Dear Niveshaks,
We are pleased to present the edition for July 2020. COVID-19 is still on the
rampage worldwide, and the Indian economy shows no signs of recovery so far. The
dollar has been on a decline since June and fallen more than 9% since its pandemic
induced raise in March.
All the major MBA colleges are continuing with their academic year virtually, and we,
at IIM Shillong, has welcomed our PGP-2022 batch virtually.
For this month, we took on “Moratorium and Rising NPAs” for our COVER STORY. In
this we covered RBI’s announcement of 6 month moratorium on repayment of bank
loans, from 1st March to 31st August 2020 to help business and individuals overcome
the disruptions caused by the onset of COVID-19. We also discussed pressure on
NBFCs and Government measured to ease the pain.
In AOM, we presented the privatization of banks from the point of view of how it will
affect the NPAs. This article touches upon the details of bad loans that's been ailing
the Indian banks and how the privatization affects their investments.
During this period, NIF grew at 2.56%, and the updated portfolio worth was Rs.
16,91,744. The portfolio's top gainers were NOCIL, Dr. Reddy's, and Asian Granito,
whereas Paramount Communications, Westlife Development, and Indiabulls Housing
Finance were the major losers.
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Private wealth management. He gave
very informative insights into how
COVID-19 has affected markets such
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TMTW: The Month That
Was
RBI approves transfer of ₹57,128
crore as dividend to government
On 14th August 2020, the Reserve
Bank of India approved the transfer of
surplus to the Central Government of
India as dividend. The Central Board of
RBI took the decision and it also
decided to maintain the Contingency
Risk Buffer at 5.5%. It is to be noted
that last year RBI approved a payment
of ₹1.76 trillion to the government.
RBI provides one-time loan recast
window to banks
On 6th August 2020, RBI granted
banks a one-time window to recast
corporate loans as a measure to cap
the sharp increase in bad loans in
stressed sectors. Boundaries and
parameters of this window would be
set by a committee headed by Mr. KV
Kamath, former chief of Brics Bank.
The banks would be allowed to
restructure the loans, extend tenor,
sanction additional credit & allow
moratorium of up to 2 years.
Banks could face Gross NPA ratio
of 14.7% by March 2021
The CRAR of scheduled commercial
banks came down to 14.8% in March
2020, from 15% in September 2019.
GNPA ratio also fell down to 8.5%
from 9.3% over this period. But,
based on the results of macro stress
tests for credit risk, GNPAs of SCBs
[6]

could increase to 12.5% by March 2021
under the baseline scenario and it could
increase to 14.7% under a very
severely stressed scenario.
Five Rafale fighter jets land in India
On 29th July 2020, five Rafale fighter
jets landed in India at the Ambala air
base in Haryana from France. This is
part of the 7.87 billion euro deal signed
by the Defence Ministry of India in 2016
with Dassault Aviation of France for
supply of 36 Rafale fighter jets. All the
36 Rafale jets are expected to be
delivered within the end of 2021.
Retail inflation rate measured by
Consumer Price Index (CPI) rose to
6.93% in the month of July 2020
The spike in the retail inflation rate was
mainly on account of higher food prices
during the times of pandemic and
lockdowns as per the data released by
the Ministry of Statistics & Programme
Implementation (MoSPI). The CPI retail
inflation rate for the month of June 2020
was also revised to 6.23% from the
earlier published 6.09%. It is to be
noted that the retail inflation rate has
grown over and above the upper limit of
6% set by the RBI. Consumer Food
Price Index also surged to 9.62% for
the month of July 2020 and the June
2020 figure was revised to 8.72% from
the earlier reported 7.87%. Due to this,
RBI would be hesitant to cut repo rate.

