
A
S UNCERTAINTY continues to ripple through
the global economy, it is clear that no one is im-
mune to the effects of tighter credit com-

pounded by slower consumer and business spending. 
While it’s impossible to predict how long the cur-

rent scenario will last, I am optimistic about long-
term economic prospects, both here in India and
around the world. This stems from the basic premise
that those trends that have made the last decade so
dynamic for businesses in every corner of the globe
haven’t changed. Technology continues to evolve
and improve. Productivity continues to rise. New
business opportunities continue to emerge. 

Around the globe, organisations have perennially
looked for ways to cut costs and reduce risks in the in-
terest of greater profitability and returns on business. In
a recessive environment beleaguered by tighter credit,
impaired liquidity, reduced consumer spending and an
overall slowdown in business activity, this need mani-
fests itself even more vociferously. At times like this, in-
cisive business leaders carefully assess how to best
utilise their resources to weather the challenges that lie
ahead. While navigating and pursuing their long-term
goals they temper the momentum with short-term
measures to adapt to prevailing economic realities, as-
siduously exploring opportunities and options to
sharpen their organisation’s focus on the right priorities
by ensuring that they have the appropriate resources
to achieve their business objectives. I believe these re-
sources encompass both people and technology.

Today, a new generation of technology solutions pro-
vides the foundation for information systems that are
more flexible, cost-effective, and that enable people to
understand and respond to changing business condi-
tions. At Microsoft we are engaged in conversations
with customers every day on how they can use IT to
save money. Let’s take travel for example — it is nor-
mally the first place where companies look to cut costs.

And while one can never replace the comfort of a face-
to-face interaction, one can certainly exploit technolo-
gy to mitigate the amount of travel. Technologies like
Unified Communications, which use a combination of
Instant Messaging, voice over IP, video conferencing,
and Live Meeting help companies not only save money
but enable them to communicate effectively across ge-
ographies. Raymond, for instance, in the current fiscal,
has saved an impressive 86% on their travel and mar-
keting bill. According to a research by Forrester Group,
projected savings in travel and communication by 15
companies over three years exceeded $56 million due
to an effective deployment of technology solutions. 

Collaboration tools and solutions can also be im-
mensely helpful and directly enhance employee pro-
ductivity — another significant way to reduce costs. Ac-
centure, for example, was able to increase the produc-
tivity of its content managers by 20% using

collaboration tools. Likewise, Net Apps has discovered
that it can get new employees to be productive from
Day 1. Combined with Windows Live and Office Live
applications, our collaboration solution delivers a high-
ly productive environment for remote employees and
drives savings on expensive real estate. And it’s not just
the big boys who can benefit. Macawber Beekay, an en-
gineering manufacturing company with 700 employ-
ees, has cut travel expenses by 10-15% by using virtual
meetings, instant messaging and VoIP communication.
The company expects the costs to fall further by 40%.

Another technology solution that has significantly
impacted costs by lowering energy consumption is Vir-
tualisation. By significantly reducing the number of
servers required, organisations are able to put their
computing power to the most optimal use. For exam-
ple, our internal IT department moved 25% of its
servers into a virtualised environment during 2007. The
resulting savings are not only significant in terms of dol-

lars, it takes just four people to manage the group’s
3,500 servers. By implementing a unified messaging
system we are saving multiple million dollars each year
through reduced hardware and maintenance costs. 

Further, in such times of economising, customers
prefer to purchase and deploy IT with predictable pay-
ment structures, freeing up budgets and capital for oth-
er projects. One effective manifestation of this is a com-
bination of software on premise coupled with software
in the ‘cloud’ or software as a ‘service’ as we like to term
it. The convenience this offers is certainly of huge value,
as evidenced by the popularity of the alternative access
to email through Microsoft’s Outlook Web Access,
which users avail when they cannot use Microsoft Out-
look on the desktop. But equally important is the af-
fordability that anytime anywhere access enables.

