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QUICK TAKE: ENDTO AUROBINDO’S REGULATORYWOES?
ShareofAurobindoPharmafell3.7%afterthe
USFDAissuedobservationsondeficienciesin
thefirm'sPashamailaramplant,which
contributes15%ofitsUSsales.Analysts,
however,saytheobservationsaremildand
willnothaveamajorimpactonitsbusiness
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Trade war fear spooks markets
Benchmarkindicesslumpmostinnearlyamonth;Metalstocksmelt
SAMIE MODAK
Mumbai,5March

The markets on Monday posted
their worst single-day perform-
ance in nearly amonth on wor-

ries of a global trade war after the US
planned to impose stiff tariffs on steel
and aluminium imports.

Shares of metal companies led the
decline.PoliticaluncertaintyinItalyalso
weighed on investors’ sentiment after
exit polls showed Eurosceptic parties
gainingsupport.Thedomesticequities
posted a fourth straight session of loss
despite the positivity following the
Bharatiya Janta Party’s (BJP’s) strong
showingintheNortheaststateelections.

ThebenchmarkBSESensexclosedat
33,745,down300points,or0.9percent,
while theNifty50 index fell 100 points,
or 0.95 per cent, to 10,359. Both the
indices fell the most since February 9.

USPresidentDonaldTrumpplansto
levy tariffs on steel and aluminium to
boost domestic industry and jobs. He
has also threatened to impose a tax on
cars.A formalagreement in this regard
is expected to be signed this week.
Investors fear themove would ignite a
global trade war, with China warning
that it won’t sit idle if its economy is
hurt.MostAsianmarketsalso fell close
to 1 per cent inMonday’s trade.

“The domestic market was hit on
fears of a likely hike in the US import
tariffonsteelandaluminium.Themet-
al sector has taken the biggest hit so
far. Indian exporterswould look at the
dawning possibility of a global trade
war, adding to the anxiety of the

investors awaiting outcomes of major
centralbanksmeetings thisweek,” said
Anand James, chief market strategist,
Geojit Financial Services.

Bothdomesticandoverseasinvestors
werenetsellersonMonday.Foreigninsti-
tutional investors sold sharesworth ~3.7
billion,whiletheirdomesticcounterparts
pulledout~1.5billion.Theoverallmarket
breadth was negative as 2,041 stocks
endedinthered,whileonly701gained.

According to experts, the equity
markets are likely to remain volatile,
whilegoldcouldseesafe-havenbuying
asahedgeagainstglobaluncertainties.

Most sectoral indices, barring tech-
nology, ended with losses. The BSE
Metal index dropped 3.3 per cent to a
two-monthlow.SharesofHindalcoand
JSW Steel fell over 4 per cent each.
Among the Sensex pack, Tata Motors
andTataSteel fell themostat5percent
and3percent, respectively.Amongthe
topgainerswereSunPharmaandTCS,
which rose over 2 per cent each. On a
year-to-date basis, the Sensex and the
Nifty aredownbyover 1per cent each.

BJPwinfailstoliftmood
The BJP-led coalition’s win in Tripura

and Nagaland has failed to lift
investors’ sentiment. This is the first
time the BJPwas able tomake signifi-
cant headway in the northeastern
states. “It builds a strong momentum
for theBJP in theupcoming state elec-
tions in 2018 and the national polls in
2019,” said Ajay Bodke, chief portfolio
manager—PMS,PrabhudasLilladher.

“Theseelectionresultswillbeasen-
timentbooster for theBJP...Upcoming
stateelectionswillbe importantas they
will largely be two-way fights between
the BJP and the Congress,” said Sonal
Varma,chiefeconomist,NomuraIndia.
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Aided by a recovery in rural
markets and a low base, the
two-wheeler segmentposteda
25per cent-plus growth for the
second month in a row. The
growth was led by TVSMotor,
which sold 36 per cent more
two-wheelers inFebruaryover
the year-ago period. Sales of
HeroMotoCorp,BajajAutoand
RoyalEnfieldalsogrewat20-25
per cent year-on-year.After an
inconsistent period of growth
in the second half of 2017, bro-
kerages said the demand for
two-wheelerswascomingback.

