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● The steep Sensex fall has proven two of our fears: (1) the Indian 
market is linked to the world if the global slowdown is not mild; and 
(2) foreign flows are the biggest driver of the market.  

● For a value investor that does not have positive views on external 
flows, only a Sensex fall below 13,000 would represent an entry 
point justified from a valuation viewpoint. 

● That said, we believe that this is not the time to sell even for those 
with the dire views on the world economy. India is likely to be on a 
highly reflationary policy drive in the coming weeks unlike most 
others in the emerging world. We feel that the market fall has 
raised the chances of both interest and tax rate cuts by Feb-end.  

● Investors should remain OVERWEIGHT sectors where underlying 
earnings growth has little to do with financial markets or the global 
economy, i.e., engineering goods, construction, natural gas, 
consumer staples, and domestic growth themes such as rural 
income. In the likely market rebound in Feb, investors should 
aggressively trim equity market dependents such as stock brokers, 
energy companies, corporate-event plays and companies with 
large subsidiaries without visible income. 

Not yet the time to buy for value investors ... 
In our year-beginning report, “The flow flaws and follow-ups”, we had 
highlighted how the Indian equity market is critically dependent on 
external flows that carried a materially lower cost of capital to justify its 
lofty levels. We asserted that these flows were our connection to the 
global economy and could matter if the global economy charted a path 
worse than generally believed. 

In a matter of weeks, the global economy to most appears on a sure 
path to economic mayhem. It took a while for investors to lose faith in 
otherwise high-beta India, but the decoupling opinions are now out of 
window with the Sensex losing nearly a quarter of value in a fortnight. 

For those indifferent to 22x-plus multiples, the fall may seem a good 
buying opportunity. We would disagree on valuations. MSCI India is 
still at a 25% premium to its 5-year average P/E. In the report 
mentioned above, we had talked of 16,500 as the end-2008 fair-value 
for the Sensex without external liquidity support but with highly 
aggressive assumptions. As risk aversion rises and we see more 
earnings downgrades, this could easily come down to around 13,000.  

Figure 1: End-2008 Sensex fair values under different assumptions for 
risk premium and EPS year-one growth rate adjustment 
 Revision in FY1 earnings (%) 
 Risk premium adjustment (bps)  -10 -5 0 5 10 
300 14,104 14,854 15,604 16,355 17,105 
350 13,370 14,082 14,794 15,506 16,218 
400 12,683 13,359 14,035 14,711 15,387 
450 12,040 12,682 13,324 13,967 14,609 
500 11,438 12,048 12,659 13,269 13,880 
Note: Sensex fair values calculated by applying a percentage 
discount/premium of MSCI India to Sensex actual value. 
Source: Datastream, Credit Suisse estimates 

. . . but no longer the time to sell 
The fears, for those worried like us, are (1) actual redemptions (so far, 
there is no widespread panic selling); (2) institutional investor failures 
(sharp global equity drops could lead to large losses for some and 
forced deleveraging, if not outright closures); and (3) retail withdrawal 
in India where retail participation had reached frenzied proportions. 
Beyond these, we need to see the actual impact of a global slowdown 
on earnings/commodity prices as well as the economic impact of less 
corporate events in the case of our domestic-dependent story. 

In short, if the global economy does not perform materially better than 
what was implicitly feared at the bottom of the market today, the 
Sensex could have many more lows to register this year. Yet, we 
would advise even investors with a highly pessimistic global view not 
to sell at the current point. We see three main reasons for this: 

● It is not given that the world economy stands no chance. As 
policymakers in the developed world put their best feet forward 
with aggressive reflationary policies, the probability ascribed to the 
negative eventuality in financial markets will likely fall in the 
coming weeks at least for a while. (We feel that Bernanke’s 75 bp 
cut yesterday will not be the last). 

