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emonetisation will im-
pact consumption 
while government oil 
and gas companies and 
exporters stand to 
benefit, said Gopal 

Agrawal, chief investment officer, 
Mirae Asset Management. In an in-
terview with Prashant Mahesh,
Agarwal said earnings will dip this 
year, but could rebound next year 
and that the Nifty has the potential 
to reach 9200 by March 2018. Edit-
ed excerpts:

The markets have corrected sharp-
ly post demonetisation. What im-
pact will it have on businesses?
The stock market was factoring in 
good growth this financial year on 
the back of the Seventh Pay com-
mission and a good monsoon. Fund 
managers had positioned the port-
folio into consumer centric growth. 
Since demonetisation will have an 
impact on consumption, there will 
be uncertainty for the next 3-6 
months. This uncertainty will make 
the markets correct. After this cor-
rection, we have seen the market 
has factored that in to a large extent, 
when people start getting money 
back and new notes come into circu-
lation, things will normalise. So defi-
nitely, there will be a temporary im-
pact on the business activity and 
some near-term loss due to liquidity 
crunch. However, this is expected to 
normalise over the next 3-6 months.

How will fund managers realign 
their portfolios given that con-
sumption is set to slow?
Looking at the growth story of India, 
there cannot be any material change 
in the portfolio. It is only that post 
the correction, some of the sectors 

may end up being more attractive. 
Some exporters that have been 
beaten down due to the US elections 

can bounce back. Oil and gas sector 
is a clear beneficiary as government 
finances will be back in shape. If any 

good franchise in the discretionary 
consumption corrects, we will add to 
our portfolio. We are very confident 
that things will recover and any cor-
rection is a good opportunity for us.

Will PSU banks benefit the most 
from demonetisation as the mar-
ket is thinking?
For PSU banks to benefit in the long 
term, investors would like to see if 
credit offtake picks up. As of now, 
due to the surge in liquidity cost of 
funds becomes lower for these banks 
and they could earn huge treasury 
income. However, this sort of income, 
always gets a lower price-to-earnings 
(PE) multiple from investors. So while 
the surge in liquidity puts them in an 
advantageous position, how they 
convert it into a business opportuni-
ty remains to be seen.

Have valuations turned attractive 
after the recent correction?
We have moved into a value zone, 
and the risk reward is favourable to 
invest in equities with a 12-month 
time frame. The Nifty EPS was ̀ 382 
for March 2016. Given that growth 
will be slow, earnings growth this 
year will be in single digit. However, 
I expect earnings to accelerate in 
2017-18, if things normalise. The 
Nifty could clock earnings of ̀ 480, 
taking a PE of 17.5 times, the Nifty 
could be at 8400. Add 10% to this for 
holding company valuation, which 
gives us a target of 9200 on the Nif-
ty on a theoretical basis. The valua-
tion has turned out to be attractive. 
If growth comes back, market can 
give a higher PE multiple.

Individual midcap stocks have cor-
rected sharply this month. Is there 
room for a further correction?
Midcaps were trading at a premium to 
large caps. They tend to correct in a 
scenario where there is a question 
mark on growth. They fell in this cor-
rection, but I believe it is not dispro-
portionate. There is a reality check and 
some more correction cannot be ruled 
out. However, going ahead, we expect 
a 50 basis points cut in interest rates. 
This cut in rates and falling yields will 
support valuations. Sector leaders can 
gain market share in the days to come. 
Whenever growth comes back and in-
vestment happens in infrastructure 
activity, midcaps will do well.
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Expect 50 bps 
cut in rates.  
This cut in 

rates, falling yields will 
support valuations. 
Sector leaders can gain 
share in days to come

Remonetisation and Beyond: Change in the 
Mindset of People Will Change India Forever

 From ET Markets

If  people change to be tax compliant 
and graduate to Asian levels, our en-
tire fiscal deficit will disappear. The 
government will be able to spend 
money on social and physical infra-
structure and improving governance. 
It is not the money in the hands of  
government, but the change in the 
mindset of  people that will change 
India forever. 