The hosted IT model is yet another way of reducing
upfront costs of IT investment. Licensed package soft-
ware involves deployment of the software on site and
entails significant upfront costs for purchase, deploy-
ment and hiring and training of professionals. All these
costs can be slashed leveraging the hosted model
wherein the software is hosted at a remote location and
accessed over the web by the customer. Further, if the
hosted software is available for use on a subscription
basis, it further reduces capital investments on IT —
which is especially important for the small and medi-
um business segment in India. Microsoft’s Hosted Ex-
change and Dynamics Suite of Enterprise Resource
Planning (ERP) are prime examples of hosted model.

However, the danger is that as the economy slows,
companies may lose sight of the critical importance of
investment in innovative technologies to sustain
their business objectives. Many of the technologies
mentioned above are enabling progressive compa-
nies to build information systems that are not only
more cost-effective but which also enable people to
understand and respond to changing business condi-
tions with greater insight and speed than ever before. 

We are in the midst of a period when key technolo-
gy trends — more powerful devices, new ways of con-
necting to each other and interacting with computers
— are converging in ways that will revolutionise the
role that computing plays in our lives. Companies that
take advantage of these trends to transform their busi-
nesses and deliver new innovations to their customers
will have an important competitive advantage.

(The author is managing director, Microsoft India)

A
S THE New Year appro-
aches, investors across
the world are feeling like
locusts in a dessert. After
getting used to picking off

a feast, there are currently no asset
classes that offer any obvious appeal.

In many parts of the marketplace
valuations and sentiment do seem quite
depressed. But that largely pertains to
risky assets and with the global econo-
my entering its worst growth spell since
the Great Depression, it’s hard to make
a universal case for being long risk. On
the flip side, government bonds and
companies with a relatively steady
earnings stream — mainly in the con-
sumer staples and healthcare sectors —
offer greater safety but valuations in this
space have been stretched to the extent
that there’s talk of ‘risk averse’ assets
falling victim to the next bubble.

Not surprisingly, then, markets are
stuck in a tight trading range. And this
tug of war between deteriorating eco-
nomic fundamentals on the one side and
oversold markets with low valuations
and hyperactive policy action on the oth-
er will likely continue for much of 2009.
Patience is the key in such an environ-
ment as there could be many false dawns
and misleading breakdowns.

A major takeaway from the 1930s’
experience is that there is nothing
wrong in husbanding cash in a defla-
tionary world. In a piece of telling re-
search, Birinyi Associates estimates
that a dollar invested in the US stock
market in 1966 would be worth only
$1.11 today if you missed the best five
trading days during the entire period.
But if you avoided the worst five days,
the dollar would be worth $2,696 —
emphasising the point that the first
rule of investing is not to lose money.
Still, even in a broadly sideways mar-
ket, it’s important to have a fix on the
few themes that will prove to be en-
during and serve as the fundamental
backdrop for making investment deci-
sions in the year ahead: 

Japan in the 1990s is currently the play-
book for the US: Policymakers in the US
will probably succeed in preventing a
Great Depression redux, but they can-
not engineer a new growth cycle.
There is a certain inevitability about
what follows a debt binge: total credit
as a share of the US economy is at a
record 350%, similar to the levels in
the Japanese economy preceding the
end of its boom in 1990. After having
borrowed growth from the future, the
US economy will now have to sacrifice
growth for a long time to come. 

Much the same as Japan over the
past two decades, US economic growth
is likely to average a meagre 1% for the
foreseeable future. That implies some
sort of a growth recovery in the US as

policy action will arrest the current
sharp pace of economic contraction.
The Japanese economy has witnessed
several mini-growth cycles within an
era of stagnation and those recoveries
have led to sharp market rallies. At
some point in 2009, the US economy
too will start to turn around providing
the stimulus for a more meaningful ral-
ly in the stock market. Typically, the
market bottoms 3-6 months ahead of
the low in an economic cycle.

However, any rally will be capped by

the feebleness of the economic recov-
ery given the underlying economic
problems related to over-indebtedness.
A very firm long-term top for the
benchmark S&P 500 index is most like-
ly 1200 — the level that prevailed just
before the world changed in mid-Sep-
tember when Lehman Brothers went
bankrupt. The episode marked the de-
finitive end of the 2003-07 credit bub-
ble and the hard reality is that the
world is not going back to the pre-
Lehman days. In technical terms too,
support levels from a bull-market era
often end up being resistance points in
the ensuing bear market regime. 

