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Earnings will remain under pressure

By VIvEK Law
ELOCMEERD Uy
arun Kataria, chief exec-
utive, India, at Religare
Capital Markets, has
turned bull)sh on the
equity market. He also says in
an interview that corporate
will be under pressure
m the next couple of quarters as
E:E“t costs continue nsing.
ited excerpts:

Six morths ago, euphoric
targets were being put on the
Sensex hitting 30,000 in 18
months and 23,000-24,000 by
the end of the fiscal year,
something you said was not
urlikely. Of course, you ca-
veated it saying there were a lot
of global developments—the
US$ is in transition, Europe is
having its share of problems,
and India has its own
headwinds to deal with. fre you
still sticking to that target?
Yes, I think Europe has got

its own share of problers and I

think structurally the ewo is

flawed. I did a piece for one of
the magazines 15 years ago
saying you can't buld a cur-

around saying, I want a
market to corapete thh the US
and then not align everytl

else. So that's apmb]em
In the mean tire, you have

s‘:ﬂﬂ divergent ecnmrmes with

rent agendas. You have got

Eo].lmel paralysis. S0 yes,
wrope is in trouble and t}w

structural issue is it has got

declining E Tu]amn, s0 youx
pension bills are a problern
that needs to hit the press, so
u have got a long-ten prob-
ﬁum You EZVe gotx%x seculgr de-
cline in Ewope. So there is this
wassive noise in the reantire,
which needs to be resolved, but
assuraing that it is, you

still got the same long-term

fundarmental derangraphic

incore  creation  declining,

Eopulatmnbmhmtes all that m
umpe still. Has it got verse infhe

Yes u have got the mar-
kets which are now fearing
Greece to Italy to France. Whg
shoy France be a
£CONOMY, why should Italy still
be a s ‘A" econorny
that needs to filter
ﬂuuugh But the other problera
is, as long as they continue to
dxlly»da]@y, the und.erggmg
macro situation starts to dete-
riorate.

In fact it has started to dete-
riorate. You might say you have
2ot a new governraent in Italy
you have got a new governanent
in Greece, but the underlying
situation remains pretty
tenuous. Youwerehopeful that
irflation in ndia would peak in the
tird quarter of the calendar
year. There does seantobea
general fedding hatvehave gotit
under condral bt it still remains high.
RBI (Reserve Bark of Fndia), anhe
ciherhand, has indicated that
e axe probably denevifh e
i and we are going to
pause. Last time you raised the
point that there are aupply side
«comsirainds . Nofhing seems to have
moved. You are right, nothin;
has moved. In fact, I suspect,
you will do sorae researc]
would have thought in the last
several raonths infra projects
have probably come to a
standstill.

Financing seers to be an is-
sue. There 1s too rauch scrutins
on large scale financings of PS|
(public  sector rtaking)
banks to this sector.

So that is a long-term
feeder (to 1inflation), for a

the base rate might come
to?% which is what we are all

'IN’I?ERVIE“

t to comvince owselves,
the fact is inflation in this
country is well into double dig-
its. Itlyyou have got inflation
well into double digits, you
have got cost of money at
16-19%. It's very hard to ran
an economy and the headwind
to my mind is a bit strong at
the raoreent.

So if the concerns have

become only stronger, are you

less bullish ioday than you

were six morths

Yes Iamlasshu]]sshtoday

To vhat extent’

If you belwve that the 7%
nurber is a ruwber that the
raarket hangs its hat on saying,
inflation has peaked, whether
the base rate or the fact that
inflation is still rarapant.
that's peaked and you have a
new cation frora Flls (for-
eign institutional investors) in
the new calendar year,
you could see some rmove up
In the markets.

The question is, would it
be sustainable or not. That
is unclear to me; 23-24,000
probably looks like a bit of

a stretch at the
movement... | would say if
we see 20-21,000, we have a
good outcome. | asked you
whether there would be more
pain before we see some kind of
a recovery and you had mention

8-10%, and that's what we have
actually got to. Now, we are back
again at that range of 17,000-0dd.

1 3ll these factors were to
implode, especially globally, the
point that you made, if all those
pension bits were going to start
hitting the press and things were
1o get worse, would we see
deeper pain, would you say
another pain is round the
corner? What's the minimum
floor you are looking 3t?

I would like to think
that wost of the bad news on
India is in the pricing. You have

mm of concerne Kt

e 1 cetaoin §
believe a 4.6 nuraber at the start
of the year was tough. We

knew that the markets
would be hard, to have a $10-
20 billion of disinvestruent
was... You aresaying fhey already
had factered thatin?

Yes, they have factored it
aver the last few months that
that reber, the 46 or 48, is

ing to happen,; it's Took-
c se o 5.5.
Bmstmem isn't happen-
ing, which was one of the big
things. I think 3G was abig ele-
hant in the room, the
st tire  around, that's not

ening,
£ 1 wo\lld].\kelo think that
most of that is factored in to
the rearket. But if it cores to
the domestic players and the
local investors say, 'Ol'i]lﬂvx:y

d, it's 5.5%, we
E\\:ﬂe bit of a dn ! the
hing to watch is the unpa/:t on
t}\e currency.

| want you to talk a little about
that, because that's one big
mover and a challenge.

