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EDITOR'S NOTE
Qui n’avance pas recule

Dear Niveshaks,
We are delighted to bring you the
December 2020 edition of Niveshak.
With the resurgence of coronavirus in
a mutated form in many parts of the
world, many countries are planning
for further shutdowns. On the
domestic front, India has approved
two vaccines. Indian markets have
risen to record highs, with Sensex
hitting 46k, Nifty hitting 14k
milestones on the back of demand
coming back strongly in domestic
consumption, and policy push
through PLI scheme.
While the uncertainty is over in
global markets due to the US
presidential elections, the world is
now keenly waiting for policy
directions from the US President Joe
Biden. So that's our "Cover Story"
where we analyze the economic and
financial implications on India as the
new President takes over.
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In the "FinView" section, we bring you
the views of Alok Kedia, Country
Head, IndusInd Bank, on the state of
banking in India, expectations from
the upcoming budget, rise of
standalone
wealth
management
platforms and products, and reasons
for NIM expansion across banks in the
last two-quarters contrary to the
expectations.
Yield-to-maturity (YTM) is an
important benchmark in bonds and
helps analyze the market pricing of
bonds. So in the "Classroom" section,
we dissect YTM and the factors
affecting it. In this edition's "Know
Your Sector", we look at the airline
industry that is known for higher
fixed costs and put critical factors that
could help understand and analyze the
sector.
This month's "On the shoulders of
giants" gives a glimpse into the
contribution of Eugene Fama, Lars
Hansen, Robert Shiller, who won the
Nobel Prize in 2013 for their
"empirical analysis of asset prices".
The first step in moving towards
sustainable living is the shift from
non-renewable sources of energy to
renewable sources and Octopus
Energy does just that. Getting on the
grid, it is sure to send waves across.
We bring you this story of Octopus
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Energy in the "Something Ventured,
Something Started" section.
Finally, test your general knowledge
about the world of finance in the
"Quiz" section. Let us know how you
did; we would love to hear from you!
We would love to hear your thoughts,
ideas, and feedback; please reach out
to us to let us know what you think!
We hope you derive something
valuable from this edition and that
you stay safe and full of energy in
these exciting times.
Stay Invested,
TEAM NIVESHAK

All images, design and artwork are copyright of
IIM Shillong Finance Club
©
Finance Club
Indian Institute of Management, Shillong
Disclaimer: The views presented are the
opinion/work of the individual author and the
Finance Club of IIM Shillong bears no
responsibility whatsoever.
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THE MONTH THAT WAS

THE MONTH
THAT WAS
1. S&P agrees to buy IHS
Markit
S&P Global Inc. has agreed to acquire
IHS Markit. The acquisition would
take place by means of an all-stock deal
worth $44 billion. The deal is supposed
to be the biggest corporate acquisition
of 2020.
2. Unemployment rate reaches
23 week high
In the week ended 13 December, India
recorded an unemployment rate close
to 10% which is at least a 23 week high.
During the same week, the urban and
the rural unemployment levels stood at
11.16 % (as against 8.15 % in the previous
week) and 9.11 % (as against 8.56 % in
the previous respectively. Economists
are of the view that such high figures
indicate poor demand in the labor
market.
However,
a
high
unemployment rate may also indicate
that labor force participation is
increasing.
3. Tata Group to buy a major
stake in Big Basket for $1.3
billion

The Tata Group is in advanced talks to
buy around 80% in Big Basket for $1.3
billion. Both parties have decided upon
the structure of the deal. The Tata
Group would buy 50-60% from existing
investors and infuse fresh capital by
buying new shares of about 20-30
percent.
4. India’s GDP forecast revised
to -7.7% for FY 21

The rating agency Crisil, a unit of
Standard & Poor’s, expects the
country’s GDP to stand at -7.7% for
FY21. This estimate has been revised
from 9%. The major reason for this
upward revision is faster than an
expected revival of the economy in the
second
quarter.
However,
low
government spending has been cited as
one of the major factors impeding
growth.
5. Bitcoin touches $29000
Bitcoin, world’s largest cryptocurrency,
crossed the $20,000 mark for the first
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time. On the last day of the year 2020
i.e. 31st December 2020, the
cryptocurrency touched a record high
of $29,000. Analysts expect Bitcoin to
hit ₹ 1 crore by 2030.

The stock’s gain of around 131% places
it among the three biggest gainers on
listing day, in a decade. Burger King’s
share debut stands to be the biggest
since 2017.

6. Monetary Policy Committee
(MPC)
keeps
repo
rate
unchanged, raises inflation
and growth expectations
The Monetary Policy Committee kept
the repo rate (4%) unchanged, given the
high inflation rate. Furthermore, the
committee now expects the economy
to shrink by 7.5% in FY21 as against its
earlier estimate of 9.5% contraction
while concurring with the fact that the
growth is spread unevenly and
continues to be dependent on
monetary and fiscal support. Also, the
committee’s inflation forecast stands
raised to 6.8% in the third quarter, 5.8%
in the fourth quarter, and 4.6 - 5.2 % in
the first half of the next financial year.

