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You’ve got to know when to hold them, 

Know when to fold them, 

Know when to walk away, 

And know when to run. 

                – Kenny Rogers 

Indian stock markets are trading at rich valuations and overvalued zone - We advise investors to Sell 

Equities and take money off the table before investing again at lower levels. 

 

Indian stock markets resumed their upward journey on 23rd March, 2018 after Sensex touching a low of 32,596 

in the aftermath of February 2018 crash to the current levels of 38,723 on 29th August, 2018. It has taken the 

market less than 5 months to traverse a distance of around 6,100 points thus giving a net benchmark return of 

19%. During the same time frame the Market Capitalization of all the listed companies on BSE swelled from 

Rs. 1,39,30,643 Crs. to Rs. 1,58,95,921 Crs. It is evident that the Market Capitalization of all the listed 

companies on BSE shot up by approximately 19.65 lakh crores in a short span of 5 months. 

 

Nifty 50 companies were available at P/E multiple of 18.9 times and P/BV multiple of 2.8 times in February, 

2016 and then rose to all time high in January 2018 at a P/E of 27.8 times and P/BV of 3.7 times. It then 

followed by a crash, as anticipated in our January Sell Call Note, and the P/E dived to a low of 24.4 times and 

P/BV of 3.4 times on 23rd March 2018. However post the stupendous rally in the Indian equity markets since 

March, Nifty 50 companies are currently trading at a P/E multiple of 28.5 times and P/BV of 3.8 times. It can 

be seen that Indian stock markets are trading at record high valuations amidst the fact that the risks arising in 

the system due to elevated levels of oil prices which could result in inflationary pressures, widening fiscal 

deficits and the spectre of escalating trade wars between USA and China hanging like a sword of Damocles 

over the entire global financial markets. We believe that political uncertainties arising out of general elections 

at the centre and impending state elections in three major states of India are not yet priced in by the markets. 

 

Date P/E Multiple (x) P/BV Multiple (x) Market Capitalization (Rs. in Crs.) 

31
st
 December, 2007 26.55 6.23 35,45,041 

29
th

 February, 2016 18.90 2.81 85,83,144 

9
th

 January, 2018 27.19 3.58 1,54,90,659 

23
rd

 March, 2018 24.38 3.38 1,39,30,643 

29
th

 August, 2018 28.55 3.76 1,58,95,921 
(Source: www.bseindia.com and www.nseindia.com)  

 

Indian equity markets have now become one of the world’s most expensive market based on the P/E multiple 

ratio. The Nifty50 P/E ratio is 28.55 times compared with 23.63 times for the Dow Jones, 25.89 times for the 

Nasdaq, 23.40 times for the FTSE, 18.24 times for Hang Seng Index. Currently the Relative Strength Index 

(RSI) – a measure of momentum – of Indian Equity markets (Sensex) shows a reading of 68.4. Typically RSI 

is at record high and is construed as an indicator of overbought market by technical analysis. 
 

Valuations on an Upswing 

Index P/E Ratio 

Nifty 50 (India) 28.55 

Dow Jones (USA) 23.63 

Hang Seng (HK) 18.24 

FTSE (UK) 23.40 

(Source: www.wsj.com)  

http://www.bseindia.com/
http://www.nseindia.com/
http://www.wsj.com/


 

 

 

 

 

Global economic activity has continued to maintain steam; however, global growth has become uneven and 

risks to the outlook have increased with rising trade tensions. Economic activity in major emerging market 

economies (EMEs) has slowed somewhat on the back of volatile and elevated oil prices, mounting trade 

tensions and tightening of financial conditions. Global trade lost some traction due to intensification of trade 

wars and uncertainty stemming from Brexit negotiations. Trade wars when combined with a build-up in 

leverage and high asset prices could result in a toxic mix that would be a drag on global growth. 

 

The global macroeconomic conditions have somewhat worsened: interest rates are rising and the fears of 

liquidity tightening globally. Besides, crude prices are rising, hurting India’s current account deficit while 

inflation is inching up with even core inflation above 5% for the last five months. In 2018 so far, rupee has 

slipped 11.75% while crude prices have gained 15.82%.  

