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Our View

The U.S., China and India represent some of the largest 
economies and populaƟ ons in the world and are 
important areas of focus for our investment porƞ olios.  
Each country has had notable negaƟ ve headlines this 
year. However, in each case, we think there are reasons 
to be invested as paƟ ence and preparaƟ on are necessary 
tools to harvest the next investment opportunity.  

U.S. 

Low interest rates and improving business condiƟ ons 
usually make for a good equity market, and we have 
had that for much of the last 18 months. More recently, 
negaƟ ve infl aƟ on data has raised the quesƟ on among 
investors; is this the end of low rates and the equity 
bull market? One challenge to a clear answer has 
been the pandemic. For example, many global supply 
chains are currently broken, resulƟ ng in an increase in 
prices due to supply shortages which are likely neither 
permanent nor immaterial. This type of infl aƟ on cannot 
be cured simply by central banks raising interest rates 
in our opinion. More likely, the Fed will get its signal 
to increase rates from an improving labor market, 
higher wages, and more certainty around imbedded 
infl aƟ on. Importantly, higher rates do not automaƟ cally 
result in a bear market and there are numerous 
examples to support this, the best recent example 
being the 17 rate increases (25 basis points each) from 
2003-2007П before the equity market capitulated. 

Nonetheless, it is likely equity market volaƟ lity will 
increase as this process begins, especially since 
investors in the last decade have experienced very 
liƩ le Fed Ɵ ghtening since the great fi nancial crisis with 
one excepƟ on in 2018 when there were four rate 
increases, the last two of which made equity investors 
nervous about the trajectory of future increases.

While the market may take some Ɵ me to digest 
the prospect of higher rates, we think there is a 
posiƟ ve fi ve-year scenario of global growth built on 
increasing vaccine penetraƟ on and an eventual end 
to the pandemic. A backlog of pent-up demand for 
capital goods and services will provide a tail wind for 
companies and industries at a Ɵ me when consumer 

and corporate balance sheets are strong. Infl aƟ on 
will likely be higher than recent history, but not so 
high as to cause the Fed to implement extraordinary 
measures. In our opinion, the result of this confl uence of 
relaƟ ve strength will be increasing earnings growth for 
corporaƟ ons in an environment that should sƟ ll allow for 
valuaƟ ons to remain above historic averages (chart 1).

Chart 1

India

Notwithstanding a populaƟ on of 1.4 billion people, 
India makes up less than 3% of the global equity market 
capitalizaƟ on, making it “too small” to be worthwhile 
for some investors. We disagree. India has one of the 
world’s youngest and most aƩ racƟ ve demographic 
profi les making it an area of intense focus for us long-
term. When the global pandemic struck, the kneejerk 
reacƟ on for many investors was to sell equiƟ es, 
especially in developing markets like India which were 
presumed to be at greater risk due to populaƟ on density 
and a relaƟ vely poor health care system. In fairness, 
this year the pandemic in India created a severe health 
crisis resulƟ ng in signifi cant business disrupƟ ons. 
However, what has not been reported is how well India 
is performing despite the health crisis. 

Source:  The World Bank and Bloomberg. S&P 500 index. 2021 is YTD 
through 9/30.  

¹The Federal Funds target rate went from 1.0% to 5.25% over this four-year 
period.
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Since April 2020, the Indian equity market has appreciated 
112.6%Р, buoyed by some advantageous structural 
developments which suggest ongoing durability. Large 
economic sectors of the economy such as technology 
and real estate are driving job growth and benefi ƫ  ng 
from pandemic driven realiƟ es that companies will uƟ lize 
more technology and people want more residenƟ al 
space. Government divestment and privaƟ zaƟ on is also 
creaƟ ng opportuniƟ es and expanding enthusiasm for 
the private sector. AddiƟ onally, the trade wars of the 
last several years have injected a sense of pragmaƟ sm 
in global buyers to expand their supply chains, a benefi t 
to India’s exporters which have been taking incremental 
market share from China and others. India’s “start-up” 
ecosystem is thriving with new companies achieving 
criƟ cal mass faster than anƟ cipated, and job creaƟ on 
expanding rapidly (e.g., e-commerce delivery).  

Indian listed companies have benefi Ʃ ed from faster 
and more successful adjustments to global supply chain 
issues than the larger, unorganized private segment 
of the Indian economy, leading to market share gains 
and strong earnings growth (chart 2). The combinaƟ on 
of strong growth and rising global equity mulƟ ples is 
aff ording India a premium equity valuaƟ on, one that 
can be supported by India’s growth rate potenƟ al, which 
should exceed developed economies.

Chart 2

China

China stands in stark contrast to India with its slowing 
economic growth, autocraƟ c government, aggressive 
geopoliƟ cal acƟ viƟ es (e.g., Taiwan), and increasing 
regulatory oversight. The avalanche of negaƟ ve 
headlines coming from China has led its equity market 
to decline -16.6% this year. The market now trades at a 
modest 12.5x CY 2022 earnings (chart 3), a substanƟ al 
discount to developed and developing markets. 
SkepƟ cism regarding China is so high that market 
pundits are asking, is the country even invesƟ ble?

