‘If equity shareholders do
not make money, you will
not get eqmty capital’

AS PRIVATE investment contin-
ues to suffer and equity returns
have stayed low, RAKESHSINGH,
group head, investment banking,
private bankingand capital mar-
kets at HDFC Bank told SANDEEP
SINGH thatretumon riskcapital
must be ensured so that people
make money. He further said
that moderate levels ofinflation
is required in the economy for
better wage growth, stability in
asset pricesand riseinconsump-
tion. Edited excerpts:

Doyouseea revival in private
investmentsin the economy
after theannouncement in
CcOrporate tax rate cut?

In sectors where there is ex-
cess supply already, a company
may notundertake capital expen-
diture. We must incentivise and
get companies to set up base for
manufacturing and even export-
ing electronics, metro rakes, solar
panelsand otherstuffthat we are
importing presently. Our issue is
on demand generation side. One
way to generate further demand
is by way of personal income tax
CLLS 10 encolrage consumption.
The recentannouncement onre-
duction in corporate tax isanex-
cellent step by the Government
and will incentivise corporates
particularly MNCs tosetup man-
ufacturing base for local con-
sumptionand even exports. Inmy
view, the second half of the year
should be better with farm
growth duetobountiful rainsand
the festive season.

Besides, the Centre may take
sector specific measures. For the
autosectorwe may need a scrap-

page policy. Reintroduction of tax
benefits for second house pur-
chase, reduced or temporary
waiver of stampduty etc to help
liquidatethe home inventoryisan
option.I think that the govern-
ment isbest pliced o incentivise
and take the trade off between tax
cuts and higher tax collections
driven by consumption. The cycli-
cal part of the slowdown is tem-
porary as efficiency gains due to
measures taken by this govt and
change in consumption pattems
may needtorebalanced by policy
measures and some sector spe-
cific tax cuts to boost consump-
tion. Also, as far as fiscal deficitis
concermned,] don't seeitas abigis-
sue The whole world is fearing
slowdown and in such an envi-
ronment such measures are re-
quired.

What do you think needs tobe
done?

When we protect basic level
ofinvestmentin the industry and
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investors make adequate reurms,
incremental investments will
flow in. We must recognise that
equityis the riskiest form of capi-
tal and if equity shareholders do
not make money, we will not get
equity capital. So, we have o en-
sure that there is return on risk
capital Once risk capital generates
retum, itbecomesa pool and gets
redeployed in the industry and
the country.

What doyou think needstobe
donefordemand push?

The thing to give furtherim-
petus to demand istoensure that
you have lower prices that en-
courages consumption. Wages
mustgoup, particularlyin the pri-
vate sector. Low inflation is kead-
ing to low wage growth and
think the biggest elephant in the
room is low inflation. I think we
should have moderate levels of in-
flationintheeconomy.

Howislow inflation hurting
the sentiment?

Inabaenceofinllation.weare
seeing correction in asset prices.
Also thevalue ofassets owned by
individuals have gone downin
lowinflationaryenvironment and
that hurts

Everyone wants growth.
What moderate levels of infla-
tion dois, they bring better wage
growth, stability and growth in
asset prices and leave some
money in the hand of semi-ur-
ban and rural for consumption.
Inflation targeting such thatthere
ismoderate levels of inflation
may be a good idea. Instead of 3
per cent, we should have (P1 of
4-5 per cent.

Doyousee thestepstakenby
government are meaningful?
The steps arein the right direc-
tion Whatthe governmentisdo-
ing is unprecedented. We may
need increase in farm prices for
the farmer which will lead to
highersurplus in the handsof ru-
ral and semi-urban population.

That will lead to rise in rural con-
sumptionand the ruboffeffectof
this move willcome to the indis-
tries o, Some amount of infla-
tionshould be encouraged, how-
everitshould be calbrated sothat
it doesn't runaway.

moneyintoequity?

People are not committing in-
cremental moneyinto equities as
theeamingsoutlookisstll evoly-
ing. While retumn on equity must
improve India'scorporate capital
pool and profit pool must in-
crease, Recent tax cuts will help
but we also need higher con-
sumption. If the reward for risk is
higher, you are more likely to see
people keen totake more riskand
commitcapital to newerprojects
Wesaw thishappenin road proj-
ects, ransmissionandsolar inthe
recent past.

Whichcompanies do you
think will dowell inthe
current times?

1 believe large cap companies
willdowellas they have accessto
capital, people and technology.
Weareinaconsolidationphasein
the economywhere rge capsare
bound to do well because they
will take market share from
smaller players who are not well
capialised, whodon'thave access
to thesamequality of technology
and people. While large capswill
continue to show growth, mid
and small companies that are sec-
toral leaders and have technology
strengths will grow. But if they
don't have access to them thenir-
respective of their valuatios, they

willsuffer

Itis a very good time for well
est@blished companies thathave
beenrun property. The problem is
wherepeoplewere rying toruna
company with notso strong fun-
damentals

Do you think the
should provide protectionto
certainsectors?

There are two sets of indus-
tries, the onesthat are affectedby
intemnational competition and
others that are not. While both
have witnessed impact on de-
mand, it's the ones that are im-
pacted by international supply
side competition that are more af-
fected. If there is supply side ex-
cessin the world and companies
worldwide dumptheirstodkat a
certain pricein India, our domes-
ticcompaniesare unable to com-
pete and we may need tofind a
way o address this, protectindus-
tryand jobsin the same way other
nationsdo.