NIF PERFORMANCE EVALUATION
As on July 31st, 2020

Performance of Niveshak Investment
Fund since Inception
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Total Investment Value: 10,00,000
Current Portfolio Value: 16,91,744
Change in Portfolio Value: 2.56%
Change in Sensex: 6.19%

Risk Measures:
Standard Deviation NIF: 34.75
Standard Deviation Sensex: 24.96
Sharpe Ratio: 2.41 (Sensex: 3.18)
Cash Remaining: 1,46,352

Comments on the Equity market and NIF’s Performance
The Indian markets’ performance in July, 2020 was weaker in comparison to
that in June, 2020 which can be in part associated to the local lockdowns in
Southern and Eastern parts of the country. The surge in retail investors trading
in stocks continued and is consistent with the global trend post the COVID-19
pandemic. Zero interest rates and liquidity lured FIIs to pump $1.1 Bn in Indian
equities. DIIs were the net sellers this month and ended up selling $1.3 Bn
during the month. Indian rupee gained 0.9% against USD which depreciated
against all currencies in July, 2020. Eight out of the ten S&P BSE sectors
ended in the positive territory in July, 2020. Of course, the extent of returns
differs. Sectors like IT, healthcare and metals were the top gainers. Power,
Capital goods and Real estate were the sectors which turned out to be the
laggards in the month of July.
NIF displayed a flattish performance with the NIF growing at a steady rate of
2.56% against a market return of 6.19 % reaching the level of Rs.16,91,744.
[8]
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Moratorium and Rising
NPAs
How it began?
RBI had announced a 6 month
moratorium on repayment of bank
loans, from 1st March to 31st August
2020 to help business and individuals
overcome the disruptions caused by
the onset of Covid-19.
The respite given to the borrowers is
expected to severely hit the NBFC’s.
Measure seems to have been just a
temporary reprieve.
Many NBFCs fear asset liability
mismatches as revenue stream or
cash flows on loans via EMIs have
stopped while they have to meet
redemption requirements on loans that
are coming up for maturity.
Some Numbers
It is expected that the asset under
management (AUM) of NBFCs may
deteriorate up to 10 per cent under the
moratorium announced amid the
coronavirus pandemic. Assets under
moratorium for many of the large
NBFC’s are as high as 70-80%, while
for Housing Finance companies it
averages around 28%.
The additional coronavirus-related
provision carried by NBFCs is about
0.7 per cent of the AUM, while for
HFCs, it is about 0.2 per cent.
Non Performing Assets of the NBFC’s
which was around 3-4% is Mar’20 is
expected shoot upto 5-7% in Mar’21.
[10]

Segmental NPA is expected to surge
upto 9.5% by the end of CY20
A reason for this is, while non-banks
have extended moratoriums to their
borrowers, the same hasn’t been
extended by the lenders to the
NBFC’s.
Industry cited borrowers with enough
cash flow to fulfill their debt
obligations,
also
utilizing
the
deferment
of moratorium.
The Reserve Bank of India's (RBI)
moratorium is not applicable for
market instruments such as nonconvertible debentures (NCDs) and
commercial papers (CPs), which
account for about 35-40 per cent of
the outstanding borrowings.
NBFC’s under pressure
Capital market funding for NBFCs is
expected to remain constrained in the
near-to-medium term and is expected
to find its way only to the large, betterrated and entities with strong
parentage or group support. The
declining share of market funding for
NBFCs is a concern as it has the
potential to accentuate liquidity risk for
External commercial borrowings that
supported the funding during 2019-20
are also expected to remain muted.
At the current juncture, funding via
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the banking channel is the prime source,
with the share of bank' direct lending
increasing to about 31 per cent in the
overall non-bank borrowings in March
2020 from about 28 per cent in March
2020.
Liquidity profile of non banks have
remained adequate to maintain short
term requirements.
Government Measures
To help out NBFC’s the government even
set up an SPV. Special Purpose Vehicle
set up by SBICAP, purchases short term
papers from HFC’s and NBFC’s. Funds
from these purchases can be used to
meet existing obligations.
To be eligible for the scheme following
conditions have to be met:a) The Non-Banking Financial Company
(NBFCs),
including
Microfinance
Institutions that are registered with the
RBI, under the Reserve Bank of India Act,
1934, excluding those registered as Core
Investment Companies
b) Housing Finance Companies that are
registered under the National Housing
Bank Act, 1987
c) CRAR/CAR of NBFCs/HFCs should not
be below the regulatory minimum, i.e.,
15% and 12% respectively as on March
31, 2019
d) The net non-performing assets should
not be more than 6% as on March 31,
2019
[11]