Such changes have happened in past 
in many countries, including India. 

Franklin D Roosevelt passed an ex-
ecutive order on April 5, 1933 ordering 
US citizens to surrender most of  their 
gold holdings by May 1, 1933 at below 
market rates. Either for the fear of  
heavy fine of  up to $10,000/or impris-
onment of  up to 10 years or for patri-
otic reasons, US Citizens handed over 
their gold. That excess gold allowed 
the US Fed to print dollars (which 
were partially backed by the metal in 
those days) necessary to lift the US 

economy out of  the Great Depression. 
South Koreans, similarly, surren-

dered their gold holdings to the gov-
ernment during the Asian crisis of  
1990s. They stopped watching 
Hollywood movies during the crisis 
to stop dollar outflows. Korea came 
out far stronger than its peers from 
the crisis based on such sacrifice. 
Korea got independence two years 
before India after decades of  exploita-
tion under a colonial rule. India was 
significantly ahead of  Korea on eco-
nomic parameters like per capita 
GDP and share in world trade. While 
many factors helped Korea outper-
form India by a wide margin in the 
post-independence era, a major factor 
is tax compliance. The Korean tax -to-
GDP ratio has been almost double 
that of  India’s for long. 

The success of  remonetisation is 
dependent upon how majority of  citi-
zens accept tax compliance. If  they 
accept a less-cash economy through 
digital payments, move all transac-
tions through tax net, become tax 

compliant and bear fair share of  tax 
burden, then remonetisation will cre-
ate faster economic growth with 
merger of  white and black econo-
mies. It will create more resources for 
the government to spend on social 
and physical infrastructure, it will 
create more resources for the bank-
ing sector to extend credit as cash sit-
ting idle or rotating at a slower pace 
will increase through multiplier ef-
fect. Higher GDP growth and tax col-
lection can lead to a sovereign rating 
upgrade with a resultant drop in in-
terest costs. 

It is not that Indians have not sacri-
ficed for the country in the past. 
There are enough stories of  sacrifice 
by the generation of  our grandfa-
thers, who left material comfort for 
the independence movement. 
Swadeshi was a by-product of  the in-
dependence movement for economic 
reason whole-heartedly accepted by 
Indians. The Bhoodan movement of  
Aacharya Vinoba Bhave is also an 
example of  how Indians can sacrifice 
for nation building. 

Many experts make the mistake of  
expecting outcome based on how the 
variables behaved in the past. They 
will miss big time when the behav-
iour changes. My guess, based on in-
teractions with limited audience 
across India, is that we are likely to 
change the past pattern and move to 
next orbit. May be the change will be 
painful in the short term, may be it 
will be gradual, but it has arrived.

(The author is managing 
director at Kotak Mahindra Asset 

Management Company)

ET in the Classroom

How Demonetisation Will 
Impact Credit Scores

After banks, it’s the turn of credit bureaus to go into overdrive 
as the list of defaulters is likely to get longer because of 
demonetisation-induced cash crunch in the system. It is likely 
that many small borrowers and companies may default on their 
loan repayments, which in turn will affect their credit scores. 
ET elaborates on how this could play out.

3. What has the RBI done to 
salvage the situation?

Considering that small borrow-
ers may need some more time to 
repay their loans, banks have 

approached the Reserve Bank of  India 
for regulatory relaxations. Taking 
their requests into consideration, RBI 
decided to provide an additional 60-day 
window for loan repayments. This, 
however, will be a temporary relaxa-
tion for repayments due between 
November 1 and December 31. Failure 
to repay beyond this extra 60-day peri-
od, may lead to lenders recognising the 
loan as substandard or classifying it as 
irregular.