One of the reasons for
higher demand in February,
which is likely to sustain, is an
increase in theminimumsup-
port prices (MSPs) for crops
andgovernment initiatives in

rural housing, infrastructure
and roads. Given that half of
motorcycle volumes come
fromrural areas, this segment
is expected to do well.
Recovery in export sales, too,
is a positive and mitigates
some of the risks in the
domestic segment, especially
the weakness in urban cities.
Scooter salesarealsoexpected

to be robust because of the
growing women workforce,
improving road conditions in
rural areas, and launches in
the 125ccand150ccsegments.
The scooters segment contin-
ues to gain market share,
which has now doubled from
theFY11-levelsof 17.6percent.

Analysts at Nomura said
capacityconstraintsforHonda

overFY19andFY20couldhurt
it.ThiswillgiveHeroMotoCorp
andTVSMotoranopportunity
togainmarket share.

But, there could be some
bumpsaswell.MorganStanley
hadhighlightedtwoheadwind
of higher competition and
commodity prices. This is
because of a slew of launches
by Bajaj Auto, especially Hero
MotoCorp,which is pricing its
products aggressively to gain
marketshare.WhileBajajAuto
has launched the 110cc and
125cc Discover variants, Hero
plans to launch the 125cc vari-
ants of its two scooter brands,
theDuetandtheMaestroEdge,
to tap the executive segment
further. It also plans to launch
the200ccmotorcycles,Xtreme
and Xpulse, to make inroads
into thepremiumsegment.

Despite headwind on the
raw material front, given
increasingcompetition, firms
may be reluctant to increase
prices, thereby hampering
profitability, analysts said. If
the December quarter per-
formance for thesector isany-
thing to goby, firms could see
marginpressures of 200basis
points in FY19. The true
impact would depend on
companies’ ability to achieve
highervolumesandcut costs.

For now, most analysts
believeHeroMotoCorpwould
beakeybeneficiaryof thegov-
ernment’s increased focus on
rural India.Further, itsaggres-
sion to gain share in scooters
andfocusonpremiummotor-
cycles should be beneficial.
Moreover, the stock is attrac-
tively priced.

Risk-rewardfavourableforHero;risingcompetitionandcommoditypricesmayplayspoilsport

Rural boost for two-wheeler companies

UJJVAL JAUHARI

SharesofDilipBuildconhave
gaineda lotof tractionrecent-
ly, rising over 18 per cent to
nearly ~962 from the closing
low of ~812 in the first fort-
night of February, after con-
solidating since October last
year. And, there could be
more gains in store.

The optimism comes on
account of the company
receiving letters of award in
the past one week from the
National Highways Authority
of India (NHAI) for two new
hybridannuitymodelprojects
worth ~44.73 billion in
Karnatakaand~20.13billionin
Andhra Pradesh. Moreover, it
has been declared the lowest
bidder by the NHAI for three

new hybrid annuity model
projectsvaluedat~53.90billion
in Karnataka and Jharkhand.

Theneworders, alongwith
thosewonearlierinthequarter,
suggest that the company will
meet its FY18 order guidance.
This is incontrasttothemuted
pace of ordering by the NHAI

duringthefirstninemonthsof
FY18, which had led to some
concerns over the company’s
revenue growth, despite its
good execution track record.

Analysts at JM Financial
had said while the current
pace of execution was over-
whelming, higher execution
also impliespressureonorder
inflows to maintain growth.

Nomura, too, had said
strong execution led to an
increase in FY18 sales, and
order inflows in Q4 of FY18
wouldbe thenext trigger.The
brokeragemaintained its ‘pos-
itive’ stanceon thestock,with
a target price of ~1,265.

Thecompany,despiteslow
order flows in the first nine
months(about~35billion),had
maintained itsorderguidance

of ~80-100billion for FY18.
Increased budgetary allo-

cations on infrastructure and
theBharatMalaproject,among
others, are likely to drive the
order flows for the company,
therebydriving its earnings.

Divyata Dalal at Sytematix
Shares said with order flows
having picked up now, the
higher-than-expected orders,
coupledwithtimelyexecution,
couldleadtoanupgradeinrev-
enue and earnings visibility.
However,higherorder inflows
andexecutionofhybridannu-
itymodelprojectscanputpres-
sure on its working capital
requirements, which needs to
bemonitored,Dalal said.

Analysts at Kotak
Institutional Equities said
winning bids by Dilip

Buildcon suggest rational
pricing by market partici-
pants, as the company had
won~114billionworthof road
construction orders in the 11
months of FY18, more than
the ~110 billion project cost
estimated by the NHAI. This
meansnorisks toprofitability.

Given its track record of
early completion of projects,
DilipBuildconcanalsobenefit
from the associated bonus,
said SoumenChatterjee, head
of research at Guiness
Securities. Also, those at
Nomura said the firm’s oper-
ating profit margins were to
improve on early completion
bonus.Theyexpecta250-basis
pointsequential improvement
in margins in the March 2018
quarter to about 20 per cent.

