
What do the Institutions Say: Compilation of recent market research 
reports as on 6th September 2018 

 
Dear All, 
  
Please find below some of the recent informative research reports / articles on the market / 
economy as on 6th September 2018. Hope you find the same useful.  
 

1. Cost of Rupee Depreciation - SBI Ecowrap  
2. Consumer Sector Outlook - The Other side of greed is Fear - CLSA  

3. Boiling A Turkey - Lance Roberts (Long/short equity, investment advisor, 
portfolio strategy, macro)  

4. Strategy: The curious case of the Indian aviation industry - Kotak Institutional 
Equities  

 
Cost of Rupee Depreciation - SBI Ecowrap  
 
In the hindsight, the rupee depreciation of 13% in 2018 and around 7% since Jun’18 when 
the RBI started hiking rates is largely in consonance will $ strengthening against all 
currencies. The rupee could not have been immune to such and hence the current 
depreciation was long overdue and trends in NDF market (rupee at 75 and implied 1 year 
yield at 7.7%) suggest the pain might not be just over yet!  
 
However, talking down the rupee as was done recently when the markets were volatile 
might have been counterproductive and thus the pace of depreciation picked up frantic pace 
in the last week or so. In this context, the statement by FM is most welcome and timely one 
as it has provided an immediate succor to battered market sentiments.  
The RBI could also chip in with a message that could be most comforting under the current 
circumstances.  
 
There are two perceived benefits of rupee depreciation in the form of increased exports and 
automatic adjustment of trade deficit in policy circles. However, we believe the traditional 
view that weak exchange rates could dramatically boost exports growth is not entirely 
correct over the long term as India’s export basket has changed significantly from traditional 
products to more mechanized engineering goods over the years, thus making them more 
income elastic rather than price elastic.  
 
We believe, policy makers should be equally mindful of the costs of rupee depreciation. 
There are many. First, India’s short term debt obligations at $218 bn due on Dec’18 if rolled 
over could add a significant cost on the Government. Second, oil import bill could go up 
manifold. Third, With yields increasing, this could add up government fiscal costs too. On 
all these counts the costs could add up to 0.7% of GDP. It may be noted that the yields are 
already under pressure as unlike earlier years, the government borrowing programme has 
been evenly distributed between 2 halves in current fiscal. Fourth, as per RBI estimates, 
assuming a 10% depreciation, this could add upto 50 bps on inflation number. In fact, 
continued rupee depreciation could result in rate action by RBI in October policy, even as 
headline CPI will decline meaningfully to 3.6-3.7% in September. This could be thus the 
biggest predicament waiting to unravel!  
 



Finally, an interesting anecdote. Our empirical analysis reveals an asymmetric behavior on 
the part of portfolio investors in times of depreciation and appreciation. Thus, it is likely that 
once the rupee settles at a lower level, portfolio investors now conspicuous by their absence 
will return in hordes and the rupee will appreciate. This is what history of Indian foreign 
exchange market says and sometimes the time period of appreciating rupee following a 
depreciating rupee could be even higher! On a lighter note, this could make both camps 
happy!  
 

 
 
Consumer Sector Outlook - The Other side of greed is Fear - CLSA  
 
Reverse DCF and peer comparison to see extent of euphoria in staples  
While consumer staples in India have always been a structural story and hence, stocks 
always command a premium, the extent of PE expansion recently has probably surprised 
the most bullish of investors. Our reverse DCF analysis suggests that the 10-year implied 
growth rate in most cases is at a much higher pace than the past decade, and on a higher 
base. Also, on the most probable 10- year growth rates, terminal growth is 1-3ppts higher 
than our comfort level. Comparing valuations with other Indian plays, the Nifty, regional & 
global names suggests Indian consumer staples are among the most highly valued in the 
world, and in some cases, even higher than next-gen technology companies like Amazon 
and Alibaba.  
 
PE re-ratings contributed significantly to past five-year stock returns  
 

 Consumer sector PE multiples are near all-time highs in most cases as our coverage 
(ex-ITC) today trades at a 55x PE compared with 34x 5-years back & 24x 10-years ago  

 Interestingly, we would note that of the total stock returns, re-ratings have 
contributed as much half of overall returns in a few cases, while earnings growth has 
contributed the rest.  

 There are of course exceptions, like ITC and GSK, where their PEs are more 
palatable, consequent to concern over growth potential, but in most other cases, PE 
has expanded to highest-ever levels.  

 
Comparison to the Nifty and peers  
 

 The FMCG PE premium to Nifty is close to an all-time high at c.160%. Note the 
average over the past 10 years is c.110%, while the lowest premium was 20%.  



 The PE premium is also close to a high for other India plays like Maruti Suzuki 
(automobile), Zee (media), L&T (infrastructure), and Titan (discretionary 
consumption).  

 The PE premium is also close to all-time highs for Indian subsidiaries (HUL, Nestle 
& Colgate) vs parents, and Indian market cap to parent market cap is also at its best.  

 Interestingly, Indian staples today are trading at a decent premium to next-gen 
technology stocks like Amazon, Alibaba and Tencent.  

 
The rationale for this valuation  
 
Our investor interactions highlight rising concern regarding sector multiples. However, 
there are reasons why stocks are trading at these levels, in our understanding.  
 

 No.1: With rising global uncertainty (trade wars), India is relatively better placed and 
hence, investor interest in India remains high and the consumer sector is a 
beneficiary.  

 No.2: Indian staples are also a play on an uncertainty of the election outcome—it also 
becomes a direct play as a rural beneficiary.  

 No.3: There is acute investor focus on high corporate governance, healthy cash 
generation, strong balance sheets and the domestic nature of business.  