8. Cabinet approves ₹ 22,810
crores for wage subsidy
scheme through EPFO
The cabinet approved an expenditure
of ₹ 1,584 crores for the current
financial year and an expenditure of
₹22,810 crores for the period 2020-2023
to bear the cost of pensions of low
wage workers working in the formal
sector. This measure is expected to
incentivize the creation of employment
opportunities. The two-year scheme of
subsidizing wages via EPFO is a part of
the Atmanirbhar Bharat Rojgar
Yojana.

7. Burger King makes a strong
debut
The shares of Burger King India
Limited more than doubled on listing
day. The company’s shares opened at a
premium of almost 92% to its issue
price of ₹ 60 and closed at ₹ 138.4
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NIF PERFORMANCE EVALUATION

NIVESHAK INVESTMENT FUND
PERFORMANCE EVALUATION

Return Measures
Total Investment Value: ₹ 10,00,000
Current Portfolio Value: ₹ 21,26,722
Change in Portfolio Value: 7.32%
Change in Sensex: 6.93%

Risk Measures
Standard deviation NIF: 35.24%
Standard deviation Sensex: 27.86
Sharpe Ratio: 3.61 (Sensex: 4.63)
Cash Remaining: ₹1,84,140

Comments on Equity Market & NIF Performance
The benchmark index posted a gain of 6.93% in December. In the calendar year
2020, the Sensex rallied 15.75%, and the Nifty climbed 14.90%, making it the
best year for the indices since 2017. Apart from FII inflows, markets have gone
up due to other factors such as fiscal/monetary support from the government
and RBI, progress on the vaccine front, the decline in COVID 19 cases, and
rising hope for strong earnings growth in the coming year. We are seeing an
increase in the number of investors in the equity markets. Meanwhile, hopes of
a speedy economic recovery in 2021 amid COVID-19 vaccine rollouts keep
global investor mood upbeat.
NIF saw a portfolio value change of 7.32% and stood at a net value of ₹ 21,26,722
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Individual Stock Weight
and Monthly Performance

Top Gainers of
December 2020
35.13% - ADF Foods
16.86% - Titan Company
16.65% - Indiabulls Hsg

Top Losers of
December 2020
-6.16% - PPAP Automotive
-4.64% - Manappuram Finance
-4.38% - Asian Granito
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NEW CHIEF IN TOWN:
WHERE DOES THAT LEAVE INDIA?
After the conclusion of the 2020
electoral process for the US president's
election, Joseph Biden of the
Democratic Party will be taking oath
as the 46th President of the US in
January. This opens the natural
question of policy changes expected.
Trump came in with a different radical
agenda and was accused of many
wrongdoings in terms of conflict of
interest, nepotism, blatant misuse of
power, and rapid deterioration of
federal agencies' standards. But in
terms of the US economy, analysts say
he has done reasonably better than
expectations. He used trade barriers
such as tariffs, banning of certain
exports and imports against the spirit
of globalization, and free trade. This
has hurt the global economy, mostly
Chinese and European economies, and
has
impacted
Asia's
emerging
economies. So with the ascension of
Joe Biden to the presidency, "what can
India expect?" is an important
question. In the last few years, the
global economy has changed

tremendously. The Trump presidency
and COVID-19 pandemic has exposed
many fault lines and has forced many
nations to move towards deglobalization
and
greater
protectionism. Trump used tariffs
liberally to challenge what, according
to him, were considered unfair trade
advantages. Being the leader of the
most advanced open economy, which
laid the foundation of free trade and
modern-day economic globalization,
he never hesitated in talking about
‘America First.’
Biden is an internationalist who
understands the value of free trade
and multilateralism. Biden’s approach
is in stark contrast to Trump’s. This
change in direction will be the most
critical factor in deciding how the US
will shape the global economy,
especially when many countries are
still witnessing different coronavirus
waves,
increased
scrutiny
of
globalization, and a shift towards
protectionism.
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On August 15, 2020, the Biden
campaign had released a plan for the
Indian American community. It
stated, “Biden will deliver on his longstanding belief that India and the
United States are natural partners,
and a Biden Administration will place
a high priority on strengthening the
U.S.-India relationship. “
Bilateral trade, FDI
“World Trade Statistical Review –
2020” by World Trade Organization
(WTO), the USA is the World’s
largest trader for 2019. It also states
that India ranks 12th among the world
countries in terms of the total value of
trade. India ranks 9th among the
USA’s trading partners in goods for
the year 2019, the USA inched over
China as India’s leading trade partner
in 2018-19 and continued to stay in the
top position in 2019-20. According to
data available on India’s Department
of Commerce’s Export-Import data
repository, during 2010-11, the total
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value of trade between India and the
USA was ₹ 2.06 lakh crores. In the next
ten years, the value of trade increased
rapidly to reach ₹ 6.29 lakh crores in
2019-20, i.e., more than three times the
trade value in 2010-11. The same
measure in terms of dollars was at
$45.34 billion in 2010-11 and $88.91
billion in 2019-20. During this period,
the trade, in dollar terms, increased by
96% compared to the over 200%
increase in rupee terms.
For a long time, the trade balance has
been favourable to India, meaning
India exports more to the US than it
imports. This surplus has more than
tripled in the last decade. Exports to
the US from India were 17% of the
total Indian exports to the world, and
imports from the US were 7.5% of the
total Indian imports. This trade
imbalance favouring India is a concern
for the US considering the size of
India's market and the US looking for
alternative demand generators apart
from China.
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The USA is the 3rd largest investor in
India, having invested $36.9 billion
between April 2000 and September
2020. This represents 7% of the total
FDI ($476 billion) into India during
this period. Other than FDI, the US is
also responsible for 33% of all Foreign
Portfolio Investments into India.
According to the FPI data, as of
September 2020, the total FPI was
around ₹ 33.22 lakh crores, and the US
share was around ₹ 11.21 lakh crores of
this amount.