It's been a huge raove

t sore stability now in the  there is nothing to suggest that
%’ there was synme not-so-  2nd this is despite having high
]easam interest rates; the cumency 1s
}:'IEWS cormung b]gwsno“gf
ot of the U Markets are close  pegoe © 7
}"f;hvf}s\:ﬁﬁ'z‘iéu to the floor and gf:;‘;’g“
You_ have . g there is a
t talks of W-]ﬂ l“F"u-‘ if the bias for rates
t p;‘ﬁé"gg sentiment improves gﬂ::m; r:‘g:’u*t
;l;aggfmpwtlg globally on the
t currency, fiscal
= o
g vy raore  pressure
;mb]ems C on the cumency, the capex

We know sbout the sort of
governance, lack of any direction
coring out of Delhi, high
interest rates since inflation. So I
would like to think the worst is
behmd us. Now can the market

iked downward 7-8-
10%2 Tge answer is yes. That's
the natwe of the equities
business, right? But I would like
to thank, everyt]
considered, we are close m
that floor in owr rarkets
biss, if the senhmem ball
1mproves would
raove

As we head closer towards our

own annual budget, the fact is

that there are concerns now on
the fiscal deficit issue. We
talked last time about the
disinvestmert bit, nothing's
happened there. Do you think
that in the next twothree
months that becomes the theme
and the overhang really in the

market?

No, but I think, if you believe
as I do, FIls tend 1 drive ow
mukets u will find that
there is a high corre]atuan be-
lween FII flows and owr indus-

IthmkI said at that tiree to

numhers will come, all these
will put a dovwmward
pressure upwaxd on the rupee
to head 52.
What's the mood among FIXs?
Does that explain why they have
been so muach out? Of course, ey are
‘bringing inmoney bt thenetinflovs
arepretty rnuch going to end fhis year
dryslmost. They are going to
end net negative this year
and... Sovihat's hemood? Is itmore
to dovifh fhefact fhat fhey got cone
cems ahout India oxis itmoreto do
vifh fhefact that they have got fheir
oun prohlens and, fherefore, arehusy
grappling vidh that? No, I raean, it's
abit of both. The whole state of
the planet is poor. Investors are
concermed shout their own jobs
these days, but I think when
you have India-specific funds or
you have EM specific funds,
there is abit of concern ahout
India by itself.
You mertioned last time that as
a firm you are generally bullish
on banks, irformation
technology and auto. & that
time both Infosys Ltd and State
Bank of India had disappointed
the street with their re-

ying situation in Larope con-

sults, but you still said that as
a firm you would believe in
these companies. Do you still
remain as positive as you were?
n I look at us as guys
who advice owr clients as to
what do you want to do over
the next one or two years, not
the sort of trading ervironreent,
the answer is yes.
1 think if" we look at State
Bark and we look at the PSU
banks in general are t
around one times book on ei-
ther side of it from time to

Hxst rically, they have been
at least 50/- up from t}\ere ! S
1 soreetimes they
even traded at almost lwo hmes
book. We need to get there.
Now that might not be the
reverse to the rmean. The raean

t be different today but I
think PSU barks, we still thmk

speak to a lot of promoters, I
speak to a lot of sort of CEOs
{chief executive officers) and
CFOs (chief financial officers),
the rood is not very good

the flip side of that’is yes, the
folks sitting in Delhi, they have
ot to say India is resilient.

I d.ont think you can core
on m{uchmmel fo say, "listen
this place is about to irplode,
it's looking pretty negative. We
have no control over inflation,
we have no ability to put con-
tracts out to get owr infrastruc-
ture sorted out”, then we can't
So there has to
be drip feed over tire.

So that's their job, they are
doing what they need to do, but
xfyouaxeialkmglopeu o all
the time %x\g len,
equity maxkets are ¢ seg, if o

W your usmess
we:%onlﬁ agﬁo% yC\?j DP (gross
domestic pmdw;t) economy,
and I suspecl that's where if's

t to, you are financi
yourse]f%er theyiOS 19% mA:mel;rg

Yes, maybe corapanies grow
at three tirmes GDP, but most of
it is eaten up by cost on money

you can't build an econoray.
$0 are you saying that the next
two or three quarters, the num-
bers that are going to come out
are not going to be as pleasant
and resilient as what we have
seen this morth?

