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PSU stocks may see
gains under Modi 3.0
NIKITA VASHISHT
New Delhi, 13 June

Sharesofpublic-sectorunder-
takings (PSUs) should be
accumulated at lower levels

after they took a beating on June
4, when Lok Sabha results gave a
reduced mandate to the govern-
ment, say analysts.

They argue that the stocks will
continue being the prime benefi-
ciaries of the government’s focus
on capital expenditure.
“Significant investments in infras-
tructure, energy, anddefenceproj-
ects have created a predictable
order pipeline for PSUs, boosting
revenue streams. Furthermore,
PSUs have demonstrated steady
earnings growth, consistent div-
idend payouts and hold strategic
importance in critical sectors,
which strengthens investor confi-
dence,” said Ajit Mishra, senior
vice-president for research at
Religare Broking.

He said investors should take
advantage of market dips in sec-
torswith robust growthprospects,
such as renewable energy, infras-
tructure and defence.

PSUstocks,downandup
When the Bharatiya Janata Party
(BJP) fell short of a clear majority
in Parliament on June 4, PSU
stocks tumbled up to 30 per cent
in intraday trade. SensexandNifty
indices closed nearly 6 per cent
lower each.

Since then theNifty PSE index
has gained 12 per cent with indi-
vidual stocks such as Container
Corporation of India, BHEL,
ONGC, GAIL, Coal India, and
NHPC surgingup to 20per cent in
six sessions (till June 12).

The frontline 50-stock index,
on the other hand, has recouped
around 6.6 per cent.

Analysts say the view that a
coalition governmentmayput the
brakes on PSUs’ growth is mis-
placed as the BJP remains the

largest party in the National
Democratic Alliance (NDA).

“I do not think that a coalition
government will affect the pre-
mium much in the PSU space as
PSU stocks are in a bull run.While
one should be cautious of the pre-
miumvaluations that certain sec-
torsmay operate on, overall those
betting against PSUswill likely be
punished in this upswing,” said
Anirudh Garg, partner and fund
manager at Invasset.

Market experts believe the
BJP’sNDApartnerswill likely sup-
port budgetary allocations to the
PSU-related sectors and their
indigenisation.

Historical data shows that the
Nifty PSE indexhas outperformed
thebenchmarkNifty50 in the ten-
ures of four out of eight coalition
government.

This was during Atal Bihari
Vajpayee’s governments in 1996
and 1998; H D Deve Gowda’s ten-
ure as the PrimeMinister in 1996;
and NarendraModi’s second gov-
ernment in 2019.

Analysts believe that the pre-
mium valuation of such stocks
may see limited upside if PSU
reforms slowdown. Sluggish deci-
sion-making may affect opera-
tions and delay privatisation and
disinvestment, whichmay lead to
a reassessment of PSUvaluations,
they said.

Investmentstrategy
The Nifty PSE index is trading at
a price-to-earnings (P/E)multiple
of 13x as against its 5-year trailing
twelvemonth (TTM) P/E of 9x.

Most PSU stocks, including
Gail India, BHEL, SAIL,
Hindustan Aeronautics and BEL,
are trading above their five-year
P/E average.

Analysts said investors should
select stocks based on their earn-
ings visibility, valuation, andorder
execution efficiency.

SanjeevHota, head of research
at SharekhanbyBNPParibas, rec-
ommended defence specialists
like BEL, HAL, Mazagon Dock;
commodity firms like SAIL,
NMDC, MOIL; housing plays like
LIC Housing, Canfin Homes,
Hudco; financials like SBI, BOI,
PFC,REC;power stocks likeNTPC,
Powergrid, Coal India; and BPCL,
HPCL, Oil India.

Anirudh Garg, an analyst with
Invasset, prefers sectors such as
railways, defence, infrastructure,
and power.

“We see defence and railway
PSUs closer to fair value, while
power and banking are at signifi-
cant discounts. Within the pack,
PSU banks are at the highest dis-
count to intrinsic value,” said
Vikas Gupta, smallcase manager
and chief executive officer of
Omniscience Capital.

‘Limitedupsideinpremiumvaluationif reformsslowdown’

SARBAJEET K SEN

Business andeconomic cycles
offer numerous investment
opportunities. Investing in com-
panies during their expansion-
aryphase can lead to significant
wealth creation.Recently, the
new fundoffer (NFO) of
SundaramBusinessCycle Fund
opened for subscription. Twelve
schemesbasedon this theme
currentlymanage assetsworth
~25,775.8 crore.

“SundaramBusiness
CycleFundaimstogenerate
alphabypickingthe
beneficiariesofstructural
changes intheeconomydriven
bycertainthemes,”saysSunil
Subramaniam,managing
director,SundaramMutual
Fund.

Whatbusinesscycle
fundsoffer
Business cycles have four phas-
es: expansion, peak, contrac-
tion, and trough.Within a sec-
tor, companies can be in
different phases of the business

cycle. Those in the expansion
phase or those emerging
from a slump and having
reasonable valuations can be
good investments.

