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Equities: Negative Outlook
Downside target revised at 14,000. High valuations and
negative sentiments to trigger further downside
momentum. Mid caps and small caps would underperform.
Decoupling a myth
There is no historical evidence of theory of decoupling of
Indian equity market with global equity markets. The recent
fall provides evidence of absence of such decoupling.
Going forward also, the movement in Indian equities is
expected to be in line with global equity markets.
Indian equity prices usually lead economic performance.
Fall in energy prices: Temporary?
Fall in interest rates and energy prices have positive impact
on corporate earnings and liquidity. Technically crude is to
fall below $65 for 3 consecutive months to confirm
downtrend. So there is still inconclusive evidence of fall in
energy prices. Recent fall in commodity prices should be
viewed positively for corporate earnings. However long
term bull market for commodities is intact therefore further
evidence in this regard is needed to conclude about
commodity prices.
Union budge to impact sentiments
Budgetary provisions and speech would provide further
indications for expected performance. Till the market
stabilizes, value stocks/sectors would outperform the broad
market. However once market stabilizes, growth stocks
would come back.

NextGen India Investments Research

Market Update

Market outlook: Negative
Downside
momentum to
trigger further fall;
BSE Sensex target
set at 14,000

As expected in the previous newsletter dated November 8, 2007, BSE Sensex is close to reaching
the downside target of 16000. Valuations in terms of PE have come down to 20. However from top
down perspective, the value for new buying is yet to emerge. Even the PE of 20 is high as per
historical standards. For value to emerge, market needs to fall at more reasonable levels. Next
downside target for BSE Sensex can be set at 14,000.
The upside momentum, as mentioned in earlier newsletter dated November 8, 2007 is over. It is
replaced by downward momentum globally, the pace of which is quite high and Indian market is
leading in downside momentum due to high valuation. This momentum has sufficient pace to
trigger further fall. In case of further fall, midcaps and small caps would be affected more than
Sensex stocks; and the extent of negative divergence would be quite severe. The failure of IPO's
would have long term impact on the health of both primary and secondary markets.

Decoupling a myth
No evidence of
decoupling with
global economy

Indian equity prices
lead economic
performance

As mentioned earlier, there is no evidence of theory of decoupling of Indian equity market with
global equity markets. And, the recent fall provides evidence of absence of such decoupling.
Going forward also, the movement in Indian equities is expected to be in line with global equity
markets.
Having said about decoupling, there is sufficient evidence that stock market in India and economic
growth are co-related. Under this hypothesis, Indian equities lead corporate performance. That is
correct for both recovery and recession. The same happened in fall of 1995 (equity market led the
recession by one year), recovery from 2001 (equities led the recovery by 6 months). However,
based on fall in Sensex, it is not reasonable to conclude about slowdown in Indian economy. It
would be prudent to closely watch, credit off take numbers, resale rates of commercial vehicles
and freight rates (normalized for fuel price changes).
Unlike North America, in India fall in equity prices is not sufficient cause to trigger downturn in
economy. It is due to low exposure of Indian investors in equities. So fall in equity prices would
have relatively moderate impact on Indian consumer demand.

Fall in energy prices: Temporary?
Fall in interest rates and energy prices have positive impact on corporate earnings and liquidity.
However historically this impact translates into better earnings with lag effect. For equities, such
lag effect can be anywhere between 12 and 24 months. Also, technically crude is to fall below $65
for 3 consecutive months to confirm downtrend. So there is still inconclusive evidence of fall in
energy prices. Recent fall in commodity prices should be viewed positively for corporate earnings.
However long term bull market for commodities is intact therefore further evidence in this regard is
needed to conclude about commodity prices.
Risk aversion from
equities to continue

Stability/ fall in gold prices would provide indication of initiation of positive sentiments towards
global equities as an asset class. However, there is no indication of fall/stability of gold prices.
Also, risk aversion from equities is the global trend.
11 February 2008

2 | Page

NextGen India Investments Research

Market Update

Union Budget to impact sentiments
For India, union budget has been a trigger to turnaround the sentiments. It has more sentimental
impact than fundamental. Budgetary provisions would be closely observed by market players.
Union budget to
impact corporate
performance