● If the central bank was still unsure about the necessity of a rate 
cut a few weeks back on account of equity market valuations and 
flows, those fears are now replaced by the opposite. We expect 
the RBI to announce some policy easing moves, if not outright 
interest rate cuts, next week. 

● The finance minister had hinted a review of income tax rates in the 
Christmas week given strong tax revenue collection. The 
government is likely to be more determined to embark on a mildly 
reflationary policy to make sure the economy and markets remain 
on a reasonably positive path in this pre-election year. 

Stay away from financial market dependents 
We have been and continue to remain OVERWEIGHT on most of the 
defensives, such as staples, healthcare and public sector banks. We 
also like strong domestic growth themes of which rural income is our 
most preferred (O/W through select consumer discretionary, farm 
investment and rural consumption stocks). Other themes we like 
include natural gas (O/W through GAIL) and Indian education services. 

Despite valuation concerns on select high beta sectors, we do not 
think that it is appropriate to turn completely defensive. We continue to 
be OVERWEIGHT on engineering/capital goods and construction, 
where even sharp valuation de-rating near-term could be offset by 
strong growth in earnings in a few quarters. Investors should look for 
profit-taking opportunities in what we deem as “reflexive” sectors—i.e., 
companies whose earnings or market valuations depend on capital 
market health—those with subsidiaries whose valuations depend on 
private placement transactions or imminent listing, or companies that 
are actively involved in capital market trading or investments.  
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Companies Mentioned  (Price as of 21 Jan 08) 
GAIL (India) Ltd (GAIL.BO, Rs421.60, OUTPERFORM, TP Rs554.00) 
 

Disclosure Appendix 
Important Global Disclosures 
Nilesh Jasani & Arya Sen each certify, with respect to the companies or securities that he or she analyzes, that (1) the views expressed in this 
report accurately reflect his or her personal views about all of the subject companies and securities and (2) no part of his or her compensation 
was, is or will be directly or indirectly related to the specific recommendations or views expressed in this report. 

See the Companies Mentioned section for full company names. 

3-Year Price, Target Price and Rating Change History Chart for GAIL.BO 
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Closing Price Target Price Initiation/Assumption Rating

INR

   O=Outperform; N=Neutral; U=Underperform; R=Restricted; NR=Not Rated; NC=Not Covered

   

 
 

GAIL.BO Closing Price Target Price  Initiation/ 
Date Price (INR) Price (INR) Rating Assumption 
19-Nov-07 447.4 554 OUTPERFORM X 
 
 

The analyst(s) responsible for preparing this research report received compensation that is based upon various factors including Credit Suisse's 
total revenues, a portion of which are generated by Credit Suisse's investment banking activities. 
Analysts’ stock ratings are defined as follows***: 
Outperform: The stock’s total return is expected to exceed the industry average* by at least 10-15% (or more, depending on perceived risk) over 
the next 12 months. 
Neutral: The stock’s total return is expected to be in line with the industry average* (range of ±10%) over the next 12 months. 
Underperform**: The stock’s total return is expected to underperform the industry average* by 10-15% or more over the next 12 months. 

*The industry average refers to the average total return of the relevant country or regional index (except with respect to Europe, where stock 
ratings are relative to the analyst’s industry coverage universe). 
**In an effort to achieve a more balanced distribution of stock ratings, the Firm has requested that analysts maintain at least 15% of their 
rated coverage universe as Underperform. This guideline is subject to change depending on several factors, including general market 
conditions. 
***For Australian and New Zealand stocks a 7.5% threshold replaces the 10% level in all three rating definitions, with a required equity return 
overlay applied. 

Restricted: In certain circumstances, Credit Suisse policy and/or applicable law and regulations preclude certain types of communications, 
including an investment recommendation, during the course of Credit Suisse's engagement in an investment banking transaction and in certain 
other circumstances. 
Volatility Indicator [V]: A stock is defined as volatile if the stock price has moved up or down by 20% or more in a month in at least 8 of the past 
24 months or the analyst expects significant volatility going forward. 
 