4. Will the recent RBI directive help 
individual borrowers?

Credit score plays an important 
role for an individual seeking a 
loan. A healthy score will help 

him/her get better deal from banks. 
Since credit bureaus depend on data 
supplied by banks to arrive at a credit 
score, the onus is now on banks to pass 
on this concession to borrowers.

5. Will banks pass on this 
concession to their borrowers?

RBI circular confines to the in-
come recognition and provi-
sioning that needs to be made as 

a part of  the prudential accounting 
practice. However, there is no clarity on 
how lenders should treat their borrow-
ers. Here banks’ communication to 
credit bureaus will be crucial as it will 
in turn decide the credit score of  an in-
dividual borrower.

1. Why will an 
individual’s credit 

rating get hit?
Credit bureaus, 

which assign rat-
ings or scores to 

borrowers, rely on 
banks for the repayment 

history of  borrowers. 
The move to scrap high-
value notes has created 

a cash crunch in the 
economy making it 

tough for many to repay 
their dues. Credit scores 

of  these defaulters are 
likely to get hit.

2. How will the move 
impact loan 

repayments?
In an economy, 

which is heavily 
dependent on 

cash, the latest demone-
tisation move has hit the 

cash flows of  several 
small traders and indi-
viduals. They are now 

left with limited cash to 
repay their loans.

TEXT: Gayatri Nayak

I am a non-resident Indian (NRI) re-
siding in London. I have a locker 
with the State Bank of India, Fort, 
Mumbai. In the said locker I have 
`5 lakh in ̀ 500 and ̀ 1,000 notes. 
Due to various personal reasons I 
will not be able to come to India be-
fore March 31, 2017. I understand 
that the government of India/RBI 
will not exchange my notes after 
April 1, 2017. What is the solution?
— RAM DADLANI
The RBI has issued the curren-
cy notes of ̀ 500/`1,000 and 
promised that they will pay to 
the bearer the sum of 
`500/`1,000 as the case may 
be. This promise is given by 
the RBI Governor who is the 
signatory to the said notes. On 
08.11.2016 the PM of India 
announced that the currency 
notes of ̀ 500/`1,000 will not 
be legal tender from the mid-
night of 08.11.2016 and can 
be deposited in the bank till 
30.12.2016.  The government 
also permitted specified use 
of the said notes and by issu-
ing notifications the specified 
use is being amended from 
time to time. The PM also an-

nounced that notes can be ex-
changed with the RBI between 
01.01.2017 and 31.03.2017 
after filing the necessary form 
legally. The RBI cannot refuse 
to accept the notes even after 
01.04.2017, unless a law is 
passed to this effect. You will 
have to keep a watch on the 
legislative announcement in 
this regard. If the law is 
amended and the government 
decides that after 31.03.2017 
the currency notes of 
`500/`1,000 will not be ex-
changed, then you will have to 

come to India and exchange 
the notes at the RBI. The I-T 
department will get the infor-
mation about the exchange of 
the notes. You will be required 
to explain the source of the 
same. 

I live in Hong Kong but was born in 
India. My status is NRI. I have a sum 
of ̀ 1 lakh in the currency notes of 
`500 and ̀ 1,000 with me in Hong 
Kong. I intend to come to India in 
the last week of Dec 2016 and de-
posit it in my NRO account with 
Punjab National Bank, New Delhi 
branch. Will I have any difficulty?
— RAKESH DEWAN
As per FEMA regulations, a 
NRI can bring to India a maxi-
mum of ̀ 25,000 in the Indian 
currency. Technically, you 
cannot carry with you the In-
dian currency in excess of 
`25,000 when you visit India 
as an NRI. You may, at your 
own risk, bring the currency 
worth ̀ 1 lakh and on enquiry 
can explain the circumstances 
under which you have ac-
quired this currency and 
based on the present situa-
tion, if you do not bring the 
same to India and deposit the 
same then you may lose the 
value. The government of In-
dia is considering the option 
to be given to NRI to deposit 
the Indian currency with any 
of the foreign branch of Indi-
an banks. You are advised to 
wait for such a clarification. If 
permitted, then you may de-
posit the currency notes into 
the foreign branch of an Indi-
an bank outside India.

