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For most global investors, allocations for
India are a question of when, not whether
WEEKLY
INTERVIEW
India has strong
domestic consumption
and investment stories
that have stood the test
of time, says Peeyoosh
Chadda, executive
vice-president of
Edelweiss Mutual
Fund. In an interview
with Bijoy Sankar
Saikia, he says India is
firmly on the radar
of many long-term
investors and they will
invest when the time is
right. Excerpts:

■ High interest rates, high inflation and
margin pressure. Are we heading for a subdued phase of growth over the next two
quarters or so?
Growth is likely to be below trend for the
next couple of quarters. However, this is in
part keeping with the economy, which is on
a steady long-term course. Inflation at 9 per
cent level is a threat to longer-term growth
and stability and needs to be controlled.
■ We had seen a sudden turnaround in FII
inflows since the middle of February and
then they started withdrawing again. Why
don't they look comfortable in spite of big
growth projections for the Indian economy?
Foreign institutional investors (FIIs) evaluate
investments in India against a wide variety
of global options. Evaluations are made over
differing time horizons by different players.
Those that have a shorter-term point of view
have been looking for alternative investment
options with greater short-term clarity.
However, India is firmly on the radar of
many long-term investors, who are looking to
invest in India when the time is right. There
is comfort with India in terms of growth and
the investment infrastructure that the country has to offer. For most global investors,
allocations for India are a question of when,
not whether.
■ What are the key risks to the market at
this moment? If at all, how much of a downside do you see for the market over the next
two quarters and when do you expect the
market to see a turnaround?
We expect greater clarity to emerge over the
next six months as inflation is bought under
control in India. Our belief is that the downside for the market is limited as valuations
will provide significant support.
■ How have you been playing the market of
late; cautious, aggressive or conservative?
What kind of cash holdings are you keeping?
We have been positioned conservatively with
a focus on larger stocks and high-quality
companies. Typically, we do not hold cash in
our portfolios. However, we have a product
known as absolute return fund (ARF), which

priate clearances and land acquisition has
delayed a few projects. It is important to take
care of all relevant stakeholders in projects
that have a large social impact and we
should see (and have seen) resolution of
some of these issues.

“WE expect greater clarity
to emerge over the next six
months as inflation is
bought under control. Our
belief is that the downside
for the market is limited as
valuations will provide
significant support”
Peeyoosh Chadda
Executive vice-president, Edelweiss Mutual Fund

manages market exposure dynamically. The
ARF has been keeping a very low market
exposure of late, usually around 10 per cent.
■ After disappointing numbers from SBI,
Infosys and Reliance, how would you look at
fourth quarter earnings? Is there a case for
earnings downgrade for the Sensex going
forward?
The fourth quarter has been a mixed bag
with some disappointing numbers, while
others have been on track. There is a chance
that Sensex earnings will be downgraded,
but the real risk to Sensex earnings comes
from changes in earnings of commodityfocused stocks, which in a perverse sense
may be positive for India.
■ There are warning signals on the US. They
have crossed the debt limits, which means
huge spending cuts or other drastic measures
are imminent. We will also have the QE2
ending shortly. Interest rates are moving up

across economies. What will be the net
impact of all this on the developing world?
Global uncertainty is an issue, but at the
same time, India has strong domestic consumption and investment stories that have
stood the test of time. We may see slower
global growth, but India seems to be getting
its act right on the export front as shown by
healthy export growth over the past few
months.
■ How do you look at the slow takeoff of
capex plans of Indian companies in spite of
a good demand scenario? Is there some sort
of a confidence deficit or is it a liquidity
issue?
We believe getting projects executed has
been challenging for a whole host of reasons
over the past couple of years. There is no
lack of liquidity in the system or financing of
worthwhile projects. FDI in core projects has
been keen to enter India, but on the ground,
they are facing challenges in getting appro-

■ By when do you expect the interest rate
cycle to peak? There have been speculation
of another 50-75 basis points rate hike as
early as June or July. Can that mark a turnaround for the economy?
Most attempts to forecast inflation have
failed in the recent past. We are confident
that RBI will take all steps needed to tame
inflation. Whether that involves 50 basis
points of tightening or more is speculation
that is not required. As and when inflation
comes under control, which would definitely
be a key turning point. It is more important
to focus on identifying that event as it happens rather than focus on forecasting when
it will happen.
■ Which are the sectors you would like to
stay with for the next two quarters and
which ones would you avoid?
We believe banks and select financial sector
stocks offer a good risk-reward, though there
may be some pain left to come. Likewise,
select consumer goods companies should
continue to do well.
■ March quarter shareholding data shows
FIIs sold in most large-cap banks and bought
into some mid-cap stocks? How would you
look at this strategy?
From the highs of early November 2010 to
the lows of February 2011, while the Nifty
fell by around 15 per cent, mid-cap indices
fell over 25 per cent. Such deep falls do tend
to attract a degree of fresh buying as value
emerges. In the light of market action, the
strategy makes good sense — Indian midcaps tend to be volatile but rewarding, especially if one can get into the right stocks.
Many FIIs would have shifted money into
mid-caps where they like the company and
❚❚
the stocks had become cheaper.
bijoysankar@mydigitalfc.com

Red metal prices off their peak, $10.35b assets track
MSCI
India
index
may rebound on China demand
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Positive economic growth outlook for Asia and Europe could raise consumption
SOUMIK DEY

