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“The Indian market, backed by solid economic growth and an 
impressive array of companies, offers an attractive long-term 
investment opportunity.  While external uncertainties and domestic 
cyclicality will inevitably lead to volatility, the long-term 
fundamentals are sound and compelling.”   
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What is your view on the outlook for the Indian stock market? 

• The Indian stock market fell 32% from peak to trough in May and June 06.  It has since bounced by more than 
12%.  This fall, combined with ongoing earnings revisions, has resulted in the stock market looking good again in 
valuation terms.   

• For the year ended March 2007, consensus market earnings is forecast to grow about 24-25%, which would put 
the PER on 15x.  At the end of 2005, the consensus for March 2007 earnings growth was only 10%.  The significant 
increase in the earnings forecast for India is due to the exceptionally strong domestic economy.  Both the 
consumer and infrastructure sectors have announced quarterly earnings ahead of expectations. 

• Our India Team have made over 40 company visits in the past 3 weeks.  The feedback is that prospects remain 
very strong for Corporate India.  Another piece of anecdotal evidence to support our bullish view is that last 
month GE revealed it had revised up its 2010 sales target for India from USD 8 bn to USD 10 bn (vs USD1 bn in 
2005). 

• India has the second-fastest growth among the world’s larger economies, with GDP growth accelerating to 9.3% 
in 4Q FY06 from 7.5% in 3Q FY06, the highest growth on record.  The pace of growth is second only to China 
amongst the world’s major economies.  Tax revenues also increased sharply due to the stronger economic 
growth, helping to improve the fiscal outlook.  Gross tax revenues rose from 15.8% of GDP in FY05 to 16.5% in 
FY06. 

• In our regional funds we have upgraded India to overweight.  We are very bullish about the country’s medium to 
long term prospects, even though the market may well continue volatile in the short term.  

 
An upward trend in real GDP growth A remarkable increase in tax revenues  

  
Source: CEIC Data, CLSA Asia-Pacific Markets Source: CLSA Asia-Pacific Markets 
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The performance of JF India has been good over the past years.  What were the main contributors? 

• As at 30 May 2006, the fund size of JF India increased around 11 times to USD 573.7 million over the past three 
years.  The Fund gained 336%, outperformed the MSCI India benchmark by 99% and the MSCI Emerging Market 
Index by 196% over the same period*.  The major contributor has been our overweight position in the 
infrastructure sector.   

• To give two stock examples: the Fund benefited from its 5.9% holding in Associated Cement, the country’s 
biggest producer by capacity, which surged 108% over the 12 months to 30 May 2006.  Bharat Heavy Electricals, 
the No. 1 power equipment maker, which accounts for 7.7% of the investment portfolio, gained 122%. Both of 
them outperformed the BSE National Index which rose 56% over the same period.  

*Source: JFAM/Thomson Datastream as at 30 May 06. (NAV to NAV in USD with income reinvested). Individual stock performance is not 
indicative of fund performance.  

Are you still bullish on the infrastructure sector? 

• Finance Minister Palaniappan Chidambaram announced in the Budget that the government plans to spend INR 
992 billion (USD 22 billion) on roads, ports, telecommunications networks and power grids this year.  A good 
example is the highway construction programme called “the Golden Quadrilateral”.  This links the four main 
cities of Delhi, Bombay, Chennai and Calcutta, and is due to be completed within the next six months.  

• We expect infrastructure spending to fuel the demand for cement, creating market shortages by the end of 2006.  
Indian cement prices rose more than 15% from January to April this year, which helped boost net income at 
Associated Cement to INR 2.35 billion (+42%) in 1Q06.  Share prices of Ultratech Cement, the second-biggest 
cement maker, and Gujarat Ambuja Cement, the No. 4 producer, have jumped 97% and 60% over the past year, 
respectively.  

• Construction, engineering, electrical utilities and electrical companies account for more than a third of JF India’s 
portfolio.  The share price of Larsen & Toubro, India’s biggest engineering company (5.4% of the total holdings) 
has doubled over the past 12 months. 

 

Do you worry about the continued interest rate hikes by the Reserve Bank of India? 

• Given that commercial real estate lending rose by 84% from April 05 to Jan 06, the Indian central bank’s action is 
perfectly justified.  The RBI would probably like to see total loan growth come down further from its present level 
of 30%.  Within that aggregate figure, it would also be healthier to see corporate lending grow more and personal 
lending collateralised by property grow less. 

• We are not afraid of the rising interest rate at this moment as the more pre-emptive the central bank of India is in 
slowing loan growth without killing it, the more sustainable the current credit cycle and resulting asset-inflation 
cycle are likely to be. 

 

RBI raises interest rates to cool credit growth Monthly cumulative net foreign investment into the 
Indian stock market 

   
Source: Reserve Bank of India Source: Bloomberg, JPMorgan 
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Do you think the upcoming listing of DLF, a Delhi-based property developer valued at between USD25-30bn, is 

 of DLF will confirm the asset-reflation story in India.  A nationwide property boom is underway due to 
reasonably cheap interest costs, rising incomes and a significant increase in consumer confidence.  Property 

• or analysts in 

 growth of 8%, until now.  India has the potential to become a 

 

hat’s your view on the agricultural sector? 

r in a programme of gradual reforms in the agricultural sector.  More 
ips, an improving rural infrastructure and policies to stimulate the 

• 
the obvious beneficiaries of increased incomes of rural 

 
The Agricultural Index outperformed the Sensex Projecting 56 million middle income rural households by 2010

important?  

• The listing

prices in India have gone up by 30-35% over the past year and by 60-70% over the last two years.   

DLF is likely to be included in due course in benchmark indices, which means hiring property sect
the Indian stock market for the first time ever.  

• Historically, India has never had a nationwide property boom.  Just as India has also never enjoyed, since 
independence in 1947, three years’ average GDP
more property-driven stock market, like Hong Kong and Tokyo.  

W

• The Indian government has started to ushe
collaboration via private-public partnersh
investment climate in rural areas are some of the important changes currently underway.  In sum, they could help 
drive a secular improvement in agricultural growth.  

We will continue to look for opportunities that will benefit directly or indirectly from the structural changes in the 
agricultural sector.  Consumer plays are one of 
households. 

 

  
Source: NCAER India Demographic Report 2002, Businessworld, websites Source: CLSA Asia-Pacific Markets 

 

CONCLUSION: 

India remains one of the best growth stories in global emerging markets with plenty of quality companies 
across many different sectors.  This long-term growth story will continue to be driven mainly by domestic 
demand supported by rising incomes, a new wealth effect from property prices that are rising on a nationwide 
scale and the structural reforms in agriculture, even though the market may well continue volatile in the short 
term.  It is also important to remember that India is much less exposed to the global economy than other Asian 
countries due to its non-dependence on exports for economic growth.   Furthermore, rising interest rates will not 
hit earnings too hard given the very low debt levels at Corporate India. 
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