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Invest with Idea of Whether

Co will Gain from Tech

he main concern in Indi-

an markets is the midcap

space, which is extreme-

ly overvalued, said Shiv

Puri, managing director

at Singapore-based TVF
Capital Advisors.

Puri warned that multiples of many
of the mid-cap companies could con-
tract even if earnings come through.
Inan interview with Sanam
Mirchandani, Puri said one should
invest in companies that are a bene-
ficiary of changing technology. Edit-
ed excerpts:

Indian markets surged 29% in 2017.
Whatwould be your strategy Inthe
Indian markets in 20187

2017 has been a year where globally
all markets rallied. It was nota
uniquely India phenomenon. From a
growth and earnings standpoint, a
lot of that is yet to come. 2018 is go-
ing to be very bottoms-up stary un-
like 2017 where many stocks did re-
ally well. My concern is on the
mid-cap space. The mid-cap space
now is looking extremely overval-
ued. The midcap index is trading at a
40% premium to the MSCI India and
over a 35% premium to the Nifty,
which is the highest it has ever been,
even beyond December 2007. For
many of these companies it could
well be ayear where even if earn-
ings come through, the multiples can
contract such that the returns can be
quite mediocre over the next year or
two. My worry is more on those
mid-cap names.

Willwe see moderate returns?

For 2018, the economic backdrop
globally is looking reasonably good
But you have a situation where in-
terest rates are going up in the de-
veloped world so in arising interest
rate environment where valuations
are quite full, you might have global
growth coming but maybe the mar-
kets won't do as well in that setting. |
would still see that what you had
lastyear-increased liquidity, PEmul-
tiples, increased expectation of
growth. Some of that might reverse
next year, where growth might actu-
ally come through but the multiples
may not hold up, liquidity might be a

little lower, cost of capital is higher
and as a result, the market doesn't
doas well

What are your expectations from
the Union Budget?

Iwould be surprised to see if the
Budget is not more populist because
that's typically what happens 12
months before elections. There is
going to be a lot of focus again on
the rural side

Will market react adversely if fis-
cal deficit targets are eased?

The fiscal deficit looks like it is going
toexpand by 30, maybe 40 basis
points. A lot of that has to dowith
the fact that the GST collections are
running a little lower. So maybe in
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the near-term you will have thisas a
concern; but give it another six or
nine months, once GST collections
normalise and economic activity
picks up, | don't think this 30-40 ba-
sis points expansion is anything ma-
terial especially in the face of the
current account deficit also being at
1.5% It is manageable. This is de-
spite oil prices having gone up. Itis
something to keep an eye on but it is
not alarming at this point

Do you see oil prices becominga
bigger pain point?

Around the $60 mark, it is some-
thing that we have to work harder to
getthe growth. At $80 it becomes a
headwind where you will have to jog
to keep up. Andwe will have to run
to go ahead

Is tighter policy environment of
global central banks priced in by
the markets?

The Fed has been very vocal and
clear about what they are going to
doin 2018. If they stick to their plan,
| don't see any issue but if inflation
rates in the western world pick up
and they are forced to act then that
is something that's not priced in.

Do you see the RBl also going that

or Not
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way, witha rate hike?

At the current macro scenario in
terms of oil prices and inflation
rates, itis a pretty fair balance. |
don't see hikes coming.

‘With 8 states going to polls this
year, how do you expect the mar-
ketstoreact?

It could be because the markets are
definitely pricing in the current
government's being in power after
2019. Per se, the state elections
won't be as crucial, but if it sends a
signal that in the 2019 general elec-
tions there may not be continuity
that could be a risk to the markets

What are the Investment themes
youarelooking at?

One should invest today with a
clear idea whether this is a compa-
ny that's a beneficiary of technolo-
gy or isit acompany that is going to
get hurt by technology. Private sec-
tor banks and non-banking finan-
cial companies which are able to
adapt like this will do well. Some of
the insurance companies are also
going to do really well.

Areyou looking at
PSUbanks as well?

In PSU banks, our sense is that the
loss they take on defaults of these
companies is probably going to be
higher than what the market ex-
pects. [t seems that these losses
could be as high as 60-70% and in
some cases even beyond that. The
other issues be it management,
costs or using technology-still re-
mainvery real. So for me the private
sector banks still represent a very
structural opportunity.





