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In our meetings with clients, two questions
come up almost every time. The first is how
we incorporate macro data in India into our
portfolio construction framework considering
the recent confusion and contradictions
surrounding the new GDP data series. The
second question is, do we not need to hire an
army of analysts to track more than 5,000
listed stocks1 on the Indian stock exchanges.
In this essay, we seek to address these two
questions.
The scepticism surrounding the accuracy of the GDP data
under the new series has been discussed ad nauseam since it
was introduced in January 2015. Some critics have compared
the Ministry of Corporate Affairs database used by the
CSO (Central Statistical Office) with the aggregate reported
numbers of a wide universe of listed stocks to highlight the
stark divergence. While others have attempted to fine tune
the GDP deflator, a tough task with the gap between CPI and
WPI still quite wide. Some have sought to develop their own
Indian variant of the popular LKQ index of China to prove
that underlying growth in the economy is much lower than
the official reported numbers. For those unfamiliar with the
LKQ index, apparently the premier of China, Li Keqiang had
in 2007 remarked that China’s GDP figures are “man-made”
and he himself used indicators such as railway cargo volume,
electricity consumption and bank loans data to overcome the
unreliability of the GDP numbers. However, this essay is not
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another critique on the new GDP data series. As investment
professionals, we need to work around the macro numbers that
the CSO churns out, with more granular, timely and accurate
data points.
In 2009, a report commissioned by French President Sarkozy
and chaired by Joseph Stiglitz highlighted the shortcomings
of GDP as an indicator of economic performance and
social progress and recommended, among other things,
to use dashboards or sets of indicators to track sustainable
development.2 Over the years, we too have created our own
dashboard of high frequency indicators, sourced from various
industry associations and agencies, to track the health of
the economy. We believe data on variables such as diesel
consumption, power generation, cement dispatches, road
tendering and automobile sales is more reliable and can be
converted into actionable ideas to invest (Display 1).
After all, our long held view since 2014 has been that the
recovery in the economy will be gradual and more importantly
uneven. So, in short, not all segments of the economy will
turnaround at the same time. Hence, these high frequency
indicators are far more useful in picking pockets of turnaround
or acceleration than the headline numbers of GDP growth,
fiscal deficit or inflation. So while the debate on the accuracy
of the macro data will continue, it does not cause any major
impediments to our stock selection process. In short, if the
monthly cement despatch numbers confirm a trend we would be
happy to buy into that sector, but conversely, a 7% real growth3
in the manufacturing sector of GDP released by the CSO will
Joseph E. Stiglitz & Amartya Sen (September 2009). Measurement of Economic
Performance and Social Progress.
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in all likelihood not trigger any investment action. The fact that
most of these macro numbers come with a lag and are often
subject to revisions makes it even less reliable.
The second question is how to pick stocks, after identifying
trends from the macro dashboard, particularly when the
universe of listed stocks on the Indian exchanges is more than
5,000. Over the years, we have created a whitelist of stocks that
we feel best transmit a sector view. These are stocks that meet
our hygiene factors on management quality, size, corporate
governance and good operating metrics. So once the high
frequency dashboard throws up a sector that is at an inflection
point, or confirms a trend, we waste little time in making
up our mind on which stocks will benefit from the sector
tailwind. Our long institutional memory serves us well here.
This is not to say that the whitelist is not constantly reviewed
and revised. Nor are we saying that there is no merit in pure
bottom up investing where there is a management change or a
new strategy being pursued. So, while it may appear that in a
country which has more than 5,000 listed stocks the buy-side
should hire an army of analysts, we think there is a long tail
that institutional investors can safely filter out of the investment
radar on parameters of quality, governance, size, liquidity and
track record.
A related point is management meetings. Often, investors place
disproportionate emphasis on management meetings in the
hope that it will help them spot inflection points earlier than
the street. Brokerage houses organize elaborate conferences to
provide a platform for investors to interact with senior managers
of companies. Our opinion has been that the management
of companies, quite naturally, suffer from an optimism bias,
and usually cannot be relied upon to pick up inflection points
arising from macro factors. So while meeting with the CEO
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of a company may help understand the broad strategy being
pursued, it is likely to be a poor guide to time when the macro
tide will turn in favor of or against the company.
Nate Silver says in his book The Signal and the Noise,4 “The
signal is the truth. The noise is what distracts us from the truth.”
In the same vein, our mantra, in the current environment, is
4

to invest based on evidence rather than hope. We meticulously
update and analyze our dashboard of high frequency indicators
and cut out the surrounding noise of confusing macro data. And
most importantly, we keep our whitelist of stocks ready.