From bottom up approach, deep value has started emerging in certain stocks. For such buying,
more focus should be placed on balance sheet based valuation on current numbers than
valuations based on earnings or forward projections.
Sectors as mentioned earlier continue to be potential candidates for rerating. Budgetary provisions
and speech would provide further indications for expected performance. Till the market stabilizes,
value stocks/sectors would outperform the broad market. However once market stabilizes, growth
stocks would come back. Indian market is essentially perceived as growth market by FII's and after
stabilization it would be prudent to selectively pick growth stocks/sectors.
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APPENDIX I
Disclosure Section
Research Certification
NextGen India Investments is principally responsible for the preparation of this research report herby certifies that,
all of the views expressed in this research report accurately reflect its views about the company or the market. In
addition, any analyst of NextGen India Investments research group has not and will not receive any compensation
from the subject company for providing a specific recommendation or view in this report. Clients of NextGen India
Investments and analysts of NextGen India Investments research group may be holding equity shares of the
subject company at the time of issuing this report therefore it is safe to assume that the research group may have
vested interest in issuing the report. NextGen India Investments

Equity rating key for long-term investment opportunities
Stock ratings
NextGen India Investments assigns ratings based on relative rating system such as Overweight (OW), Neutral
(N), Underweight (UW) and Not-Rated (NR). NextGen India Investments does not assign ratings of Buy, Sell or
Hold to the stocks we cover. Overweight (OW), Neutral (N), Underweight (UW) and Not-Rated are not the
equivalent of buy, hold and sell. Investors should carefully read the definitions of all the ratings used in NextGen
India Investments Research. In addition, since NextGen India Investments Research contain more
comprehensive information concerning analyst views, investors should carefully read NextGen India Investments
Research, in its entirety, and not infer the contents from the rating alone. In any case ratings (or this report)
should not be relied as an investment advice.

Rating definitions
Overweight (OW) – The stock’s total return is expected to exceed the total return of the MSCI India Total Return
Index, on a risk adjusted basis over the next 12-24 months
Neutral (N) – The stock’s total return is expected to be in line with the total return of the MSCI India Total Return
Index, on a risk adjusted basis over the next 12-24 months
Underweight (UW) – The stock’s total return is expected to be below the total return of the MSCI India Total
Return Index, on a risk adjusted basis over the next 12-24 months
Not-Rated (NR) – Currently we do not have adequate conviction about the stock’s total return relative to the MSCI
India Total Return Index, on a risk adjusted basis over the next 12-24 months
Unless otherwise specified, the time frame for price targets included in NextGen India Investments Research is 12
to 24 months.
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Important Disclaimer
NextGen India Investments conducts India centric independent
investment research. The firm does not have any investment
banking or consulting relationship with the companies
mentioned in this report. No trading commission or referral
income is generated by issuing this report. Investors can refer
terms of use at www.nextgeninvestment.com
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The information contained in this report is provided for information purposes only and does not constitute or form part of and should
not be construed as an offer to sell or an invitation to subscribe or any invitation to offer to buy or subscribe to any securities. The
information and opinions herein have been compiled or arrived at from current public information and sources believed to be reliable
and in good faith, but no representation or warranty, express or implied, is made as to their accuracy, completeness and correctness.
The right to change any such information, at any time, without notice, is fully reserved. Readers using the information contained
herein are solely responsible for their actions and are advised to satisfy themselves before making any investments. Any analyst of
NextGen India Investments research group, NextGen India Investments or Nextgeninvestment.com are not responsible for any
losses/damages arising consequent upon using the information contained in this publication.
The risk of equity investments can be substantial. There may be high volatility, large losses on original investments, and high degree
of psychological pressure for investor. Each investor must consider whether this is a suitable investment for him/her. Past
performance is not necessarily indicative of future results. Analysts of NextGen India research group, NextGen India Investments, or
NextGeninvestment.com do not represent or imply any performance level, results or guarantee in relation to any content nor do they
make any claim that the use of this publication will result in a particular profit or prevent any loss for a user. In no event shall this
publication be liable to any party for any damages including without limitation, any direct, indirect, special, punitive, incidental or
consequential damages (including, but not limited to, damages for loss of business profits, business interruption, or loss of savings),
or any other damages arising - in any way, shape or form - out of the availability, use, reliance on, even if this publication shall have
been advised of the possibility of such damages, and regardless of the form of action, whether in contract, tort, or otherwise. Because
some jurisdictions do not allow the exclusion or limitation of incidental or consequential damages, the above exclusions of incidental
and consequential damages may not apply to you, but shall apply, in any event, to the maximum extent possible.
Some financial products described in this report are indexed to Bombay Stock Exchange, National Stock Exchange, S&P, Bloomberg,
MSCI etc. These trademarks are owned by respective owners. The financial securities referred to herein are not sponsored,
endorsed, or promoted by these entities and such parties bear no liability with respect to any such financial securities. Third party data
providers make no warranties or representations of completeness or accuracy of the data mentioned in this publication and they shall
not have any liability for any damages of any kind related to such data.
No portion of this publication may be reproduced, stored in a retrieval system, or transmitted in any form or by any means, electronic,
photocopying, recording or otherwise without the prior written permission of NextGen India Investments.
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