e) They should have made net profit in
at
least one of the last two preceding
financial years (i.e. 2017-18 and 201819)
f) They should not have been reported
under SMA-1 or SMA-2 category by
any bank for their borrowings during
last one year prior to August 01, 2018
g) They should be rated investment
grade by a SEBI registered rating
agency
h) They should comply with the
requirement of the SPV for an
appropriate level of collateral from
the entity, which, however, would be
optional and to be decided by the SPV.
A more viable solution would be
rebalancing the debt burden according
to their ability to generate cash flow.
RBI took a step in the right direction
when they announced the special
resolution window for COVID-19
related stress within the existing
Prudential Framework for resolution
of stressed assets.
Resolutions under this framework
have to be evoked before 31st
December 2020 and the it allows
banks to give solutions tailored to the
problems of the borrowers.
Under this scheme only standard
accounts will be allowed o restructure,
but not in default for more than 30
days.
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Reserve Bank of India warned that
system wide bad loans can reach upto
14.7%. Smaller / mid-sized and AA or
lower rated / unrated NBFCs have
been shunned by both banks and
markets, accentuating the liquidity
tensions faced by NBFCs
RBI, in its stress test for NBFCs found
that under the baseline scenario, 11.2
percent of NBFCs would be below
minimum
regulatory
capital
requirement of 15 percent. In the
medium stress scenario, NBFCs’ total
capital adequacy may decline from
19.4 percent to 16.4 percent, and 14
percent of them

would be below the minimum
regulatory capital requirement. In the
most severe stress scenario, however,
RBI found that their total capital
adequacy may fall to 15.2 percent,
with 19.5 percent of them breaching
the
regulatory
minimum
capital
requirement.
Extension on moratorium period is
unwanted and unlikely. Until and
unless
economy
recovers
and
businesses are able to recover their
cash flows, we can expect an upward
pressure on NPA’s and downward
pressure on Asset Quality to be
maintained.

[12]
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PRIVATISATION OF BANKS: WILL
IT REDUCE NPAs?
-Keerthana V
Symbiosis Institute of Business
Management - Bengaluru
“The endless stairs of Bara Imambara,
famous historical landmark - British
Residency, sheer opulence of Chota
Imambara, Hussainbad Clock Tower the tallest clock tower in India, arched
gateway of Jama Masjid, Kaiserbagh palace of last Nawab of Lucknow and
Hazratganj - market place is what
makes “City of Nawab - Lucknow”
special. While taking a stroll through
the streets of Hazratganj, Mr. Pyarelal
a sweet shop owner of “Lal Sweets”
noticed the hustle-bustle of activities
where people were seen bargaining
with the small shop retailers. He
noticed that there was not a single
sweet shop in the marketplace.
Thoughts of expanding his business
has been in Mr. Pyarelal’s mind for
quite a long time. The next day, he
went to the bank XYZ Ltd where he
has a current account. On that day,
lucky Mr. Pyarelal got a chance to
meet the branch manager without
having to wait for half an hour. He told
the branch manager that he is been
doing his sweet business for 10 years
without borrowing any loan and using
his own funds. He also explained that
market place of Hazratganj has got no
sweet shop and he wanted to start his
business in a rented place. In order
to run his business operations, Mr.
Pyarelal had asked for a loan. The

bank granted him loan by seeing his
past track records. Within one month,
Mr. Pyarelal failed to pay his interest
and Bank categorised his cash credit
account as Special Mention Account
(SMA)- SMA 0. In the next month, he
failed to pay and it was categorised as
SMA 1. After two months, his SMA 1
was changed to SMA 2. As Mr.
Pyarelal was not able to pay his
interest within three months, that
account became a non-performing
asset (NPA) to the bank XYZ”. This is
how an NPA arises.

This indicates that the gross NPA
ratio will increase to 13-14% by
March 31, 2021 which was 8.4% in
the FY 2019-2020. This in turn will
affect a bank’s capital, solvency and
liquidity aspects.

[13]
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A COVID stress test which covered 53
scheduled commercial banks to
identify the vulnerabilities and impact
of COVID-19 on a bank’s balance
sheet,
asset
quality,
liquidity,
profitability aspects were carried out
by RBI as mentioned in RBI’s
Financial Stability Report for July,
2020. It was found that under ‘a very
stressed scenario’ and baseline
scenario, the gross NPAs could rise to
14.7% and 12.5% by March 2021
respectively. Private and public sector
bank will have roaring rise in their
NPAs due to the pandemic. The stress
results indicated that PSBs will have
gross NPAs rise of 15.2% by March
2021 which was 11.3% in the FY
2019-2020. Under ‘a very severe
stress scenario’, the ratio may be as
high as 16.3%. The moratorium
extension given by RBI comes with a
deadly cost.

