
Monday , May 20, 2013

Will A Good Monsoon Push Up The Markets?

Publication:Afternoon Despatch & Courier, Edition:Mumbai, Page No:1, Location:Fullpage Size(sq.cms): 1152 
  

he link between the monÂ-
soon and equities has 
been severed as the 
market is smart and often 
takes inthis information and moves ahead. 

And with so many developÂments 
taking place - both posi-tive.and 
negative, the stock marÂkets are 
rarely influenced by a sinÂgle 
factor for too long, believe 
experts...
"Presently, there is no signifiÂcant 

correlation between the monsoon 
and the stock mar- ket since 
agriculture accounts
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"In brief, the factors that drive the markets 
will be non-monsoon factors. But, of course, 
another severe drought will be bad news," he 
adds. A "Normal monsoon will help the market 
to remain strong, but is unlikely to be a big 
driver of the market. The present bullishness in 
the market is being driven by liquidity. It is the 
capital inflows from abroad that are driving the 
market. These capital inflows, in turn, are 
driven by the relentless monetary easing in the 
DMs and the recent rotation of funds from debt 
to equity," he points out.

Vijaykumar says that it would be too early 
to be optimistic about the monsoon based on 
the Met's forecasts. "Met's forecasts have 
gone wrong on many occasions including last 
year," he says.

So will the Sensex touch 25000 levels by 
Diwali? "No;" says Vijaykumar. "We believe 
that Sensex is not likely to touch 25000 by 
Diwali. Economic and corporate fundamentals 
do not warrant the 25000 levels. We are 
constructive on the market in the shortterm; 
but our optiÂmistic assessment is 23000 by 
the year end. If liquidity drives the market 
beyond 23000, it would be the right time to 
book profits," he says.

According'to D. R. Dogra, Managing Director 
CEO, Credit Analysis Research Ltd (CARE), 
while the monsoon news is good news, the 
stock market would be guided by various 
other factors.

"The market would be guided by growth 
numÂbers, policy changes, the political 
situation, global economic dynamics, gold price 
and imports, inflation numbers, RBI policy 
stance and so on. Therefore, I would be a bit 
cautious when making such a conjecture as all 
these facÂtors seems to be sending 
contrasting signals most of the time," he says.

But Dogra feels that if all these conditions 
improve the Sensex could be in the region of 
19000 to 21000 for most of the time. "25000 
to my mind looks a bit distant as we need to 
have all the positive signals getting translated 
into concrete action and economic numbers," 
he feels.

Echoing similar sentiments, Vikram Dhawan, 
Director.Equentis Capital says a 5000 point rally 
in Sensex from now till Diwali looks a bit farÂ-
fetched even under the most Bullish Scenario.

"Also such a sharp rally even if it happens in 
such a short time frame may stretch the 
valuaÂtions of frontline stocks to levels not 
seen since 2009. Investors are advised to 
book profits if such valuations are re-visited," 
says Dhawan.

"Also, normal monsoons are just one part 
of the jigsaw puzzle. We have a burgeoning

Current Account Defici t ,  visible signs of 
economÂic slow-down in the country and a 
firming of the U.S. Dollar globally that may 
present challenges ahead," he adds. 

Moreover, Flls participation in Indian stock 
markets is close to historic highs that in a way 
"Couples" us with the Global Economy which 
is not completely out of the woods. 

So what are the global factors that can 
affect the performance? Dhawan feels that the 
Indian stock markets are vulnerable to any 
"International Negative Credit Event" like a 
Sovereign Bond Default or failure of large 
International Banks that may lead to a sharp 
reversal of flows into emerging markets like 
India. "Whilst the Global Debt crisis is far from 
over, however such an event is not foreseen 
in the near future," he adds.

According to Dogra, the global factor is very 
important because it can destabilize markets to 
a large extent. "Here I think, we need to see 
what happens to global growth especially in the 
USA. Second, stability in the euro area will be 
of importance. Few expected Cyprus to create 
a storm, but it did in a big way which finally led 
to the price of gold being driven down. Third, 
the approach to policy is imporÂtant because a 
lot of the good news is based on quantitative 
easing by various central banks. Fourth, any 
kind of geo political tenÂsions can cause 
turbulence in the oil economy and the Middle 
East regional dynamics needs to be monitored. 
Last the currency movement will play a role in 
driving sentiment and thereÂfore, our own 
market may be affected by fac-

tors over which we may have little control," he 
points out to the five important globalfactors 
that can affect markets. 

As regards the future, he says "We believe 
that 75 bps more of rate cuts are possible in 
this financial,year if the present downtrend in 
inflation persists. In June, we may get another 
25 bps rate cut and perhaps 25 bps cut in 
CRR. The latter is more important since it will 
facilitate better monetary transmission," says 
Vijaykumar.

"The sectors that will benefit from the rally 
will be the same sectors that are doing well 
now: Private sector banking, Pharma, FMCG 
and to a lesser extent technology. Monetary 
easing will make rate sensitives like autos more 
attracÂtive," he feels. 

Dogra is positive that there are various 
possiÂbilities this year for the economy. 
"Assuming that a lot of changes do take place in 
the policy stance of the government we can see 
some * positive action in the banking space for 
sure as we could see some more private banks 
being given permission to set up shop," he says.

"Also any revival in the economy will be felt 
in the consumer goods segment including 
automoÂbiles which will have strong linkages 
with the capital goods segment once 
investment picks up. This in turn will also send 
positive signals-for the metals and chemicals 
industry," he adds.

However, Dogra feels that with a lot of 
uncerÂtainty, one cannot be too sure about 
the timing of this recovery and hence the 
percolation of benefit to these sectors.

The "Banking sector is the sole beneficiary of 
the rate cuts in the near-term. In the medium 
term as the rate cuts percolate to the real 
econÂomy the rate sensitive sectors like Real 
Estate, Auto, and Consumer Durables will 
benefit," feels Vikram Dhawan. "in the longer-

term an environ1 ment of low interest rates and 
reasonable growth may have a positive effect 
on all sectors in terms of lower cost of capital 
and stable busiÂness environment," he adds. 

Dhawan is of the opinion that India is quite 
some distance away from entering into the 
High Growth mode i.e. over 6-7% GDP growth. 
Moreover, the interest rate cuts by the RBI 
have not yet percolated to the real economy 
due to tight liquidity," he says.

However, he feels that global markets gre -
awash with liquidity and that is what is driving 
the stocks higher." At some point the fundaÂ-
mentals and stocks prices will converge, though 
it may not necessarily mean a sharp correction 
in the Indian stock markets, however a proÂ-
longed period of consolidation i.e. a long period, 
whe re,,stock prices move sideways in wide 
price bands is more iikely," he adds.