See, cor urate eammgs
??\m, now.

ow o{gfwusly, X d.oes one
tl\mg, your mﬂ\n prices are go-

ug at’s  another
thmg an yuu price that into
your product?
answey is at sore point
you can't and I think auto
companies are a good
example. Sol there would
be ressure for the next couple
of quarters, no ques!wn about

generally are
you be] as I do that lhere 15
presswre on the rupee to
weaken, then Infy and TCS
(Tata Consultancy Services Ltd)
sort of all look interesting from
a foreign exchange perspective.
But the concern as far as ISU
‘hanks are concemed, is fhe NEA gnon-
pefarming assels, axrbad loans)hi, is
semelhing fhat bofhers you as
wdl?Ves, I think that there
is a risk and, therefore,
Moody’s did what it did. You
are inan enviroranent where
growth is slowing, interest rates
are going up, you have to have
some pressure on your NPAs.
Despite the natwre of the
ame, you have got SMEs
%mall and medium emexpnses)
under pressure, you have
the real estate “sector Y
pressure, you have got the infra
guys under pressure. So
es, you will see it.
Again a lot of it is in the
market, the Flls have
thought this through many
rmoons ago. There will be
pressure but like all good
things markets do recover.
Sometimes it takes longer
than others. You have always
heard RBI or the government
saying, we don't think growth is
getting as sffected as you guys
are making it out to be. On the
other hand you have Indian
companies saying, "l am getting
throttled, | am getting slaugh-
tered”, but the numbers so far
don't seem to be reflecting either
of the two. In fact, on the
contrary, they seem to be
reflecting more the government's
view. $o this resilient India thing,
is this some kind of a lag effect
and will it probably play out two
quarters from row?
If you are by an econo-
ray on stuﬁ‘ saying India Inc. is
resilient, I think that's wrong.
India Inc., and [ have seen,
1

ammmsmmm
hasitinitto give 20-25% exrings
growih. Do you stick with fhat?
Well, I suppose if you look at
it toda it's ~ lookin;
reﬂy bleak, but I woul
ave thought iF we, and there is
no reason to assure why we
can't grow 7% or 8%, and if we
grow 1% or 8%, then two-three
fires that should be sorething
ynu could certainly target to get

What are the sectors? You were

very conservative on metals

and then you talked about the

consumer-led theme and that

cBormn;aesio b]; big ———

ut that's out, it?

Ivletals have go(};e}\xashed con-
surer stocks are now trading at
ahove 30 times next year, so [
think that has played out
thankfully to what I said six
raonths ago.

The question is going forward
can you continue to, can
consuraer stocks continue to
aterially head 1 from here
t at 30 tires

ell, if the market senti-
mems turns to people
rotate out of that, where
they have had a temific run
into sore of these sort of
undercooked sectors, PSU
banks we have just talked about,
I think there is a good chance for
that. Tvantto askyou about gold. As
talways happens when you see
an asset dass rising fheway gald has
dome, Ifind alot of refail investors
callingin and asking should Thein
equities or gold. Is that semefhing
that concerns you because you

start treating it like saying I

am geingto put 70-80%% of my porifo-

perspective, if you do your sort
of _corporate finance  classic
business group they tell you it's
all shout portiolio allocatwnand
inno raore rearket, at least that I

have seen.
You will even have 70% allo-
cation to equities at any one
T Fomﬂ of tire. So fo say
ten [ have got in a high beta,
high volatility single coraraodity
to say listen I ara going to put
70% aﬁ}:’ 1 am nof swe [
e anybody to do

You can see the way gold is
mw‘d‘& I raean it's held u a
17-0dd for the last period of
time. Can this thing trade
dowm to 200 bucks, can it trade
up to 200 dollars? Absolutely, it
can, depending on what “the
dollar does degendmg on
what risk on, off is, but
0% in any asset class, bad idea.

Lots of experts say that when

times are bad, when there is
fgloom, that's the time vhen you
should be getting in and starting to
‘buildyeur porifelio. Brom anin-
vestor's point of view, that's
the time vhen you are scared
and fat's thetimevhenyoureally sit
out. Though we have seen a very
and trend in our ovn markets

over the last three-four months
‘vhere mutual fund inflows
have perhaps for fhe firsttime gone
up vhen fhexnarketvas dovs.
Therefare, vhat vould youtdl an
investor to do rightnow?] think I
would probably say two
things: that the fixed in-
come asset class is very attrac-
tive, so if in these funds
you are getting some close to

10% effectively after tax and if

you can corapound that for the

next 7-10 years, 10% com-
pound after seven years is

a raassive retum. You have to

seriously think about having
Indian fixed income in
your portfolio and equities yes,
we will grow somewhere
between 6% and 8% for next
several years.

I  would start clngl
feeding into equmes as
but  perso
equities are for msm\mons
and for research guys who
have the tire and
wherewithal to do the work
ﬂ'uats reqquired to pick thera.

certamly ask retail
mvestors to lnok at f\mds be-
cause you are gstu a
gﬂ fesslonal, he studJes 1]

oy long, retail investor has his
primary source of incore as
job, he can't be sitting and doing
research all day. So yes, SIPs
(systeratic investment p]ax\s)
or whatever these thi
called, into good rautual \md a
fixed mcorae portfolio, ray be a
little bit of real estale if
people ney
coraraodities a ]mlc bit of go].d
feedback @hvemint. com

BLOOMBE!

Gatchmarket
qurLs
Christopher
Wood, D &
equity
strategist,
CLSA Asia-Pacific Markots, at
9.10am and Mahesh

uch? dbsolutely, frora
portfolio

exacutive
director. CLSA
AsierPacilic
Margets, at
10.10am with
VivelkLaw on
Monday