[14]

The due interest on the loans which
are under moratorium will be added to
the principal which implies that the
borrower will have to pay huge lump of
money. The PSBs have two thirds of
accounts and loan value covered
under moratorium while for private
sector and foreign banks it is lower. If
the debt obligations are not repaid on
due date, these accounts shall slip
into NPAs in spite of availing the
benefit under moratorium. On the
other hand, due to the ongoing
pandemic and national wide lockdown,
many are starting to lose their jobs
and their businesses are also affected.
So, the economic impact of the deadly
virus and moratorium extension will
lead to increase in the NPAs.
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The NPAs of few PSBs like Indian
Overseas Bank, Bank of Maharashtra
and UCO bank fell 16%, 23% and
13% respectively. While SBI and Bank
of Baroda’s gross NPA fell by 6.6%
and 5% respectively. Private sector
banks like City Union Bank, CSB bank
and DCB bank had NPA rise of 1420% between December 2019 and
March 2020. On the whole, the 12
PSBs had a 5% decline in their gross
NPAs and private sector banks had
6% decline from December 2019.
Government has proposed that public
sector banks will be privatised in order
to reduce the administration costs and
the number of public sector banks will
be reduced from 12 to 4. But the
question is: Will privatisation of PSB’s
reduce NPAs? To answer this let’s
consider two classic examples: IDBI
and IOB. Privatisation of IDBI certainly
helped in reducing the NPAs. In
second quarter of 2019, the gross NPA
ratio of IDBI stood at 29.43% which
was 31.78% in the second quarter of
2018. The net NPA ratio in Q2 of 2019
was 5.97% from 17.30% in Q2 of
2018. The reason behind the reduction
of NPAs was purely because of
infusion of Rs. 4,743 crores from LIC
and Rs. 4557 crores from government
in the third quarter of 2019.

[15]

Recently, IDBI has reported a net
profit of Rs. 135 crores in Q4 2020
against a loss of Rs. 4918 crores of
Q4 2019. Moreover, Q4 had the gross
NPA ratio was 27.53% against 27.47%
on March 31, 2019 and 28.72% on
December 31, 2019. This clearly
indicates the gross NPA ratio is
reducing gradually. Capital funds of
Rs. 745 crores raised by IDBI and
capital infusion of LIC and government
helped in the reduction of NPAs in
IDBI.
In case of Indian Overseas Bank,
which is under the Prompt Corrective
Action is taking measures to reduce
NPA and come out of PCA framework.
In Q4 2020, IOB’s gross NPA stood at
14.78% against 21.97% in Q4 2019.
The net NPAs dropped down to 5.44%
in March, 2020 from 10.81% in March,
2019. The value of gross NPA were
Rs. 19,913 crores in March, 2020
against Rs. 33,398 crores in March
2019. The net NPAs value was
reduced to Rs. 6,603 crores in March
2020 against Rs. 14,368 crores in
March 2019. Measures like special
One Time Settlement (OTS) scheme
and mega pan India e-auctions for the
properties under SARFEESI Act till
March, 2020 were taken by IOB in
reducing NPA. But the privatisation of
IOB bank will not bring complete
reduction in NPAs in the next fiscal
year 2020-2021. Capital will be
infused by investors but it will take
some time to see the maximum
reduction in NPA. On the other hand,
mounting stressed assets and low
valuations may prompt the investors to
think twice before investing.
.
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Privatisation alone will not solve the
NPA problem. Dilutes of stakes in
PSBs has never happened once
since it has a history of huge
amount
stressed
assets
and
depressed valuation. As quoted by
former RBI Deputy Governor Viral
Acharya
“Divestments
and
Privatisation of few healthier banks”
can help in reducing the NPAs. The
government’s stake of more than
75% in the PSBs should be reduced
down to 26% as Government should
start using the capital judiciously.
The accelerating pandemic has

increased India Retail Inflation to
6.93% and RBI Monetary Policy
Committee has made the right
decision in not cutting the interest rate
which now remains at 4%. The reason
behind this was RBI was uncertain
about the global economic activity and
wanted to implement further rate cuts
when it was necessary. In the end,
privatisation of banks has to be
implemented carefully since the
governance issues, policy issues like
schemes for structuring of stressed
assets, corporate debt restructuring
and regulation issues might crop up.

