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Forex Reserves
Up $1.2b at
$397.351b

Mumbai: The country's foreign ex-
change reserves increased by $1.2
billion to $§397.351 billion in the week
to January 11, as the central bank
looks to rebuild the reserves it had
lost to dollar-sales, made to stabilise
thesliding rupee last vear,

Foreign currency assets have gone
up by £1.05 billion since last week,
while gold reserves rose by 3154 mil-
lion, the latest RBI data showed.

Expressed in US dollars, foreign
currency assets include the effect
of appreciation or depreciation of
non-US currencies such as the eu-
ro, pound and ven held in the re-
SEI'Ves,

“RBI is possibly in reserve accu-
mulating mode. 1 think it's a good
strategy because the central bank is
trying to build back the reserve that
it had lost during the currency vola-
tility,” Soumya Kanti Ghosh, chief
economist, SBI, said.

The reserves had touched a record
high of $426.028 billion in the week
to April 13, 2018. The forex Kitty had
been on a slide throughout the sec-
ond half of 2018, declining by over
$31 billion due to surging oil prices,
weakness of Indian currency to US
dollar and outflow of FDI.

The reserves seem to be pi::king up
with global macro climate strength-
ening and the Indian currency stabi-
lising. The rupee rose 0.21% to close
at7l.18on Friday.

The rupee had reached its lowest in
October 2018, when it touched Rs 74.5
toadollar,

CLSA, NOMURA AND CITIGROUP RETAIN BUY RECOMMENDATION

Brokerages remain upbeaton

Reliance Industries after the company

reported better-than-expected results

for the guarter ended December.
Shares of Reliance Industries ended

as the top gainer on the Sensex, up

4.3%atz1,182.95.
The company on Thursday

reported an 8.8% year-on-year rise
in consolidated profit for the third
quarter at #10,251 crore, beating
analysts’ estimates. It became the
first Indian private sector company

to cross the ¥10,000-crore
profits milestone.

Foreign brokerage CLSA
maintained ‘buy’ rating on

Reliance Industries with a target

price of ¥1,500.

“Jio may close a deal within 1HCY19
(Jan-June 2019) to monetise its tower
and fibre assets, which will deleverage
a big chunk of its $25-billion debt
and allay a key concern. Petcoke

gasification ison track even as
visibility on new growth from

ecommerce and broadband will rise in

2019," said CLSA.

Nomura has also retained a ‘buy’
recommendation with a target price of
21,480. Citi has also kept its ‘buy’ call

YIELDS ON OLD SERIES UP 23 BPS AT 7.6% THIS YEAR

Bond Yields Rise on

on the company with a target

price of 21,300.

margins,” said Nomura.

According to Nomura, the demerger

of non-core telecom assets could
prove to be a game changer.

However, Kotak Institutional
Equities has maintained its
‘sell’ rating with a target price
of #1,070. The brokerage
said recent weakness in
the downstream business of

&=

“Despite sharp declines in commodity
prices/margins, RIL reported good
numbers. While recently refining
margins were weak, RIL has been
relatively insulated due toits
integration advantage. Petcoke
gasification start should boost refining
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Signals That

Farm Reliefs May Hit Fiscal Math

More govt borrowings
means addl supply of
sovereign bonds adding
pressure to yields

Salkat.Das1@timesgroup.com

Mumbai: Bond vieldsrose Friday
after signals that the government
may grant benefits to the farm sec-
tor ahead of the general election,
possibly breaching the fiscal defi-
cittarget.

Benchmark bond vields on the
old series haverisen 23 basis points
since the beginning of the vear to
close at 7.6%on Friday. Even if the
Reserve Bank of India (RBI) de-
cides to shift its rate stance at the
monetary policy announcement
next month, market rates may not
fall given elevated government
bond vields. A basis point is one-
hundredthof a percentage point.

Thenew set of benchmark bonds,

introduced a week ago with limit-
ed stock, have also showed signs of
stresswith vieldsrising nine basis
points to 7.31%. Bond yields and
prices move inoppositedirections.

“Bond markets have been con-
cernedabout the uncertainties on
various fronts,” said Shailendra
Jhingan, MD, ICICI Securities
Primary Dealers. “The CPI (Con-
sumer Price Index) data showed
core inflation readings higher led
by a sharp increase in education
and health indices. Plus, there is
uncertainty pertaining tothe con-
tours of an agri income support
scheme and how it will impact the
budget math for FY20. Yields
could head highertill there is clar-
ity on the fiscal front.”

Finance minister Arun Jaitley
had hinted at a possible relief
package for farmers on Thursday.
He underscored challenges that
the farmsector is facing, while rul-
ing out “populist” measures.

