Mr. Ajmera’s column as on 7th December, 2013
“State Election results on Sunday to determine market trend”…
The Hindu nationalist opposition Bharatiya Janata Party (BJP) emerged as the biggest winner in four key
state elections, exit polls forecast on Wednesday, a possible blow to the ruling Congress ahead of a
general election due next year. India has held elections in Delhi, Madhya Pradesh, Rajasthan and
Chhattisgarh over the past month, as well as in Mizoram. Counting and results for all the states are due on
Sunday. Despite the gains predicted for the BJP it was unable to win a majority of seats in the capital
Delhi, two polls showed. One poll suggested the race was close in Chhattisgarh. The results are being
closely watched by markets as a potential indicator of the mood of voters in the world's biggest
democracy before the 2014 general election. Indian markets have rallied in recent weeks on signs the
BJP's business-friendly candidate for prime minister Narendra Modi is gaining popularity.
Foreign institutional investors (FIIs) continue to pump in money into Indian equity markets, with their net
inflow so far this year crossing the Rs. 1-lakh-crore mark on Friday. According to official data, the inflows
touched a whooping Rs. 1,01,441 crore as of Friday. According to the Securities and Exchange Board of
India, FIIs invested Rs. 100,577 crore (US$18.07 billion) as of Thursday. On Friday, they invested an
additional Rs. 864 crore (provisional data). Of the total net inflow, about Rs. 40,000 crore came in the last
three months, following measures taken by the Reserve Bank of India (RBI) to boost the weakening rupee
and revive economic growth. A delay in US Federal Reserve’s quantitative easing tapering, coupled with
better-than-expected September quarter earnings, ensured FIIs kept foreign money flowing into Indian
equities. Since their entry into Indian capital markets in 1992-93, net FIIs inflows have exceeded Rs.
1,00,000 crore in 2010 and 2012. In 2012, FIIs had net invested Rs. 1,28,360 crore ($24.4 billion), while in
2010, they made a record net inflow (in rupee terms) of Rs. 1,33,266 crore (US$29.36 billion). Currently,
market capitalisation is heavily skewed in favour of large companies. But analysts say there is ample
potential for companies with strong fundamentals and sound business models in the mid-cap space.
Latest data on shareholding pattern show FII holdings in BSE100 companies is estimated at 15.5 per cent.
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These companies account for about 70 per cent of the total BSE market capitalisation. FIIs hold an
average 11 per cent stake in BSE mid-cap companies, and eight per cent in small-cap companies.
While the tapering would lead to an increase in market volatility, it would be less painful if India manages
to tame inflation and exports pick up meaningfully. For the quarter ending September, 70 per cent of the
Sensex companies beat street estimates versus 57 per cent in the previous quarter indicating the earnings
downgrade cycle is more or less coming to an end. There is clear under-ownership of Indian equities by
domestic investors.
Globally, US stocks soared on Friday, with the Dow and the S&P 500 ending a five-day losing streak after a
robust jobs report gave traders confidence that the economic recovery was gaining strength. The S&P
500 scored its best day in nearly a month, with all 10 S&P sector indexes solidly higher in the broad rally.
About two-thirds of the stocks traded on both the New York Stock Exchange and Nasdaq ended in
positive territory. Both the Dow and the S&P 500 closed slightly lower for the week, snapping eight-week
rallies. US employers added 203,000 jobs to nonfarm payrolls in November, exceeding the forecast. The
US unemployment rate fell to a five-year low of 7 percent in November from 7.3 percent in October, the
Labor Department said. The Dow Jones industrial average jumped 198.69 points, or 1.26 percent, to close
at 16,020.20. The Standard & Poor's 500 Index climbed 20.06 points, or 1.12 percent, to finish at 1,805.09.
The Nasdaq Composite Index gained 29.36 points, or 0.73 percent, to end at 4,062.52. The S&P 500
recorded its best day since November 8, and the Dow's gain was its largest since October 16. After an
eight-week run that pushed the S&P 500 up nearly 7 percent, the benchmark index had dropped 1.2
percent over the past five sessions, its longest losing streak since late September. For the week, the Dow
fell 0.4 percent, and the S&P 500 dipped 0.04 percent, while the Nasdaq rose 0.07 percent.

The Indian equity markets have been buoyant since September 2013 and have rallied by about 20 per
cent to a new lifetime high. However, one-year forward P/E multiple for the Sensex continues to be within
its long-term mean of 14-15 times. Though the mid-caps and small-caps have seen some buoyancy over
the last one month, one-year forward P/E multiple for BSE mid-cap and BSE small-cap indices suggest that
the two indices are still trading at a discount of about 13 per cent and about 35 per cent to the Sensex,
respectively.
At Ajcon, we believe, investors should focus on cyclical stocks and position themselves for other dominant
themes, that is, rural and export-led businesses, reforms and earnings upgrade and related stories. We
recommend selective bets in banks and cyclicals such as capital goods, infrastructure, metal and
automobile. Companies in this space are trading at distress valuations, in some cases at a 50 per cent
discount to the replacement cost. Valuations in defensives are very rich, with sectors like fast-moving
consumer goods, pharmaceuticals and information technology trading at a significant premium.
However, selective opportunities here are good to have in the investment portfolio. Quality mid-cap
businesses, which are leaders in respective segment, can also be looked at for investment.

Your Friendly Advisor since 1986,
CA. Ashok Ajmera
CMD – Ajcon Global Services Ltd.
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Disclaimer
The content in this research report has been prepared by Ajcon Global Services Ltd. and is meant for the recipient for
use as intended and not for circulation. The content in the research report should not be research reported or copied
or made available to othe` The information contained herein is from the public domain or sources believed to be
reliable. While reasonable care has been taken to ensure that information given is at the time believed to be fair and
correct and opinions based thereupon are reasonable, due to the very nature of research it cannot be warranted or
represented that it is accurate or complete and it should not be relied upon as decision such.
Ajcon Global Services Ltd. would not be responsible for any loss to the investors; they should verify all the
fundamentals before investing. Ajcon Global Services Ltd., its directors and employees, will not in any way be
responsible for the contents of this research report. This is not an offer to sell or a solicitation to buy any securities. The
securities discussed in this research report may not be suitable for all investors. Investors must make their own
investment based on their own investment objectives, goals and financial position and based on their own analysis.
Ajcon Global Services Ltd. proprietary trading and investment businesses may make investment decisions that are
inconsistent with the recommendations expressed herein. We and our affiliates, officers, directors, and employees
may: (a) from time to time, have long or short positions in, and buy or sell the securities thereof, of company (ies)
mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other
compensation or act as a market maker in the financial instruments of the company (ies) discussed herein or act as
advisor or lender / borrower to such company (ies) or have other potential conflict of interest with respect to any
recommendation and related information and opinions. The analyst for this research report certifies that all of the
views expressed in this research report accurately reflect his or her personal views about the subject company or
companies and its or their securities, and no part of his or her compensation was, is or will be, directly or indirectly
related to specific recommendations or views expressed in this research report. Ajcon Global Services Ltd., may be
considered as interested party in view of its relationship as the financial advisors and consultants to some of the
companies discussed in the research report.
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