
T
HE way a year or decade begins tells
us nothing about how it will end. Af-
ter all, the dominant trends that
marked the onset of both 2009 and
the past decade were turned on their

head. Investors feared a deflationary death spiral
at the start of 2009 but the year ended up as the
best for stocks this decade. Yet, the decade itself
— now tagged as noughties — will go down in
history as the worst 10-year period
for global equities even though it be-
gan with the tech bang.

Nothing lasts forever, but the du-
ration of any trend seems to have be-
come even shorter in recent times.
The markets, to use actor Robert Red-
ford’s words, now have the attention span
of a lightening bolt. The dramatic rise in
stock turnover ratios indicates that long-
term investing is passé. Data from Bern-
stein Research show that on average, the
top 100 stocks in a US portfolio are barely
held for a quarter these days compared
to the 1960s when the time horizon
stretched six to seven years.

Extrapolating current trends is, there-
fore, fraught with risk and it pays to be wary
of the herd. In this regard, it is worth enlist-
ing the various conventional wisdoms
deeply entrenched in investor psychology
and to see how they could possibly go
wrong before the year is out:
� A 3-speed economic recovery will continue
to unfold. The consensus expects econo-
mic growth in emerging markets such
as China and India to return to levels sim-
ilar to the 2003-07 boom years. As for the
US, the current economic momentum sh-
ould sustain with the economy expand-
ing 3% in 2010. This pace is sub-par com-
pared to previous recoveries in the US, but
in line with past economic cycles associa-
ted with banking crises. Meanwhile,
Europe and Japan are widely expected to
remain economic laggards with both re-
gions experiencing a gently upward-slop-
ing L-shaped recovery.
� Emerging markets is the asset class of choice
and the prime candidate for the next bubble.
Investors have all come to appre-
ciate the superior growth profile
of emerging markets and expect
the asset class to continue to out-
perform in the near future. Even
though emerging market equi-
ties are now trading at a pre-
mium to developed markets on
some metrics, the popular think-
ing is that easy global money con-
ditions and the growth appeal of the emerging
economies will keep propelling these stocks
higher, eventually taking their valuations to
bubble-like levels.
� The first half of 2010 will be strong for equity
markets but policy tightening will erode some gains
in the second half. An accelerating growth mo-
mentum and an accommodative monetary
policy provided a sweet spot for equities over
the past few months. Investors expect the good
times to roll on for much of the first half of the

year but fear some sort of a setback in the sec-
ond half when rising interest rates and richer
valuations pose a problem for equities. Ana-
lysts, therefore, expect ‘a year of two halves’,
with net gains of 10-15% for global equities.
� It will become more of a stock-picker’s market
as earnings, rather than valuations, will drive the
rally. Macro was all that mattered over the past
couple of years as a one-dimensional view
of the world dictated the performance of vari-
ous asset classes, sectors and stocks. Following
the stabilisation in the global macroeconomic
environment, the importance of country, sec-
tor and stock-specific factors should increase
with growth commanding a premium — espe-
cially as valuations have converged across
many sections of the market.
� Huge capital flows into developing countries will
put appreciation pressure on their currencies. After
the sudden stop in capital inflows in 2008,
policymakers in most emerging markets expect
the main challenge this year to be massive in-
flows, comparable to levels in 2006 and 2007.
The biggest recipient of hot money flows cou-

ld be China and, consequently, an inevitable
revaluation of the yuan. The only debate am-
ongst the forecasters is what will be the magni-
tude of the revaluation.
� Government bonds are not the place to be. Most
economic models suggest real yields on gov-
ernment debt are too low, particularly given
the large fiscal deficits, and a pick up in pri-
vate sector credit demand can lead to a rout
in government bonds. Financial analysts be-
lieve that any ‘next crisis’ will be the inability