“Markets will never understand
if yvou act for the sake of POp-
ulism,"” he said. “But if it's in the
larger interest because of a com-

pelling situation that dewvelops,
that’s a logical thing that markets
tend tounderstand.”

On January 17, agriculture min-
ister Radha Mohan Singh had indi-
cated announcement of major
measures in the coming weeks
aimed at easing farm distress. In-
dia’s general election is expected
in April-May.

“If farm loan reliefs are declared,
there could be a Knee-jerk reac-
tion,” said Mihir Vora, chief in-
vestment officer, Max Life Insur-
ance, which manages about Rs
57,000 crore. “Yields may spike an-

other 15-20 basis points from here,
especially when foreign portfolio
investor flows into domestic debt
securities have dried up. RBI's
OMO (open market operation)
purchases will continue to help
ease the market pressure in the
next few months. But rates, vields
cannot remain elevated this vear
amid looming growth concerns
and low inflation.”

Consumer prices slipped to 2.19%
in Dec compared with 2.33% a
month earlier The retail inflation
print is below RBI estimated levels.

Farm loan reliefs would mean the
governmentneeds to borrow more
from the debt capital market, plug-
ging the gap between excess spend-
ing over revenue, leading to addi-
tional supply of sovereign bonds.

Standard Chartered Bank has es-
timated the potential impact of
such measures on the combined
fiscal deficit at 0.1-1% of GDP. de-
pending on the scheme an-
nounced. The net impact on the
central government’s finances de-
pends on its sharing formula with
the states, it said in a report.
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Lesson from 2018 is that Valuations Matter

NIMESH SHAH
_

Calendar 2018 had startedonan
optimistic note, asequities had
generated relatively better returns
in 2007, The Nifty 530 index had risen
by 28% in 2017, while the Nifty
Mid-cap 100 had returned 47% and

the Nifty Small Cap 250 index posted

57%. The mid-cap valuations as
indicated by NSE midcap trailing

PBrelative to Nifty were at a decade

high. Most of the market looked
fully valued and most of the small-

caps and mideaps looked over-
valued. In CY2018, the Nifty 50
returned merely 3%. The mid-cap
universe ended with a15% decline

and the Small-cap Index declined by
27%. Hence, the lesson to learn from

2018 is that valuations matter. If vou
started to invest when valuations

were at peak, it islikely that vou will

end uplosing money as markets
correct.

Where do we stand today? When
we compare the startof 2009 with

that of previous vear, it appears that

there is a higher margin of safety
today. The easing of crudeoil pric-

es, persistent weakness in inflation-

ary trends and the easing of bond
vields have resulted in a marked
improvement in macroeconomic
conditions. Earnings growth isset
torevive meaningfully in FY19-20,
primarily driven by peakingout of
NPA-related provisioning require-
ments for banks. If wecomparethe

market cap toGDP at 81% (Decem-

ber 31, 2018) with 149% as seenon
December 31, 2007, it clearly in-
dicates we are not anywhere near
the bubble territory but in fair

value zone. Currently, we find that
around 80% of thestocksare fairly
valued and a small set of stocks
cotld be considered overvalued. In
2018, there was a big divergence not
only in the returns profile of mid
and large caps, butalsoamong the
sectors indices. There were sectors
suchasIT and FMCG which gener-
ated double-digit returns, while
sectors such as realty media, met-
als, auto and telecom lostground in
double digits. The story continues
forthe banking space with the
private sector appreciating, while
the public sector banks continuing
to weigh under the NPA pressure.

NBFCs, which had a stellar run, saw

a brief reversal in its fortunes
owingto the large potential de-
faults. Keeping in view this 2018
experience, we believe yvear 20191s
likely to be about stock picking,
which can help generate healthy
returns for investors.

India asan invesiment destination
continues to hold sway giventhe
burgeoning domestic demand,
lower interest rates, fall in crude oil
prices, all of whichhelps inimprov-
ing the economicactivity inthe
country Further more, corporate
earnings, which have been lan-
guishingover the past few years,
may seea revival this vear support-
ed by revival incredit demand,
various investment initiatives
started by the government, reforms
play ing out in various sectors, etc.
However, one cannot rule out vola-
tile times through 2019 owing to
general elections, trade warsanda
possible rise incrude oil prices.
Hence, we believe from a retail
investor’s point of view;, it becomes
easy tolook at 20019as a year for
systematic investing.