[16]
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FinTech and Future
- Jatin Sati
Ishita Gupta
Symbiosis Institute Of Business
Management, Bengaluru
The digital revolution has changed the
way the customers access financial
products and services. This sector has
gone
through
a
tremendous
transformation in the past few years
and the constant penetration of
technology has brought a major
change in the field of financial
services. The convergence of finance
and technology has accelerated the
pace of change at a remarkable rate
and has reshaped the industry’s status
quo called fintech. Today we stand at
the precipice of what is undoubtedly
the most wide-scale transformation
ever witnessed by mankind- a
technological revolution of such
massive proportions that is bound to
alter every aspect of our lives.
Between the necessities of demand
and supply has developed the
technology enabled platform, a handy
tool to provide for financial services.
Eventually this world of financial
services has become so vibrant that it
is given its own name: FinTech.
Financial technology (FinTech) is used
to provide new techs that seek to
improve and automate the delivery and
use of financial services. It’s a
challenge to the traditional brick
mortar bank system involving complex
ecosystems. It is utilized to help the folks
manage their financial operations,
processed using specialized software ;
[17]

algorithms used on our everyday
gadgets namely computers and
smartphones. Fintech or financial
technologies are disrupting traditional
financial services, including mobile
payments, loans, insurance claims,
money transfers and fundraising and
asset management. It is the shifting of
business and consumer from pen
paper to the method of digitalization
commonly
termed
as
cashless
economy these days. It is turning out
to be a time saver, cost beneficiary
and efficient.
Fintech
industry
provides
technologically innovative products at
lower cost with increased efficiency
and diversity. It is gaining popularity
and is causing disruption to the
traditional
system
of
financial
institutions. Fintech is also impacting
the economic scenario in many
countries and markets. FinTech
companies bring in new market
activities
that
redefine
competitiveness. They follow the
model of successful startups in the
service industry- one does not need to
own a product or service. For
instance- Ride sharing companies like
Uber, Lyft and our own Ola are the
provider of largest taxi services yet
they own no vehicles of their own,
Facebook- the worlds’ most popular
media owner and yet it creates no
content, Airbnb, OYO and sites like
Trivago, MakeMyTrip are the world’s
largest travel and accommodation
provider companies yet own no real
estate. Something fascinating is
happening. It’s also happening in B2B.
Take WeWork, Woo Commerce,
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growth of India in Fintech include
government initiatives like National
Payments Corporation of India (NPCI)
which act as an umbrella organization
for all the retail payments in India. It
comes under Reserve Bank Of India
(RBI) and Indian Banks association.
Other initiatives like UPI and Digital
India which focuses on providing
internet accessibility to every Indian
and make mobile payments easier.
One of its initiatives includes popularly
used RuPay card as well. More than a
billion Aadhar enrolments and high
level of banking penetration through
the Jan Dhan Yojana has enabled
government and other institutions
towards a data driven approach. It has
made lives of common people so
easier that the work which was done
standing in long queues is now being
done at just one click. It has helped in
financial inclusion of common people
and made various financial services
such as remittances and insurance
easily accessible. With smart phone
users in India expected to reach 442
million by 2022, fintech is expected to
bring an FDI of over $82 billion. Not
only that, in a country like India having
the world’s second-largest unbanked
population, Fintech has a crucial role
to play in enhancing awareness,
addressing the credit gap in MSME
segment and bringing a larger
population to be part of formal
financial system.
Now in 2020, the virus has brought
about a powerful shift in business
environment and economy; in addition
to the effects it had on our personal
lives. Companies in every industry are

