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Indian markets are likely to edge
higher this week on better-than-
expected second-quarter GDP
numbers, according to analysts.

Flows from institutional inves-
tors could also set the tone, with
some experts saying the aggres-
sive buying by foreign investors
on Friday is likely to keep stock-
specific momentum up.

“The second-quarter GDP num-
bers will dictate market senti-
ment this week. If Nifty trades
above 6,210 levels, then the index
will invite fresh long buying po-
sitions, and this may push the
markets higher to ceiling level of
6350,” said Shrikant Chouhan,
head technical research at Kotak
Securities. “Investors should
buy PSU banks and IT stocks, and
book profits at higher levels.”

Data released after market
hours on Friday showed the econ-
omy grew 4.8% in the three
months to September 30, beating
market expectations, on the back
of improvement in farm and con-
struction sector output.

For the week ended Friday, the
broader index, NSE Nifty, rose 180
points, or 3.01%, to 6,176, while the
30-share BSE Sensex gained 574
points, or 2.84%, to 20,791.

FII sentiment, too, was upbeat on
Friday — as overseas investors
bought equities worth .̀ 745 crore
— as exchange data shows in an-
ticipation of higher-than-expect-
ed Q2 GDP data.

“The GDP numbers of July to
September quarter were a posi-
tive surprise. This suggests that
underlying growth conditions

are not as weak as earlier feared.
However, it’s also important to
recognise that part of the growth
pick-up was temporary, and the
road to recovery is still long and
potentially, bumpy,” said Leif Es-
kesen, chief economist at HSBC.

In the futures
and options
(F&O) segment,
the December se-
ries started with a
26% lower open
interest (total out-
standing con-
tracts) compared
with the Novem-
ber series, sug-
gesting that there
is lower leverage
positions in the
current month.

Hence, it’s unlikely that large-
scale profit-booking may emerge
in markets, as witnessed in the be-
ginning of the November series.

“On the higher side, Nifty 6,300
call option has seen the highest
open interest build-up, which
would continue to act as stiff
resistance on upsides. We con-
tinue to believe Nifty’s 5,950-
6,000 would act as good position-
al support levels,” said Amit
Gupta, head of derivatives at IC-
ICI Securities.
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B
ajaj Auto seems to falling out
of favour with analysts and
investors, who are shifting

their preference to Hero Moto-
Corp in their portfolios in the near
to medium term, given the way in
which the Delhi-based two-wheel-
er company has clawed its way
back into contention.

Hero has demonstrated excep-
tional customer franchise by
growing better than most competi-
tors in the festive season.

“We expect stock to re-rate in line
with historical multiples (9.5x
EV/Ebitda),” said S Arun, auto
analyst at DSP Merrill Lynch, in a
recent note.

According to Bloomberg consen-
sus estimates, Hero’s earnings per
share (EPS) will equal that of Bajaj
by FY15-end and exceed it in FY16.
For FY14, Hero’s EPS is expected to
be .̀ 109 and that of Bajaj to be .̀ 124.

Given its strong distribution net-
work and rural reach, Hero clearly
has an edge over rivals in rural In-
dia, currently the most attractive
market amid the economic slump,
given a good monsoon and conse-
quent rise in farm-related incomes.

“Hero appears on a stronger foot-
hold due to its strong presence in
the rural market, demand from
which is likely to sustain, while
prospects for Bajaj are relatively
not so good, at least for the next
two quarters,” said an analyst at a
leading foreign brokerage who
didn’t want to be named. Besides
the expected bumper harvest,

thanks to higher minimum 
support prices and initiative such
as the rural jobs programme, In-
dia’s villages are buzzing with ac-
tivity, attracting not just auto and
other consumer goods makers but
also banks and non-banking fi-
nancial institutions.

