E|° Markets: Beating Volatility

Angel Investors may Get to
Keep Fin Info From Startups
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EPIs TURN BULLISH RECESSION WITHIN A YEAR! Apple, FedEx, American Airlines, Macy's and Blackstone STRUCTURED FINANCE MARKET

Sensex, Nifty
EndaTad
Higher Amid
Mixed Global
Market Cues

PTI

Mumbai: Equity indices ended
marginally higher Wednesday
after a see-saw session, tracking
mixed cues from the global mar-
kets amid geopolitical uncerta-
inties.

After swinging nearly 200 points,
the 30-share BSE Sensex index
settled 2.96 points, or 0.01%, hig-
herat36,321.29.

The broader NSE Nifty inched
up 3.50 points, or 0.08%, to
10,890.30,

Inthe Sensex pack, Yes Bank, In-
dusind Bank, Infosys, ICICI Bank,
TCS, SBI, BReliance Industries,
ONGC, Axis Bank and NTPC rose
up to 2.66%,

On the other hand, losers inclu-
ded Bharti Airtel, Bajaj Finance,
Asian Paints, Vedanta, HCL Tech,
HUL, Hero MotoCorp, Kotak
Bank, HDFC, HDFC Bank and
ITC,decliningupto1.38%.

"The market remained lacklustre
and the indices traded in narrow
ranges in the absence of any fresh
newsortriggersfromboth domestic
and global markets." said Joseph
Thomas, head research, Emkay We-
alth Management.

The direction in the coming days
woulld depend to a large extent on
the earnings season that is coming
up and also the developments aro-
und the US government shutdown,
Brexit and further monetary ac-
tionsfrom China, he added.

On a net basis, foreign portfolio
investors (FPIs) bought shares
worth 7159.60 crore on Tuesday,
and domestic institutional inves-
tors (Dl1ls) were net buyers to the
tune of 417.44 crore, pmvisianai
data available with BSE showed.

Global investor sentiment was
cautious after British Prime Mi-
nister Theresa May's divorce deal
to leave the EU was overwhel-
mingly rejected by MPs, trigge-
ring a no-confidence motion aga-
inst her government and leaving
the country with no plans for
Brexiton March 29,

This is the biggest defeat for a sit-
ting British government in histo-

Iy,

London's FTSE fell 0.61%, while
Frankfurt's DAX was up 0.22%
and Paris CAC 40 rose 0.20 %in
early deals.

Elsewhere in Asia, Korea's Kospi
rose 0.43%, Shanghai Composite
Index ended flat, Hong Kong's
Hang Seng wasup0.27% , while Ja-
pan's Nikkei fell 0.55%.

Bloomberg

By many measures, JPMorgan Chase &
Company had a stellar 2018, with net inco-
me hitting a record — even excluding the
benefits from US tax reforms — driven by
loan growth and unprecedented invest-
ment banking fees. But itwasa tumultuous
fourth guarter that drew much of the at-
tention after the bank announced its re-

STOCKS NEAR LONG-TERM VALUATIONS

Don't Expect Much from
Pricey Consumer Stocks

Issue profit warnings; the US bond market is also showing signs of weakness

Recession Worries Grow as Top

US cos Cut Earnings Forecasts

ET ANALYSIS

Ashutosh.Shyam
@timesgroup.com

ET Intelligence Group: Global
equity investors havestarted fac-
toring in a probability of reces-
sion within a vear following dull
earnings forecasts by major Wall
Street companies and trend in
the yield curve. The outlook for
global growth has changed drama-
tically in the past three months as
the projection of the worldwide
GDP growth dropped by 50 basis
point to 2.5% from 2.9% in the pe-
riod.