(The author is managingdirector
&CEQof ICICI Prudential Asset
Management)

ANIRBAN BORA

DISCOVERED PRICE FOUR & HALF TIMES THE FLOOR PRICE

Linde India’s

Delisting Plan

Faces a Jolt

Promoter BOC may
not be able to make a
counter offer without
guidelines inplace

Rajesh.Mascarenhas
@timesgroup.com

Mumbai: The BOC Group's offer
to purchase Linde India shares
and delist the Indian unit could
face a technical hurdle and the
multinational parent may not be
able to make a counter offer if it
decides to reject the price discov-
ered during the tendering proc-
ess, market participants said.
The Securities and Exchange
Board of India’s latest delisting
regulations have a provision for
promoters to make a counter of
fer if they can't accept the discov-
ered price, This must be done
within two days of the determi-
nation of the discovered price,
However, the problem here is that
theregulator has vet to list the op-
erational guidelines forthis.
Linde India is the first delisting
offertohit the market after thereg-
ulations were notified in Novem-
ber last vear. The offer that opened
last Tuesday will close on Monday,
The discovered price, based on the
tendering offers from sharehol-
ders sofar willlikely be morethan
72,000 a share, which the promoter
is expected toreject since it will be
more than four-and-a-half times
the floor price set by it, But, in the
absenceof operational guidelines,
bankerswon't beabletofirmupa
counter offer within two days, said
the market participants.
Investors, including high net
worth individuals, areselling the
shares on the open market in-
stead of tendering in the delist-
ing offer, as they expect the stock
tocollapse if the promoter rejects
the discovered price and then

fails to make a counter offer, said
a broker. This is causing vet an-
other hurdle, as the promoter is
unlikely to get about 1.27 crore
shares it needed to reach the 90%
shareholding threshold to delist
the stock.

Nearly 221akh sharesweretraded
on the open market Friday, when
they tanked to the 20% lower cir-
cuit to 2613.60 on the BSE. These
shares willnot find place in the ten-
der process, as the offer will close
on Monday while the buyvers will
get the shares only the next day.

With as much as 88% of the 1.02
croreshares tendered until Friday
were at ¥2,025each, the discovered
price will not be below 2,000,
bankers said. Reliance Mutual
Fund, which holds
nearly 10% stake in
Linde India, is
learnt to have ten-
dered the shares at
72025 each. The
floor price set by

m";my the company to buy
tobemore  21dcrore shares, or
than22,000a 25% of the paid-up
share, while share capital, is
the floor 42850 a share
pricesetby BOC, which was ac-
thecompany quired by Germa-
ist428.50a ny's Linde AG in
share 2006, owns 75% of

Linde India.

The completion of the global
merger between Linde AG and
Praxair in November 2018 had
triggered a mandatory open offer
to Linde India shareholders.
Praxair, the acquirer, had made it
asavoluntarydelisting offer

The final delisting price or dis-
covered price will be determined
in accordance with the reverse
book-building process. The pro-
moter has the sole discretion to
accept or reject the discovered
price. The Delisting of Equity
Shares Second Amendment Reg-
ulations, 2018, notified on Novem-
ber 14, provides for making a
counter offer, but that looks to be
doubtful now in this case.
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Forget the Rebound,
Grantham’s GMO Says
Stock Bubble is Bursting

Adam Haigh

Allocate as little as possible to
American stocks, firmsavs

A multivear bubble In Ameri-
can stocks isnow deflating as sen-
timent turns negative despite sol-
id fundamentals, and investors
should own as few US equities as
possible, according to GMO LLC.

The size and duration of the
moves in stock prices in the final
three months of 2018 toward their
long-term average valuation is
consistent with the moves linked
with the bursting of the technolo-
gy boom in early 2000 and the
crash of 1929, according to Mar-
tin Tarlie, part of the asset-alloca-
tion team at the firm overseeing
about 70 billion.

The firm is preaching caution
even as U.S, shares head for a
fourth weekly gain.

“The wvolatility is consistent
with a bubble bursting,” he
wrote, “though we caution that it
is possible that the fourth-quar-
ter move in the mean reversion
speed could be a head fake.” The
bubble could even reflate, as it did
in 1998-2000, he said.

Problem is, timing the deflation
is tricky Owning as little IS, eq-
uity as possible is the next best
thing to do, recommends Tarlie,
whose theoretical work on a bub-
ble model appeared in the Inter-
national Review of Financial

e

Analysis journal.

Boston-based GMO is co-found-
ed by Jeremy Grantham, 80, who
is known for his prescient warn-
ings of asset-price peaks before
2000 and 2008. He's drawn skepti-
cism for his often bearish stance
during the current bull market in
stocks as funds under manage-
ment at the firm declined. Also,
he said in January 2018 there
might be a “melt-up” in stocks,
justafew weeks before the volatil-
ity meltdown.

Tarlie says one reason to take
his model seriously is that bub-
bles are rare.

“Since the late 1800s, we count
only five episodes, including to-
day’s,” he wrote in the report, the
other four being the late 1910s,
1929, early 1980s and the late 1990s
tech boom. “Fourof these fiveare
well Known to market historians.
It is likely that future market his-
torians will learn to know the
current episode as well "
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