Shopify, for example, are providing
website services for any merchant for
a monthly subscription fee. Or
Mindbody, a company that helps
fitness studios like yoga studios
manage their businesses, also for a
monthly fee. Turns out these
companies make most of their
revenue through financial services.
The global fintech market was valued
at about $127.66 billion in 2018 and is
expected to grow to $309.98 billion at
an annual growth rate of 24.8%
through 2022.
India has the highest FinTech adoption
rate globally of 87% which is
significantly higher than the global
average rate of 64%. It is amongst the
fastest growing FinTech markets in the
world and the overall transaction value
in the Indian fintech market is
estimated to jump from approximately
$65bn in 2019 to $140 bn in 2023.
India launched its first real time
payments
system
IMPS
and
introduced UPI in 2016. There are 375
payment start-ups in country and
mobile payments are leading the way
accounting for over 50% of the
payment start-ups, and Paytm being
India's highest valued unicorn, at $16
billion. People like Sachin Bansal, exCEO Flipkart, has also applied for a
banking licence and is building a
digital financial services empire. Such
examples are endless. In future, India
is expected to contribute 2.2% by
2023 to the digital payments market
globally.
The
value
of
such
transactions is expected to rise to
$12.4 trillion globally by 2025.
Key drivers behind this phenomenal
[18]
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discounts, retentions offers being
some of their strategies.
It is time we learn not only about
concepts of finance but also empower
ourselves with the knowledge of
technology. This change is necessary
for traditional institutions to make a
mark in the Fintech space and not lag
in this global race. Opportunities are
endless
including
partnerships,
serving the labour market comprising
of freelance work and short-term
contracts with banking services, laying
a part in disbursing government aid in
different areas including cooperatives,
insurance
and
agriculture,
or
developing entirely new products and
services like expense management
apps. The traditional institutions being
established leaders in their financial
framework have an advantage of
coping up with this massive change
and continue to serve better. Today
there is no denying that finance rules
the world, we are progressed on a
path where technology will rule finance.
A first-hand theoretical approach on finance
might just not be enough.

being forced to find new ways of
operating on every level but all signs
point to fintech industry being a
standout sector during the coronavirus
pandemic and beyond. COVID - 19
has pushed majority of the population
online and most businesses are also
pushing towards Fintech as the risk of
transmission of coronavirus through
exchange of currency notes fears the
population. This shift in payments from
cash to cashless is slowly becoming a
habit and will be fairly visible in
coming months as the fear of COVID
still pertains. It is going to roll out into
a full-fledged mechanism of digital
transactions and not to mention the
expected growth in insurance and
digital health sector. Demand for
virtual cards and not prepaid cards
have shot up. All these indicators are
pointing that the sector is well
positioned for the new global reality
that is starting to emerge. Many
fintech companies are stepping in to
provide
alternative
ways
for
consumers to access capital or
address unemployment. Cashbacks,

[19]
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DEALS IN BREWERY
MERGERS,ACQUISITIONS AND TAKEOVERS
The
ongoing
pandemic
has
introduced the virtual mode of doing
things as the new normal. One sector
amidst this with huge growth potential
is e-learning. One such acquisition
that has caught everyone’s attention
is the acquisition of WhiteHat Jr by
Think
and Learn,
the online
technological platform that owns and
operates Byju’s, the learning app. The
transaction is $300 million all-cash
deal.WhiteHat Jr is an online coding
app, founded in 2018, teaching
children to code and build games,
apps and animations that are
commercial ready. A proprietary
coding
curriculum
has
been
developed by the startup , which
focusses on product creation, and
imparts
lessons
through
live,
interactive online classes.
WhiteHat Jr has claimed sound
numbers in the form of 3 Million
students, 5000 teachers and $150

million annual run rate.
In fact, before lockdown the revenue
of the company was at $25 million a
month which has increased up to
$150 million, according to the data
shared by the company.
Byju's
will
make
substantial
investments
in
WhiteHat
Jr’s
technological
platform,
product
innovation along with expanding the
teacher base to cater to demand from
the new markets. Karan Bajaj, the
founder will continue to lead and
scale the business in India and in the
US.
This acquisition will now allow Byju’s
to launch online coding to children, a
niche, but a rapid-growing segment
amongst the K-12 space, in the larger
edtech sector.
The Bengaluru-based unicorn, which
is currently valued between $10-$10.5
billion, has also been on a fundraising
spree in the current calender year.

[20]
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The WhiteHat Jr acquisition is also
expected to give the investors a
strong exit.

