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InvestF
BULL STILL ON THE RUN

RAJESH ABRAHAM & 
RAJENDRA PALANDE

INDIAN STOCK markets had a
roller coaster ride in the month
gone by. A host of negative
developments, including rising
inflation, record crude prices,

political uncertainty and hardening
interest rates pulled down the
benchmark indices. May is indeed a
cruel month as far as stock markets
are concerned. Will the negative
trend continue? Experts seem to
think so as they don't see positive
triggers in the immediate future.

Since May 5, the Bombay Stock
Exchange's Sensex has lost 1,319.31
points, or 7.44 per cent, to
16,416.39 in 18 trading sessions till
Friday, when the benchmark index
closed 100 points up. In fact, the
index declined 982 points to trade at
16,752.86 in four trading sessions
till May 13, before rising again to
17,434.94 points on May 16, only to
fall again. “There is no trend rever-
sal. All around, we are seeing nega-
tive news,” said a head of research at
a domestic brokerage house. Crude
prices have more than doubled in

the past one year to a record 
$135.09 on May 22. The rupee has
dropped 0.1 per cent to 42.7315 a
dollar and India’s economic growth
held at the weakest pace since 2005
as the highest interest rates in six
years discouraged consumer spend-
ing and investment. India, Asia’s
third-largest economy, expanded 8.8
per cent in three months to March
31 from the year-ago period, accord-
ing to data released on Friday.

Interest rates, highest since 2002,
have restrained consumer spending
while inflation reached 8.1 per cent
for the week ended May 17, highest
in more than three-and-a-half years,
even as the government is struggling
to tame prices, which threaten 
economic growth. Economists
across the board feel that inflation
figures are more likely to go up than
down in the near future. A weaker
rupee will make imports, which
account for about one third of the
inflation basket, costlier. Moreover, a
hike in prices of diesel and petrol
will also push up inflation. Both the
commodities have a direct contribu-
tion to the price basket . Since diesel
is also a transport fuel, a hike in
prices also has a cascading impact

on other commodities. Twice last
month, the Reserve Bank (RBI)
unexpectedly asked lenders to set
aside more funds amid concern that
surging global oil and commodity
prices may further stoke inflation.
RBI governor Y V Reddy has raised
the central bank's cash reserve ratio
(CRR) seven times since December

2006 and increased its key overnight
lending rate seven times in the past
two-and-a-half years. But, all these
measures have come to a naught as
inflation continues to climb. Amar
Ambani, vice-president (research) at
India Infoline, said the market is not
leveraged as it was in January.
However, markets are likely to

remain subdued for some more
time. “We feel that there is more
downside left rather than an
upside,” he said.

In February, India Infoline pre-
dicted the BSE barometer to be in
the range of 15,000-18,000 for the
next six months. Ambani said he was
underweight on most sectors,

including real estate, automobile, oil
refinery, cement, steel and bank. He
is bullish on telecom as Bharti Airtel
and RCom will benefit from a grow-
ing subscriber base. “The stocks did
not have a runaway surge during the
bull phase of the markets last year
and early this year,” Ambani said.

Corporate earnings, however,
were better than expected, given the
huge pessimism built into the prices
ahead of the results. Higher inflation
could however, mean that the real
rate of growth in earnings isn’t as
high. K V Kamath, ICICI MD &
CEO, at a recent CII press confer-
ence,  said: “I was expecting pain (in
corporate performance) in the
fourth quarter (of 2007-08). That
did not happen. There are some
exceptions, but bulk of the compa-
nies have performed well.” 

The rupee, which is headed for its
biggest monthly decline in more
than a decade, is also a big negative
from foreign investors point of view.
"FIIs are not going to come back in a
hurry," Ambani added. Large institu-
tional investors have become
extremely risk averse in the after-
math of the sub-prime crises and are
avoiding fresh exposure to emerging
markets. If the rupee fluctuates
sharply against the dollar and weak-
ens, that would make Indian equi-
ties that much more unattractive.
Moreover, the correction in markets
has also suddenly opened investor's
eyes to valuations, a parameter on
which India now looks dearer com-
pared to peers. 