 No.4: There is improvement in the growth profiles of companies after a few quarters 
of pain due to issues like demonetisation, rural stress the GST roll-out.  

 The price performance of stocks, however, reflects that wherever there is higher 
visibility for earnings or the recent trend has been strong, the valuation premium has 
expanded compared to cases where the growth trajectory has been weak.  

 
Boiling A Turkey - Lance Roberts (Long/short equity, investment advisor, portfolio 
strategy, macro)  
There is an age-old fable describing a frog being slowly boiled alive. The premise is that if a 
frog is put suddenly into boiling water, it will try and save itself. However, if the frog is put 
in tepid water which is then brought to a boil slowly, it will not perceive the danger and will 
be cooked to death. The metaphor is often ascribed to the inability, or unwillingness, of 
people to react to or be aware of threats which arise gradually rather than suddenly.  
 
This metaphor was brought to mind as I was writing last weekend's newsletter discussing 
the issue of Turkey and the potential threat posed to the global economy. Specifically, I was 
intrigued by the following points from Daniel Lacalle:  
 
"The collapse of Turkey was an accident waiting to happen and is fully self-inflicted."  
 
It is yet another evidence of the train wreck that monetarists cause in economies. Those that 
say that 'a country with monetary sovereignty can issue all the currency it wants without 
risk of default' are wrong yet again. Like in Argentina, Brazil, Iran, Venezuela, monetary 
sovereignty means nothing without strong fundamentals to back the currency. Turkey took 
all the actions that MMT lovers applaud. The Erdogan government seized control of the 
central bank, and decided to print and keep extremely low rates to 'boost the economy' 
without any measure or control.  
 
Turkey's Money Supply tripled in seven years, and rates were brought down massively to 
4,5%.However, the lira depreciation was something that was not just accepted by the 



government but encouraged. Handouts in fresh-printed liras were given to pensioners in 
order to increase votes for the current government, subsidies in rapidly devaluing lira 
soared by more than 20% (agriculture, fuel, tourism industry) as the government tried to 
compensate the loss of tourism revenues due to security concerns with subsidies and grants.  
 
Loss of foreign currency reserves ensued, but the government soldiered on promoting 
excessive debt and borrowing. Fiscal deficits soared, and the rapidly devaluing lira led to a 
rising amount of loans in US dollars.  
 
This is the typical flaw of monetarists, they believe monetary sovereignty shields the country 
from external shocks and loans in foreign currencies soar because no one wants to lend in a 
constantly-debased currency at affordable rates. Then the central bank raises rates but the 
monetary hole keeps rising as the money supply continues to grow to pay for handouts in 
local currency.  
 
Strategy: The curious case of the Indian aviation industry - Kotak Institutional Equities  
 
We wonder about the role of financiers in exacerbating the current difficult financial 
condition of the Indian aviation industry given the continued strange inability or reluctance 
of the companies to raise prices despite large industry losses. The long history of airline 
bankruptcies should alert them to similar risks in the Indian aviation sector and hopefully 
induce them to nudge the industry participants towards a more rational pricing behavior.  
 
Does the aircraft leasing model work against industry profitability?  
We wonder if the easy availability of aircraft through leasing (direct or sale-and-leaseback) 
results in poor industry structure through easy entry and exit of operators (limited upfront 
capital commitment) and irrational pricing behavior (need to fill in the ASK (available seat 
kilometers) at any price). Airlines seem happy to place huge orders for new aircraft with the 
aircraft manufacturers in order to avail of large discounts from them, sell the acquired 
aircraft to aircraft leasing companies at market prices and lease them back, which result in 
upfront cash and staggered book profits for the airline companies.  
 
Too much of a good thing  
The easy availability of leased aircraft through direct leases or sale-and-leaseback deals may 
force airline companies to adopt aggressive pricing to fill in seats (additional ASK) to meet 
the future lease rental obligations. It seems to us that the industry is quite desperate to book 
any revenue and is offering large discounts to fill the available capacity and have some 
confidence about future revenues. However, an industry with all the major players 
operating at effectively negative spreads (RASK-CASK) is clearly unsustainable for debt and 
equity holders both.  
 
JETIN’s advance lease incentives and Air India’s equity infusion are unlikely to solve the 
problem  
JETIN has received an additional US$300 mn of advance lease incentives and debt recently 
and Air India will reportedly receive `9.8 bn of equity from the Indian government. We 
doubt this will address the industry’s dire financial condition (see Exhibit 1 for the quarterly 
results of the listed players from 1QFY19). In fact, JETIN’s `20-21 bn of additional inflows are 
equal to about 1.5 quarters of losses (based on 1QFY19 reported net loss of `13.2 bn). As for 
the reported `9.8 bn of fresh equity infusion into Air India, we doubt it will achieve anything 
beyond AI servicing its immediate loan repayments to avoid defaulting on all or part of its 
`514 bn debt (as of March 31, 2017).  



Still not sure why the industry cannot simply raise prices and solve its problems  
We have been quite puzzled by the industry’s inability to raise ticket prices (RASK) given (1) 
the steep increase in input (fuel prices) and (2) continued strong growth in passenger 
volumes (see Exhibit 2; 21% yoy monthly average growth rate for the past 43 months). 
Yields of the listed airline companies have come off over the past 12 months on a yoy basis 
(see Exhibits 3-5) despite reasonably high PLF of the major airline companies (see Exhibit 6). 
The industry will likely make even larger losses in 2QFY19 given a seasonally weak quarter 
and higher qoq input costs (weaker INR). We can only hope that some sanity dawns on the 
industry, forced or incentivized by the authorities, financiers, industry players and/or 
shareholders.  
 

 

Happy Reading!!! 