Mutual Concerns
India does not have a dedicated trade
agreement with the USA apart from
mutual understanding on different
aspects related to trade. However,
India and the USA have been working
on signing a Bilateral Trade Agreement
since 2018. However, these discussions
have been caught in challenges. Because
of the trade imbalance, the US had
terminated the Generalized System of
Preferences (GSP) eligibility for India,
which it had since the 1970s.
In its reports, the US Congress has
repeatedly asserted that India has not
been fair in providing equitable market
access to American companies. It
further emphasizes that India's higher
tariffs on imported products and
“forced localization” concerning data
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storage and content act as trade
barriers and hurt US businesses in
India. During Trump’s India tour in
February 2020, the US and India were
expected to sign a full-fledged trade
pact. But it did not materialize because
of India’s concerns regarding radical
changes needed in areas like agriculture
and allied activities to abide by the
deal. Now this trade pact is expected to
take centre stage in the US concerning
India relations. In a business forum,
Biden stated bilateral trade pact with
India is a priority for his
administration.
The US is losing financial superiority
in Asia to China, and RCEP is
expected to fasten this process. The US
expects India to step up in terms of
business and globally shifting value
chains.
India-US economic relations have had
a long history, and India is one of the
US's most important markets. The US
administration under the democratic
party is expected to continue the
policies with some small changes and
twists. One good thing is that Biden’s
policies will be stable, unlike Trump,
which works well for the India-US
relationship. For trade-related matters,
Joe Biden is likely to be less obtrusive
than
the
current
Trump
administration.
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What's next?
Climate change will continue to be the
purpose for global alliances, and
recently heightened regulations by
USFDA on Indian pharma companies
will continue to grab attention. The US
expects India to join hands when it
comes to countering cybersecurity
threats and for making directives and
policies concerning new age issues such
as privacy at the global level. With a
multi-fold increase in demand in the
market, the US and India are wellpositioned to pace through changing
global business and trade dynamics.
Both countries will continue to partner
in digital technology areas such as
cybersecurity,
data,
quantum
computing, etc. Governments on both
sides should ensure that dialogue is not
limited at the government level, but it
trickles down to both countries'
businesses. This would help achieve
both geo-economic and geostrategic
goals and, above all, would serve the
countries' financial interests.
Besides, both the governments are
hopeful of signing a complete trade deal
in the next 12-24 months as India
continues to bring in radical reforms in
agriculture, fisheries, land acquisition,
and other areas that were friction for
the trade deal. Overall, Biden’s
presidency is expected to benefit India
from geopolitics to trade to defense
collaborations.

After Trump supporters stormed The
Capitol building recently after the
President's incitement during the
Congressional certification process of
the Biden victory, it appears that that
the sands are shifting. As Republicans
move away and look beyond Trump
(some of them, anyway), it appears an
orderly transition is finally on the cards
(as of this writing). When Biden is
sworn in on January 20th, with a
majority in both the House and the
Senate, it leaves no room for excuses.
The stage is set for the Biden agenda to
play out in all it's glory with very little
obstruction
possible
from
the
Republicans. That, however, also opens
up the former Delaware senator in a
bind: with more pressing issues at hand
on the domestic front, with the activist
wing of the Democratic party watching
in anticipation, there can be no
mistakes. There's little excuse for not
pursuing healthcare first. Or criminal
justice reform. Oh, and there's still a
pandemic going around killing 3,000
people a day. Vaccine production, it
turns out, was the precursor to
vaccination, a difference the former
Vice President is painfully aware of.
These issues may force the Biden
administration to turn inwards before
they look outwards. And that means
India will have to be patient. All eyes
on
the
new
aviator-wearing
Commander-in-chief.
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CULTURE: A DESIDERATUM FOR
ECONOMIC GROWTH
By Alistair S.H. Toppo, IIM Indore

Introduction
The essence of culture has always
purveyed paramount factors across
dimensions. The term contributes to
one’s identification, traits and
belongingness. Culture has catered
significantly in the domain of
economy since its inception and
continues to bolster it in the
incumbent period as well. However,
there are multitudes of bifurcations
when it comes to enlisting its
contribution to the development of
society. Prominent parameters such as
population, recognition and status are
some of the factors bridged between
the growth of a society and cultural
contribution. There are two major
branches of culture which postulate
significantly in the development of
society; culture traits that balance the
individual participation, and traits
that supplements substantial capital
into the population bracket. The
World Value Survey (WVS) have
determined certain variables which
are legitimized as societal values
within society and termed as
“Culture”.