Analysts’ coverage universe weightings are distinct from analysts’ stock ratings and are based on the 
expected performance of an analyst’s coverage universe* versus the relevant broad market benchmark**: 
Overweight: Industry expected to outperform the relevant broad market benchmark over the next 12 months. 
Market Weight: Industry expected to perform in-line with the relevant broad market benchmark over the next 12 months. 
Underweight: Industry expected to underperform the relevant broad market benchmark over the next 12 months. 
*An analyst’s coverage universe consists of all companies covered by the analyst within the relevant sector. 
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**The broad market benchmark is based on the expected return of the local market index (e.g., the S&P 500 in the U.S.) over the next 12 
months. 
Credit Suisse’s distribution of stock ratings (and banking clients) is: 

Global Ratings Distribution 
Outperform/Buy*  47% (58% banking clients) 
Neutral/Hold*  38% (57% banking clients) 
Underperform/Sell*  12% (51% banking clients) 
Restricted  2% 

*For purposes of the NYSE and NASD ratings distribution disclosure requirements, our stock ratings of Outperform, Neutral, and Underperform most closely correspond to Buy, 
Hold, and Sell, respectively; however, the meanings are not the same, as our stock ratings are determined on a relative basis. (Please refer to definitions above.) An investor's 
decision to buy or sell a security should be based on investment objectives, current holdings, and other individual factors. 

Credit Suisse’s policy is to update research reports as it deems appropriate, based on developments with the subject company, the sector or the 
market that may have a material impact on the research views or opinions stated herein. 

Credit Suisse's policy is only to publish investment research that is impartial, independent, clear, fair and not misleading.  For more detail please refer to 
Credit Suisse's Policies for Managing Conflicts of Interest in connection with Investment Research:  
http://www.csfb.com/research-and-analytics/disclaimer/managing_conflicts_disclaimer.html 

Credit Suisse does not provide any tax advice. Any statement herein regarding any US federal tax is not intended or written to be used, and 
cannot be used, by any taxpayer for the purposes of avoiding any penalties. 

See the Companies Mentioned section for full company names. 
Price Target: (12 months) for (GAIL.BO) 
Method: Our target price for GAIL.BO of Rs.554 per share is based on a DCF model using a WACC of 12% plus the value of investments and 
expected E&P expenditure. We forecast rapid increase in the amount of gas transported on GAIL's pipelines and incorporate specific new 
pipeline that are proposed to be constructed by the company 
Risks: Risks to our target price of Rs.554 for GAIL.BO arise if a) natural gas supplies in India are less than forecasted, b) petrochemical prices 
decline faster c) large amounts of new gas is consumed on the east coast of India, where GAIL does not have a dominant position 

Important Regional Disclosures 
The analyst(s) involved in the preparation of this report have not visited the material operations of the subject company (GAIL.BO) within the past 
12 months. 

Restrictions on certain Canadian securities are indicated by the following abbreviations:  NVS--Non-Voting shares; RVS--Restricted Voting 
Shares; SVS--Subordinate Voting Shares. 
Individuals receiving this report from a Canadian investment dealer that is not affiliated with Credit Suisse should be advised that this report may 
not contain regulatory disclosures the non-affiliated Canadian investment dealer would be required to make if this were its own report. 
For Credit Suisse Securities (Canada), Inc.'s policies and procedures regarding the dissemination of equity research, please visit 
http://www.csfb.com/legal_terms/canada_research_policy.shtml. 

As of the date of this report, Credit Suisse acts as a market maker or liquidity provider in the equities securities that are the subject of this report. 

Principal is not guaranteed in the case of equities because equity prices are variable. 
Commission is the commission rate or the amount agreed with a customer when setting up an account or at anytime after that. 