Tax Queries DILIP LAKHANI
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NRIs Can Bring Up to 
`25k in Indian Currency

Every week, an expert selected by ET answers queries from 
our readers on income tax and other levies

Please send your queries on
Stocks to et.stocks@timesgroup.com;
Mutual Funds to et.mfs@timesgroup.com
Tax to et.tax@timesgroup.com
Insurance to et.insurance@timesgroup.com
Realty to et.realty@timesgroup.com

Startup Funding Stuck in the Sebi Maze

Indian securities market regulator 
Sebi, in its recent press release, 
has cautioned investors to stop 
dealing on any unauthorised elec-
tronic platform, which facilitates 
the fund raising for startups and 
other entrepreneurial setups. The 
said Sebi move has the potential to 
disrupt India’s startup ecosystem. 

There are hundreds of  national/
regional fund-raising platforms, 
which have actively existed for the 
past many years. Globally, such 
platforms, which are essentially 
equity crowdfunding in nature, 
have acted as a viable alternative 
to the interfering venture capital 
money and increasingly unavaila-

ble bank financing. As per publicly 
available information, $34 billion 
has been globally raised through 
crowdfunding in the year 2015. In 
essence, such platforms act as 
matchmakers between the poten-
tial investors and the entities that 
are in need of  funding. The plat-
form may charge a subscription 
fee from the investors and also 
charge the investees in the form of  
a fee or a minority stake. 

The Securities and Exchange 
Board of  India (Sebi) has pointed 
out contravention of  the 
Securities Contracts (Regulation) 
Act, 1956 [SC(R)A] and the 
Companies Act, 2013 as the reason 
behind its move. As per Sebi, only 
recognised stock exchanges can 
provide a platform where securi-
ties have to be listed and traded. 
Sebi has also assumed that the of-
fer made on the platform is likely 
to violate the private placement 
norms under the Companies Act.  

Sebi’s directive seems to be mis-
placed for several regulatory as 
well as commercial reasons. 

First, to term the equity crowd-
funding platform as a stock ex-

change is incorrect. It’s a settled le-
gal position that the definition of  
“securities” under SC(R)A covers 
all “marketable securities”, 
whether listed or not. Under SC(R)
A, technically, any entity which as-
sists buying, selling or dealing in 
securities is a ‘stock exchange’. 
However, Sebi, literally applying 
the rule, has treated an equity 
crowdfunding platform as a stock 
exchange, since share sale can be 
facilitated on the same. By that log-
ic, anybody facilitating a security 
deal (whether or not on an elec-
tronic platform) can be termed as a 

stock exchange. A crowdfunding 
platform merely acts as an arrang-
er without regulating the actual 
trades and the companies whose 
shares are dealt on it are in no posi-
tion to get listed and hence, com-
paring such a platform with a 
stock exchange defies logic.  

Second, Sebi in the absence of  an 
appropriate regulatory regime has 
released a press release attempting 
to ban the platforms by citing vague 
legal references, and not by way of  
a reasoned communication. The 
preferred means of  regulating such 
activities would have been by way 
of  notifying the crowdfunding reg-
ulations which Sebi has conveni-
ently ignored over the past several 
years post first releasing a consulta-
tion paper in 2014. 

Third, as far as the possible viola-
tion of  company law is concerned, 
the private placement norms can 
be complied with by making limit-
ed offerings as permitted under 
the company law (by making less 
than 200 offers in a financial year). 
Hence, suspicion of  a potential vi-
olation cannot be the reason to 
stop an activity.  

