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Political in-fighting in Delhi…. 
 
On 28th October we described why we found the EU’s $1.4 trillion rescue package non-credible given the lack of 
details around who would finance such a package and why. In this email we turn our focus back on India and try to 
give more detail and colour on: (a) the political gridlock in Delhi, and (b) the extent to which it is hurting the 
economy.  

 
Given that the policymaking mechanism in Delhi has now remained jammed for more than a year, a 
range of seasoned political observers in Delhi have told us that: 

 There is political infighting within both the main political parties in New Delhi. Hence trust is in short supply and 
even senior political figures don’t know quite what is going on. 

 The Congress leader’s illness has created a vacuum and thereby raised the political stakes for everyone else. 

 The plethora of big-ticket corruption investigations has resulted in the unwritten “contract” between the political 
and business classes being suspended. As a result neither side now knows how to get things done.  

 Ministers and civil servants are reluctant to take any decisions for fear of restrospective investigations. 

 
…is resulting in the “India story” unravelling 

The trillion dollar question is “How profound is the impact of this on the Indian economy?” As the months go by 
without any meaningful thaw in the political situation, some of the wiser sages in Delhi are beginning to draw some 
early  conclusions: 

 It seems unlikely that the situation in Delhi will improve until the next General Election following which big ticket 
political changes are likely regardless of which party wins. 

 A leadership vacuum of the scale that we see currently is unprecedented in India. Even the late-1980s and the 
late-1990s (periods which saw a series of Prime Ministers take charge) were more productive periods by way of 
decision making at the centre. Paralysis of the sort that we see today in unknown territory for India. 

 Given that India’s institutions of public governance (leaving aside the hyperactive CAG and the Supreme Court) 
are not particularly robust, the leadership deficit in Delhi has left the country rudderless. This is all too apparent 
to investors who can see the contrast between India and: (a) an increasingly prosperous Brazil (under Lula’s 
stewardship); and (b) an increasingly aggressive China (even as the leadership at the helm of the Communist 
Party goes through a generational change). 

 Indian companies don’t seem to have any one to turn to Delhi with regards to their requests for reform. So 
whether it is power companies seeking coal, retailers seeking FDI, gas companies seeking price deregulation, 
etc – no one in Delhi can really help at present.   

 India’s drift has broader implications for its national security and defense - areas which are outside our remit 
but ones which have important implications for investors.  

 

Investment implications 

Unless the political situation in Delhi changes dramatically in the next 6 months (and that’s something we can’t rule 
out given what we know about some of the critical variables in play), India seems headed for a double whammy: 

 The problems in Europe are likely to hit investment growth in FY12 and push growth towards 6%. See our 
economist, Ritika Mankar’s 17th October note on this subject (attached). Note that investment accounts for 32% 
of Indian GDP. 
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 Unless global commodity prices correct, inflation in India is unlikely to come down meaningfully. This 
combination of consistently double digit food inflation and rising interest rates could pull down consumption 
growth. Consumption accounts for 58% of Indian GDP. We still expect consumption to grow by 7% in FY12-13. 
However, we are perturbed by preliminary primary data that this story might be cracking. 

In such a situation, given that we seek to avoid the kool-aid that some others drink, we point clients towards our 
“Good & Clean 3.0: Battleships” – stocks which have been chosen due to their cash flow generation, Balance Sheet 
strengths and entrenched competitive positions (see attached our 19th October note on the subject).  

For those who have an aversion to Battleship stocks for fear of missing out on a rally in the Indian market, we note 
that Battleship portfolios have outperformed every single year over the past five years on a market cap weighted 
basis and outperformed every year bar FY08 on an equal weighted basis.  

Our Good & Clean portfolios have outperformed the BSE 500 by 9% points (in market cap weighted terms) since 
launch in mid-March 2011. The latest Battleships portfolio has outperformed by 6bps since its launch on 19th 
October. 