DEALS IN BREWERY
It had previously acquired Osmo, which
is a US-based learning platform, for
which it paid $120 million, in January
2019.Before that, Byju's had made
acquisitions like Math Adventures,
TutorVista and Vidyarth.

Byju’s and White Hat Jr are gearing up
The acquisition of WhiteHat Jr is also the for launch in six new countries– UK,
largest acquisition, till date, done by Australia, New Zealand, Singapore, and
Byju's.
Germany in the coming months.

[21]
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Partner, Edelweiss Financial
Services, Private wealth
management. A CFA, MBA from IIMIndore and Columbia business
school( Executive program). ExInvestment banker with Deutsche
Bank.

the dots. The primary reason of this
rebound is likely the abundant easy
liquidity infused in the economy by the
US Central Bank. Individuals, locked
inside their homes with ample amount
of time, started trading in the stock
market. This can be corroborated with
the fact that record number of new
demat accounts have been opened in
the last 3-5 months. This is not only in
the US but in India as well.
In the Indian context, if we see the
data, majority of flows in the earlier
months came from non-FII and non-DII,
i.e, retail investors and HNIs. Lately,
FIIs have also joined the party. Also,
there has been a high correlation
between US and Indian markets and
the way NASDAQ and S&P have hit
their all time highs is getting reflected
here as well.
Another reason can be the faster-thanexpected opening up of the economy
and better-than-estimated Q1 results
from the companies.

2.

1. The outbreak of COVID-19
wreaked havoc on global equities.
But markets turned course and
scaled new highs in record time.
What triggered this sudden change
in view and sentiments?
In retrospect, we can always connect

[22]

The market is bipolar between
leaders and laggards. Sectors such
as Metals, IT, Pharma and FMCG
have fired on all cylinders but
financials and infrastructure related
stocks have lagged. What is your
view on this stark disparity?
As I write this on August 28th, the
financial sector stocks have also
started running. The infrastructure
stocks have paled infront of other
sectors, but they are up too.
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Notwithstanding what happened today,
I believe the overhang of moratorium
lay on the Banks and NBFCs.
However, the support from the
Government and RBI has been
positive and hence we haven't seen a
major decline in Financial sector.
3. Gold is generally viewed as a
natural hedge for equities. By
contrast, it has rallied with all other
asset classes. What is causing this
synchronised rally?
I think Gold is amongst the very few
asset classes which has rallied
because of fundamental reasons. The
abundance of liquidity has put US real
interest rate into negative territory
which has a high inverse correlation
with movement of gold prices, i.e.,
lower the real interest rate below zero,
higher the Gold moves with a high
correlation.

4.

What is your view on recovery in
earnings? Even aviation and
hospitality stocks have attracted
buyers recently. Do you think
earnings recovery is a key risk to
this rally?
Earnings recovery will take time. We
have seen better than expected net
profits because the companies have
been able to control expenses well.
However, revenues have taken a hit
and it's not a rocket science to know
why.
Sectors like aviation and hospitality are

the ones where crowd gathers and this
is supposedly the last place where we
would want to go today. Hence, a
decent revenue uptick is difficult. I
think the stocks are running only
because of liquidity and optimistic
expectations.
One thing we need to remember is that
the share price is nothing but the
present value of future cash flows. The
future is till perpetuity. It seems the
expectation that economy will definitely
open some day, is getting aggressively
modelled.
5. To a learner, these times though
challenging, are a subject of great
contemplation. What lessons have
you drawn from this situation?
Various. If I talk about stock markets, I
entered the markets in 2009 and
hence this is my first bearish period,
and that also just lasted for a month.
No books could have taught us what
we have observed in the last 5
months. Practical learning scores way
above theoretical learning. However,
none works without the other.
On the "life" front, of course, no one
expected that they will see this kind of
time in their lives when they are just
locked up for several months in their
houses and many times, avoid
meeting even their
loved ones.
Strange times.
However, looking at the positives, this
was a great time to be used to up-skill
oneself tremendously.