Nate Silver (2012). The Signal and the Noise. USA: Penguin Group.
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is calculated by taking price changes for each item in the predetermined
basket of goods and averaging them; the goods are weighted according to
their importance. Changes in CPI are used to assess price changes associated
with the cost of living.
DISTRIBUTION
This communication is only intended for and will be only distributed to
persons resident in jurisdictions where such distribution or availability
would not be contrary to local laws or regulations.
United Kingdom: Morgan Stanley Investment Management Limited is
authorised and regulated by the Financial Conduct Authority. Registered in
England. Registered No. 1981121. Registered Office: 25 Cabot Square, Canary
Wharf, London E14 4QA. Dubai: Morgan Stanley Investment Management
Limited (Representative Office, Unit Precinct 3-7th Floor-Unit 701 and 702,
Level 7, Gate Precinct Building 3, Dubai International Financial Centre,
Dubai, 506501, United Arab Emirates. Telephone: +97 (0)14 709 7158).
Germany: Morgan Stanley Investment Management Limited Niederlassung
Deutschland Junghofstrasse 13-15 60311 Frankfurt Deutschland (Gattung:
Zweigniederlassung (FDI) gem. § 53b KWG). Italy: Morgan Stanley Investment
Management Limited, Milan Branch (Sede Secondaria di Milano) is a branch
of Morgan Stanley Investment Management Limited, a company registered in
the U.K., authorised and regulated by the Financial Conduct Authority (FCA),
and whose registered office is at 25 Cabot Square, Canary Wharf, London, E14
4QA. Morgan Stanley Investment Management Limited Milan Branch (Sede
Secondaria di Milano) with seat in Palazzo Serbelloni Corso Venezia, 16 20121
Milano, Italy, is registered in Italy with company number and VAT number
08829360968. The Netherlands: Morgan Stanley Investment Management,
Rembrandt Tower, 11th Floor Amstelplein 1 1096HA, Netherlands. Telephone:
31 2-0462-1300. Morgan Stanley Investment Management is a branch
office of Morgan Stanley Investment Management Limited. Morgan Stanley
Investment Management Limited is authorised and regulated by the Financial
Conduct Authority in the United Kingdom. Switzerland: Morgan Stanley &
Co. International plc, London, Zurich BranchI Authorised and regulated by the
Eidgenössische Finanzmarktaufsicht (FINMA). Registered with the Register
of Commerce Zurich CHE-115.415.770. Registered Office: Beethovenstrasse
33, 8002 Zurich, Switzerland, Telephone +41 (0) 44 588 1000. Facsimile
Fax: +41 (0) 44 588 1074.
U.S.: A separately managed account may not be suitable for all investors.
Separate accounts managed according to the Strategy include a number
of securities and will not necessarily track the performance of any index.
Please consider the investment objectives, risks and fees of the Strategy
carefully before investing. A minimum asset level is required. For important
information about the investment manager, please refer to Form ADV Part 2.
Please consider the investment objective, risks, charges and expenses
of the fund carefully before investing. The prospectus contains this and
other information about the fund. To obtain a prospectus, download
one at morganstanley.com/im or call 1-800-548-7786. Please read the
prospectus carefully before investing.
Morgan Stanley Distribution, Inc. serves as the distributor for
Morgan Stanley funds.