Renowned formal institutions and
organizations carry out surveys and
empirical analysis to formulate the
national economic growth with the
background of societal values and
variables. Historical emphasis acts
prominently when it comes to defining
the ramifications of capital distribution
across states. Some pronounce the
concept of saving while some believe in
consuming it at the time of earning.
While framing the 15th Finance
Commission, new dogmas have been
implanted for certain “Culture rich”
states (also termed as special category
states) while allotting capital to
beneficiaries, but as stated by
economists, “a gain for one is also a loss
for another”.
Trust acts as a catalyst in the equation
between any nation’s economic growth
and its citizens. Alongside trust,
passing on traits and experiences to our
progeny also showcases the type of
occupation and resources we're
accustomed to in an ambivalent state.
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However, it is plausible to critically
analyse the impact of macroeconomic
growth and institutions within the
lanes of values, perception and
preferences. Cultural exchange through
interactions among peer groups and
within a society enhances the
possibility
of
learning
newer
methodologies, which might damage
the pre-existing beliefs and traits of an
individual. This very transmission
comes in handy in times of economic
crisis, when the values learnt externally
would reflect in the close group
premises, leading to an unpredicted
shebang.
For example, when a new financial
market commences, unseen changes
may occur in terms of beliefs, values
and perception which might be
irreversible. That 180-degree change
holds an equal probability of
determining the change either
convivial or abysmal. The main query
arises on how interacting with your
neighbour or anyone whom you’ve met
on college, quantifies into propounding
the net GDP? Well, there’s no perfect
answer to it and economists across the
globe are presently assessing the
impact. The frequency of such research
has increased due to the novel
Coronavirus. Not to mention how the
perilous virus has destroyed major
economic factors such as economy,
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(Picture Courtesy: everycrsreport.com)

agriculture
and
academic
administration
and
subsequently
increased societal operations and nonaddressable psychological maladies.
As
mentioned
above,
the
commencement of newer portals
procreates new opportunities and
thinking
process,
with
which
researchers across the globe are trying
to correlate the theory of globalization
with individual/societal preferences,
beliefs and values. Let’s say a fresh
entity enters into the global market,
the security of the people related to it
increases along with subsequent
deduction of incentives of parents
towards their progeny with respect to
cultural traits. As time proceeds, the
number of international trade increases
and ultimately formulates into a global
sustainable cycle. This often results in
the elder generation's demur against
the younger ones, regarding their
thoughts and ideas towards attributed
goods and trades. An egregious demerit
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following the above scenario can lead
to fright on giving appealable
opportunities
to
non-economic
services. However, once the gates of
such trades are accessible, then it
implants huge changes amongst the
existing dogmas within a particular
society or family.
It took years for the economists,
policymakers and researches to
understand the need to include culture,
society and their related perception
while crafting blueprints for a 5-year
financial plan. A society's perception
plays a pivotal role in understanding
behavioural economics as well
economy as a whole. The penultimate
decision-making paradigm should not
only include the incentive and financial
aid to shape out but to bolster their
thinking methodology and overall
mindset, thereby reducing social
exclusion. Because in the end, it’s the
group of society which we’ve to purvey
throughout. A few years back, a
renowned economist, Karla Hoff who’d
led the world development report on
Mind, society and behaviour in 2015
scripted hidden policy in the area of
behavioural economics which linked
implications from culture, diversity,
corruption and inequality. The mere
fact that terminologies like ‘Economy’,
‘Development’, ‘Societal Structure’; all
these highlighted terms are derived
from daily human activities. Therefore,
how can we just neglect the account of
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human mindset and perception while
speculating economic development?
But while browsing “human mindset”
one may come across myriads of
personalities who would be having
different thinking sets and processes,
therefore, is it really possible to pastel
out everyone’s say? Isn’t it a biased
decision to finalise the proposition of
one over other? Or even juxtaposing
some percentage of demands from all?
A common psychological experiment
of relating the shown items (Rabbit,
Carrot and Dog) with common lines
can explain the reasoning for including
culture while framing policies. In the
above set of items, one may either place
the dog and rabbit together (animals)
or the rabbit and carrot together
(Food).
Now, what we can draw from here
that, people who’re related to the
agriculture sector or food business are
highly likely to select the second option
as compare to others. The exampled
depict the background people belong
to and correlates with their thinking
process. In India, there was a test been
conducted among children who
belonged to different castes. In the first
priming, the caste wasn’t revealed and
the outcome of the exam showcased
uniformity among the examinees.
Therefore, these two examples clearly
bifurcate the abysmal reality of caste
and how the identification of caste
varied the circumstances vis-à-vis when
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its unknown. The examples also
deduced the fact that people who’re
derived from the culture of honour
incur complexity issues when it comes
for mutual benefits.
Honour-centric cultures tend to intake
development in terms of cooperative
conventions that pastel out among
participants who discuss and interact
on a daily basis. During the cooperative
period, there are situations which may
not be in favour of the non-dominating
class and as result, the chances of
poverty
reduction
decreases
enormously. However, they’re cases
where the intervention tuned out to be
positive and successful in changing the
primary thoughts of the parties. Many
of the intervention lack due to societal
upbringing and the local dogma they
follow. Some parts in the rural area
have notary which are disfavoured
towards women. The norms are much
more complex and stringent when it
comes to bifurcate on the basis of caste.
Even though the government are trying
to eradicate the social evils from the
communities which hold the enormous
capacity to enrich and outgrow in all
areas.
These unfettered regulations are
primarily been followed as a part of
pre-existing culture, and have been
passed from generations. Therefore, it’s
been proven that cultural beliefs are
one among the core ingredients for
development.
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A series of traditional celebrations are
the primary aspects of a culture. By
participating in every occasion, we
indulge into healthy cultural exchange
and traditions. These experiences help
us gain knowledge and understanding
about different cultures, following
which we gain subsequent tolerance
and
consensus
towards
every
celebration. The clash of traditions
results into a unique bonding. This
bonding can be within the same
country or inter-countries. Thereafter,
the nexus formed post culturalexchange would forge into an
unbreakable
relationship
and
camaraderie in all terms. Even though
we might think what’s the need to
understand the working structure for a
state/country which is less developed
than ours? The mere fact of realizing
the privileges and opportunities
received (either due to heritance or
through advancement) arrives with a
cost.
Therefore, its necessary to witness the
life without it and what can could be
our significant contribution towards
the less developed ones. The policy
makers,
middle-man
and
the
participant
themselves,
exert
unfaltering commitments towards
lessening the prolonged gap between
the states in terms of technology, arts
and education. Sometimes these
fostering are resisted due to sufficient
trust which is a result of unsatisfying
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history.
The empirical approach can aid us in
providing the exact parameters needed
from the cultural domain for
calculating economic growth. It’s not
necessary to modify a particular society
method of living. On the contrast, it's
not relevant as well as easy to rotate an
existing thinking methodology of
society, however, it’s much easier to
formulate while proceeding part-wise.
The most apt way is by spreading
awareness among our peer groups,
parents and organization. By stating
the prominent factors which could
enhance their livelihood. Lastly, the
debate on whether the inclusion of
cultural aspects and traditions is
conducive while deriving national
economy and development growth of a
nation
still
continues.
There’s
ambivalent criticism towards the topic,
yet, the most basic thing which could
be followed by every citizen is: “living
in a cooperative environment”.

