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Tackle Crude Price Volatility
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BSE’s Cap Goods, Banking & Power indices have risen 2.5% , 11.2% and 10.2%, respectively, in the past 1 month vs 4.8% gains made by Sensex
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*At 10.30pm, After adjusting for import duty,
Indian spot gold higher by $30.45 to US Comex
gold price on Monday. The premium on local gold
is due to tight supply following import curbs.
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HEARD on the Street

Court ‘Sets Aside’
Suspension Order
against RSBL
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Mumbai: India’s benchmark
stock indices — Sensex and Nifty
— are recording new highs these
days but shares of many large
companies are still trading way
below their all-time highs. As
many as 50 large-cap shares with
market capitalisation over .̀ 10,000
crore are trading between 20%
and 90% below their record highs
hit during their peaks in 2008 or
2010, according to the data compiled by ET.
Some of the prominent names
include Mukesh Ambani’s RIL,
Bharti Airtel, NTPC, DLF and
Anil Dhirubhai Ambani Group
(ADAG) stocks including Reliance Communications, Reliance Infrastructure and Reliance Infrastructure.
“Many traditional companies
have not performed well in the
past few years in terms of funda-

Ram Sahgal

Yes Bank, IndusInd Bank and Bank
of India have outperformed the BSE
Bankex, as these stocks have gained
20-22% on expectations that their nonperforming assets, too, would come
down significantly in the days ahead.
Among capital goods stocks, L&T and
BHEL have rallied 15% and 28%, respectively, in the past month, as these
companies have started to witness resumption of new order flows, confirming the action picking up on ground. In
the power sector, Torrent Power, GMR
Infra, Tata Power and JSW Energy
have gained between 15% and 24%, on
expectations that economic reforms
will boost recovery of this sector.
RBI’s efforts to control inflation have
also added to the market sentiment.

mentals. Some firms are struggling with high debt-equity ratios
and their bottom-lines were not
consistent,” said G Chokkalingam, founder & CEO, Equinomics
Research & Advisory.
Savvy investors have already
moved from these stocks to sectors such as IT, pharma and consumer space. Out of the 50 stocks,
20 are trading between 50% and
90% below their highs, while another 20 are between 30% and 50%
below their record levels. India’s
largest private sector company in
terms of revenue, RIL closed
.̀ 1,001 on Monday, 38% below its
record high of .̀ 1,626 touched on
January 15 , 2008. RIL has returned 10% in past one year as well as
in the past five years. Sensex has
gained 31% and 81%, respectively,
during the same period. Bharti
Airtel is trading 31% below its October 2007 high of .̀ 575. As of Monday, state-owned NTPC was nearly
50% below its January 2008 high.
Reliance Group stocks have
fared worse. Reliance Communications has plunged over 87%
from its January 2008 record high
of .̀ 844, Reliance Capital and Reliance Power are trading about
80% below their respective alltime high stock prices. Reliance
Infrastructure is down 75% from
record high. Reliance Group com-

Struggling to Catch Up

Fall from all-time highs of some large-cap stocks
CMP (`)

All-Time
High (`)

% Fall

Reliance Ind

1,001.2

1,626.1

-38.4

10.1

Bharti Airtel

396.0

574.5

-31.1

10.1

NTPC

147.8

291.0

-49.2

0.3

NMDC

165.9

571.8

-70.9

14.5

BHEL

253.0

585.0

-56.8

77.8

486.5

785.3

-38.1

131.5

Tata Steel

44.4

489.2

969.8

-49.6

SAIL

86.8

292.5

-70.3

38.1

PNB

948.9

1,395.0

-31.9

62.9

Hindalco

163.5

251.9

-35.1

38.9

panies have seen their market
capitalisation erode by over .̀ 3
lakh crore since January 2008.
India’s largest real estate player
DLF has lost almost 90% of its
wealth since January 2008. Similarly, Jindal Steel, SAIL, NMDC,
Neyveli Lignite, Adani Power are
currently trading at least 70% below their record highs.
Several retail investors have exited their investments in such
stocks even at losses. In the past
five years, 6.5 lakh retail investors
have exited Reliance Industries.
Reliance Communications, Re-

MANAGING DIRECTOR, TVF CAPITAL MANAGEMENT

‘Pharma Could Soon be
India’s Next IT Sector’
Foreign institutional investor (FII) inflows
will be higher next year as interest rate
hikes in the US are likely to be slow, said
Shiv Puri, managing director of TVF Capital
Management, which advises assets worth
$300 million. In an interview with Nishanth
Vasudevan, Puri, who is based in Singapore,
said high quality mid-cap companies such as
Kotak Mahindra Bank, Pidilite, Mico Bosch,
Tech Mahindra and Lupin could outperform
in the next 12 months. Excerpts:

Will foreign portfolio flows into India be
impacted with the Fed set to increase
interest rates?
If it does, it will be short-lived. The average
spread of the Indian 10-year government
bond over its US counterpart prior to the crisis was roughly 3.5%. Today that spread is 6%.
So if US rates rise, which is likely to be slow
anyway, I don't think it impacts flows materially. There are very few countries in the
world where there is some decent growth
and where the equity markets have many
quality companies and some depth. If one
looks around the world today, it pretty much
boils down to the US and India. The bigger
concern for foreign flows will likely be a geopolitical event or deflation in Europe or a

ON INDIA INC’S EARNINGS

Earnings can grow in 20-25%
range over the next 3-4 years.
If that happens, markets can
double without assuming
any multiple expansion
is in bottom-up fundamental stock selection.
In the short term, the market looks fairly valued. But if real GDP growth is roughly 6-7%
annually and nominal GDP growth is roughly
12% annually, then many companies will
grow revenues in the 15-17% range. Now, if
revenue is growing at 15-17% and we are
clearly at the start of the upturn of the business cycle, then we have to get operating leverage. Earnings can grow in the 20-25% range
over the next 3-4 years. If that happens, the
markets can double without assuming any
multiple expansion. Having said that, the rising tide will not lift all boats and one has to be
very selective on sectors and companies.

FUTURE LEADERS

Financial services, especially
the private sector companies,
have just a huge runway
ahead of it. It’s the cheapest
way to play consumer in India
and the best way to capitalise
on corporate growth
hard landing in China or debt problem in
Japan. Any major event there can impact
flows for a slightly longer period but that too
will likely be temporary.

Is there scope for valuation expansion
even after the recent rally?
The markets are reasonably valued at around
15-16 times forward earnings and in line
with historical averages. But the opportunity

1-Year
Return (%)

Adani Enterp

SHIV PURI

In your interactions with institutional
clients overseas, what is the sense
that you are getting about their
outlook for India?
India is getting mindshare again and that is
usually a leading indicator for inflows. This
year, FII equity inflows have been around
$13 billion versus $24 billion last year, so the
optimistic outlook has not yet translated into
inflows. The institutional clients invested in
public markets in India today are more sophisticated, experienced and of higher quality. They realise that you cannot paint all
emerging markets with the same brush. Despite the disappointment in the country’s
growth rate over the last few years, India is
moving decisively in a new direction and
staring at a powerful combination of a cyclical and structural upturn. The decline in oil
prices and commodity prices is a huge benefit to India. There is a real chance that after a
long time we can be close to current-account
neutral. Warren Buffet says you can’t drive a
car by looking in the rear view mirror. I think
the foreign institutional investors realise this
and, I believe, inflows next year will be higher than this year. There will likely be a significant opportunity cost in waiting for all the
evidence to come in over the next 2-3 years.

Expectations for a rate cut are supported also by the fall in global crude
prices, which have become more than
a quarter cheaper since June. In the
derivatives segment, capital goods
and banking stocks have witnessed
addition of fresh long positions.
“We have seen fresh build-up of long
positions in capital goods stocks such
as L&T, BHEL, Havells, and Seimens
and we expect these stocks to rally another 8-10% in the November series,”
said Chandan Taparia, derivatives
and technical analyst at Anand Rathi
Securities. “We also expect banking
stocks to outperform the markets and
anticipate stocks such as HDFC Bank,
Yes Bank and IndusInd Bank to rally
another 8-10% in the current series.”

Many Blue-chip Stocks Yet to
Reclaim Their 2008-10 Peaks
Around 20 large caps
are trading between
50% and 90%
below their highs

Grapevine has it that
leading bullion dealer
RiddiSiddhi Bullions
(RSBL) had a brush with
the law, but emerged unhurt. A High
Court , unconfirmed reports said,
on Monday set aside a government
order suspending RSBL’s original
nominated agency certificate,
which allows it to import gold into
the country. A DGFT official reportedly barred RSBL from importing
bullion by an order on Friday in
connection with an import consignment cleared on the same day
in July last year when the 80:20
rule took effect. Under the rule, a
nominated agency must export a
fifth of an inward shipment before
supplying the rest locally. RSBL
prayed that the consignment was
cleared before this rule took effect.
Following this, the court set aside
the order terming it ‘arbitrary’
and ‘contrary to law’.