Earningscouldgetaleg-upfromearlycompletionofprojects

Dilip Buildcon: Rising orders point to better outlook

STEADY VOLUMES, MARGIN HEADWIND
FY19 estimates (~bn) Hero MotoCorp Bajaj Auto TVS Motor Eicher

YTDFY18volume 14.0 4.1 17.6 23.0
growth(%)
Netsales 352.90 286.40 171.00 102.70
Ebitda(%) 16.10 19.40 8.50 33.20
Netprofit 39.50 47.50 8.30 23.20
P/E(x) 17.8 18.3 38.6 27.4
YTD: year-to-date, Eicher numbers are for Royal Enfield Source: Brokerages

Closed-endfundsgaintraction

ASHLEY COUTINHO
Mumbai,5March

After two consecutive years of
lull, the launch of closed-end
funds has gained traction in
the past year.

In 2017, 47 closed-end
schemeswerelaunched,which
collectivelymoppedup~175bil-
lion.Thisismorethanthecom-
binedamountcollectedin2014,
2015, and2016. This year so far,
11 fundshavehit themarket.

“Ingeneral, theappetite for
these funds grows whenever
themarkets arebuoyant,” said
KaustubhBelapurkar,director
(fund research), Morningstar

Investment Advisor India.
The benchmark BSE

Sensex returned28per cent in
2017. It rose another 5 per cent
in January, but since then it
has given up the gains and is
down 1 per cent year-to-date.

Closed-end schemes had
become a cult favourite with
the mutual fund sector in the
secondhalfof2013,as theequi-
tymarketsputteredbacktolife.

Accordingtosectorofficials,
thenewnormsonschemecat-
egorisation might offer a fillip
to the launch of more closed-
end equity products.

TheSecuritiesandExchange
Boardof Indiahasbroadlyclas-

sifiedall schemesunder 10cat-
egoriesofequity funds, 16cate-
goriesofdebtfunds,andsixcat-
egories of hybrid funds. Fund
houses can only launch one
schemeundereachofthesecat-
egories. However, closed-end

schemeshavebeenkeptoutside
theambitofthiscategorisation,
whichmeans there is noupper
limit on how many such
schemes can be launched by
each fundhouse.

Closed-end funds are con-

sidered riskier than open-end
ones, since their lock-innature
prevents an exit in case the
market tanks. However, fund
houses in favour of such
schemesarguetheirclosed-end
nature helps long-termwealth
creationand the lackof churn-
ingisareliefforfundmanagers.

“There is nothing that a
closed-end fund can do, that
an open-end fund can’t.
Investors should opt for these
funds only if they are looking
for a special theme to invest
in,” said Belapurkar.

In the past, inflows into
closed-endofferingshavebeen
largelydrivenbythehighcom-
missions paid to distributors,
with the commission for the
entire lock-in period paid
upfront, experts said.

QUICK LOOK Initialcorpusofclosed-endschemes (~bn)

2013 2014 2015 2016 2017 2018
15 56 38 18 47 11

No. of schemes

21.03

98.90

56.10

18.50
NA

174.60

Source: Value Research

Since2017,47suchschemeslaunched;
moppedup~175billion

USregulatorlikelytookay
NSEforderivatives
PAVAN BURUGULA
Mumbai,5March

The National Stock Exchange
(NSE) is close to receiving the
US Commodity Futures
Trading Commission’s
(CFTC’s) approval that would
enableaclassofhedgefundsto
dealonitsderivativesplatform.

The exchange has already
completed the formalitiesper-
taining to the process and is
expecting a ‘no-action’ letter
fromtheCFTC in thenext few
weeks, sources in the know
said.

The developmentwill give
a green light to US-based
hedge funds, which currently
opt foroffshoreplatformssuch
as the Singapore Exchange
(SGX) todeal in Indianderiva-
tives.

According to US laws,
funds which pool substantial
amountofmoney fromUScit-
izens are allowed to invest
only in derivatives that are
approved by the CFTC.

The licence — called ‘for-
eign part 30’ — allows
exchangesandentities situat-
edoutside theUStosolicit and
accept orders from US-based
funds.

The NSE had applied for
the licence more than three
years ago. But, not much
progresscouldbemadebefore
2017 as the Securities and
ExchangeBoardof India (Sebi)
didnothaveany information-
sharing agreements with the
US regulators. Late last year,
Sebihadsignedapactwith the
US Securities and Exchange
Commission (SEC) under the
International Organization of
Securities Commissions
(Iosco) protocol.

