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Don’t expect a huge stock rally
from current levels immediately

By PRIVANK LAKHIA,
ANU JAIN & ABHA BAKAYA

itu Gangrade Arora, chief

investment officer at Ca-

nara HSBC Oriental
Bank of Commerce Life Insur-
ance Co. Ltd, said she doesn’t
expect Indian stocks to stage a
huge rally from their current lev-
els immediately, but a gain of
5-7% is possible. Edited excerpts
from an interview:

This:is the big theme that we are
exploring today: markets are at
these new high levels, we seem to
have been in a five-year bull run.
Your reactions to what we are
seeing pre-election and how much
steam you are seeing in this rally?
1 think a couple of things have
come together for the market
this time. Of course, there is
huge anticipation around elec-
tions, but also more importantly
the CAD (current account defi-
cit) position has improved so
significantly that it reflected in
currency markets. Also, geopo-
litical worries that were looming
over us over the last week have
eased and fundamentals have
started looking positive on the
margins. There is a lot of positiv-
ity around the hope that there
will be a clear majority govern-
ment post-elections. So, I think
all of that has come together to
give market the strength.
As the big theme, as you men-
tioned, the election is also a mega-
event that we are counting down
to as well. But the markets are al-
ready at a life-time high. Do you
think there could be more upside
post the elections, without debat-
ing as to what kind of an outcome
are we talking about, but do you
see that there could be more rally
for the market post-elections?

In terms of valuations, mar-
kets are currently trading at 14.5
times forward; FY2014 (fiscal
year 2014) earnings growth esti-
mated at about 14%. So markets
are not so expensive. If you look
at the range of about seven
times to 20 times that is the min-
imum and maximum for mar-
kets, we are pretty much near
the median. So with the positive
factors getting built in, I would
not be surprised with another
5-10% upside that the market
could make. I do not see a huge
rally from here, but another
5-7% is very possible.

That could just be the euphoria

driving it up. | heard you say that

you have seen data that is encour-
aging in terms of the economy as
well. How do you think that will
translate into earnings? We saw
the fact that earnings weren’t so
bad. A lot of people argue that
earnings weren’t so bad, but that
is also because we set the bar so
low in the last quarter. Going into

FY2015, which sectors, rather

what earnings are you looking at

in terms of multiples?

I would not expect this to
translate into earnings in a hur-
ry. I think there are a couple of
quarters before which we will
start this thing trickle into the
earnings. But also remember, it
is March that we are in, which is
where the markets are flush with
funds, be it insurance compa-
nies or mutual funds. So domes-
tic investors are investing in the
market. We don’t see a big FII
(foreign institutional investor)
flow, but domestic flow is there,
which also provides the support
to the market. I think earnings
will take a couple of quarters. It
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while they look expensive, they are not at their all-time high.

is just that on the fringes we are
seeing some positivity giving
way to huge negativity which is
looming over us.

Considering that we seem to be in
a free election rally, the stocks are
in sectors of the market that will
be impacted most by Narendra
Modi’s de’ agenda. Are
you bullish on that pack? We have
seen a return in focus to areas like
infrastructure, cement, some peo-
ple are starting to talk about agri-
culture. Are you also bullish on
that theme going forward?

I very much prefer to main-
tain a balanced portfolio at this
point in time because I do not
see a direction in the market; a
big bullish direction yet. Our
fundamentals are still stressed.
So I still like to hold cash-rich
companies in a large pack and I
still like to hold a balance of IT
(information technology), phar-
ma and FMCG (fast-moving
consumer goods) in addition to
the other sectors. As far as cap
goods, infrastructure, automo-
biles—the interest rate sensi-

tives—I would go a little slow
and then selectively add. Some
of them have already seen a run-
up in a couple of weeks, but I
would be selective in adding
them in a hurry and I would
maintain a balanced stance.
You mentioned about the flows
there and it caught my attention.
Do you think that the pressure
that we saw from the Dlis (do-
mestic institutional investors)
selling earlier on last year is over?
Do you think the pressure on the
industry in terms of redemptions
and all is over and DlIs are willing
to come back to the market with
some conviction now?
There definitely seems to be a
positive turn of events there. We
do see retail investors back in

the market. I wouldn'’t be sure if

it is a March effect or if it will
sustain, but it is definitely a pos-
itive change and I hear more
and more talk about retail inves-
tors having returned. But I
would want to watch that in
April and May before I can say
that the tide has turned.

