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The earty numbers indicate that while topline growth continnes to be robust, growth in profitability is likely to slow down onaccount of higher commodity
prices, wages and interest mtes. Treatam talk of an carly turmaround in eorporate performance with scepticisim
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plans). Such a strong swing in-
dicates that perhaps many cor-
porate treasuries got tempted by
the bull run, and instead of in-
vesting conservatively, went in
for equity investments. If they
had invested in debt instru-

~ments alone, the decline would

not have been so drastic.”

Another explanation for the
drastic swing in ‘other income’
lies in hedging losses on forex.
“Till March the rupee was ap-
preciating, and after that it has
depreciated. So calculations
about currency movements
have gone awry,” says
Shashikant.

Sequential numbers
turn negative

The year-on-year numbers show
that while income and earnings
have slowed down, the growth
rate is still positive. But quar-
ter-on-quarter numbers are all
in the negative. Does that indi-
cate that the situation worsened

Other income has
come down
drastically due to
investment and
forex losses

in the last quarter? Says
Shashikant: “Since all the num-
bers have turned negative, they
do confirm the fear that a slow-
down is underway.”

However, Shriram Iyer,
head of research at Edelweiss
Securities, sounds a note of
caution. “Q-om-q comparisons
don’t mean too much. Only in
case of IT and telecom are in-
come and profitability smooth
round the year, otherwise in
most sectors there is a seasonal
effect. For instance, consumer
goods sell more in the festive
season, Government clients
give out more orders in the
fourth quarter of the financial
year, and so on.” Hence, he
says, Q1 of a financial year is of-
ten weaker than Q4 of the previ-
ous financial year.

Next we have segregated the
114 companies into non-finan-
cial and financial companies,
Here's what the numbers indi-
cate about these sectors.

NON-FINANCIAL COMPANIES.
Top line growth (at 33.8 per cent)
continues to be good. But what
has pulled PBDIT and net profit
down (to around 18 per cent) is
escalating costs — of raw mate-
rials, wages, and interest cost.

FINANCIAL COMPANIES. For
finaneial companies, the growth
in net NPA is a cause for con-
cern. When interest rates rise,
lenders raise interest rates and
pass on costs to customers, as a
result of which defaults begin.
Financial companies - (barks)
have also had to make provision
for mark-to-market losses on
their investment portfolios.

“When interest rates go up,
net interest margins of banks
shrink, The broking business
too has been down,” says Shah.
All these factors have pulled the
growth in financial companies’
profitability down to a bare 2.1
per cent.

Corporates hurting

What the above numbers unam-
biguously indicate is that infla-
tion and high interest rates are
hurting  corporates.  The
downturn in corporate perfor-
mance has begun, and it will
take some time for the corpo-
rate sector to turn around. With
the central bank also in mone-
tary tightening mode, growth is
likely to be affected. So, all glib
assertions of a quick turn-
around in corporate perfor-
mance should be treated with
scepticism. There will be some
lagged impact of high inflation
and high interest rates, and this
is likely to show up in corpo-
rate performance over the next
couple of quarters.

Remember that an investor,
in response to macro economic
developments, can respond
quickly and shift his invest-
ments. But the real economy,
that is, businesses, can’t adjust
so0 fast to high inflation and
high interest rates. What are
the adjustments that companies
will try to make? They will try
1o bring about efficiency in pro-
duction, and will go slow on ex-
pansion plans and hiring. All
this will not happen overnight.
Declining g-on-q costs show that
the process is underway.

Finally, one would like to
add a caveat here. The sample
size is still small, so the present
results could be skewed be-
cause of some sectors being rep-
resented more than others (like
IT, which anmnounces results
early). With a larger sample
size, of say, 1,000 companies, we
would be on more solid ground.
Nonetheless, what the early re-
sults do indicate is that costs
are up, and this is likely to slow
down profitability growth —
this quarter and in the next
quarter or two. We should
count ourselves lucky if corpo-
rate profits grow in the low
double digits in Q1FY09. =
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