EXCLUSIVE Q&A

Mumbai: Expectations that an interest rate cut may come as early as December along with signs of an improvement in the economy are
powering stocks from rate-sensitive
sectors such as capital goods, banking
and electricity.
BSE’s Capital Goods Index has rallied 12.5% over the past month, while
the BSE Bankex has surged 11.21%
and BSE Power Index 10.2%, easily
outpacing the benchmark Sensex that
returned 4.8%.
Investment managers say the ratesensitives are likely to continue outperforming the market, as expecta-

tions are building up for interest rates
to come down, backed by strong economic reforms by the government.
Vinay Khattar, head of research, individual clients, at Edelweiss Financial Services, said he expects the
trend to carry on, as yield on the
benchmark 10-year bond has fallen to
a 13-month low, “which indicates that
the Reserve Bank of India will cut interest rates sooner than later”. Interest rates and bond yields move in the
same directions.
“In the capital goods space, our top
pick is L&T. Within the banking sector, we are bullish on ICICI Bank and
Yes Bank, and are positive on power finance companies such as PFC anREC,” Khattar said.

Which sectors would you bet on?
We focus on bottom-up opportunities but if
you ask me on top-down areas, I think financial services, especially the private sector
companies, have just a huge, huge runway
ahead of it. It’s the cheapest way to play consumer in India and the best way to capitalise
on corporate growth. I think pharma may
well become the next IT services in India. Auto component companies, especially, those
that dominate a sub category are great businesses. The consumer sector has selective
niches that are very attractive.
Which are the five stocks that would be
outperformers over the next 12 months?
The best opportunities reside in high quality
mid-cap companies that have pricing power,
healthy growth and where the longevity of
the growth in earnings is misunderstood.
These companies can become compounding
machines and can compound capital at
healthy rates over a long time. Some examples today would be Kotak Mahindra Bank,
Pidilite, Mico Bosch, Tech Mahindra and Lupin. I also think companies like SKS Microfinance and MCX that have re-emerged in a
new avatar look very interesting because
they now have strong and capable management teams, little or no competition and a
still a big market opportunity.

liance Infrastructure and Reliance Capital have seen exit of 4.1
lakh, 3.4 lakh and 2.68 lakh retail
investors, respectively, in the past
five years. Analysts said these
stocks could start performing
once the market moved into the
next stage of the bull run.
“Different sectors will move at
different stages. Many traditional stokes have performed well in
the past one year, but they fell
short of expectations or underperformed the broader market,”
said Gaurav Dua, head of research, Sharekhan.
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Mahindra Ugine, Mahindra CIE
Soar after Merger Gets HC Nod
Our Bureau

Mumbai: Mahindra Ugine and
Mahindra CIE Auto jumped 20%
each on Monday — the highest possible trading limit of the day — after the Bombay High Court approved their merger and other
subsidiary companies. Mahindra
CIE Automotive surged to .̀ 218.75
and Mahindra Ugine closed at
.̀ 558.30 on Monday. The swap ratio
for the merger is 2.84. This means
Mahindra Ugine shareholders will
get 284 Mahindra CIE shares for every 100 Mahindra Ugine shares.
Since their merger announcement
in June 2013, these stocks have out-

performed the market. Mahindra
CIE’s stock has gained nearly 390%
in the period, while Mahindra
Ugine has surged 1,253%. In June
2013, Mahindra Group agreed to
merge its five listed and unlisted
subsidiaries and later sell a stake
in the combined entity to CIE Automotive for ¤100 million. In exchange, using the proceeds, M&M
will buy 13.5% in CIE Automotive.
ICICIdirect.com, in its report on
Mahindra CIE in April, had said,
“We feel MCI provides a rare,
unique Indian auto component
play, which has a global footprint
with global promoters along with
massive turnaround possibilities
in the company.”

S&P Downgrades Indian Overseas
Bank’s Rating to Speculative Grade
New Delhi: Global rating agency
Standard & Poor’s on Monday
lowered the credit rating of stateowned Indian Overseas Bank
(IOB) to BB+, indicating speculative grade following deterioration in the lender’s asset quality.
“We downgraded IOB following
a recent deterioration in the
bank’s asset quality and our expectation that it will remain weak
over the next 12 months,” S&P
said in a statement.
“We revised our assessment of
the bank's risk position to weak
from moderate, as our criteria de-

fine those terms. Accordingly, we
lowered the bank’s stand-alone
credit profile (SACP) to ‘BB’ from
BB+,” it said.
IOB’s exposure to high-risk sectors, such as iron and steel and
textiles, is also greater than
peers’. Its reported non-performing loan ratio rose sharply to 7.3%
as of September 30, 2014, from 5%
as of March 31, 2014, to become
the highest among the Indian
banks that are rated. The share of
gross standard restructured
loans outstanding in IOB’s loan
book is also high at 7.85%. —PTI