Apple, FedEx, American Aili-
nes, Macy'sand Blackstone have is-
sued profit warnings. Analysts too
have cut earnings expectations the
most since 2009 according to Citi’s
Earnings Revision index. The
number of analysts’ downgrade

Fall Concerns

Yield gap between two year and
10 year bond (figures in basis points
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outpaced upgrades due to sizeable
cutin earningsof the US and Japa-
nese companies. The earning cut
may have a significant impact on
the global price-earnings (P/E)
multiples. The 12-month forward
P/E of MSCI World index — a gau-
ge of developed market nations —
dropped to 16 times which is at ne-
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US recession probability
forecast (figures in %)
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arly 25% discount to the 10-yvear av-
erage, In addition, the bond mar-
kets are also showing signs of we-
akness. JPMorgan Chase believes
the current yield spread between
the investment grade and junk ra-
ted corporate debt suggests 50%
probability of an economic cont-
raction within a vear The vield
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curve in the US has already inver-
ted for the short-term tenure
which indicates recession in the
coming 12-36 months. The inverted
vield means longer-term debt car-
ries a lower yield than shorter-
term debt, The vield curve of two-
vears and 10-vears is just 19 bps
away from turning inverted.
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BROKERAGE EXPECTS Nifty to test 10,000 by Dec-end as risk-reward turns unfavourable
for stocks; populist measures by states do not always bring votes in polls

As Local Retail Investors Lose Faith,
Risk’s Not Worth Reward, says UBS

Amit.Mudgill@timesinternet.in

ETMarkets.com: Dalal Street
seems to be factoring in strong
earnings, sustained retail in-
flows and a second term for the
Narendra Modi government, but
reality may turn to out be diffe-
rent.

Data suggest inflows into equity
mutual fund schemes — which de-
rive 87% of their assets from indi-
vidual investors — more than hal-
ved in December to 4,487 crore
against 11,005 crore sequentially
Earnings may fail to meet tall con-
sensis estimates. Besides there lo-
oms uncertainty over forthcoming
generalelections.

Risk-reward has turned unfavo-
urable for stocks, foreign broke-
rage UBS said, while expecting
Niftys0 to test 10,000 by Decem-
ber-end.

Data suggests that even if arbit-

rage schemes are excluded, in-
flows into equity schemes drop-
ped 23% month-on-month to
6,700 crore In December. Local
flows follow market returns.

But the market performance in
the last one vear — Sensex up 4%,
midcap index down 16%, small-
cap index down 25% — 15 anyt-
hing toboast of riskingretailout-
flows.

“The one-year return is in the
low single digits (negative for
mid-caps), which may lead to a
further slowdown in retail flows
— this is already visible in the la-
test flows data,” UBS sald in a no-
te, while suggesting an unattrac-
tiverisk-reward for markets.

The brokerage said its discus-
sions with investors suggest the
market may be pricing Modi's co-
ming back in the forthcoming ge-
neral elections. “They are alrea-
dy pencilling in a sharp earnings
recovery and sustained retail

flows,"” it said.

Inaseparatenote, thebrokerage
argued that populist measures by
states donotalways bring votesin
general elections.

It cited the case of 2009, when lo-
an waivers announced by key sta-
tes in 2008 vielded noclear impro-
ved results for Congress in the ge-
neral elections, vis-a-vis other
states, whichdid nothaveany ma-
terial waivers. This was also the
caseforstateswithhigh spending
on National Rural Emplovment
Guarantee Act (NREGA) then, it
said.

Analysts’ expectations of FY20
earnings growth of 25% and 18%
inFY21 look tootall. UBS doesex-
pect double-digit earnings, but at
16% and 14% growth for the said
vears, implying a 9% cut to FY20
estimates. “Likely earnings cuts
and waning support from local
flows/local financial conditions
may also be an overhang on mar-
ket multiples,” the brokerage sa-
id.

So far, the market believes that
the recent build-up of a populism
narratives nothing but pre-elec-
tion phenomenon.

The narrative around reforms
has had supported rich valuations
in India over the lastfour vears, de-
spite vears of earnings cuts. “Po-
tential structural challenges fa-
cing rural India and populism’s
unclear role in deciding electoral
outcomes imply that the post-May
2019 narrative will be key for 2019
performance,” it said.