Hero, with almost 47% of its sales
coming from rural India, is thus
better placed than competitors in
terms of revenue visibility in the
interim, though overall these are
currently weak for everyone. Still,
in the April-October period, He-
ro’s sales grew 2.8% from the year
earlier, while they dropped 9.4%

for Bajaj Auto.
The past five

years have been
good for the Pune-
based company. Ba-
jaj Auto’s focus on
the premium and
export segments
helped the compa-
ny surge past Hero
MotoCorp in terms
of market value.
Hero was labelled
as the bike maker
for the mass seg-
ment, while its split

with Honda Motor also hurt sales.
Since November 2008, Hero’s

market capitalisation has gone up
by 175% to .̀ 40,950 crore from
.̀ 14,943 crore, while that of Bajaj
Auto shot up 600% to .̀ 57,143 crore
from .̀ 7,884 crore.

That balance appears to be shift-
ing. According to a report by Moti-
lal Oswal, Hero’s November sales
volume is expected at 5.6 lakh units,
up 12% from the year ago, while Ba-

jaj may continue to see a decline,
down 8.7% to 3.4 lakh units.

Bajaj’s exports, which account
for more than 30% of its business,
have also been hit by the global un-
certainty. On the revenue front,
however, Bajaj has managed to
hold its own, helped by the weak-
ening of the rupee against the dol-
lar in the first half of the year re-
sulting in better export
realisations. But if the rupee sta-
bilises or corrects further from the
current levels, revenue growth
could be impacted in the second
half of the year.

What also adds to investor confi-
dence that Hero’s stock may out-
perform its rival in the near term
is an aggressive cost-cutting exer-
cise, for which it has hired a well-
known consultancy firm. This is
expected to expand Hero’s mar-
gins by 300-400 basis points over
the next three years. A basis point

is one-hundredth of a percentage
point. A further boost to margins
will accrue from royalty payments
to Honda coming to an end by the
first quarter of FY15. This will
bring Hero’s margins closer to that
of Bajaj Auto.

Hero’s recent initiatives to enter
global markets and its plans to
launch 12-15 new variants or re-
freshes in the second half of the
current year are also being per-
ceived as positives for the stock.
Sensing better prospects ahead, lo-
cal mutual funds increased their
shareholding in Hero to 2.01% in
the September quarter compared
with 0.85% in the June quarter. This
is the highest mutual fund share-
holding in Hero since March 2010.
Mutual fund managers have kept
their shareholding in Bajaj Auto at
1.36% over the past two quarters.

jwalit.vyas@timesgroup.com

Hero Fast Catching Up with
Bajaj in the Race to the Top
A strong rural presence, cost-cuts & the last tranche of royalty payment in Q1FY15 boost prospects

Hero’s EPS

will equal

that of Bajaj

by the end of

FY15 and

exceed it in

FY16. For

FY14, Hero’s

EPS is

expected to

be .̀ 109 and

that of Bajaj

to be .̀ 124

2400

1600

800

0

755.2

2,050.6

1,974.8

153.5

Dec 1, 2008

2009 2010 2011 2012 2013

Nov 29, 2013

Hot on Wheels
Hero Motocorp &            Bajaj Auto against Sensex (`)

Hero’s initiatives to enter global markets,

its plans to launch 12-15 new variants or 

refreshes in the second half of the current 

year are also big positives

RAM SAHGAL
MUMBAI

A new tax on non-food items, a crisis in a
promoter group firm, increase in margins
and a trading closure of non-farm prod-
ucts on Saturdays have culminated in
trading volumes on MCX, the country’s
largest commodity exchange and the only
listed one, having fallen by a whopping
70% over the past five months.

Average daily volumes during Novem-
ber plunged to .̀ 15,369 crore from .̀ 48,179
crore in June, a decline of 68.1%. This, in
turn, took MCX’s turnover to a five-year
low last month. The average daily vol-
ume was .̀ 15,974 crore in January 2009.
Since MCX normally contributes
around 85% of total commodity futures
market volumes, a drop here influences
the trend in the overall market. Indeed,
total futures turnover of six commodity
exchanges, including MCX, has fallen by
54% over the same period.