CS may have issued a Trade Alert regarding this security. Trade Alerts are short term trading opportunities identified by an analyst on the basis 
of market events and catalysts, while stock ratings reflect an analyst's investment recommendations based on expected total return over a 12-
month period relative to the relevant coverage universe. Because Trade Alerts and stock ratings reflect different assumptions and analytical 
methods, Trade Alerts may differ directionally from the analyst's stock rating.  
The author(s) of this report maintains a CS Model Portfolio that he/she regularly adjusts. The security or securities discussed in this report may 
be a component of the CS Model Portfolio and subject to such adjustments (which, given the composition of the CS Model Portfolio as a whole, 
may differ from the recommendation in this report, as well as opportunities or strategies identified in Trading Alerts concerning the same 
security). The CS Model Portfolio and important disclosures about it are available at www.credit-suisse.com/ti. 
For Credit Suisse disclosure information on other companies mentioned in this report, please visit the website at www.credit-
suisse.com/researchdisclosures or call +1 (877) 291-2683. 
Disclaimers continue on next page. 



 23 January 2008 

Asian Daily 
 

- 4  of  4 - 

Disclaimers 

This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction 
where such distribution, publication, availability or use would be contrary to law or regulation or which would subject Credit Suisse, the Swiss bank, or its subsidiaries or its 
affiliates (“CS”) to any registration or licensing requirement within such jurisdiction. All material presented in this report, unless specifically indicated otherwise, is under copyright to 
CS. None of the material, nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party, without the prior express written 
permission of CS. All trademarks, service marks and logos used in this report are trademarks or service marks or registered trademarks or service marks of CS or its affiliates. 
The information, tools and material presented in this report are provided to you for information purposes only and are not to be used or considered as an offer or the solicitation of 
an offer to sell or to buy or subscribe for securities or other financial instruments. CS may not have taken any steps to ensure that the securities referred to in this report are 
suitable for any particular investor. CS will not treat recipients as its customers by virtue of their receiving the report. The investments or services contained or referred to in this 
report may not be suitable for you and it is recommended that you consult an independent investment advisor if you are in doubt about such investments or investment services. 
Nothing in this report constitutes investment, legal, accounting or tax advice or a representation that any investment or strategy is suitable or appropriate to your individual 
circumstances or otherwise constitutes a personal recommendation to you. CS does not offer advice on the tax consequences of investment and you are advised to contact an 
independent tax adviser. Please note in particular that the bases and levels of taxation may change. 
CS believes the information and opinions in the Disclosure Appendix of this report are accurate and complete. Information and opinions presented in the other sections of the 
report were obtained or derived from sources CS believes are reliable, but CS makes no representations as to their accuracy or completeness. Additional information is available 
upon request. CS accepts no liability for loss arising from the use of the material presented in this report, except that this exclusion of liability does not apply to the extent that 
liability arises under specific statutes or regulations applicable to CS. This report is not to be relied upon in substitution for the exercise of independent judgment. CS may have 
issued, and may in the future issue, a trading call regarding this security. Trading calls are short term trading opportunities based on market events and catalysts, while stock 
ratings reflect investment recommendations based on expected total return over a 12-month period as defined in the disclosure section. Because trading calls and stock ratings 
reflect different assumptions and analytical methods, trading calls may differ directionally from the stock rating. In addition, CS may have issued, and may in the future issue, other 
reports that are inconsistent with, and reach different conclusions from, the information presented in this report. Those reports reflect the different assumptions, views and 
analytical methods of the analysts who prepared them and CS is under no obligation to ensure that such other reports are brought to the attention of any recipient of this report. 
CS is involved in many businesses that relate to companies mentioned in this report. These businesses include specialized trading, risk arbitrage, market making, and other 
proprietary trading. 
Past performance should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regarding future 
performance. Information, opinions and estimates contained in this report reflect a judgement at its original date of publication by CS and are subject to change without notice. The 
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ADR’s, the values of which are influenced by currency volatility, effectively assume this risk. 
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