Chart 3

In our view China should trade at a discount to India, 
the U.S., and many other developed markets, but we 
are not of the view that the world’s second largest 
economy is wholly un-invesƟ ble. Regulatory acƟ on that 
appears to be targeƟ ng foreign investors (e.g., the U.S. 
IPO of Didi), technology companies, and entrepreneurs 
(e.g., Alibaba and Tencent) is not about the narraƟ ves 
being peddled by the press, but rather about needed 
regulatory oversight in an economy where business, 
technology, and society are changing rapidly. Lest we 
forget, the U.S. has plenty of regulatory oversight for the 
same purpose of protecƟ ng consumers and compeƟ Ɵ on.    

The Chinese government’s primary goal is to prevent 
social unrest in an eff ort to stay in power. Increasing 
oversight on rapidly growing technology monopolies, 

Source:  The World Bank and Bloomberg. MSCI India index. 2021 is YTD 
through 9/30.  
РSource Bloomberg. MSCI India index, 4/1/20 through 9/30/21 including 
dividends.

Source:  The World Bank and Bloomberg. MSCI China index. 2021 is YTD 
through 9/30.  
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aŌ er school for-profi t educaƟ on companies, usurious 
lenders, all have the poliƟ cally popular benefi t of 
protecƟ ng the interests of the common person 
as well as being necessary for the government to 
keep up with the evoluƟ on of Chinese enterprises.   

A second goal of China is to expand its sphere of 
infl uence, access to foreign capital, and standing in the 
global community. One ulƟ mate means to this end is to 
have the Renminbi become a global reserve currency, 
compeƟ ng with the U.S. Dollar, Euro, and Japanese 
Yen. This will take Ɵ me and can only happen by having 
large and stable investment markets (currency, equity 
and debt). In our opinion, It is counterproducƟ ve for 
China to punish foreign investors and lose access to 
their capital. In fact, if one looks at China over the 
past 20 years, it has been puƫ  ng an infrastructure 
of markets and policies in place to open China 
and compete on a global basis for foreign capital. 
Increasing regulaƟ on is one measure that could 
be deemed benefi cial, not only for protecƟ ng the 
domesƟ c consumer but also foreign investor interests.

This summer it was revealed that China’s largest 
property developer, Evergrande, was existenƟ ally 
indebted. Investors are applying the cockroach theory 
and extrapolaƟ ng that other property developers 
face similar leverage and solvency issues, which has 
ramifi caƟ ons for several sectors of the economy with 
close Ɵ es to property development, such as banks, 

materials and manufacturing. Tightening credit 
standards in China seems likely, as does a related 
slowing of the pace of economic acƟ vity. The risk 
of a major fi nancial default in China is unknowable 
and unanalyzable, which means the overhang in the 
Chinese equity markets is likely to conƟ nue unƟ l there 
is some resoluƟ on. However, if a major default were to 
occur, the subsequent volaƟ lity could make for a very 
interesƟ ng opportunity to invest in some world class 
assets and businesses at more aƩ racƟ ve valuaƟ ons.

Circling back to incenƟ ves and prioriƟ es, the Chinese 
government is unlikely to accept social unrest, which 
means a workout or bailout is a likely outcome if 
necessary. As a result, we feel China, the world’s second 
largest economy, is invesƟ ble over the long-term; but 
it requires the discerning eye of experienced acƟ ve 
managers to idenƟ fy only the highest quality investments.

Closing Thoughts

Investors almost never get the proverbial free lunch of low 
valuaƟ ons, boundless growth, and a posiƟ ve narraƟ ve 
environment, which means that, as investors, we need 
to accept risk to generate a return that is greater than 
the risk-free rate. Today’s market is a good example of 
this, as valuaƟ ons are above historic averages and there 
are plenty of negaƟ ve headlines. These can be miƟ gated 
by maintaining a long Ɵ me horizon and selecƟ ng prudent 
risks, which we see as evident in all three geographies.

Disclosures

The Colony Group, LLC (“Colony”) is an SEC Registered Investment Advisor with offi  ces in MassachuseƩ s, New York, Maryland, Virginia, Florida, Colorado, 
ConnecƟ cut, California, and New Hampshire. RegistraƟ on does not imply that the SEC has endorsed or approved the qualifi caƟ ons of Colony or its respecƟ ve 
representaƟ ves to provide the advisory services described herein. In Florida, Colony is registered to do business as The Colony Group of Florida, LLC. Colony 
provides individuals and insƟ tuƟ ons with personalized fi nancial advisory services.
                
This whitepaper represents the opinions of The Colony Group, LLC (“Colony”). Although recently updated for non-substanƟ ve purposes, it originally was 
authored prior to August 1, 2021 – when New Providence Asset Management, L.P. merged into and with Colony. InformaƟ on provided herein is general and 
educaƟ onal in nature. it is not intended to be, nor should be construed as, specifi c planning, tax, or investment advice. Market condiƟ ons can vary widely over 
Ɵ me and can result in a loss of porƞ olio value. 

Colony’s investment advisory services are provided only pursuant to an advisory agreement with the client. Colony’s Form ADV Part 2A, 2B, Form CRS, and 
Privacy Statement will be provided on request and as required by law. For a descripƟ on of fees payable for investment advisory services, please see Colony’s 
Form ADV Part 2A.