What hit MCX specifically, and the com-
modity market generally, was the gov-
ernment’s levy of a transaction tax on
non-farm commodity futures at .̀ 10 per
lakh on the sell side from July this year.
The CTT reduced volumes by 40% in the
first month of its introduction as many

jobbers and day traders, who punt on wa-
fer thin margins and act as counterpar-
ties to hedgers, exited the market. By Ju-
ly-end the NSEL scam broke out, taking a
further toll on sentiment. NSEL is pro-
moted by Financial Technologies, which
owns 26% in MCX. Subsequently, the
near doubling in trading margins of met-
als and energy compounded matters, by
raising the cost of trading.

“CTT, the NSEL crisis, a hike in mar-
gins on non-agri products in September
that has been lifted only recently, the
Saturday trading closure for metals and
energy and a rise in equity markets
have all at once caused the turnover to
shrink sharply,” said Naveen Mathur,
associate director (commodities & cur-
rencies), Angel Broking.

When contacted, an MCX spokesperson
said, “MCX has witnessed a drop in vol-
umes in the last six months due to a multi-
tude of external factors. The possible rea-
sons are imposition of CTT on
non-agricultural commodities effective
July 1, increased initial and additional
margins on bullion, base metals and ener-
gy products (lifted early last month), trad-
ing stoppage in non-agri commodities on
Saturdays effective September 21, suspen-
sion of algo trading in mini contracts
since January this year, the NSEL crisis
and volatility in USD-INR.”

What’s worrisome is the gloomy pros-
pect continuing for at least six to eight
months more, unless a law that prom-
ises to overhaul the market by strength-
ening the regulator is passed in the win-
ter session of Parliament.

“I see this rather tough phase continuing

for the next five to six months,” adds Math-
ur. He said regulatory measures like
changing board representation by in-
creasing the number of independent di-
rectors and ensuring exchanges set aside
5% of gross revenues towards a settle-
ment guarantee fund would increase trad-
ers’ confidence by reducing risk and in-
creasing efficiency over the medium
term. The passage of the FCRA Amend-
ment Bill 2010 could however hasten re-
covery, Mathur believes.

Krishna Nathani, MD, Indiabullion-
.com, a research company based in
Chennai, agreed but added that RBI’s 80-
20 gold import rule, which compels im-
porters of the metal to supply a fifth of
their imports to gold exporters, crimped
imports resulting in reduction of gold
hedging on the bourse. “This has to a
great extent reduced hedging in gold on
the bourse,” he added.

ram.sahgal@timesgroup.com
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Microfinance institutions
(MFIs) have been able to bring
down the rate of loan defaults
three years after an Andhra Pra-
desh crackdown led to a crisis in
the industry. Lenders have be-
come more cautious about dis-
bursals as they seek out borrow-
ers’ credit histories before
deciding on an application.

The information is sourced
from credit bureaus Equifax and
High Mark India, which have ac-
cess to around 11 crore loan ac-
counts sourced from different
lenders that are their members.

In the last two years, data for
about 8 crore MFI borrowers have
been added, said Chandra Shek-
har Ghosh, chairman and ma-
naging director of Kolkata-based
micro-lender Bandhan, adding
that this was a “world record”.

Delinquency, or defaults by
number of loan accounts older
than 30 days, nearly halved to
around 0.8% in October from
more than 1.5% in the year-ago pe-
riod, according to the latest data
supplied by Equifax India to ET.

According to High Mark India
data, in comparison with 2012, de-
linquencies seen as a function of
portfolios that are 60 days overdue,
have fallen by a good 2% on the
whole. The 2010 crackdown in
Andhra Pradesh, which dominat-
ed the MFI business at the time,
followed complaints of coercion
being used to get borrowers to re-
pay their loans and reports that
some of them committed suicide
because of this. In response, the
state government enacted a law to
rein in the micro lenders, which
led to a surge in defaults. Many
smaller micro lenders went un-
der. Hyderabad-based SKS Micro-
finance, the only listed MFI, un-
derwent a management change.

The credit information bureaus
have come as a boon to micro
lenders as it allows them to check
the record of borrowers, most of
whom are poor people who are
unable to get short-term bank
loans of small amounts.

