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Sanjay Kumar
CIO, PNB MetLife

Equities generate robust
risk-adjusted returns in the
long-term. However, there may
be some years of sub-optimal
returns. Investors should stay
invested in equities for a longer
periodto earn expected returns,
Sanjay Kumar tells

Hiral Thanawala.

Where are the equity markets headed?
Equity markets have run up significantly this
year, led by high domestic and global liquid-
ity. This has been despite disruptions like
demonetisation and GST implementation.
While the impact of demonetisation isbe-
hind us, GST-led disruptions should normal-
ise over the next few months. We expecta
rebound in corporate earningsin the second
half of 201718. It will be led by pick up in
consumption, supported by low interest
rates, robust government spending and a fa-
vourable base. Increasing formalisation of
the economy and continuing shift in house-
hold savings from physical to financial assets
bode well for equity markets in the medium-
term. This, along with robust domestic li-
quidity, is likely to keep investor sentiments
strong, providing support to current market
valuations. In the near-term, we expect eq-
uity markets to consolidate at currentlevels.

With GDP growth rate at 5.7%, do you think

there are flaws in India’s growth model?
GDP growth has slowed to a three-year low.
The slowdown islargely attributed to inven-
tory destocking in the run-up to GST imple-
mentation. This, in turn, dragged manufac-
turing sector growthto a five-year low. Fur-
ther, gold demand surged in the June
quarter as consumers and traders advanced
their gold purchases ahead of the GSTroll-
out. This led to a meaningful negative contri-
bution of net exports to the headline GDP.
Both these events are expected to normalise
over the coming months. Assuch, GDP
growth seems to have bottomed out and is
expected torecover gradually oninventory
re-stocking, pick-up in consumption, gov-
ernment capexand a favourable base.

What sectors are you investing innow?

We remain positive on India’s consumption
story. Low interest rates, a normal monsoon
andgovernment thrust on

The weak fundamentals of mid-size and
smaller PSU banks would make fund raising
achallenge for these banks. As a conse-
quence, the government would have been
required to periodically infuse capitalin
these banks which would have adversely im-
pacted its fiscal situation. Bigger PSU banks
would be better positioned to raise capital.

Secondly, the bigger PSU banks have been
able to demonstrate higher non-performing
loan recovery and upgradationsin the past.
As such, bigger banksare likely to be better
placed to enforce NPL recovery mechanisms
post consolidation, particularly given that
these banks would have a larger share of
loan composition (collaterals) with them.

Lastly, consolidation of PSU banks may
prevent market share loss facilitated by crea-
tion of a stronger balance sheet, fresh capital
and bigger scale post consolidation.
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Thistrendislikely to continue given low
penetration levels. We expect a shift in mar-
ket share from PSU to private banks.

The expected housing boom, amid the
government’s strong push for low cost hous-
ing, augers well for housing finance compa-
nies. These companies have delivered
strong loan growth and have fairly robust as-
set quality. We are positive on cement, as
well as good quality infrastructure and con-
struction companies, given the govern-
ment’sfocus on roads and infrastructure.

We also have an overweight stance on oil
marketing companies (OMCs) and gas
stocks. A dynamic fuel pricing regime, cou-
pled with robust growth in fuel consump-
tion, is driving earnings growth for OMCs,
while the government’s thrust towards
cleaner fuel is beneficial for gas stocks.

Do you think the merger of PSU banks will
benefitinvestors?

We see the proposed merger of PSU banks as
a positive development. First, itis likely to
improve the government’s fiscal balance.

have compelled several small playersto
scale down expansion plans. Bigger players
with strong balance sheets have started the
process of consolidating into nationwide
players. Industry dynamics are likely to re-
main challenging in the near-term given
high competitive intensity. We continue to
remain cautious on the sector.

What is your advice for investors?

Equities, as an asset class, generate robust
risk-adjusted returns in the long-term. How-
ever, there may be some years of sub-opti-
mal returns. Investors should, therefore,
stay invested in equities for a longer period
to earn expected returns. Additionally, in-
vestors should invest on a regular basis so as
to generate superior returns in the long run.
Investors with limited market information
should seek guidance of experienced advis-
ers to understand their risk-return profile.
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