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@ INTERVIEW: A BALASUBRAMANIAN, MD & CEO, Aditya Birla Sunlife MF

‘Price increases are not sustainable
and some adjustment will happen’

Raging raw material prices are
likely to squeexe demand and
affect earmings, but they may cool
in 2022. A Balasubramanian,
CEOand MDof Aditya Birla Sun-
life Mutual Fund, inan interview
with Malini Bhutpta, says these
price increases are 1ot sustain-
able and some adjustment will
happenas companies cannot pass
on these increases to the end con-
stmer. Excerpts:

Last two years have been good
formarkets,will 2022 bedisap-
pointing for investors?

Normally markets go
through different cyclesof 12 to
36 months - bothbull and bear
cycles,Historicallywheneverthe
market has given spectacular
returns, returns in the subse-
quent period are moderate. My
assumptionisthat postthe pan-
demic, the market gave substan-
tial returns unexpectedly as
hope was rising. Keeping that in
mind, the market will go
through a consolidation phase.
The current flat market is an
adjusting phase. Ultimately, the
market should not give more
than normal GDP plus risk pre-
miumof4-5%.

How are you viewing the cur-
rent scenario where commod-
ity pricesarerising, the Federal
Reserve is expected totaperits
balance-sheetand geopolitical
risks remain?

As far as commodity prices
go, it is not that demand has
gone up. Supply has been
affected in most sectors today,
which resulted in priceincreases.
Supply disruptions have
impacted prices. For instance,
Chinahasan embargoindealing
with Australia and Russian sup-
plies have been disrupted. These
price increases are not sustain-
able and some adjustment will
happen as companies cannot
pass on these increases to the
end customer beyond a point.
The last two years China has
tightened regulatoryframeworlk
fortech and banking industries.
Butgrowthhastoreturn,assup-
ply-chains normalise. Higher
pricesare hurting certain sectors
like automobile and those that
use derivatives of petroleum. So
far companies are using inven-
toryfrom the past,the challenge
will come in the future if prices
remain high. If prices are
increased then it will impact
demand so it will impact pro-
duction. Therefore, these things
are not good forthe economy.

Doyousee earnings impact?
Earnings will be very good

duringthe March quarter.There

is no impact as companies have
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lowered debt, balance sheets
have improved and cost of capi-
tal has declined. Companies
which have seen raw material
pricesgoupwill see some impact
in the coming quarter. What
everyone is hoping for is that
economy will return to normal
and so consumer spending will
come back.If thathappens, then
the ability to pay more will help
priceincreases.

How does India appear from a
macro point of view given the
challenges that face the econ-
omy?Will RBI hike rates?

Of course, today inflation is
high but it is not because of
demand but supply constraints.
The RBI knows about it so it has
to decide how long it can wait to
increase rates. Growth is
expected toreturnbig timeeven
though Ukraine has put a ques-
tion mark on how fast it is com-
ingback. Having said this,global

There is a fundamental
shift in India towards
capital markets. And this
shift happened
immediately after
demonetisation since it
made people think of
alternate ways of looking
at investments.

inflation remains high and
FOMC has started hiking rates
now, RBI has to decide on
whether it should wait or start
increasing rates in a calibrated
fashion. Going by historical
approach, they will marginally
increaseratesinApril orthe next
policy. The market will also pre-
feracalibrated approach.

How is India poised from a
growth pointofview?

Indiais poised verywell from
agrowth point of view. Reason
for this is political stability and

The current flat market is
an adjusting phase.
Ultimately, the market

should not give more than

normal GDP plus risk
premium of 4-5%

continued focus on reforms.
Third, the taxsystem isaimedat
ensuring higher compliance.
With improvement in tax filing
system, compliance is rising.
Government spending also
remains highdespitechallenges
and it will help growth. The
domestic economy is on a very
strong wicket compared to the
rest of the world. The perfor-
mance linked incentive system
tobring newmanufacturing sec-
tors to India is making progress.

Doyou expect tapering of bal-
ance-sheetsbycentralbanksto
see continued outflows from
India?
Iexpectmoneytocomeback
to India. If you look at it, domes-
tic investors were buying when
FPIs were selling as dollar
strengthened. Lookingat macro
fundamentals, | would assume
that flows will reversein 2022,

Retail investors have sup-
ported markets, do you expect
this trend to continue?

There is a fundamental shift
inIndiatowards capitalmarkets.
And this shift happened imme-
diately after demonetisation
since it made people think of
alternate ways of looking at
investments. If you see, the
biggest flows to capital markets
cameover FY16-17 and FY18-
19. During the pandemic,
thanks to the low interest rate
regime the industry saw higher
flows. This has created a positive
experience for investors as they
have made money.

Fixed income went througha
churn and credit funds have
suffered the most. How is the
industry dealing with it as
investors get cold feet?

Fixed income is a space
where there is merit for long-
terminvestments.Fixed income
hasbeenaffected in the lastone
year, due to RBI's action and the
credit crisis. Risk appetite also
camedownas nobodywanted to
invest in anything below AAA.

This is also a cycle. In time,
investors will return to fixed
income so gilt funds are doing
well as yields are going up. The
10-yearbondistouching 6.85%
almost.Withalikelyinterest rate
hike we can see pressure on
yields.Once thishappens people
start looking at earnings yield
versus the bond yields. Today
earnings yieldis 5.5% and bond
yields are at 6-7%. Assuming
this gap expands further with
bond vields rising further so
opportunity will emerge for
fixed income,