Alistair S.H. Toppo
IIM Indore
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FINVIEW
Mr. Alok Kedia
Country Head,
Induslnd Bank, CA

Q1. From ICICI Bank to
Standard Chartered, to Yes
Bank and now in IndusInd
Bank, could you take us
through your journey, and
how each of them has been
different?
In terms of career of course my role
has changed a lot, I have been exposed
to different departments in the banks.
Any bank for that matter is huge, it
has a lot of departments. I have been
fortunate enough to get different
exposures to different banks. From
asset-backed funding to SME to supply
chain finance to corporate banking
and within corporate banking also
project financing, banks have given me
a variety of experience for the four
banks which I have worked for.
Q2. What drew you to a career
in banking?

As a Chartered Accountant, around 27
years back when I started, I had no idea
about the field of banking. Initially, I
had joined a manufacturing company,
Usha Martin. During my job, I used to
interact with banks. Gradually I got to
know what banking is all about. To be
very frank, the newness of the banking
sector attracted me. Since I was
interacting with a lot of bankers I got
to know how different it is working in
a bank to working in manufacturing.
Banks have always required finance
people. Thus there was no dearth of
opportunity as a CA. This attracted me
to the financial services sector and that
is how actually when I got an
opportunity, I left the manufacturing
job and joined the banking industry.
Banking as I said earlier is very vast.
One career is not enough to know the
field of banking completely. If you join
a bank, there are so many things from
credit to portfolio management, legal,
compliance, regulations, each requiring
a variety of specializations. Retail
banking, corporate finance,
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structured finance, is very vast, one
lifetime isn't enough for all aspects of
banking.
Q3. Recent S&P global ratings
noted that India had been
suffering from high NPAs
even before the pandemic.
Post pandemic the situation is
likely to worsen. How do you
see the banking sector react
to these challenges?
In my banking experience of 25 years, I
have observed that NPAs occur
primarily because of two reasons.
Firstly, some borrowers are fraud
entities, they would use the money for
personal use and not repay to the bank
or siphon off the money. Second is of
course the economic situation or
condition of the country or globally as
well. India was going through a
slowdown before the pandemic. Of
course, as I have already said, NPAs
majorly occur due to the wrongdoings
of the borrower. That cannot be
changed. You can change the behavior
only by bringing in stricter laws or
better monitoring. When I say stricter
laws I mean they should apply to both
the banks and the borrowers.
Whenever such a situation occurs it is
not only the borrower who is involved,
bank's representatives are also involved
in conniving with the borrowers which
in the end is what results in fraud. We
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need stricter laws for both banks and
borrowers who indulge in this kind of
practice which ultimately results in
NPAs. As far as the question is
concerned, yes because of the
pandemic, the economic condition of
the country has been impacted, but
very frankly and surprisingly we were
expecting a much worse scenario.
Fortunately, we are not seeing that bad
a situation. The economy has bounced
back much better than what we had
expected. We are seeing a much lesser
impact of the pandemic on the country
as well as the banking sector. So we are
seeing much lesser NPAs than what we
had thought it would be,
Q4. Most of the banks offer a
wide range of services. How
does a bank prevent this
growth from creating higher
risks?
On the contrary, I feel, the more we
spread in varied kinds of lending, the
risk is diversified. The concentration of
the risk is reduced. From that
perspective, it is better to get into
different kinds of lending. What
increases the risk in a bank is when you
are lending to people you know have a
weaker credit profile. The risk also
increases if you have weak monitoring
within the bank. If you have a lesser
amount of monitoring such risky
scenarios are bound to happen.
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Q5. Across banks, retail loan
growth has been stronger in
comparison with corporate
loan growth. Some of this
could be attributed to falling
interest rates, loan melas,
festive season demand. Do you
expect this trend to continue?
Basically what has happened is banks
have become slightly more conservative
towards corporate banking since the
majority of the NPAs have come out of
corporate banking, or wholesale
banking, and not from retail loans. The
risk in corporate banking is more as
compared to retail because generally
what happens is that the common man
or the middle-class people are known
to be very conservative about
defaulting. They feel that there is a
social stigma attached to defaulting. If
they get classified as a defaulter it
affects their social standing. On the
other hand, there is nothing as such in
corporate banking. Affluent people
don't think in a similar manner. It is a
well-proven idea that the risk is much
higher in corporate baking as
compared to retail lending. This has
led to the growth in retail loans as
compared to corporations despite the
fact that the economy is majorly the
same for both the divisions.
Q6. The Budget is just around
the corner, what are your
expectations from the budget?