Alex Mathew of Geojit Financial
Services said the put call ratio (PCR)
of 2.17 per cent indicates huge neg-
ative bias. "This can also act as a
contrarian approach, which means
an upside from the current levels,"
he added. Mihir Vora, head of fund
management (equities) at HSBC
Asset Management, said the stock
markets are in for a few more quar-
ters of volatility. “We have had a 
continuous run of 5 good years as far
as the stock markets and the econo-
my are concerned. It is only natural
that the markets correct before going
up again. The India growth story is
still intact,” he said. Most market
watchers expect the situation to
remain choppy for a few months, till
the second half of the fiscal. Some 
positive factors that could have an
impact by that time are a good 
monsoon, a good first quarter of
earnings by corporate India and
some success on the part of the gov-
ernment in controlling inflation.
Finally, the time-wise correction —
the market will virtually be at the
same level after almost a year —
would also help. ❚❚
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SUPRIYA UNNI

It’s bad news for realty stocks.
Analysts have cautioned
investors that realty stocks 

may drop further in the near 
to medium term. 

Slackening demand amidst
oversupply, tight credit conditions
for developers and a high interest
regime for buyers have taken the
sheen off realty stocks. Besides,
spiralling inflation has only added
to the woes.

High interest rates have been a
bugbear for the industry during
the past year, hampering afford-
ability for buyers. The latest data
from RBI also points to a slump
in housing loan growth, another
indicator of a falling demand. In
the 12 months till February 15,
2008, housing loans grew a mere
12 per cent against 25.8 per cent
for the corresponding period in

the previous year.
"There is a slowdown in

domestic transactions," said
Karun Varma, Managing Director,
(Bangalore operations), Jones
Lang LaSalle Meghraj.

"Sentiments are muted, espe-
cially in the residential sector,
which has seen the highest price
appreciation and is most 
sensitive to the Reserve Bank of
India’s  current tight lending
norms. Other reasons include
overheating of prices in certain
regions, reduced liquidity among
developers because of the credit
crunch, and a wait-and-watch
stance of buyers, who anticipate 
a blanket correction in the 
sector, " he added. 

Since the beginning of this
year, realty stocks have dropped
sharply. The realty index on the
BSE has fallen steeper than the
barometer Sensex. Many realty
stocks are trading near their 

year-lows.
The realty index of the Bombay

Stock Exchange has fallen 45.58
per cent since December 31,
while the Sensex dropped 20 per
cent during the same period. 

The BSE realty index has
dropped 47 per cent since the
beginning of calendar 2008 till
May 30, while it fell nearly 
20 per cent cent in the month 
of May alone. In May, DLF, Sobha
Developers, Unitech, Brigade
Enterprises and HDIL fell 18.65
per cent 19.73 per cent, 26.93
per cent, 8.33 per cent and 14.15
per cent, respectively.

Ashok Jainani, head of
research at Khandwala Securities,
said the fall was unavoidable. “It
was inevitable,” he says. 

Realty stocks would fall further
from current levels,” he said.
Rising prices of key raw materials
like cement and steel have fur-
ther pushed project prices. Also,

the sector is witnessing an over-
supply situation with commercial
property market already feeling
the pinch as a result. 

Despite the sharp fall in many
sector stocks, valuations continue
to be stretched. “While the price
earnings multiple of Sensex and
Nifty are at 20, realty sector index
is trading at a PE of 28. 

There seems to be a good
scope for further rationalisation
of valuation," said Jainani. Many
developers now concede there is a
slowdown in demand. "I expect a
15 per cent to 20 per cent correc-
tion in the mid and luxury mar-
kets," said Santosh Martin, direc-
tor, DivyaSree Developers.

Analysts caution that April to
June and July to September 
periods are the slowest quarters
for property sales. This may 
further drag home unit sales. ❚❚

supriyaunni@mydigitalfc.com

REALTY IN LOW GEAR

Higher inflation
could also mean
that the real 
rate of growth 
in earnings is less
than it seems

A credit crunch and high interest rates have hit realty stocks, which could dip further

The stock market is
set for a bumpy ride
as the government’s

measures to curb
inflations appear
to be failing. The
fall in the rupee 

vis-a-vis the  
dollar together with

high interest rates
has only added to
the market’s woes

A line graph comparing the movement of the BSE Sensex with the BSE Realty 
Index so far in 2008. —Shiv Kumar
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