IL&FS SPVSs’' Non
Payments may
Hit Credit Market

India Ratings,
Crisil hint at sharp
downgrades if
repayments are
allowed to stop

SaikatDas &PrashantMahesh

Mumbai: India’s structured fi-
nance market, the cash conduit to
lower-rated borrowers, could head
intoa lockdown if special purpose
vehicles (SPV) of ILEFS are allo-
wed to skip repavments to inves-
torsuntil bankruptey courts resol-
ve the debt at the infrastructure fi-
nancierand its subsidiaries.

India Ratings and Crisil have
both hinted at sharp downgrades
to ‘D), or default grade, for the out-
standing loans and debt at the
SPVsif repayments are stopped at
those operating units, India Ra-
tings and Crisil have rated the
bondsissued by five suchcompani-
es - Jharkhand Road Projects Imp-
lementation Company, Hazari-
Ilﬂgl‘l Ranchi Expressway Ltd, Jor-
bat Shillong Expressway, North
Karnataka Expressway and West
Gujarat Expressway:

Total outstanding bonds would
be worth ¥3.300 crore for the five
SPVs, while bank loans could be in
the range 15,000-20,000 crore for
all such SPVs, showed market esti-
mates by two market sources that
are involved in the matter. There
are about 330 such SPVs in the
IL&FS group.

Ajim Premji Trust, Pioneer Inde-
pendent Trust, Food Corporation
of India, and Postal Life Insurance
Fund are some of the investors in
those SPVs, market sources said.
Some domestic mutual funds also
hold those debt papers.

“If the structured mechanism co-
mes under pressure for problems
at the holding company level, then
the faith of the market in structu-
res will disappear,” said Nilesh
Shah, managing director, Kotak
Mutual Fund. “The capital market
will be open for the highest rated
borrowersonly”

IL&FS declined to comment on
the matter; while individual inves-
tors could not be contacted Limime-

diately.
“We had put all five special pur-
pose  vehicles under negative

watchlast vear pending the resolu-

tion of ITNL's role in managing
the maintenance of the roads,” sa-
id Ananda Bhoumik, MD, India
Ratings. “Based on the latest com-
munique, the move looks regressi-
ve for access to financing for in-
frastructure SPVs.”

IL&FS Transportation Networks
(ITNL} is a wholly-owned subsidi-
ary of IL&FS.

If the SVPs areableto stop the pa-
yments, the ratings on the bonds
would have to be downgraded to
‘IND I, he said.

IL&FS has cited a court order by
the National Company Law Appel-
late Tribunal (NCLAT) while clai-
ming that its SPVs areentitled toa
moratorinm on repayments.

The NCLAT extended a moratori-
um after giving initial relief until
the final hearing. The Ministry of
Corporate Affairs filed an applica-
tion with the NCLAT after the Na-
tional Company Law Tribunal re-
jected theapplication for amorato-
rium in October.

IL&FS has written letter to the
IDBI Trustee, which is entrusted
with the task of protecting the in-
terest of the bond holders.

“The trustee is mulling legal op-
tion. It is likely to go to NCLT,
which will decide whether a mora-
torium will apply to all such
SPVs" said a senior executive,
who did not wish to be named.

All operative companies will be
hit due the latest SPV move, said a
seniorexecutive.

Based on available legal opi-
nions, CRISIL understands that
the NCLAT order does not pose
restrictions on regular debt servi-
cing, the rating agency saidinare-
port.

"Debt servicing on these bonds
is not an issue. If you want vour
money back, it has a moratori-
um," said a senior manager at a
fund house.