FINVIEW

I expect the budget to be a people and
business-friendly budget with emphasis
on structural long-term reforms and
supportive of asset creating investment.
Capital investment has severely slowed
in the last couple of years. The budget
should address this concern as this can
have a multiplier effect in terms of
growth and job creation.
Q7. Across banks, NIMs have
increased in the past twoquarters contrary to the
expectations. What could be
the reasons for this and is
this sustainable?
The cost of funds has gone down
because of falling interest rates. But the
quantum of interest rate cuts passed on
to borrowers is less compared to the
quantum of interest rate cuts by RBI.
In addition, there’s been a considerable
demand for loans, but banks have been
cautious and have a bit more
bargaining power in dictating rates
considering the risk profile of projects
as well. As a result, NIMs have risen in
the past two quarters. Going forward,
it depends on how the demand for
loans pans out and the risk appetite of
the banks.
Q8. Recently, many banks have
started standalone wealth
management
platforms
targeted towards the higher
income category. Is this a new
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lever for business? How will it medium to long term?
shape up going ahead?
Technology and innovation will be the
As the Indian economy matures, there drivers for the industry. Increasing
is a need for structural management of efficiencies and better products will be
people’s wealth. There are various the themes going forward. Fintech
avenues available for investment today. companies are a vital part of the
There is a need in the market for such financial ecosystem and will continue
platforms and products because of the to push banks to do more.
lower awareness and complexities
involved in managing these asset
classes. Currently, these platforms are
targeted towards HNIs and affluent
sections of society. But once we have a
scalable model, penetration will
increase in other income segments as
well.
Q9. What are the sectors that
banks are cautious to lend to
considering
the
present
macroeconomic challenges?
Banks have been conservative towards
real estate, infrastructure because of
structural issues in these sectors. In
addition, the management quality and
business model of the companies also
play an important role in considering
the risk profile of these sectors.
Q10.
Technology
while
creating strong value has
been a major cause for
disruption in all sectors. How
do you see innovation and
technology evolve in the

Mr Alok Kedia is a Chartered
Accountant with 25 years of
experience in senior and middle
management positions in reputed
MNC's/Pvt banks in India. He has a
diverse industry background with
exposure to General Management,
Client Relationship, Business
Development, Products, and Credit
Appraisals in the banking & financial
services sector, and has handled
corporate client segments viz Global
Corporates, Mid Market Corporates,
SMEs, and so on.
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CLASSROOM