T
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HE RED metal is off its
record peak rates, but its lure
is still intact. Shrinking
Chinese demand and poor
US economy numbers pulled
down prices of the industrial metal
more than 12 per cent in the London
Metal Exchange (LME) earlier this
month.
Despite a weak first half of the year,
a stronger global economic growth is
likely to push prices of the industrial
metal close to the record highs of
$10,000-plus per tonne in the second
half of the present year, analysts said.
“Copper and the base metal complex are expected to show further
weakness going ahead. A weak currency market may drive trade temporarily to copper, but the rise in copper is not sustainable in the near
term,” said Rajni Panicker, research
head with MF Global Commodities.
Weak US manufacturing growth
numbers that came in late on Friday
had pulled prices down by half per
cent to Rs 422.30 per kg on the largest
commodity exchange MCX, whose
contract tracks LME price ticks.
Monetary tightening in China, had
lead to slowing of consumer demand.
Copper is an essential ingredient for
power transmission lines and its
demand is largely dependent on
infrastructure and real estate growth.
A huge Chinese demand during
the past year had driven copper prices
up 57.5 per cent in just nine months,
from $6,400 per tonne in the year-ago
period to $10,240 per tonne in
February 2011. A hike in bank interest
and consumer credit rates slowed
Chinese demand last month.
Spot prices for one-month delivery
copper on LME stood at $8,995, up
$46 from its previous day’s close on
Saturday. Copper inventories in Shanghai Future Exchange dipped 14.5
per cent on weekly basis to 90,108
tonnes, tracking Asian trade, while
LME copper inventory dipped 775
tonnes to 466,250 tonnes on an intraday basis.

GOOD OUTLOOK: Recovery in copper prices will largely depend on China’s expected comeback in the copper market in the second half of the year. Positive economic growth outlook for Asia and Europe could also fuel copper demand
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“OUTLOOK for the
CORNER
second half of the
year is still positive,
with demand from
China expected to
pick up during
the year”
Basant Vaid
Senior research analyst, Bonanza Portfolio

Going ahead, positive economic
growth outlook for Asia and Europe
could fuel copper demand. Analysts
say the recovery in prices would
largely depend on China making an
expected comeback in the copper
market in the second half of the year.
“Near-term fundamentals outlook
still remains bearish with all the global
negativity in West Asia, Europe, the
US and China. But outlook for the sec-

ond half of the year is still positive,
with demand from biggest consumer,
China, expected to pick up during the
year,” said Basant Vaid, senior research
analyst with Bonanza Portfolio.
Analysts are hopeful that a steady
uptrend in open interest and trade
volumes would support prices in the
long term. Further dips in prices too
are expected in the near term to fall
to Rs 408 per kg level for far month
June delivery contract on MCX.
Prices are set to test Rs 420 per kg
level in a short while after the dip,
they said.
❚❚
soumikdey
@mydigitalfc.com

“The inclusion of a scrip in a
known index, such as MSCI India,
brings in liquidity to the counter. As
many funds track such indices,
these stocks show an upward trend
in the extreme short term as fund
managers align their portfolio with
the changes. However, after the
allocations, most of the scrips see
underperformance over the next
few months,” said Vivek Mahajan of
Aditya Birla Money.
At present, 25 global funds,
including 17 open-ended funds,
four exchange-traded funds, three
close-ended funds and one fund of
funds track the MSCI India index.
These 25 funds together have total
assets under management of $10.35
billion.
In comparison, 73 funds track
Sensex with assets worth $14.30
billion. This shows the importance
of MSCI India index from the
Indian market’s perspective.
Last year, on May 11, MSCI
added Adani Enterprises, Piramal
Healthcare and Rural Electrification
Corporation to the MSCI India
index.
Except for REC, all other scrips
outperformed the broader market
index in the pre-announcement
period, but performed slower or in
line with the broader market in the
post-announcement period.
In the three months before the
announcement of its inclusion in
the index, Adani Enterprises gave
19.57 per cent return, but it gained
just 5.35 per cent in the three
months after the announcement.
Shares of Piramal Healthcare, too,
showed a similar bahaviour.
REC remained an exception as
it advanced 21.34 per cent in the
three months after the announcement, compared with 17.69 per
cent rise in the three months
before. Sensex had gained 5.41 per
cent in the three months after the
announcement and 6.10 per cent
before. REC continued with its
performance over the next six
months, gaining 30.07 per cent at
a time when Sensex climbed 20.11
per cent.
“A scrip with an edge in its sector

Stocks that have
seen inclusion and
exclusion from the
index over the past
two years include
names from
across sectors
is generally included in the index.
Sometimes large institutional
investors and fund houses get to
know in advance which scrip will be
included or excluded and they take
exposure to those stocks in advance.
That could be one reason why many
stocks outperform the market before
the inclusion announcement, and
then remain subdued over the next
three to six months,” said DD
Sharma, head of research at
Anand Rathi Financial Services.
Stocks that have seen inclusion
and exclusion from the index over
the past two years include names
from across sectors.
On November 11, 2009, MSCI
excluded Glenmark Pharma and
PowerGrid to bring in HDIL and
Suzlon Energy. Unitech was excluded in May, 2009, but included again
on August 12, 2009. Satyam was
included in the index on August 12,
2009. On May 13, 2009, Bajaj Auto,
Idea Cellular, United Phosphorus
made it to the list while Essar Oil,
Indian Hotels, Tata Communications
and Unitech were left out.
This was the time when the market was gaining ahead of the election
results and Indian Hotels and
Unitech actually outperformed
Sensex over the next six months in
spite of their exclusion from the
❚❚
index.
amitmudgill
@mydigitalfc.com