However, NCLAT made a referen-
ce toall such SPVs in its earlier or-
der:
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JPMorgan Had a Record 2018. Jamie Dimon Worries About 2019

sults on Tuesday, with one analvst descri-
bing it as "very un-JPMorgan like.” Fixed-
income trading revenue plummeted 18%,
the worst performance in a decade, while
expenses crept up more thanexpected. The
result was the lender missed estimates on
both earnings per share and revenue, the
firsttime that has happened since 2015.
Executives wrote it off as a one-time set-
back. One quarterisn’tatrend, chief finan-
cial officer Marianne Lake said, and the

L R

bank doesn’t feel the need toreact to the sli-
de inbond trading. The start to the vear has
been “decent” and the bank is seeing “nor-
mal seasonal strength,” she added. Asked
by Wells Fargo analyst Mike Mayo how he
felt about the vear-end slump, chief execu-
tive officer Jamie Dimon said he was “very
happy” with the performance. He said that
he doesn't care about temporary swings,
that the bank isn't immune from the wider
trends, and that, in fact, JPMorgan’s man-

marks.

ket share either held up or grew in the qu-
arter, as was the case in equities. What's
more, the near-term outlook for credit —
one of the top investor worries going into
earnings season — is relatively rosy.

But beneath that optimism was a clear
current of unease about the path that lies
ahead. It started with Dimon's opening re-

“Weurge our country's leaderstostrike a
collaborative, constructive tone, which wo-

uld reinforce already-strong consumer
and business sentiment,” Dimon said in
the press release accompany ing earnings.
“Businesses, government and communiti-
es need to work together to solve problems
and help strengthen the economy for the
benefit of evervone.”

Two headwinds are of conecern to Dimon:
the protracted government shutdown and
uncertainty around the future of global
trade. “We need good government polici-

es,” he said. As chairman of the Business
Roundtable, a lobbying group that repre-
sentsabout 200 chief executives, Dimon sa-
id he would like to seea trade deal get done,

As for the partial US government shut-
down,
getting hurt. Dimon predicted that growth
could go to zero in the first quarter if the
shutdown is prolonged; the Fed projected
US GDP growth of 2.3% for 2019 in quarter-
Iy forecasts it updated last month,

it's not just market confidence that's

Jayesh Khilnani

The Nifty FMCG Index has
gained 1% so far in 2019 after
risi ngnea l.‘]j-" 12% last year, The
15> member index trades at
nearly 40 times its one-year for-
ward earnings, which is also
the 5-year average. It is still 7%
below the lifetime-high level of
33,167 and analysts do not ex-
pect it to reach 33,610 in the
coming one yvear. That implies
a 9% return. Here's a list of
high price-to-earnings stocks
andwhere doanalystsseethem
one-year from now.

HINDUSTANUNILEVER

Trades at 52-times expected
FY20 earnings, which is above
the 5-year average of 44 times.
The stock is 4% below the life-
timehighand analystsexpecta
5% return in the next one vear.

ASIANPAINTS

Trades at 50-times expected
FY20 earnings, which is close
to the 5-vear average of 51

times. Thestock isdownnearly
6% from the 52-week high and
analysts expect the stock to de-
cline4% inavyear.

MESTLE INDIA

Trades at 56-times expected
FY20 earnings, which is below
the 5-vear average of 64-times.
The stock is 3.5% below the 52-
week high and analysts expect
it to remain flat.

AVENUE SUPERMARTS

Trades at 68-times expected
FY20 earnings. The stock is
down 18% from its
high of 1,698.7 and analysts ex-
pect it to remain flat over the
nextone year.

ERITANNIA INDUSTRIES

Trades at 54-times expected
FY20 earnings, which is above
the 5-yvear average of 42-times.
The stock is 8% below the life-
time high and analysts expect
the stock to decline a little over
1% inthe next one vear,
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CONVERSATIONS OF THE

CONSTITUTION

On 26th November 1949, our founding fathers crafted
a historic document, the Constitution of India, that
promised us liberty, equality and fraternity.

With the Republic Day just a stone's throw away, let
us celebrate, debate and have a dialogue on the
achievements of our constitution, the world’s longest

written document.

Be part of this conversation that will revisit the origin
and significance of our constitution.

22.01.2019 | 23.01.2019
The Lalit Ashok, Bengaluru

CONVERSATIONS OF THE CONSTITUTION

To register, please log in to
www.questforequity.org
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