIC, Marten & Co 1) IGC’s ongoing charges ratio is 1.62% for the six months ended 30 June 2022. The most recent full year figure 

is 1.82% for the year ended 31 December 2021. 2) Ashoka India Equity standard deviation of returns is from launch on 6 July 2018. 3) Ashoka India Equity 

does not charge a base management fee, but charges a performance fee. No performance fee was paid for the year ended 30 June 2022 and so Ashoka India 

Equity’s ongoing charges ratio is 0.5% both including and excluding performance fee. However, for the year ended 30 June 2021, its ongoing charges ratios 

were 0.53% excluding performance fee and 5.78% including performance fee. The average ongoing charges ratio for the sector is 1.10% both including and 

excluding performance fees. The average ongoing charges ratio for the sector (excluding IGC) is 0.79% both including and excluding performance fees. 4) 

Gross and net gearing figures as at 28 February 2023. 5) Market cap and dividend yield are ranked in increasing size order (the larger the market cap or dividend 

yield, the higher the ranking). All other rankings are in decreasing size order (the lower the standard deviation of returns, the lower the ongoing charges ratio, 

the lower the value of the premium/(discount), the lower the gross and net gearing, all correspond to a higher ranking). 

 

As illustrated in Figure 19, IGC is the smallest of the four funds focused on India 

and listed in London and this is a significant reason why it has the highest ongoing 

charges ratio of this peer group. Ashoka India Equity (the next-smallest fund) has a 

particularly low ongoing charges ratio, because it does not charge a base 

management fee, but unlike the rest of the peers, charges a performance fee of 

30% of outperformance (capped), measured over three years, to compensate. 

Consequently, in years where the performance fee falls due, its ongoing charges 

ratio will increase accordingly, pushing it up the rankings. For its most recent 

https://quoteddata.com/glossary/ongoing-charges/
https://quoteddata.com/glossary/performance-fee/
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financial year ended 30 June 2022, Ashoka India Equity did not incur a performance 

fee and so its ongoing charges ratio (both including and excluding performance fee) 

is low at 0.5%. However, for the prior year ending 30 June 2021, Ashoka India Equity 

incurred a performance fee, which made it the most expensive fund by some margin 

with an ongoing charges ratio of 5.78%. 

IGC is operating with the largest net cash position (unlike its peers, it does not utilise 

gearing). Volatility of NAV returns, as measured by the annualised standard 

deviation of daily NAV returns over five years, are broadly comparable across the 

four peers, although IGC’s volatility is very close to the sector average.  

Premium/(discount) 

As is illustrated in Figure 20, IGC’s shares have traded consistently on a discount 

to NAV during the last five years, with marked periods of widening and narrowing 

driven both by shifting sentiment towards India and positive developments for IGC 

(for example, the introduction of the bi-annual redemption opportunity – discussed 

below – and a rejig of the investment process that subsequently gave rise to 

superior performance). Many of these have been discussed in our previous notes 

and we would recommend for readers who would like more colour to review these 

– see page 20 of this note.  

During the last 12 months, IGC has traded in a discount range of between 5.3% and 

20.0%, with an average discount 12.6%. At 13 March 2023, IGC was trading at a 

discount of 6.1%, which is in line than its one-year average and around nine 

percentage points narrower than its five-year average of 14.9%, which arguably 

reflects the improvements made during the intervening period as well as a general 

improvement in sentiment towards India as the benefits of the government’s reform 

agenda have finally started to filter through.  

Figure 20: IGC discount over five years  

 

Source: Morningstar, Marten & Co 
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The board and the manager would like to see the discount eliminated altogether. 

We continue to think that this may be possible, especially as valuations are now 

less demanding, which could lay the foundation for a new period of strong 

performance, particularly given the long-term structural tailwinds that India is 

benefitting from. The small and mid-cap segment in which IGC invests has 

headwinds versus the wider India market during the last 12 months, but this should 

not continue indefinitely and could give a boost to IGC if this reverses. 

Current discount could offer value 

Figure 20 also illustrates that not only did IGC’s discount narrow following the 

announcement of the proposals for the redemption opportunity (and other 

associated improvements such as reduced management fee) in May 2020, but the 

discount also narrowed in the run-up to the first redemption opportunity at the end 

of December 2021, which was conducted at an exit discount of 6% to NAV. In this 

regard, the current discount appears to offer an opportunity given that IGC’s board 

has already determined that the next redemption opportunity, which occurs at  

31 December 2023, will be conducted at an exit discount of 3% to NAV. We also 

note that, as discussed on pages 4 and 5, IGC’s manager is to become part of a 

larger well-resourced investment management group and that this should bring a 

number of benefits to shareholders in terms of marketing of the fund and support 

for the investment management process. If these bring the benefits that IGC’s 

manager envisages, this could also help to narrow IGC’s discount. 

Redemption opportunity 

IGC has a redemption facility that gives shareholders the right to request the 

redemption of part or all of their shareholding on 31 December every second year. 

The next such redemption opportunity is due to take place on 31 December 2023 

and IGC’s board has determined that the exit discount for the December 2023 

redemption point will be a maximum of 3%. 

Whilst shareholders can use the next redemption opportunity to exit the fund should 

they wish, investors have previously been given the chance to buy stock at the 

exiting discount level. Although this is a tighter discount than it has previously been, 

it still may look attractive if IGC’s discount narrows and India continues to deliver on 

its strong growth prospects.  
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Previous publications 

Readers interested in further information about IGC, such as investment process, 

fees, capital structure, trust life and the board, may wish to read our annual overview 

note The show must go on, published on 8 December 2022, as well as our previous 

notes (details are provided in Figure 21 below). You can read the notes by clicking 

on them in Figure 21 or by visiting our website. 

Figure 21: QuotedData’s previously published notes on IGC  

Title Note type  

Compounding machine Initiation 23 March 2016 

Indian powerhouse Update 8 July 2016 

India at a significant discount Update 21 October 2016 

Full steam ahead Annual overview 29 March 2017 

Moving to the main board Update 30 January 2018 

A return to earnings growth Annual overview 26 June 2018 

Shakeout uncovers value Update 29 November 2018 

Discounted value Annual overview 1 October 2019 

Needs more time Update 26 May 2020 

A win-win scenario Annual overview 15 December 2020 

Lessons learnt Update 17 June 2021 

The show must go on Annual overview 8 December 2021 

Source: Marten & Co 
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