of governments in many economies to fund
their deficits. Fiscal problems in Greece and
Dubai could be just a teaser with similar fund-
ing problems spreading to the UK, Japan and
even the US.
� Credit spreads will continue to tighten. In con-
trast to government bonds, yields on corporate
credit and particularly in high-yield debt are
attractive, according to most sell-side analysts.
The past year was one of the best ever for in-
vestment-grade debt, but with spreads still high
by historical standards and the quality of bal-
ance-sheets improving, apparently the spread
tightening trade still has enough juice.
� Gold and oil are the best stores of value. The bulls
and the bears on the global economy think gold
and oil can hold their own under almost any
scenario. Gold could keep performing well in a
liquidity-abundant world but also act as insur-
ance in the event of a debt or currency crisis. Oil
too has acquired similar characteristics with the
added angle of supply constraints.
� Commodities are in a secular uptrend. The
commodities ‘super-cycle’ theory that has

many believers is rooted in the
view that emerging markets such as

China and India will be large com-
modity buyers for a long time to come
due to greater urbanisation and ind-
ustrialisation in these countries. The

sharp rebound in commodity prices this year
on the back of China’s growth has only rein-
forced this view.
� China’s policymakers will never let its growth slip
below 8%. The government’s staggeringly-large
policy response to the global financial crisis
left both the Chinese middle class and foreign
investors stunned. The traction those steps
gained in reviving investment makes the dra-
matic events of 2008 seem like a blip in the
country’s long march toward more prosperity.
China has not recorded growth of less than 8%
in any calendar year since 1998 and econo-
mists do not see the pace slipping below that
auspicious number any time soon.

The common thread running through these
consensus views is the optimism on global
growth prospects, particularly about the devel-
oping world. A bolt from the blue in China or a
double dip in the US economy would under-
mine all current beliefs.

To be sure, it is currently difficult to construct
a scenario under which Chinese growth disap-
points on the downside this year and the news
out of the US economy too has had a stronger
bias of late. However, investing involves think-
ing through the tail risks. A double dip in the
global economy is the left field event to worry
about the most now just as a synchronous
global recovery was the outcome with the low-
est expected probability at this time last year.

Other potential market dislocations are a
full-scale bubble in emerging markets or a

debt-funding crisis in the devel-
oped economies. The history of
markets shows that such outlier
events are usually not widely pre-
dicted and there is too much talk of
an emerging market bubble for it to
materialise. Similarly, while a
blowout recovery in the US would
be a major surprise in itself, other
conventional wisdoms — from
higher interest rates to firmer com-

modity prices — would all still play out and
hardly make for the unexpected.

A growth relapse is the true contrarian view
to engage in 2010. Of course, kneejerk contrar-
ianism does not have a great track record, as
fundamentals don’t always keep turning on a
dime. But the most money is indeed made or
saved by staying away from the herd.

(The author is head of emerging markets at
Morgan Stanley Investment Management)

W
ITH export decline getting arrested, commerce
and industry minister Anand Sharma is now
setting his sights higher. In an interview with

G Ganapathy Subramaniam & Soma Banerjee
of ET NOW, he explained his vision for rapid economic
growth, poverty alleviation, food production, FDI policy and
the role of SEZs in the country’s export growth. Excerpts:

Has the Indian economy recovered from the
impact of global slowdown? 
The slowdown was universal, but not uniform. India
started feeling the impact from October 2008. The ex-
port sector was among the first to be affected and the
negative growth in exports peaked to around 40% in
May 2009. There has been a turnaround due to a num-
ber of policy initiatives: the stimulus packages, Budget
2009 and the new foreign trade policy. My major con-
cern is labour-intensive sectors like handicrafts and I
feel that recovery is not complete yet. India’s share of
global exports is less than 2% and we should close the
gap by the middle of 2011 and the aim thereafter is to
achieve 25% growth in exports every year. We should
double India’s trade by 2010 in terms of volume and by
2020 in terms of India’s share in global trade. The neg-
ative growth in exports tapered off in October 2009 to
6% and then we saw 18% growth in November 2009.
We are not getting complacent, we know that low base
effect has played a role in getting to the positive territo-
ry. Even in December 2009, I hope the growth in ex-
ports will be positive. Seen in the context of the global
export contraction of 9%, we have tackled the slow-
down bravely. If major governments across the globe
had not acted in time, in a coordinated manner, the re-
cession could have turned into a depression.
What will be the right time to wind down the
stimulus measures? 
Recovery so far has been stimulus-led and stimulus-fed.
We will end 2009-10 with a GDP of 7.5%, if not more.
Industrial growth is in double digits and the core sector
is doing well. Domestic demand has played a role in the
recovery and generation of jobs as well as income. Our
banks did not need any recapitalisation and India’s stim-
ulus has worked the best. Savings rate has grown and
that has provided a solid base. We need high growth
over a sustained period to bring millions out of poverty.
Therefore, we have to be pragmatic and realistic in our
approach. Even if we have done well, we need high lev-
el of growth to sustain the momentum, create infra-
structure and generate jobs. We have to sustain high