The crowdfunding networks 
have tremendously helped the 
Indian startup ecosystem. If  
such networks with reputed in-
vestor base and an organised 
framework were to shut shop, the 
implications can be negative for 
the overall economy. ‘Angel fund’ 
regime under the Sebi 
(Alternative Investment Funds) 
Regulations is yet another exam-
ple where Sebi’s stringent regula-
tory norms didn’t let it succeed, 
which otherwise could have 
opened floodgates for the startup 
fraternity. Realising the con-
cerns, Sebi is likely to consider 
liberalising the ‘angel fund’ re-
gime. Accordingly, Sebi should 
also consider notifying the 
crowdfunding regulations to fill 
the regulatory vacuum, rather 
than implying a blanket ban 
through inappropriate applica-
tion of  laws. Since equity crowd-
funding in future is estimated to 
globally surpass the venture cap-
ital funding, the importance of  
the former cannot be understat-
ed. Hope Sebi is listening. 

(Author is partner, IC Legal)
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Nifty Could Hit 9200 by 
FY18 End; Buy on Dips 

(Due to note 
ban) There will 
be temporary 
impact on 
business 
activity and 
some near-term 
loss due to 
liquidity 
crunch. 
However, this is 
expected to 
normalise over 
the next 3-6 
months

Bloomberg

Washington: The US economy 
expanded more than previously 
reported last quarter on a sun-
nier picture of  household 
spending, the primary growth 
engine. Gross domestic product 
rose at a 3.2% annualised rate in 
the three months ended in 
September, the fastest in two 
years, compared with an initial 
estimate of  2.9%, Commerce 
Department figures showed on 
Tuesday. The median forecast in 
a Bloomberg survey called for a 
3% gain.

While business investment re-
mains a weak spot, solid labour-
market progress and steady 
household purchases kept 
growth on track ahead of  the 
holiday shopping season. The 
figures are likely to reinforce 
projections for Federal Reserve 
policy makers to raise the 
benchmark interest rate in 
December for the first time this 
year, with inflation getting clos-
er to the central bank’s goal.

“Growth is going to remain 
heavily reliant on the consumer, 
but consumers are in very good 
position to lead that charge,” 
with job gains, wage increases 
and low debt levels, said Russell 
Price, senior economist at 
Ameriprise Financial in 
Detroit. “Overall, it’s an encour-
aging sign for the path ahead.”

GDP represents the value of  
all goods and services produced 
in the economy. Analysts’ pro-
jections for the latest growth 
figure ranged from 2.8% to 3.3%. 
This is the second of  three esti-
mates for the quarter before an-
nual revisions in July.

The revised growth figure 
mainly reflected changes to the 
pace of  consumer spending and 
residential  investment. 
Household purchases, which ac-
count for almost 70% of  the 
economy, grew at a 2.8% annual-
ised rate, stronger than the 2.1% 
pace initially estimated.

The adjustment reflected data 
from the Alcohol and Tobacco 
Tax and Trade Bureau, as well 
as figures on monthly retail 
sales, motor vehicle registra-
tions and electricity usage, ac-
cording to the Commerce 
Department.

Consumers also had more 
spending power in the three-
month period than previously 
thought. Wages and salaries 
were up $110.2 billion from 
the second quarter, after an ini-
tial estimate of  a $56 billion 
gain. Residential investment 
was less of  a drag, falling at a 
4.4% pace, after an initial read-
ing of  a 6.2% drop, reflecting 
upward revisions to single-fam-
ily housing and to data on deal-
ers of  building materials and 
garden supplies.

The upward revisions to 
growth were partly offset by a 
downward adjustment to non-
residential fixed investment, 
according to the Commerce 
Department.

Tuesday’s report offered a first 
look at corporate profits for last 
quarter. Before-tax earnings at 
companies increased 6.6% after 
declining 0.6% in the prior 
three-month period. Profits rose 
2.8% from a year earlier, the first 
year-over-year gain after five 
quarters of  declines. 

US Growth 
Revised 
Upward 
for 3rd Qtr
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