 

Outside the battleships portfolio, our strongest stock picks are 

 Manappuram Finance Limited (MGFL IN, mcap US$1.0bn, BUY) 

 Voltas Ltd (VOLT IN, mcap US$681mn, BUY) 

 Torrent Power (TPW IN, mcap US$2.3bn, BUY) 

 Oberoi Realty (OBER IN, mcap US$1.6bn, BUY) 

 Bank of Baroda (BOB IN, mcap US$5.9bn, BUY) 

 Indus Ind Bank (IIB IN, mcap US$2.7bn, unrated) 

 HCL Tech(HCLT IN, mcap US$6.3bn, BUY) 

 Exide Industries (EXID IN, mcap US$2.1bn, BUY) 

 
We suggest that clients use this relief rally to take profits in: 

 Infosys (INFO IN, mcap US$33.9bn, SELL) 

 Wipro (WPRO IN, mcap US$19.2bn, SELL) 

 State Bank of India (SBIN IN, mcap US$24.1bn, SELL) 

 Axis Bank (AXSB IN, mcap US$9.7bn, SELL) 

 IDFC (IDFC IN, mcap US$4.0bn, SELL) 

 Thermax (TMX IN, mcap US$1.1bn, SELL) 

 Dabur(DABUR IN, mcap US$3.6bn, under review) 

 

Finally, this research is meant for our clients. It is not for reproduction elsewhere, particularly not in the press.  
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Explanation of Investment Rating  
  
Investment Rating   Expected return 

(over 12-month period from date of initial rating) 

Buy >5% 

Sell <5% 

  

Disclaimer  
This report or any portion hereof may not be reprinted, sold or redistributed without the written consent ot Ambit Capital. AMBIT Capital Research is disseminated and available primarily electronically, 
and, in some cases, in printed form.  

Additional information on recommended securities is available on request. 

DISCLAIMER 
1. AMBIT Capital Private Limited (“AMBIT Capital”) and its affiliates are a full service, integrated investment banking, investment advisory and brokerage group. AMBIT 

Capital is a Stock Broker, Portfolio Manager and Depository Participant registered with Securities and Exchange Board of India Limited (SEBI) and is regulated by SEBI 
2. The recommendations, opinions and views contained in this Research Report reflect the views of the research analyst named on the Research Report and are based 

upon publicly available information and rates of taxation at the time of publication, which are subject to change from time to time without any prior notice.  
3. AMBIT Capital makes best endeavours to ensure that the research analyst(s) use current, reliable, comprehensive information and obtain such information from 

sources which the analyst(s) believes to be reliable. However, such information has not been independently verified by AMBIT Capital and/or the analyst(s) and no 
representation or warranty, express or implied, is made as to the accuracy or completeness of any information obtained from third parties. The information or 
opinions are provided as at the date of this Research Report and are subject to change without notice. 

4. If you are dissatisfied with the contents of this complimentary Research Report or with the terms of this Disclaimer, your sole and exclusive remedy is to stop using 
this Research Report and AMBIT Capital shall not be responsible and/ or liable in any manner. 

5. If this Research Report is received by any client of AMBIT Capital or its affiliate, the relationship of AMBIT Capital/its affiliate with such client will continue to be 
governed by the terms and conditions in place between AMBIT Capital/ such affiliate and the client. 

6. This Research Report is issued for information only and should not be construed as an investment advice to any recipient to acquire, subscribe, purchase, sell, 
dispose of, retain any securities. Recipients should consider this Research Report as only a single factor in making any investment decisions. This Research Report is 
not an offer to sell or the solicitation of an offer to purchase or subscribe for any investment or as an official endorsement of any investment. 

7. If 'Buy', 'Sell', or 'Hold' recommendation is made in this Research Report such recommendation or view or opinion expressed on investments in this Research Report is 
not intended to constitute investment advice and should not be intended or treated as a substitute for necessary review or validation or any professional advice. The 
views expressed in this Research Report are those of the research analyst which are subject to change and do not represent to be an authority on the subject. AMBIT 
Capital may or may not subscribe to any and/ or all the views expressed herein. 

8. AMBIT Capital makes no guarantee, representation or warranty, express or implied; and accepts no responsibility or liability as to the accuracy or completeness or 
currentess of the information in this Research Report. AMBIT Capital or its affiliates do not accept any liability whatsoever for any direct or consequential loss 
howsoever arising, directly or indirectly, from any use of this Research Report.  

