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Overview

Indian equity markets continued to chug along this quarter registering a gain of around 6%, on the
back of reasonably strong global markets. Global markets, and especially the US equity markets,
shrugged off the Fed’s QE tapering (which is likely to end by next month, as we correctly
predicted in 2013) and the several geo-political risks such as ISIS, Ukraine, Libya and Gaza. The
last meaningful correction (a decline of 10%) in the US S&P-500 happened over 2 %2 years ago in
May-2012. Interestingly, commodities have actually fallen by 17% in that last one year and 8.4% in
this quarter.

Nifty gains this quarter
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Valuations & Risk

In the absence of any significant increase in corporate earnings in the last quarter, valuations
remained at elevated levels and very close to the upper end of the valuation band. Price/
Earnings ratio could fall either due to a fall in prices or an increase in earnings. Although earnings
growth (for Nifty-500) is 12.4% and which is better than 10.3% last quarter, it is still not sufficient
to clear the froth in the valuations. The Price/Earnings ratio for Nifty-500 continues to be at a
three year high - interestingly, the last time valuations were at this levels, the market corrected
by 20% (November-2010 to February-2011).



Price/Earnings Ratio for Nifty-500 Index
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In the last Market Outlook, we had written about our risk measurement and how high risk levels

tends to be a precursor to major market movements. The Impact-Risk-Index (IRI) continues to be
at a three year high and well past the danger-mark of 75% - in the past, this has preceded major
market corrections - 30% in 2006, 12% in 2007, 57% in 2008, 10% in 2010 and 26% in 2011.

Impact Risk Index & 1-Year Market Return for Nifty-500 Index
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Even Foreign Institutional Investors (Flls) who put in considerable sums in the equity markets for
most part of 2014, seem to be slowing down on their investments. Although current annual

investments are still over the long-term average of Rs 60,000 crores, there are signs that this
number could be lower.

FIl Annual Investments in India
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Global Markets

The US S&P-500 has continued a remarkable and an almost straight-line growth rising 55% over
the last 27 months and without any meaningful correction. In terms of valuation, the P/e ratio of
19.8X might not appear overvalued on a long-term basis, it is close to a 5-year high. Also from a
technical point of view, it does appear to be at the end of a 5-year bull cycle. What is more
disconcerting is the S&P-500 relative to commodities is close to a 9-year high. When looked in
conjunction with the other economic data and the high likelihood of bond rates hardening
through this year, it does appear that the real economy is stalling but the financial markets seem
to be ignoring it. Coupled with the fact that QE, and the liquidity it brings, is almost wound down
and notwithstanding an extended timeline for rate increases, the S&P 500 looks highly susceptible
to a deep correction.

S&P-500 relative to Commodity Index
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Outlook

Although we are still in a multi-year bull market, the likelihood of an impending correction has
increased significantly. This will not change the trajectory of the bull market, but market indices
may hit the lower end of the price band. Going forward, earnings growth will be the key driver
and the optimism on the economy will have to translate into hard numbers. We are still bullish in
our long-term outlook and remain cautious in the short-term.

Happy Investing.

Sashank Vipparthi
sashank@idika.com


mailto:sashank@idika.com

Disclaimer

This document is designed by Impact Consultancy Private Limited (ICPL) to highlight its investment strategy in light of the macro
economic trends in Indian economy, research analysis and research on equity markets. The contents of this document are subject to
change without any notice.

The sole purpose of this document is to inform and is not intended as an offer or solicitation to purchase or sell any security,
investment product or service or to attract any funds or deposits.

The investment products described herein contain risks at varying levels, including lack of liquidity and the potential loss of all or a
part of the amount invested. Thus investment references may not be suitable for all clients. Before making any investment decision
each investor should carefully consider the risk associated with each investment/product and also refer to the terms of the offer
document. The investment decision should be based upon investor’s own investment objectives, risk profile and illiquidity tolerance.
Opinions expressed herein, if any, may differ from the opinions expressed by other businesses or affiliates of ICPL, are not intended to
be a forecast of future events and are subject to change based on market and other conditions. Past performance is no guarantee of
future results, and future results may not meet our expectations due to a variety of economic, market and other factors. In any event,
any projections of potential risk or return are illustrative and should not be taken as limitations of the maximum possible loss or gain.
Moreover, no guarantee or representation is given that any investment or asset allocation model will achieve its investment
objectives. The information provided in this document is not sufficient basis upon which to make investment decisions.

This document has been prepared for the personal use of ICPL’s clients or the prospective clients to whom it has been delivered. It is
not to be reproduced or distributed to any other person except with the permission of ICPL or to the client’s professional advisers. In
addition although the information has been obtained from sources believed to be reliable, ICPL does not guarantee its accuracy or
completeness and accepts no liability for any direct or consequential losses arising from its use. Distribution of this presentation may
be restricted in certain jurisdictions; persons into whose possession this publication comes should inform themselves of and observe
such restrictions. This document does not constitute the distribution of any information or the making of any offer or solicitation by
anyone in any jurisdiction in which such distribution or offer is not authorized or to any person to whom it is unlawful to distribute
such a presentation or make such an offer or solicitation.

At any time, ICPL, its employees or its affiliates may have a position, subject to change, in any securities or instruments referred to,
or provide services to or otherwise have business dealings, with the issuers of those securities / investments.