Emerging markets are still the place to be
on a relative basis: The acceleration in the
growth of developing countries from
an average 3.6% prior to 2003 to more
than 7% over the following five years
was an aberration largely rooted in the

global credit bubble. However, emerg-
ing markets are nowhere near as lever-
aged as the US and most other devel-
oped countries and should, therefore,
be able to expand at their 1980-2002
average economic growth rate of 3.5-
4.0%. That is not too bad an outcome
at a time when the US and much of the
developed world face an extended pe-
riod of sub-par growth. 

The sluggishness in the west will in-
crease the relative appeal of investing
in emerging markets. This is in contrast

to the 1980s and ’90s when the US was
growing at a robust 3% — nearly as fast
as the developing world — and looked
much less risky. Furthermore, emerg-
ing markets are currently trading at a
25% discount to the developed world
on most valuation metrics. While it will
be hard for emerging markets to com-
pletely free themselves of the US mar-
ket’s ball-and-chain, this asset class
should over time deliver higher returns
as has been the case over the past five to
10 years despite the high daily and
weekly correlations. 

A secular bear market in commodities: It’s
amazing to see how many financial an-
alysts are still consumed by the myth
that commodity prices are in a secular
uptrend due to the continued industri-
alisation of emerging market
economies such as China and India.
They are forgetting lessons from history.

Commodity prices decline over the
long-term as the cost of production falls
with better technology, increased au-
tomation and greater economies of
scale. Although they oscillate wildly
around their long-term trend line, the
broad direction is unmistakably down.

After overshooting in the late 1970s,
commodity prices steadily fell through
the 1980s and ‘90s even though global
growth remained robust through those
two decades. As the 2003-07 credit
bubble artificially inflated growth
across the world to well above trend
levels, commodity prices surged but are
now quickly reverting to their long-
term mean. They have no justification
for trading above their marginal cost of
production and in times of distress, the
prices fall well below the cash cost of
production. All of this suggests that
prices of commodities from oil to cop-
per are going back to levels that pre-
vailed prior to the 2003-07 boom. One
clear implication is that the price of oil
over the next couple of years is more
likely to average closer to $30 a barrel
rather than the consensus price of
$60/bbl factored into estimated future
earnings for oil-related companies.

A mix of value and quality at a reason-
able price should outperform: The disper-
sion in valuations — defined as the gap
between the highest- and lowest-priced
stocks — is currently at near record lev-
els. Ordinarily that would suggest it is
time to blindly buy the lowly valued eq-
uities and sell the relatively richly priced
stocks, typically in the defensive stocks.
But the problem is that the cheap stuff is
mostly in troubled sectors such as finan-
cials. It’s hard to see such stocks outper-
forming unless the bear market regime
comes to an end.

But the valuation gap is too extreme
to ignore. Therefore, it’s time to over-
weight that part of the equity universe
where valuations are cheap even after
normalising earnings and stripping
away the abnormal profits of the past
few years. However, a premium still
needs to be paid for companies with
high management quality as survival
of the fittest is still an issue and when
corporate governance standards are
on the decline.

The dollar is most likely confined to a
trading range: It’s intellectually easy
and fashionable to be bearish on the
dollar. But as has been the case for so
many years now, reports of the dollar’s
demise are greatly exaggerated. To be
sure, the dollar is currently on a declin-
ing trend and with US adopting a
quantitative easing approach to mon-
etary policy, the image of too many
dollars flooding the market readily
springs to mind.  

However, there will be a limit to the
dollar’s decline. The deflation of the
credit bubble is a global phenomenon
and almost all countries around the
world are in an aggressive easing mode.
It’s just that the US is ahead of the
curve. But expect other central banks
to soon enough engage in a similar ac-
commodative policy framework as the
US, which in turn should limit any
downside for the dollar. The dollar is
unlikely to make fresh record lows
against major currencies in 2009.