(Source: www.investing.com and www.xe.com)  

 

Despite healthy earnings growth, valuations of Indian equities have remained quite expensive in the past few 

years. With Global Central Banks in a tightening mode. Domestically as well, the Reserve Bank of India (RBI) 

raised the repo rate by 25 basis points in June after a hiatus of four-and-a-half years. And following the latest 

hikes in minimum support prices (MSP) for most Kharif crops, another 25 basis point rate hike in August 

2018. Going ahead, RBI could be setting the stage for a higher interest rate regime. 

 

We believe that the encouraging first quarter results which have been announced in July 2019 have set the tone 

for positive earnings growth for the full year, simultaneously fuelling a further rally in Indian Equities which 

has led to ‘lifting’ Indian Equities into an overvalued territory. However it is our strong belief that prospects of 

strong earnings recovery seem to have been well priced into the Equity markets. We believe sectors such as 

Auto, Metals, NBFCs and FMCG would deliver superlative performance whereas sectors like PSU banks, 

Infrastructure, Power and Aviation could be laggards in performance. Pharmaceuticals sector although has all 

the characteristics of a ‘hope trade’ and the earnings of the pharmaceuticals companies need to be closely 

monitored for the coming quarters. 

 

We believe Indian Markets may face headwinds in the foreseeable future as political developments foment 

volatility in Indian Equities, particularly the results of key state elections could be construed as a precursor to 

the final outcome of the general elections to be held in India in 2019. We believe that this major external 

change factor in India is not yet priced in by the Indian markets as this major political development has the 

potential to accentuate a major move either way on the Indian Indices. We believe that Indian Equity Markets 

have consolidated on the exuberance that the incumbent government would return to power which remains to 

be seen. 

 

India’s current account deficit (CAD) at US$ 13.0 billion (1.9% of GDP) in Q4 of 2017-18 increased from 
US$ 2.6 billion (0.4% of GDP) in Q4 of 2016-17. We believe CAD in 2018-19 would be much higher than 

2017-18 and it wouldn’t be surprising if CAD touches 2.3%-2.5% of GDP in 2018-19 due to the twin negative 

impact of heightened levels of oil prices coupled with the depreciating Indian currency. The adverse 

implications of a political business cycle on fiscal consolidation should be carefully watched since fiscal 
consolidation is often a key feature of the adjustment required to contain trade imbalances. This would 

probably add to the cues of headwinds in the Indian Equity Markets that could be ‘lurking’ near the corner. 
(Source: www.rbi.org.in) 
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Oil prices have risen from a low of $26 on 11th February, 2016 to a recent high of $75 in August 2018 coupled 

with a depreciating currency. The unprecedented rise in oil prices and the continued buoyancy in oil would 

lead to inflationary pressures in India. The fears of widening deficits and possible drag in performance in 

corporate earnings due to oil spikes could further dampen positive sentiments in Indian Equity markets. We 

believe financial markets are complacent about the risks mentioned above and a combination of factors like 

inflation on an upward trajectory, global crude prices remaining firm, and US Federal Reserve rate increases 

would also push up global interest rates and gradual winding up of stimulus. Indian economy and Indian 

Equity markets would not remain in isolation and these global factors acting in unison could have a cumulative 

negative effect on the Indian Equity markets which could possibly arrest any further upward march of the 

Indian Equity markets. 

 

Sometimes Equity markets have the tendency to be fundamentally strong and technically weak, however at the 

moment the equity markets are exhibiting a tendency to be technically in a momentum zone and fundamentally 

not on a strong wicket. We believe euphoria probably may have set in the markets which could be an indicator 

of the final lap of the rally. It is time for investors to consolidate their gains, and find the safety of cash. 

 

As more uncertainties manifest a correction is inevitable. 

 
OUR CALL  

The valuations and momentum in the Equity markets appear to be in the FROTHY and BUBBLY 

Zone. We believe that the Sensex levels between 38,800–39,500 (±2%) could act as a RESISTANCE 

ZONE for the current rally. We strongly advise investors to liquidate their equity holdings and book 

profits at 38,500 and higher levels. We also advise the investors to take money off the table before 

investing again at lower levels which could probably be around 35,000-35,500. We believe by adopting 

the above investment strategy our investors could take advantage of the volatility in the Equity markets 

netting off handsome returns in the process. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

Disclosures and Disclaimers: 

This report has been prepared and issued by NVS Wealth Managers Pvt. Ltd. "SEBI registered Investment Advisers". 