“Businesscyclesreferto
economy-widefluctuationsin
production,trade,andgeneral
economicactivity.Theytypically
alternatebetweenexpansionand
contraction,andthesequenceof
theseeventsisrecurrent,”says
HarishKrishnan,co-chief

investmentofficerandheadof
equity,AdityaBirlaSunLifeAsset
ManagementCompany(AMC).

Businesscyclefundsinvest
inthemesexpectedtodowell
overthemediumtolongterm,
suchasdigitalbusinesses,prem-
iumisationofconsumption,
andurbanisation.

Theyoperateonthepremise
ofidentifyingthecurrentphase
oftheeconomiccycleand
adjustingportfoliosaccordingly.
“Duringtheexpansionphase,
theyfocusoncyclicalsectorslike
financials,consumerspending,
andindustrialsectors,while
contractionspromptashift
towardsdefensivesectorslike
healthcareandtechnology.This
dynamicstrategyallowsfund
managerstoseizeopportunities
andmitigaterisksassociatedwith
changingeconomicconditions,”
saysChintanHaria,principal-
investmentstrategy,ICICI
PrudentialAMC.

Promiseofhigherreturns
These schemes invest in
companies of all sizes andare
activelymanaged. They
are sector agnostic.

“Thesefundshavewell-
diversifiedportfoliosanda
flexibleapproach.Thishelpsin
capitalisingonopportunitiesand
managingrisksacrossmarket
caps,themes,andsectorsduring
different
stagesofthebusinesscycle.
Therefore, it is likelythat
investorswillachievesuperior
risk-adjustedreturnsoverthe
longterm,”saysHaria.

High-riskbets
These are thematic schemes
focusedoncertain sectors. If the
investment thesis goeswrongor
thebusiness cycle takes longer
thanexpected toplay out, they
couldunderperform.

“Businesscyclefundstendto
takeactivebetsoncertainsectors
andmayhavehigherallocation
tomidcapsandsmallcaps.Dueto
higherconcentrationinselect
sectors,theremaybehigher
volatilitycomparedto,say,apure
largecaporaflexicapfund,”
saysKrishnan.

“Intheshortrun,thesefunds
couldunderperformtheir
benchmarkssincetheirvalue
creationpotentialmaynot
becomeapparenttothebroader
marketuntilthelaterstages,”
saysSubramaniam.

BarringHSBCBusiness
CyclesFund,theotherschemes
havealimitedtrackrecord.

Forexperiencedinvestors
Thesefundsaremeantfor
seasonedinvestorswillingto
takeextrariskandhavinga
horizonofatleastfiveyears.
Investinthemusingsystematic
investmentplansandsystematic
transferplans.

Restrictexposuretothese
thematicofferingsto5-10per
centoftheportfolio.
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Business cycle
funds:Dynamic
styleoffers edge

TRACKING RETURNS
Top-5performersoverpastyear

RETURNS(%)
Businesscyclefund/index 1-year 3-year 5-year
Quant 67.9 NA NA
Tata 51.7 NA NA
HSBC 50.2 25 20.2
ICICIPrudential 48.5 23.9 NA
BarodaBNPParibas 45.6 NA NA
Nifty500TRI 39.1 18.6 18.9
Returns are for regular, growth plans. Above one-year returns are compound
annualised. Data as on June 12, 2024 Source: Navigation RA

VoluntaryProvidentFund(VPF)isa
popularinvestmentoptionamong
salariedindividualslookingtosecure
theirfinancialfuture.Itisa
government-backedsavingsscheme
withlowrisksandhighreturns.

WHAT IS VPF?Howtoincrease
yourprovident
fundsavings

VPF is anextensionof the
EmployeesProvidentFund
(EPF) that allowsemployees to
voluntarily contribute extra
funds to their PFaccount
beyond themandatory 12per
cent.Employees can investup
to 100per centof their basic
salaryanddearness allowance
(DA) inVPF.

HowtooptforVPF?

nContactHR: Informyour
companyHRthat youwish to
opt forVPF.Theywill guideyou.

nSubmitdocuments:Fill
out the required forms,
submit aPANcardcopy
andbankdetails.

nChoosecontribution:
Decide thepercentageof your
salary to contribute, ensuring it
doesn't exceedyourbasic salary
anddearness allowance.

nStartcontributing:The
amountwill bededucted from
your salaryanddeposited into
yourVPFaccount.

Read full reporthere: mybs.in/2dWbqIC COMPILED BY AYUSH MISHRA

Note: TTM is trailing 12 months Source: Bloomberg

PSUs AT SKY-HIGH VALUATION
Average TTMP/E(x)

Current 5-year
Bharat Heavy Electricals 364 78
Hindustan Aeronautics 43 16
Oil India 11 4
NMDC 14 6
GAIL India 14 9

NSE Nifty PSE Index 13 9
NSE Nifty 50 Index 23 25

Nifty PSE index firms