growth for at least two decades. Interest subvention and
easier availability of credit should continue. Due to high
cost of capital, Indian industry was always at a disad-
vantage. I know that FM has his concerns. Being a sea-
soned leader, he is well apprised. We would not have
growth without the stimulus measures. A few months
of good show in the run-up to the Budget should not
lead to steps that will hurt us in the long run.
What steps do you have in mind for improving
the investment climate?
We have an investment-friendly regime and a regula-
tory framework to address grievances. India has been
ranked as the second most-sought-after investment
destination in a survey done in Japan. Previous studies
had put India behind China and the US, but the new
study places India ahead of the US. Our investment
regime provides stability and predictability, but there are
state-specific problems. We have set up a core commit-
tee to bring about a uniform regime across the country
and the panel’s report should be in by March. We are
also expanding e-governance and promoting the coun-
try through Invest India. Investment is safe in India, re-
turns are good and foreign investors get a fair deal. Now

we are in the process of bringing out a composite docu-
ment containing the FDI policy for all sectors, replacing
the 177 press notes that govern the FDI norms now. 
Should India venture into Africa for produc-
tion of food? 
We should look at partnerships between private sector
in India and Africa. The partnership could be extended
to the government level as well and should be a mutua-
lly-beneficial one. The African countries concerned sh-
ould be in a position to enhance their production and
meet domestic demand, while the surplus can be supp-
lied to India. Barring pulses and edible oils, we are not
short of food except times when vagaries of nature aff-
ect production. However, it’s time we launched a seco-
nd green revolution and meet our growing demand do-
mestically. Strictly speaking, it is not my domain, but we
should reduce our post-harvest losses. 
Should we allow FDI in retail?
FDI is permitted in cash-and-carry trade, up to the
wholesale point. And corporates are allowed to invest
in retail. That should take care of the backend. Once the
retailers buy directly from farmers, both consumers as
well as the producers will benefit. I don’t think the time
has come for us to review the FDI policy. After infra-
structure and energy, I consider food processing to be
one of the important segments that need investment
promotion and FDI is already allowed in that segment. 
Are you looking at a review of the policy for
FDI through holding companies?
Policies are dynamic, but there is no review now. We
are only putting together all the existing policies in a
single, composite document. In the case of FDI thro-
ugh holding companies, the new policy is clear. It has
been formulated by an empowered group of minis-
ters and approved by the Cabinet.
What role will SEZs play in your long-term
export promotion plans?
SEZs are doing well and exports from this segment
were around Rs 1 lakh crore during 2008-09. I expect
exports from this segment to virtually double this fiscal
year. SEZs should also bring in new technology and in-
frastructure upgradation. I have said that incentives
available to SEZs should continue. We are now plan-
ning to set up dedicated investment and manufactur-
ing zones that will focus on the manufacturing sector.
The share of manufacturing in our GDP should go up
to 25% as compared to 16% now. We will identify
partner-states that will host these zones. The policy is
under discussion and the concept will be finalised soon.

I
’M TOLD these days, when western correspondents are posted to India, they’re
given a quiet advisory: avoid going on about the beggars, servants, poverty or heat.
Similarly, I’ve consciously refrained from going on about the infamous British

weather. Even though, exactly like every stereotype, the Brits (and all of us who live
here) incessantly and obsessively talk weather all year around. To most outsiders, it’s
a weird Brit custom — to us, it’s a wholly-absorbing subject.