The two “bureaus have been en-
abling 92% of MFIs to use credit in-
formation reports for disburse-
ments,” said MR Rao, MD and CEO
of SKS. “At SKS, we run checks on
each loan application with credit
bureaus. This is playing a signifi-
cant role in avoiding over-indeb-
tedness.” The southern state is
now the source about .̀ 6,000 crore
of bad loans that commercial
banks lent to the micro-lenders.

The Reserve Bank of India’s
norms stipulate that a borrower
can take loans up to .̀ 50,000 from
MFIs but cannot do so from more
than two institutions. The cen-
tral bank has also mandated a
lender cannot charge more than
26% interest on such loans. The
average ticket size of MFI loans is
around .̀ 10,000 and is usually for
a period of 12-18 months.

After the Andhra Pradesh deba-
cle, the industry appears to have
sought to clean up its act. Sector
fundamentals have begun to look
stronger with a comprehensive
regulatory framework put in place
by the Reserve Bank, they said.

“The credit bureau culture for
MFIs is gaining popularity,” said
Sanjay Patel, MD and CEO at
Equifax India. “It is a win-win for
both credit bureaus and MFIs.
They provide us authentic data
and we supply them transparent
borrower credit history.”

At the end of October, the total
number of active MFI loans
amounted to .̀ 20,500 crore from 24
million accounts, an Equifax 
official said.

saikat.das1@timesgroup.com
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Small mutual fund houses are in a dilem-
ma over the fees they will have to 
pay to the two credit rating agencies Icra
and Crisil with the onset of a new valua-
tion method for debt schemes from 
November 30.

All asset management companies
(AMCs) have been advised by the Associ-
ation of Mutual Funds in India (Amfi), the
industry body, to move towards a scrip-
based valuation method. Under this, all
holdings that mature beyond 60 days will
be marked-to-market, which will, there-
fore, endure daily volatility and help funds
to arrive at a more realistic valuation. Ear-
lier, the fund houses followed yield-based
valuation method where Icra and Crisil
collated trade data of all government secu-
rities (G-secs) and then gave a suitable
mark-up — in terms of yields— for other
rated instruments. This tells how much
the debt fund will get affected if interest
rates (on debt security) were to move up or
down by 1%, which became the valuation.

The AMCs availed yield matrix from any
of the two rating agencies for a certain fee,
which depended on the fund houses’ asset
under management (AUM). However, now
the fund houses have been advised by Am-
fito avail valuation report from both the
rating agencies and, hence, pay a double
fee. This, the AMCs say, would push up the
fees they pay to rating agencies by 40% to

82% based on AUMs of various schemes,
thereby raise cost of operating signifi-
cantly for smaller AMCs. For instance, if
the fee earlier was in the range of .̀ 4 lakh
to .̀ 16 lakh and above, it will rise to .̀ 6 lakh
to .̀ 16 lakh and above.

Nearly 10 AMCs have registered their
protest through a letter with AMFI and 
alleged that the advise favours large
AMCs as such rise in cost will be very
small for them.

“The choice of availing valuation report
from any particular agency should be left
to the fund houses and Amfi should not
dictate it,” said a chief executive officer
of a fund house, who had signed the letter
but did not wished to be named. “All the
small fund houses are anyway not going to
following Amfi advice. We have started
negotiating fee and other terms with rat-
ing agencies individually.”

The protest letter written by AMCs has
urged Amfi to convene a joint meeting of
rating agencies and all the interested
AMCs. “The current proposed fees are a
substantial part of the management fee
charged by some AMCs. Such a proposi-
tion would not be commercially sustaina-
ble,” the letter said.

The letter also says that the suggested
fee structure based on AUM-wise slabs 
is also skewed in favour of large fund
houses as the AUM of various schemes
have been clubbed together for the 
fee purpose.

When contacted, an Amfi spokesperson
declined to comment.

Among the AMCs signing the letter in-
clude IDBI, BNP Paribas, Mirae Asset, BoI
AXA Investment Managers, ING, Pramer-
ica and Union KBC.

palak.shah@gmail.com
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