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Week that was..

A spike in inflation numbers took its
toll on the markets as both the bench-
mark indices, BSE Sensex and NSE
Nifty ended lower by 2.33% and
2.53% respectively. However the
BSE Mid Caps and BSE Small Cap
outperformed the broader indices,
declining by only-1.58% and1.04%
respectively.

The market continued its fall
throughout the week due to unavail-
ability of any major trigger to take it
higher. With the year end approach-
ing investors are being very cautious.
The week ended with major sell offs
in financial and telecom sector along
with weak global markets which
pulled the shares lower. US markets
remained weak after Standard and
Poor (S&P) downgraded the long
term credit rating of Greece, in the
process weakening Asian markets as
well. Also the Nifty ended below the
psychological 5,000 mark for the first
time in the last 15 trading sessions.

Inflation numbers were the biggest
worry amongst the investors as it
continued to inch upwards. The WPI
inflation numbers for the month of
November rose by 4.78% primarily
led by 16.7% increase in food arti-
cles. Food inflation has been the
highest in the country since 2006 as
prices of potatoes, onions and sugar
registered a sharp spike on ey
basis. Consequently an increase in
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the Cash reserve ratio (CRR) and the
lending rates is expected. This raised
concerns of liquidity being sucked
out of the market by RBI leading to
massive profit booking by investors.
Amidst this gloom the markets
cheered after Dubai said that it re-
ceived $10 billion from Abu Dhabi to
help repay $4.1 billion in an Islamic
bond maturing on December 14.

From a sectoral viewpoint, Health
care and IT sector stocks were the
only ones that that were in demand
and recorded growth amidst hopes of
new outsourcing opportunities from
the developed countries as the signs
of economic recovery becomes evi-
dent. Health care stocks truly lived
up to their reputation of being defen-
sive stocks and recorded growth even
as the market saw a drop in trading
volumes. Dr. Reddy Laboratories
emerged as a leader of the pack after
the company announced that it has
reached Phase lll clinical trials for an
anti-diabetic drug, which could be-
c 0ome I ndi ads 1st
molecule. Bank stocks were hit the
most on concerns of possible in-
creases interest rates to control infla-
tion. There was a sharp sell off in
banks and autos. Also index heavy
weight Reliance industries suffered a
setback of 5.47% leading to fall in
the index. Software firms who get
half of their revenue from US were
strong due to strengthening of US
dollar against rupee and on a robust
earnings outlook.

India's services sector expanded at a
faster pacén first seven months of

sWiMarket Indices 18th December, |11th December, (% Change
2009 2009

BSE Sensex 16,719.83 17,119.03 -2.33%
NSE Nifty 4987.7 5,117.30 -2.53%
BSE Mid Cap 6,470.58 6,574.49 -1.58%
BSE Small Cap 7,885.72 7,968.65 -1.04%
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18th December, [11th December, |% Change

period last year, said a survey conducted by&sS 2009 2009

the Confederation of Indian Industry

(CH). ClI found that around 12 per cent of Health Care 5,117.57 4,932.29 3.76%
those surveyed registered a handsome growt

rate of more than 20 per cent in the first IT 5,046.65 4,900.47 2.98%
seven months this fiscal, compared to 12.5Technology 3,188.30 3,159.49 0.91%
per cent during the corresponding period lasiauto 7,214.52 7,199.17 0.21%

year. 'The share of the sectors registering
high growth rate of 10 to 20 per cent has in-
creased to 30.3 per cent in ApOktober

Consumer 3,530.78 3,549.43 -0.53%
Durables

2009 from 24.2 per cent in the previous cor—Met"f‘I 16,226.29 16,419.26 -1.18%
responding period,' the study said. Capital 13,686.33 13,877.95 -1.38%
Goods

The increase in credit flow till December 4 [Power 2,995.99 3,052.59 -1.85%
was 10.5% compared to a year ago. CrediPSU 9,083.13 9,306.83 -2.40%
extended by banks in the fortnight up to D_e- FMCG 2755.94 2.848.82 -3.26%
cember 4 grew at a faster pace than during

the previous three fortnights. The increase inO&G 9,945.78 10,368.86 -4.08%
credit flow was 10.5 per cent compared to aRealty 3,708.76 3,922.62 -5.45%

ear ago.
Y J Bankex 9,542.94 10,106.17 -5.57%

Positive news also emanated from the gov-

ernment quarters. In its migear review of

the economy, the government projecting a

7.75% growth in FY2010. However the gov- December 21t December 25th

ernment also stressed on the fact that prices Week that will be..
needs to be kept under control. This pushed
the 18year benchmark bond yields to 7.72%
the highest in the past 13 months.