9. Past performance is not necessarily a guide to evaluate future performance. 
10. AMBIT Capital and/or its affiliates (as principal or on behalf of its/their clients) and their respective officers directors and employees may hold positions in any 

securities mentioned in this Research Report (or in any related investment) and may from time to time add to or dispose of any such securities (or investment). Such 
positions in securities may be contrary to or inconsistent with this Research Report. 

11. This Research Report should be read and relied upon at the sole discretion and risk of the recipient. 
12. The value of any investment made at your discretion based on this Research Report or income therefrom may be affected by changes in economic, financial and/ or 

political factors and may go down as well as up and you may not get back the full or the expected amount invested. Some securities and/ or investments involve 
substantial risk and are not suitable for all investors.  

13. This Research Report is being supplied to you solely for your information and may not be reproduced, redistributed or passed on, directly or indirectly, to any other 
person or published, copied in whole or in part, for any purpose. Neither this Research Report nor any copy of it may be taken or transmitted or distributed, directly 
or indirectly within India or into any other country including United States (to US Persons), Canada or Japan or to any resident thereof. The distribution of this 
Research Report in other jurisdictions may be strictly restricted and/ or prohibited by law or contract, and persons into whose possession this Research Report comes 
should inform themselves about such restriction and/ or prohibition, and observe any such restrictions and/ or prohibition.  

14. Neither AMBIT Capital nor its affiliates or their respective directors, employees, agents or representatives, shall be responsible or liable in any manner, directly or 
indirectly, for views or opinions expressed in this Report or the contents or any errors or discrepancies herein or for any decisions or actions taken in reliance on the 
Report or inability to use or access our service or this Research Report or for any loss or damages whether direct or indirect, incidental, special or consequential 
including without limitation loss of revenue or profits that may arise from or in connection with the use of or reliance on this Research Report or inability to use or 
access our service or this Research Report. 

 
Conflict of Interests 
15. In the normal course of AMBIT Capital’s business circumstances may arise that could result in the interests of AMBIT Capital conflicting with the interests of clients or 

one client’s interests conflicting with the interest of another client. AMBIT Capital makes best efforts to ensure that conflicts are identified and managed and that 
clients’ interests are protected. AMBIT Capital has policies and procedures in place to control the flow and use of non-public, price sensitive information and 
employees’ personal account trading. Where appropriate and reasonably achievable, AMBIT Capital segregates the activities of staff working in areas where conflicts 
of interest may arise. However, clients/potential clients of AMBIT Capital should be aware of these possible conflicts of interests and should make informed decisions 
in relation to AMBIT Capital’s services. 

16. AMBIT Capital and/or its affiliates may from time to time have investment banking, investment advisory and other business relationships with companies covered in 
this Research Report and may receive compensation for the same. Research analysts provide important inputs into AMBIT Capital’s investment banking and other 
business selection processes. 

17. AMBIT Capital and/or its affiliates may seek investment banking or other businesses from the companies covered in this Research Report and research analysts 
involved in preparing this Research Report may participate in the solicitation of such business. 

18. In addition to the foregoing, the companies covered in this Research Report may be clients of AMBIT Capital where AMBIT Capital may be required, inter alia, to 
prepare and publish research reports covering such companies and AMBIT Capital may receive compensation from such companies in relation to such services. 
However, the views reflected in this Research Report are objective views, independent of AMBIT Capital’s relationship with such company.   

19. In addition, AMBIT Capital may also act as a market maker or risk arbitrator or liquidity provider or may have assumed an underwriting commitment in the securities 
of companies covered in this Research Report (or in related investments) and may also be represented in the supervisory board or on any other committee of those 
companies. 

© Copyright 2011 AMBIT Capital Private Limited. All rights reserved. Ambit Capital Pvt. Ltd. 
 Ambit House, 3rd Floor 

449, Senapati Bapat Marg, Lower 
Parel, Mumbai 400 013, India. 
Phone: +91-22-3043 3000 
Fax: +91-22-3043 3100 

 
 