Note: Interview was taken on 6th December 2019
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UBS BANK
UBS formerly known as Union Bank of
Switzerland is a Swiss multinational
investment bank and financial services
company founded and based in
Switzerland. Co-headquartered in the
cities of Zürich and Basel, it maintains
a presence in all major financial
centers as the largest Swiss banking
institution in the world. UBS client
services are known for their strict
bank–client confidentiality and culture
of banking secrecy. The bank's large
positions in the Americas, EMEA, and
Asia Pacific markets make it a
systemically
important
financial
institution within the broader economy
of Europe.
As it exists today, UBS represents a
conglomeration of dozens of individual
firms, many of which date back to the
19th century. Over the years, these
firms merged to form the bank's three
major predecessors, Union Bank of
Switzerland, Swiss Bank Corporation,
and Paine Webber. UBS is a joint-stock
company pursuant to Swiss laws. Its
shares are listed at the SIX Swiss
Exchange and the New York Stock
Exchange (NYSE). UBS is present in
all major financial centers worldwide,
having offices in 50 countries, with
about 31% of its approx. 66,900
employees working in the Americas,
32% in Switzerland.
[24]

The company's capital strength,
security protocols, and reputation for
discretion has yielded a substantial
market share in banking and high level
of brand loyalty. Despite its trimming of
sell side operations,
Apart from private banking, UBS
provides wealth management, asset
management, and investment banking
services for private, corporate, and
institutional clients. UBS manages the
largest amount of private wealth in the
world, counting approximately half of
the world's billionaires among its clients
and is considered a primary market
maker. The bank also maintains
numerous underground bank vaults,
and storage facilities for gold bars
internationally. Partly due to its banking
secrecy, it has been at the centre of
numerous tax avoidance investigations.
As disclosed under the Swiss Stock
exchange Act, the most significant
shareholders of UBS are GIC Private
Limited with 7.07%, BlackRock Inc with
4.98%, Norges Bank with 3.30%, MFS
Investment Management with 3.05%
and Capital Group Companies with
3.01% of total share capital. In 2008
during the subprime mortgage crisis,
GIC Private Limited invested CHF 11
billion into UBS to help bail it out, thus
becoming
the
largest
single
shareholder
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CLASSROOM
THE TREYNOR RATIO
In many circumstances, we have to
select funds or portfolios that will be
mixed together to form the investor’s
overall risky portfolio.
Here, Non Systematic risk will be
largely diversified away, so the
systematic risk becomes the relevant
measure of risk. The appropriate
performance metric when evaluating
potential components of the full risky
portfolio Treynor measure: this reward
– to – risk ratio divides expected
excess return by systematic risk (beta).
It majorly measures how much excess
return was generated for each unit of
risk taken on by the portfolio. Here,
Excess Return indicates the return that
could have been earned in a risk free
environment.
The ratio is certainly not meaningful
when the beta of a portfolio is
negative.
A higher ratio depicts that a certain
portfolio is more suitable. A very
significant observation in terms for
Treynor Ratio is that it works on
historical data. Hence, it should not be
taken as a definite measure for a
portfolio’s future performance.
The ratio is not a standalone measure
for making investing decisions.
The Treynor ratio relies upon beta, that
is the sensitivity of a portfolio’s return
to volatility in the market for the
purpose of judging the risk associated
with a portfolio. It depicts that how can

a
portfolio
or
an
investment
compensate an investor for taking
risks. The whole premise behind the
ratio is to compensate an investor for
the risk that diversification could not
mitigate.
Difference between Treynor and
Sharpe Ratio
Although both the ratios measure risk
and return of a portfolio.
Where Treynor ratio uses beta as a
measure of including risk, Sharpe ratio
uses standard deviation of a portfolio
for similar purposes.
Treynor ratio takes systematic risk as
a measurable component instead of
the Total risk.
Limitations of Treynor Ratio
A major limitation of Treynor ratio is
that it is more backward looking.
There is a stark difference in an
investment’s
past
and
future
performance.
In addition to the above, Treynor ratio
is highly dependent upon the use of
appropriate benchmarks to measure
beta.
There are also no dimensions
available to rank the Treynor Ratio. It
is better if it s higher when compared
to another investment, but how much
is high and how much is small i.e. for
a portfolio, magnitude is not there.
[25]
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are looking for original articles related to finance and economics. Participants can
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should be cited wherever necessary. The best article will be featured as ”Article Of
The Month” and would be awarded cash prize of Rs. 2000/- along with a
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