'Owing to Christmas holidays, the next two weeks are truncated cou-
pled with the derivative F&O expiry of the December series. In the
absence of any major triggers during this period, the volumes are ex-

EREEs IDECE-08) \C/:V: el v pected to remain lower leading to a range bound sessions in the mar-
Baw Jelnee 10,328.89 6_12_93(36% kets. Also fresh allocation of funds after the new year will thwart any
S&P 500 1,102.47 -0.36% serious downturn. We maintain a neutral view on the markets with a
Nasdag 2,211.69  0.98% positive bias.
FTSE 5,196.81 -1.23%
Nikkei 10,142.05  0.34%
Hangseng 21,175.88/ -3.32%
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December 14 18
Bond Markets

It was an extremely eventful week
for the bond market. Bond yields

reacted sharply to the inflation ZCYCYield Curv
numbers. The bond vyields for the
__-ﬁ#:

benchmark 6.900 year govern-
ment paper was 7.66% for the
week ended Dec 18. Food inflation
increased to 19.95% the highest
in the last decade. The continu-
ously rising inflation numbers
have strengthened the market ex
pectation of hike in Cash Re-
serve Ratio, which is currently at
5%. The increase in CRR by RBI
would reduce the level of free cash
in the banking system. The gov- i
ernment auctioned bonds worth 90 Maturity

billion rupees on Friday. MIBOR ——11-Dec09 —— 18-Dec09
and MIBID rates, for the week
ended 18th Dec, increased to
3.22% and 3.29% respectively.
The bond yield curve flattened last
week indicating the early stages of BenChmark GSZOlg 6-9% BOI"Id
rate tightening cycle. Rate hike 7.8
which sucks the liquidity out of the 76
market typically increases the ’
yield on the short term debt more 74
than the long term debt which
leads to flattening of the of the 72
yield curve. 7
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December 14t18th
Forex Markets

Rupee(INR)
On Monday, the rupee closed at 46.72/73 a dq

lar, having depreciated by 19 paise, backed \_-- 0 g
fresh demand for the US currency from bank R e e
despite weakness of the greenback in glotEBIEN(ESI) 47.15630 46.74820 0.87%
market. The euro rose against the dollar in ove _ 0
seas market after Dubai's announcement that Euro (EUR) SR ShIaEE 1.55%
had received USD 10 billion from Abu Dhabi to=Is{iTsls| (GBP) 76.22920 76.11030 0.16%

repay debts. Moody's Investors Services ¢
Tuesday raised India's local currency rating (ERA=IAN LA @I
positive from stable, citing the country's stron Yen

external position and resilience to the global
credit crisis, helping the rupee appreciate. On

Wednesday, the dollar held near &%2month EIl Fl INR
high on the euro and held steady against the y FI Flows INK
as the market waited for the decision of th Crores

FOMC on the interest rates. The rupee hit i
three week low on Thursday. The reason cou Trade Date Buy

52.37000 52.61000 -0.46%

be the purchase of US dollar by importers { 18/12/09 2,227.95 2,434.80 -206.85
meet their requirements that weighed against t
rupee sentiment. The rupee on Friday recover 17/12/09 2,356.45 2,163.63 192.82

by 16 paisa to close at 46.72/73 against the | 16/12/09 2.142.40 2.497.65 -355.25
the back of weakness of dollar overseas anm
bearish equity market. This appears to be b

Since 1/1/09 570,846.04 548,364.15 22,481.89
during the day after a fall in stock markets an
weakness of dollar overseas supported the Indian

dollar due to selling by exporters and banks ¢

33,149.95 30,559.29 2,590.66
cause of the late hour dollar selling by bank
currency.

USDANR , Daily, # 153 / 300, BOL(1) 20,2.0=46.904/46 124
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The currency pair USD/INR is trending upwards since the 14th and slightly changed direction by going lower on the 1ttenthe c
pair seems to entering a narrow trading channel where the Bollinger Bands are narrower than usual. The support |lel/23 ianat 46
the resistance level is at 46.9. The MACD crossing the zero line from below is a bullish sign and could see the curreooy pair
above 46.9 levels which has been a resistance level during the past month.
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Corporate Speak:
Infosys Technologies Ltd.

Infosys announced the incorporation of its wholly owned Bra-
zilian subsidiary, Infosys Technologia Do Brasil Ltda. The
subsidiary currently has a mature IT services, BPO ecosys
and an established talent pipeline. Brazil being the largest
and BPO services market in Latin America, will strengthen the
companies position to address both Spanish and Portuguese
speaking markets in Latin America.

In a bid to drive noslinear growth, the company announce |
the launch of 2 new producis Flypp and Finacle Advizor.
Flypp is an application platform that will enable the servida i
providers to offer readyo-use experiential applications acros m o
various digital devices. This operator centric platform will he!m B
the operators monetize the digital demand by delivering per-

sonalized and interactive user experience. 7

Finacle Advizor on the other hand offers an integrated platforf
empowering banks to deliver products and services through a
fully assisted selfervice channels like Internet, Kiosk and
ATM for reattime access. On one hand the product will en-
hance customer experience; on the other hand the product will
increase operational efficiency at a fraction of the total cost of

ownership. While the product will help bank expand services
and geography footprint economically, it will lack personalize_
human touch.