NOT FDIC INSURED | OFFER NO BANK GUARANTEE | MAY LOSE VALUE |
NOT INSURED BY ANY FEDERAL GOVERNMENT AGENCY | NOT A DEPOSIT
Australia: This publication is disseminated in Australia by Morgan Stanley
Investment Management (Australia) Pty Limited ACN: 122040037, AFSL
No. 314182, which accept responsibility for its contents. This publication,
and any access to it, is intended only for “wholesale clients” within the
meaning of the Australian Corporations Act. Hong Kong: This document
has been issued by Morgan Stanley Asia Limited for use in Hong Kong and
shall only be made available to “professional investors” as defined under
the Securities and Futures Ordinance of Hong Kong (Cap 571). The contents
of this document have not been reviewed nor approved by any regulatory
authority including the Securities and Futures Commission in Hong Kong.
Accordingly, save where an exemption is available under the relevant law,
this document shall not be issued, circulated, distributed, directed at, or
made available to, the public in Hong Kong. Japan: For professional investors,
this document is circulated or distributed for informational purposes only.
For those who are not professional investors, this document is provided
in relation to Morgan Stanley Investment Management (Japan) Co., Ltd.
(“MSIMJ”)’s business with respect to discretionary investment management
agreements (“IMA”) and investment advisory agreements (“IAA”). This is
not for the purpose of a recommendation or solicitation of transactions or
offers any particular financial instruments. Under an IMA, with respect to
management of assets of a client, the client prescribes basic management
policies in advance and commissions MSIMJ to make all investment decisions
based on an analysis of the value, etc. of the securities, and MSIMJ accepts
such commission. The client shall delegate to MSIMJ the authorities necessary
for making investment. MSIMJ exercises the delegated authorities based
on investment decisions of MSIMJ, and the client shall not make individual
instructions. All investment profits and losses belong to the clients; principal
is not guaranteed. Please consider the investment objectives and nature
of risks before investing. As an investment advisory fee for an IAA or an
IMA, the amount of assets subject to the contract multiplied by a certain
rate (the upper limit is 2.16% per annum (including tax)) shall be incurred in
proportion to the contract period. For some strategies, a contingency fee
may be incurred in addition to the fee mentioned above. Indirect charges also
may be incurred, such as brokerage commissions for incorporated securities.
Since these charges and expenses are different depending on a contract and
other factors, MSIMJ cannot present the rates, upper limits, etc. in advance.
All clients should read the Documents Provided Prior to the Conclusion
of a Contract carefully before executing an agreement. This document is
disseminated in Japan by MSIMJ, Registered No. 410 (Director of Kanto Local
Finance Bureau (Financial Instruments Firms)), Membership: The Investment
Trusts Association, Japan, the Japan Investment Advisers Association and the
Type II Financial Instruments Firms Association. Singapore: This document
should not be considered to be the subject of an invitation for subscription
or purchase, whether directly or indirectly, to the public or any member
of the public in Singapore other than (i) to an institutional investor under
section 304 of the Securities and Futures Act, Chapter 289 of Singapore
(“SFA”), (ii) to a “relevant person” (which includes an accredited investor)
pursuant to section 305 of the SFA, and such distribution is in accordance
with the conditions specified in section 305 of the SFA; or (iii) otherwise
pursuant to, and in accordance with the conditions of, any other applicable
provision of the SFA. Taiwan: This material is provided for information
purposes only and does not constitute a solicitation where such a solicitation
is unlawful. The products mentioned herein this material may or may not
have been registered with the Securities and Futures Bureau of the Financial
Supervisory Commission in Taiwan, Republic of China (“ROC”) pursuant to
relevant securities laws and regulations. Such products may only be made

ACTIVE FUNDAMENTAL EQUIT Y

|

MORGAN STANLEY INVESTMENT MANAGEMENT

3

available in the ROC if they are (a) registered for public sale in the ROC or
(b) availed on a private placement basis to specified financial institutions
and other entities and individuals meeting specific criteria pursuant to the
private placement provisions of the ROC Rules Governing Offshore Funds.
IMPORTANT INFORMATION
The views and opinions are those of the author as of the date of publication
and are subject to change at any time due to market or economic conditions
and may not necessarily come to pass. Furthermore, the views will not be
updated or otherwise revised to reflect information that subsequently
becomes available or circumstances existing, or changes occurring, after
the date of publication. The views expressed do not reflect the opinions of
all portfolio managers at Morgan Stanley Investment Management (MSIM)
or the views of the firm as a whole, and may not be reflected in all the
strategies and products that the Firm offers.
Forecasts and/or estimates provided herein are subject to change and may
not actually come to pass. Information regarding expected market returns
and market outlooks is based on the research, analysis and opinions of the
authors. These conclusions are speculative in nature, may not come to pass
and are not intended to predict the future performance of any specific
Morgan Stanley Investment Management product.
Certain information herein is based on data obtained from third party sources
believed to be reliable. However, we have not verified this information, and
we make no representations whatsoever as to its accuracy or completeness.
All information provided has been prepared solely for information purposes
and does not constitute an offer or a recommendation to buy or sell

any particular security or to adopt any specific investment strategy. The
information herein has not been based on a consideration of any individual
investor circumstances and is not investment advice, nor should it be
construed in any way as tax, accounting, legal or regulatory advice. To that
end, investors should seek independent legal and financial advice, including
advice as to tax consequences, before making any investment decision.
Past performance is no guarantee of future results.
This communication is not a product of Morgan Stanley’s Research
Department and should not be regarded as a research recommendation.
The information contained herein has not been prepared in accordance with
legal requirements designed to promote the independence of investment
research and is not subject to any prohibition on dealing ahead of the
dissemination of investment research.
This document may be translated into other languages. Where such a
translation is made this English version remains definitive. If there are any
discrepancies between the English version and any version of this document
in another language, the English version shall prevail.
Morgan Stanley Investment Management is the asset management division
of Morgan Stanley.
The whole or any part of this work may not be reproduced, copied or
transmitted or any of its contents disclosed to third parties without MSIM’s
express written consent.
All information contained herein is proprietary and is protected under
copyright law.

Explore our site at www.morganstanley.com/im
© 2018 Morgan Stanley. All rights reserved.	

CRC 2182640 Exp. 07/31/2019

9301621_CH_0718 Litlink: INVVIEWCNTDOT0318