CLASSROOM:
YIELD TO MATURITY
Before understanding the concept of The formula for YTM is given as follows:
yield to maturity (YTM), it is
imperative to understand the cash flows
that arise from a bond. At the initial
stage, there is an outflow equivalent to
the purchase price of the bond. The two
primary inflows that an investor gets
from a bond are the interest payments
and the payment received on
redemption of the bond.
Now coming to yield to maturity, the
traditional definition states that it is Now, let us understand how we can
the discount rate at which the sum of determine the level at which the bond
is
trading,
with
respect
to
its
par
value.
all future cash flows from the bond is
equal to the bond price.
If a bond’s coupon rate is lesser
than its YTM, then the bond is
If by reading this statement, you are
selling at a discount.
thinking of IRR, you have hit a
bullseye. YTM's more elaborative
If a bond’s coupon rate is greater
definition is: It is the internal rate of
than its YTM, then the bond is
return earned by an investor who
selling at a premium.
purchased the bond at the market price.
An inherent assumption around this
If a bond’s coupon rate is equal to
would be that the bond will be held
its YTM, then the bond is selling
until maturity and that all coupon and
at par.
principal payments will be made on
schedule.
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KNOW YOUR SECTOR:
AIRLINES
Let’s take a deep dive into the passenger capacity of 100 seats, and only manages
aviation industry.
to sell 60 of them over a distance of 250
km, the RPK would be 15,000 (60 times
Here’s what you need to know, to get 250).
started on your research on airlines, with
our hypothetical Quantum Airlines.
Now, an inquisitive reader would point
out that there can be a meaningful
Let’s start with the basics. Supply and relationship between ASK and RPK.
demand.
Indeed, there is. If we divide RPK by
ASK, we get the Passenger Load
Airlines measure supply in terms of Factors (PLF), a measure equivalent to
Available Seat Kilometres (ASK); that is the occupancy rate in the hospitality
the sum-product of the number of industry. PLF is denoted in % terms. In
available seats and distance flown (in our Quantum Airlines example, the
km) for each flight. So, if a Quantum PLF would be 15000/25000 = 60%. A
Airlines flight has 100 available seats and higher PLF, as you might have guessed,
covers 250 km, the ASK would be 25,000. is desirable. Further, if the PLF for an
Why complicate it? If we had just airline is consistently very high, it
measured the number of seats, it would could suggest good management
be misleading, since flights covering 100 and/or limited capacity.
km are not equivalent to flights covering
2000 km. Hence, the slight complication. How would we compare costs across
Airline demand is measured similarly. different airlines? Are there any
The terminology is Revenue Passenger metrics that adjust for the differences
Kilometres (RPK); that is the sum- in scale (fleet size, number of flights)?
product of seats sold and distance flown Yes, there are. If we divide the
(in km) for each flight.
operating costs by the ASK, we get the
So, if a Quantum Airlines flight has a
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Cost Per Available Seat Kilometre
(CASK); this is a key measure of
operational efficiency and is directly
comparable across airlines. Some
people prefer to exclude fuel costs
(ATF) from the operating costs while
calculating CASK to get what is called
CASK ex-fuel; the rationale is that
since fuel is a big component of the
cost structure and that fuel costs would
be similar across airlines; a better
measure of operational efficiency
would be the non-fuel operating costs
divided by ASK. This metric zeroes in
on the management’s ability to control
costs.
One may be tempted to ask if there is a
similar metric for revenue. Indeed, if
we divide the passenger revenues by
the ASK, we get the Revenue Per
Available Seat Kilometre (RASK), a
comparable metric. All of the above
metrics are widely followed, but there
is one metric to rule them all:
passenger yield.

KNOW YOUR SECTOR

The passenger yield is the average fare
paid per passenger per kilometre. It is
calculated by dividing passenger
revenue by RPK. Passenger yield is the
headline metric analysts look at to
understand where the industry is going.
There are not many sectors that allow
an analyst to go to such depths of uniteconomics analysis. So, where can you
start? What are the key data sources?
Besides the obvious answers of the
company’s annual reports, other great
data sources are the websites of the
Directorate General of Civil Aviation
(DGCA – the regulator), the Airports
Authority of India (AAI), the
International
Air
Transport
Association (IATA), reports by aircraft
manufacturers like Boeing and Airbus.
That’s it. You’re all set to start your
research on the airline industry, armed
with the knowledge of key industry
metrics. Something to research about,
till the next edition of Niveshak!
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ON THE SHOULDERS OF GIANTS:
EMPIRICAL ANALYSIS OF
ASSET PRICES
In today's finance world, the pricing of
assets, above all their prediction, plays
an important role. A miscalculation in
doing so, can not only lead to
individual losses but are also capable of
causing crises such as the Global
Recession. Thus, empirical asset
pricing is one of the largest and most
active subfields in finance and
economics.
It was because of the contribution
towards the empirical analysis of asset
prices, that 2013’s Sveriges Riksbank
Prize in Economic Sciences in Memory
of Alfred Nobel was awarded to
Eugene Fama, Lars Peter Hansen, and
Robert Shiller. Let us glance through
the varied aspects of their contribution:
Trendspotting
markets:

in

assets

or weeks to predict tomorrow's price:
After a large amount of statistical
evidence collected by Fama and other
researchers, it was proved that past
prices are of little significance in
predicting returns over the immediate
future.
B) Reaction of stock prices to
information: In the 1960s, Fama,
Fisher, Jensen, and Roll investigated
stock price movements after news
about stock splits. Though the market
incorporated such events' information
swiftly, yet there was no such pattern
after the initial reaction, implying the
difficulty in predicting the stock price.
However, Shiller proposed that the
prices can be predicted in the long run.

Predictability in Short Run: Generally,
there are two ways to approach
predictability:

In the following graph, the blue solid
line represents swings in stock prices
whereas the black dashed line
represents the discounted value of
subsequently realized dividends.

A) Using asset prices of past few days

(Source: Shiller, 1981).
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Fama French Three factor model
adding SMB (small minus big) i.e.
historic excess returns of small-cap
companies over large-cap companies
and HML (high minus low) i.e. historic
excess returns of value stocks (high
book-to-price ratio) over growth stocks
(low book-to-price ratio) to the
existing CAPM model.
Behavioural Finance
The excessive swings in stock prices
imply that a high ratio of price relative
to dividends in a year will be followed
by a fall in prices relative to dividends
over subsequent years, and vice versa.
Thus, showing that returns follow a
predictable pattern in the longer run.

Shiller also contributed to the
development of behavioural finance.
He argued that stock prices are
particularly vulnerable to psychological
biases because of the ambiguity in the
true value of a stock, due to the lack of
an accepted valuation model.

Anomalies of CAPM

These psychological biases, then get
reinforced and exacerbated by “social
movements” because investors are
subject to group psychology dynamics,
such as peer pressure. Thus, opinions
diffuse throughout the population and
stock prices fluctuate in a way similar
to what would be caused by fads or
fashion.