“Most of the hurdles were
clearedonce the information-
sharing agreement between
Sebi and the SEC came into
effect. The licence will help
India attract more US-based

institutions to participate in
India derivatives. We had
extensivemeetingswithCFTC
officials in the past few
months andare expecting the
final approval very soon,” said
a source.

The development could-
n’t have come at a better
time as the Indian market
regulator and intermediaries
aremaking efforts to contain
the export of Indian trading
and also deepen the futures
market.

Also, the licence was not
typically a top priority for the
Indianexchangesuntil recent-
ly. Since the US hedge funds
were not allowed to deal
directly in Indianfutures, they
were using offshore destina-
tions suchas theSGXfor trad-
ing. Those investors who
wanted an exposure into sin-

gle-stock futuresusedpartici-
patorynotes (p-notes) tohave
an indirect exposure.

However, both the routes
areno longer available for for-
eign investors. Last month,
Indianbourses terminatedall
data-sharingagreementswith
the foreignexchanges. Inoth-
er words, offshore exchanges
will no longer be able to offer
contracts based on domestic
securities once the notice
periodends inAugust.Earlier,
Sebi hadbannedp-notes sub-
scribers from investing in the
Indianderivativesmarkets for
any purposes other than
hedging.

Also, the BSE is not far
behind in thepursuit. Sources
said the BSE had applied for
the same licence. It is also
learnt that the bourses is pur-
suing an advanced CFTC
licence thatwill alsoallow it to
set up its commercial termi-
nals in theUS.

Unlike India, the US mar-
ket has a dual regulator sys-
tem, wherein the SEC largely
controls equity space, while
commodities and derivatives
are largely regulated by the
CFTC.Until 2002, single-stock
futureswerebannedintheUS.
Subsequently, the US govern-
mentallowedUS-based funds
to invest in single-stock
futures,bothdomesticallyand
internationally, and the seg-
ment was brought under the
CFTC’s purview.

In the aftermath of the
Lehmancrisis, theUSgovern-
ment had constituted the
Dodd-Frankcommittee topre-
scribecurbsonexcessive risks
taken by the US banks and
hedge funds. In line with the
recommendations, theSEC—
theUSmarkets regulator—in
collaboration with the CFTC,
brought in a new framework
of restrictions on the invest-
ments made by hedge funds
in the derivativesmarkets.

¾ SENSE is in final stages of
receiving CFTC’s licence
that would allow US
hedge funds to deal with
Indian derivatives

¾ The licence will allow
several large-ticket US
hedge funds who have
been using offshore
routes such as SGX to
directly trade
in Indian F&O

¾ The development will
help NSE to attract more
big-ticket US investors to
India and deepen
domestic F&O market

¾ The licence was stuck for
several years as there was
no information-sharing
agreement between Sebi
and US market regulators

¾ Last year, Sebi signed the
agreement with US SEC
under Iosco Protocol

IN THE FINAL LAP
MOOD TRACKER
SENSEX GAINERS & LOSERS

TOP 5 BSE SECTORAL LOSERS

GAINERS Mar 5 (~) Chg 1-day (%)

TCS 3,104 2.2
M&M 739 0.8
SBI 264 0.5

LOSERS
Tata Motors 352 -5.0
Tata Steel 655 -3.0
Bajaj Auto 2942 -2.7

GAINERS Mar 05,’18 (~) Chg 1 Day (%)

Metal 14,534 -3.3
Oil & Gas 15,240 -1.8
Auto 24,434 -1.6
FMCG 10,384 -1.2
Capital Goods 18,839 -1.0
Source: Exchange

WORLD EQUITY INDICES S&P BSE SENSEX

NSE NIFTY50

Name Country Mar 5, Change
2018 1-day (%)

AMERICA (MAR 2)

DOW JONES US 24,538 -0.29
S&P 500 US 2,691 0.51
NASDAQ COMPOSITE US 7,258 1.08

EUROPE — 18:36 IST

CAC 40 France 5,145 0.16
FTSE 100 Britain 7,086 0.23
Euro Stoxx 50 Eurozone 3,334 0.29

ASIA

HANG SENG Hong Kong 29,886 -2.28
NIKKEI 225 Japan 21,042 -0.66
SHANGHAI SE COMP China 3,257 0.07
Source: Bloomberg Compiled by BS Research Bureau
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