HCL Technologies SNCF for renewal and maintenance of RFF tracks.
The contract is for the initial 4 years with an option
HCL-AXON, the worl doés | ar gest togdeandiite @ gearp Fojowinglthis theccempany at e

SAP solutions has signed a five year Global Strategic Inffoormea nnounced that it would i nv
tion Technology Master Services Agreement with GlaxoSmithproduction facility in Hayange, France. This invest-
Kl'ine (GSK), one of the wor Ineost |wairlge sbto opshta rcnoangpeauntyi 6csa | p

nies. Through this agreement the company will provide systerd00000 to 340000 tonnes per year. The company
integration, SAP implementation and IT consulting services t@xpects about 400 contractors to be working on this

GSK globally. The deal i s s eptoject startifgihéisNew¥e€ar.6s r api d gr o wf
life science industry which is one of its fastest growing indus-

try verticals. Mahindra & Mahindra

ACC Mahindra announced its entry into the aerospace seg-

ment with the acquisition of a majority stake in two
ACCobs Greenfield project i nAuptipliancpananes Aerostaffidystrylia and RiRp- wa s
augurated this week. The Rs350 crores cement grinding plaftand Aeronautics. This acquisition has been made
has a capacity of 1.6 million tones per annum and will als¢0intly with Kotak Private Equity with a total com-
produce flyash based Portland Pozzolana Cement. The plant [gitment of Rs175 Crores.
fully automated and can be operated by a single button makin o
it the first of its kind in India. The plant encompasses state O{gerostaff Australia is a component manufacturer of
the art Vertical Roller Mill technology. The company has alsohigh precision clos¢olerance aircraft components
taken the environment into consideration by incorporating so@nd assemblies for large aerospace OEMs. Gippsland

phisticated pollution control mechanism to prevent dust and\€ronautics has got an established presence in gen-
fugitive emissions. eral aviation and has delivered more than 200 FAR

certified planes across 32 countries. The company
plans to retain the existing management and is all set

Tata Steel to start a plant at Bangalore to complement these
Tata Steel s biggest subsidia%qp"t&'/t",)ns'Corus secured a contr
0350 million to supply rails to the French railway ope:l

t
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Corporate Speak (contd.)

Suzlon Energy

Suzl on Energy, the worldés third | argest wind turbi
Loan facility of approximately USD 780 million. The company tapped two sources of funds forgiroseeds from the

ne ¢

partial stake sale of Hansen Transmissions International NV and a five year US dollar denominated loan of USD 465 mil-

lion from State Bank of India. This initiative is part of the various initiatives that the firm is takingléwveleits balane

sheet and make it sustainable for long term growth. With this the form has completed its first phase of refinancing.

Pair Strategy

The Stocks prices of Maruti and Mahindra& Mahindra h
been historically correlated and have peaked above 9(
times over the past 4 years.
The Correlation between these two stocks over the past
years has a mean of .65 and a standard deviation of 0.32
rently the pair has seen a rapid decline in correlation a
stock prices have tended to diverge over the past 4 mg
During this period the correlation between the two stockd
fallen from 0.86 to its current value of 0.07 which is close to a

two standard deviation shift . This strategy is based on the; o]
assumption that the correlation between the two stocks from

the same sector will return to its normal values as it has done in ) )
the past. 1600.00 “ \_/AA

During the past four months the stock of Mahindra & Mahin- \
dra has been on a steady UPtjrend while Maruti s st ock
has been rangebound and faces resistance at the 1600 level .In
other words, the stock of M&M has been outperforming Ma-

ruti. A return to higher levels of correlations would see the™” |
outperforming counter have limited upside potential and higher
downside risk. With the same logic the underperformer in the, .,
pair would have a higher upside potential and lower downside

risk. \/\

With an outlook of three months the calls that results from thigo oo

Strategy are 00/D7/2000 09/22/2008 10/D8/2008 10/23/2008 11/D9/2008 11/23/2009 12/07/2008

Buy : Maruti Date
Short : Mahindra & Mahindra

~ Mahindra
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Risk adjusted returns.

Making the right investment decision.

Below we apply option pricing models to
quantify the risk involved in an investment
and derive the risk adjusted value of the in-
vestment

Using the Resistance and Support levels as

near term target and stop loss we apply this to
pick the right investment in the realty sector.

Resistance level Upside Gains

Stock

Resistance level

Support Level /
Stock

Upside gains can be quantified as a the option premium
on a covered call while the down side risk can be quan-
tified as a covered put option strategy. The difference
between the cost of covered call and covered put gives
the risk adjusted value of the investment

Hedging premium

Stock

Support Level

The Realty sector is represented in the Nifty 50 stocks by Unitech and DLF. The Resistance and Support levels arwitetitdied
help of technical analysis and applied to this model. By Quantifying the downside risk and the upside potential of ikes® indi
investments using the Black Scholes model, Unitech is judged to have the higher risk adjusted return of the two.
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