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

Management)
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Although markets will likely spend much of the coming year wallowing in a
broad trading range, a few macro themes will still dictate underlying trends

L E T T E R F R O M L O N D O N
S U D ES H N A  S E N

I
T’S been a funny kind of Christmas this year. There’s a hush in the air,
a sense of everyone holding their breath, a lull before another storm.
And a buzz as well, that could easily confuse a casual visitor into won-

dering, what recession? Discount the actual 3-4 days of Christmas week,
when everything comes to a standstill, and those who aren’t on long
leaves because their factories or offices are shut for extended holidays,
were working pretty much through the season — usually, all corporate
activity stops around December 20, and resumes sometime in January.
Office Christmas parties, that bellwether of corporate mood, were both
subdued and low key — but also more packed than they used to be.

Boxing Day sales, the high point of most Britons’ shopping year, came
early this year — for weeks, high streets have been festooned with sale
signs, anywhere from 20% to 50%. An unexpected side effect is that a lot of
impromptu parties and events mushroomed in the days leading into and
after Christmas, since a lot of people are just staying put for the season, in-
stead of travelling to meet their families, or to Ibiza. So instead of looking like
a ghost town for 10 days, it’s just looking like a ghost town for 3 days. 

In some ways, the mood is eat, drink, and be as merry as you can, for to-
morrow you may be out of a job, a home, a business and a future. Christ-
mas, of course, is the make or break season for retail, entertainment, pubs,
hospitality and many other sectors — literally. These few days will pretty
much decide which companies survive to see another Christmas, and who
might have to go the Woolworths way, into oblivion. At least six or seven
high street names are believed to be in the danger zone. We’re following
high street sales figures more intently than cricket scores, almost hourly. 

It seems that as retailers slashed more prices, record crowds stampeded
into the stories, just the last few days before Christmas, and on 26th, the
main sales day. Besides, with the sterling falling off all charts, it seems Euro-
peans have decided to take shopping breaks in London, like Britons used to
do in New York in the good old days. Big and small stores are seeing record
sales — but whether it’s going to make a difference to profits, is hard to say. 

The final tally hasn’t yet come in, but don’t be fooled by the surface signs
of festivities. This is the winter of our quiet desperation — we know this is
one Christmas that’s going into history. So we’re taking a last rest break be-
fore we are hurled into a New Year that, by all reckoning, will take the
stuffing out of all turkeys. Everyone knows it, but nobody wants to face it
this week. Companies don’t like sacking people just before Christmas, nor
do banks like foreclosing and evicting people from their homes. January
will bring the pent-up bad news crashing on everyone’s heads. January is
also the month when personal bankruptcy figures peak — and this one’s
likely to be a humdinger. Savings, for all those who’ve lost their jobs, are
dwindling — most reckon that on average, savings last about six months,
and now there’s a large chunk scraping the bottom of their nest eggs. 

Businesses are running out of working capital, and many in the SME
sector have just, umm, shut down for extended breaks before they can
get their hands on some cash again — others like JLR are scrambling to
make ends meet. In the battered banking sector, it’s that critical bonus
time. Hundreds and thousands in financial services still lucky enough to
have a job — are anxiously waiting to see the year through, and what
pay out time will bring — if anything at all. What a lot of people don’t re-
alise about the welfare state is that the middle classes can’t really access
state benefits, not the way it’s structured here. The very poor can, and
live off welfare for generations. The middle classes have to soldier on in
what used to be called genteel poverty, or sink into a benefit trap. 

However, there’s something to be said for a society that’s not as hysteri-
cally status conscious or competitive as Indians are. Losing a job, a home,
or being unemployed isn’t associated with social stigma — it happens, just
one of those things. Lots of once-rich people are moving their kids from ex-
pensive private schools to state schools — can’t imagine any privileged In-
dian parent shifting her child from the likes of a DPS to a local school with-
out a nervous breakdown, a divorce, and an extended social circle disaster.

The situation here is much worse than anything in India — be real
people, there is no recession in India — but I’m not getting the chest-
beating, wailing, or the sense of an overblown K-serial type family
tragedy that I get from India these days. They’re hit, yes, but they’re get-
ting on with life as best as they can.  Call it an ostrich act, or call it that stiff
upper lip.  Or just call it the spirit of this strange Christmas.
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