| want to ask about banking. |
didn’t hear that pack in your pre-
ferred or not-preferred list. Where
does it stand in terms of your
preference right now? Are you re-
ally worried about the non-per-
forming assets (NPA) situation, or
on the flipside, are the valuations
looking too exciting to leave?

Personally, I prefer private
sector banks over public sector
banks, but would maintain a
neutral stance on banks and the
financial sector as such. The
reason for preferring private
sector banks is not so difficult to
guess. They are better capital-
ized, they have credit pressures,
credit-optic pressures, that in
terms of balance sheets the fears
on NPAs and stressed assets is
still very limited. Public sector
banks, I believe, still have pain
going ahead before things turn. I
would think at least two more
quarters of stressed results from
them and I am not trying to
build new positions in PSU
(public sector) banks yet,
though valuations may look at-
tractive. There has been some
run-up, but I would still stick
with the private sector banks.

Since you mentioned the banking
pack, we have been talking to ana-
lysts, trying to get a sense regard-
ing the entire recapitalization or
even the funding itself. How do
you see that event panning out
when we talk about the banks, be-
cause clearly in the last couple of
days, the kind of commentary that
we have been picking up from the
finance minister seems to be an
area of concern for the banking in-
dustry?

Yes, I think banks are facing
multiple stress; recapitalization
as a big one. Besides that, with
capital offtake not happening
and economic growth remain-
ing subdued, I fear that the asset
quality could deteriorate fur-
ther. So banking, I believe, will
remain under stress for a while
before we see things getting bet-
ter and I guess one of the trig-
gers could be inflation coming
off and some respite on the high
interest rates.

Let’s talk about IT. You are very

bullish on that sector. IT is the one

pack in which we have seen a run-

up consistently, not just in the
near term but also for the last few
years. At these valuations, would
you continue to bet on that pack
given yjr volatility in the currency
markets and also given the fact
that they have run up so much?

1 still prefer IT sector for clear
reasons on valuations. While
they look expensive, they are not
at their all-time high. And the
earnings growth is well demon-
strated. The volume growth sup-
ports this kind of valuations that
the sector has. Also, the fact that
the global economy is showing
very good signs of improvement,
both US as well as European
data has been positive, which is
where our IT companies have
exposures. So we expect the
earnings growth to sustain and
clearly it is one of my most pre-
ferred sectors for an overweight,
along with pharma. Of course,
there is slight volatility on the
currency front. But what matters
most is the kind of extreme fluc-
tuations that we were witnessing
last year. The currency is rea-
sonably more stable and with
the CAD coming under control, I
would expect it to be in this
range with a little bit more ap-
preciation probably from here.
So all in all, the IT sector looks
well positioned at this point in

time, considering the other
stressed sectors.
So IT and pharma are the pockets

that you currently have exposure
to. Are there any sectors that you
are tracking closely, that one can
actually look at going forward
from here, in the next couple of
months, that probably looks at-
tractive right now at the back of
valuations or could be an attrac-
tive bet to look at?

I would think that the obvious
answer continues to be auto and
capital goods. One should not
have big underweight positions
in these sectors. The tide could
turn in a hurry and I would like
to have positions in high-quality
stocks in these sectors. I would
be wary of going into mid-caps
in the sector because conditions
are still not conducive, but the
large-caps of these sectors do
look attractive.
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