The main paradigm of the Capital
Asset Pricing Model (CAPM) is that a
stock’s correlation with the market is a
key predictor for its future return.
However, Fama and other researchers
found that it was not because other
factors particularly, a stock’s size (i.e.
total market value of a company), and
book-to-market ratio (i.e. book value
as a fraction of the market value) have
large power: large firms, or firms with
low book-to-market values, have low
subsequent returns on average. Thus,
he along with French propounded the

NIVESHAK | DEC '20

28

SOMETHING VENTURED, SOMETHING STARTED

SOMETHING VENTURED
SOMETHING STARTED:
OCTOPUS ENERGY
“To truly transform our economy,
protect our security, and save our
planet from the ravages of climate
change, we need to ultimately make
clean, renewable energy the profitable
kind of energy” -- Barack Obama
Octopus Energy, a retail electricity and
gas supplier based in the UK,
specializes in renewable energy and was
founded as a subsidiary of the British
asset management company Octopus
Group in 2015. It has attained a $2.06
billion valuation after attracting a $200
million investment from Tokyo Gas.
This will entitle the latter to a 9.7%
stake and be a joint venture. 30% will
be owned by Octopus Energy and the
majority will lie with Tokyo Gas.
Earlier, it had bagged funding from the
Department for Business Energy &
Industrial Strategy for its two new
infrastructure projects (EV).
Octopus Energy is one company that is
investing in moving to a “customerdriven green energy system”. Its
valuation is now close to that of
Centrica, owned by British Gas.

With its hallmark 100% renewable
energy operations, it will now enter
Japan using groundbreaking AI and
data-based networks to balance loads
across the grid. Its Kraken software is
also licensed to, among others, Origin
Energy, nPower and E.On, Good
Energy, and Hanwha Corporation,
touching 17 million worldwide energy
accounts.
Its major competitors are Bulb, Ovo
Energy, Energy UK, Opus Energy,
Synergy, etc. Octopus is also looking at
further investment from Origin
Energy, Australia. It also seeks to
create 1,000 new jobs in the UK and
has also taken over Upside Energy, a
smart grid software specialist in its
move to make Manchester “EnTech”
hub. This will play a crucial role in
fulfilling Octopus’ dream of making
UK the “Silicon Valley of Energy”.
Moving beyond the purview of UK, it is
looking at 100 million customers
outside by 2027 and has also launched
in the U.S, Australia, Germany and
New Zealand in recent times.
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QUIZ
1) A startup that is valued at or more
than $1 billion is called a unicorn.
Which startup holds the distinction of
being India's first unicorn?
A. Paytm
B. InMobi
C. Snapdeal
D. Ola Cabs
2) Which is the largest sovereign wealth
fund in the world by AUM?
A. Norway Govt Pension Fund
B. Hong Kong Monetary Authority
Investment
C. China Investment Corporation
D. Abu Dhabi Investment Authority
3) Which bank won the mandate to be
the designated bank to handle all
transactions under the National Health
Mission in West Bengal?
A. Punjab National Bank
B. State Bank of India
C. ICICI Bank
D. Allahabad Bank

4) Name the startup which became the
most recent unicorn in India with a
valuation of more than $1 billion.
A. Zenoti
B. Udaan
C. Cars24
D. Zerodha
5) What measures the change in the
price of the underlying asset to the
corresponding change in the price of
the derivative?
A. Gamma
B. Vega
C. Theta
D. Delta
6) Which of the following Indian
Startups have received equity-free
grants from Y-Combinator:
A. Farm Theory
B. Wealth42
C. Able Jobs
D. StayQrious
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7) In an M&A transaction, Yatra was
acquired by which of the following:
A. TripIt
B. Waze
C. Ebix
D. Shobiz

QUIZ

B. BSE is a listed company on the
Bombay Stock Exchange
C. NSE is a listed company on the
Bombay Stock Exchange
D. BSE is a listed company on the
National Stock Exchange

8) Which company also moved its
headquarters to Texas, following the
suit of Tesla?

12) Which securities were written off
completely, citing a point of nonviability,
during
Yes
Bank's
reconstruction in early 2020?

A. Intuit
B. ADP
C. Qualcomm
D. Oracle

A. Preference Shares
B. Additional tier-1 bonds
C. Deposit holder's money
D. Equity Shares

9) What is the ranking of India in the
Ease of Doing Business Index 2020?

13) Which of the following JV's was
canceled very recently?

A. 63
B. 67
C. 61
D. 72

A. NYCO, IOCL & Balmer Lawrie
B. M&M, Ford
C. Fratelli Wines
D. Volvo, Eicher Motors

10) Which of the following has the
right to sell an asset at a predetermined
price?

14) Stocks in which of the following
industries are likely to benefit from
rupee depreciation?

A. A call writer
B. A put writer
C. A call buyer
D. A put buyer

A. Oil Marketing Companies
B. Aviation
C. Information Technologies
D. Telecom

11) Which of the following is true:
A. NSE is a listed company on the
National Stock Exchange

Answers
1) B 2) A 3) C 4) A 5) D
6) B 7) C 8) D 9) A 10) D
11) D 12) B 13) B 14) C
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