This week though, the capricious weather has topped every chart, with parts of
Scotland as cold as the South Pole, so I can finally inflict this on you, gentle reader. I’ve
been getting loads of queries from India as world audiences see images of a UK — and
Europe and America — trapped in what we’re calling the Big Freeze.

Okay, first the travel advisory. Most of the horrific images you see are way up north
and southwest, in rural areas. TV crews have fanned out to the remotest locations, and
naturally those images are way more dramatic than boring London streets. London’s
still in single digits — minus that is — but places like Scotland, Cornwall and the north
are hitting the 20s below zero. If you were planning to travel to places like Glasgow,
Manchester, Newcastle or Cardiff, I’d reconsider.

And of course, as usual, we’re not prepared, while people in places like Minnesota
just carry on. Americans here always want to know why the Brits can’t deal with a
little winter. Well, we can’t mostly, deal with any kind of severe weather.

It’s because this quaint li’l island off Europe is buffeted by every odd weather
condition on both sides of the Atlantic. About the only thing we can depend on, the
weather will be unpredictable, variable, wildly off any scale, in any season. It can fluc-
tuate between arctic and tropical, all in the same week.

We always moan how this happens all the time. In winter, there’s snow, in sum-
mer, floods — this year in the Lake district — or heatwaves, Spring’s just cranky,
Autumn’s moody. So well, nobody invests in snowtires or ploughs, councils run out
of salt grit — the stuff they spread on the roads so snow doesn’t turn into ice — wa-
ter pipes and gas pipes freeze, boilers invariably collapse, and most of the relatively-
inadequate heating dies. This year, it seems that national gas reserves are running
low, and industry has been told to use alternative fuel like coal. Well. We are com-
pulsive about the weather, because it’s like a live, often malevolent entity, a deity
who rules our lives and demands constant attention.

The joke this time around is that this arctic blast is being sent our way from Iceland,
just like last year. It’s an odd coincidence. But both times, exactly when the mercury
tanks, Britain is embroiled in a row with Iceland. I know the Norse Gods are supposed
to be mythic, but well, who knows those Viking types? It’s very, very easy to believe in
the wrath of Thor or Odin just about now.

The Iceland saga is strangely fascinating. Here’s what’s happening. In 2008, Iceland’s
funky online banks collapsed, leaving over 300,000 British depositors stranded, since
the bank owed far more than what Iceland’s deposit guarantee fund could finance. In
the heat of that moment, the British government changed its deposit guarantee
schemes, and quickly reimbursed Icesave depositors by 100%.

Somewhere along the way, that became a sovereign loan by the UK and the
Netherlands to Iceland, structured so that Iceland has to pay some £3.4 billion, a sig-
nificant chunk of its GDP over years. To add insult to injury, the UK government
used anti-terror legislation to freeze out Icelandic entities. The old Nato ally has not
forgotten, or forgiven that slur.

Now, even though Iceland’s government (a new one) initially agreed, Icelanders
insist on a public referendum. The public is willing to pay what their laws decreed,
but not the onerous package now demanded, which is variously being called too
harsh by almost everybody including British commentators. Paying this debt will,
according to estimates, cost each Icelander about £7,000 odd, and practically
impoverish the already-reeling nation. Icelanders say Britain used its clout in the
European Union, International Monetary Fund and London’s financial control in
the region to bully and blackmail a weaker neighbour.

Icelanders don’t think they should be held solely responsible for the failure of an
FSA-regulated private bank, a decision by the UK government, and the cupidity of
British and Dutch depositors. They want negotiations to be reopened for a fairer deal.
Now, not-so-veiled threats are flying thick and fast, but Iceland is a democracy, and
there’s precious little anyone can do if its people are willing to bear the consequences
of defiance — which some feel can’t be worse than agreeing to the deal.

Strangely enough, if you go by the online posts and reactions, a lot of Britons are to-
tally in sympathy with Iceland. Taxpayers of the world, it seems, are uniting against the
common enemy, banks and governments. It all sounds eerily reminiscent of how rich
nations used to ‘negotiate’ aid and financial arrangements with poor nations in the
1970s. Meanwhile, does anybody know how to placate angry Norse Gods?

sudeshna.sen@timesgroup.com
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