NVS Wealth Managers (NVS) is a subsidiary of NVS Brokerage Pvt. Ltd. (Stock Broking member of Bombay Stock Exchange, register ed with 

SEBI). This report is prepared and distributed by NVS for information purposes only and neither the information contained herein nor any 

opinion expressed should be construed or deemed to be construed as solicitation or as offering advice for the purposes of the purchase or sale of 

any security, investment or derivatives. The information and opinions contained in the Report were considered by NVS to be valid when 

published. The report also contains information provided to NVS by third parties. The source of such information will usually be disclosed in 

the report. Whilst NVS has taken all reasonable steps to ensure that this information is correct, NVS does not offer any warranty as to the 

accuracy or completeness of such information. Any person placing reliance on the report to undertake trading does so entirely  at his or her own 

risk and NVS does not accept any liability as a result. Securities markets may be subject to rapid and unexpected price movements and past 

performance is not necessarily an indication to future performance.  

This report does not have regard to the specific investment objectives, financial situation and the particular needs of any specific person who 

may receive this report. Investors must undertake independent analysis with their own legal, tax and financial advisors and r each their own 

conclusion regarding the appropriateness of investing in any securities or investment strategies discussed or recommended in this report and 

should understand that statements regarding future prospects may not be realized. In no circumstances it is to be used or considered as an offer 

to sell or a solicitation of any offer to buy or sell the Securities mentioned in it. The information contained in the research reports may have 

been taken from trade and statistical services and other sources, which we believe are reliable. NVS or any of its group/associate/affiliate 

companies do not guarantee that such information is accurate or complete and it should not be relied upon as such.  

Any opinions expressed reflect judgments at this date and are subject to change without notice. 

Important: These disclosures and disclaimers must be read in conjunction with the research report of which it forms part. Receipt and use of t he 

research report is subject to all aspects of these disclosures and disclaimers. Additional information about the issuers and securities discussed in 

this research report is available on request. 

Certifications: The research analyst(s) who prepared this research report hereby certifies that the views expressed in this research report 

accurately reflect the research analyst’s personal views about all of the subject issuers and/or securities, that the analyst/research 

entity/associate have no known material conflict of interest, no financial interest and no part of the research analyst’s compensation was, is or 

will be, directly or indirectly, related to the specific views or recommendations contained in this research report. The research analyst has not 

served as an officer, director or employee of the subject company. 

 

Suitability and Risks: This research report is for informational purposes only and is not tailored to the specific investment objectives, financial 

situation or particular requirements of any individual recipient hereof. Certain securities may give rise to substantial risks and may not be 

suitable for certain investors. Each investor must make its own determination as to the appropriateness of any securities referred to in this 

research report based upon the legal, tax and accounting considerations applicable to such investor and its own investment ob jectives or 

strategy, its financial situation and its investing experience. 

The value of any security may be positively or adversely affected by changes in foreign exchange or interest rates, as well as by other financial, 

economic or political factors. Past performance is not necessarily indicative of future performance or results. 

Sources, Completeness and Accuracy: The material herein is based upon information obtained from sources that NVS and the research analyst 

believe to be reliable, but neither NVS nor the research analyst represents or guarantees that the information contained herein is accurate or 

complete and it should not be relied upon as such. Opinions expressed herein are current opinions as of the date appearing on  this material and 

are subject to change without notice. Furthermore, NVS is under no obligation to update or keep the information current. 

 

Copyright: The copyright in this research report belongs exclusively to NVS. All rights are reserved. Any unauthorized use or  disclosure is 

prohibited. No reprinting or reproduction, in whole or in part, is permitted without NVS’s prior consent, except that a recipient may reprint it 

for internal circulation only and only if it is reprinted in its entirety.  

Caution: Risk of loss in trading can be substantial. You should carefully consider whether trading is appropriate for you in light of your 

experience, objectives, financial resources and other relevant circumstances.  
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