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Red Hot on Blue Chips
Their prices have begun to flu c t u ate after the promising surge earlier in the ye a r. But
t h at shouldn’t put anyone off the top stocks. T h e r e ’s plenty of steam left in them.

■ VISHAL CHHABRIA

For months, the wisdom on Dalal
S t reet was that the stock m a rket wa s
not a safe or re mu n e ra t ive place fo r
i nvestment. And inve s t o rs wa t ch e d
in mute horror as Hindustan Leve r
t o re past the Rs 1,600 mark and

I TC crossed Rs 800. Was staying out of r i s ky
equities such a good idea after all?

Nobody can say for sure, but few investors
would deny that any sustained market 
recovery will be led by the market’s pivotal,
bl u e - chip stock s—the same shares that 
drove the market through its recent upswings.

Without exception these are large, successful
companies, whose success usually anticipates
that of the industry as a whole. The liquidity 
of these stocks—they have a large number of
shares available in the stockmarket—makes
them equally high-profile too.

Liquidity makes these stocks prone to heavy
speculation, a major factor behind the strong
rise in blue-chip prices since February. But the
opportunity to cash in on their growth hasn’t
vanished in a puff of speculative smoke.

Speculators don’t stay invested very long,
so without sustained medium-to-long-term
investment demand, stock prices may dip once
speculators cash in their profits.

Their exit is often an excellent time fo r
investors with a longer-term investing horizon
to enter. A strong brand image, a wide range of
p roducts that enjoy sustained demand, a
nationwide distribution network, sound man-
agement, constantly improving financials, and
leadership in almost all their business cate-
gories should keep these blue chips among the
top-performing stocks in the long run.

“ These companies are on a high-growth path.
Their market earnings are always greater than
other stock s ,” explains Ajay Srinivasan, man-
aging dire c t o r, ICICI Asset Manag e m e n t .

S u ch consumer non-durables companies 
a re least affected by the ups and downs of b u s i-
ness cy cles. Says Sangita Bhandari, fund man-
ag e r, Tata Mutual Fund’s Young Citizens
s cheme: “The consumer goods sector should
continue to do well next ye a r.”

While the best stocks have not dipped mu ch 
in the market’s recent swings, they neve r t h e-
less look wo r t h while long-term inve s t m e n t s
e a ch time they decl i n e. I n t e l l i gent Inve s t o r
a n a lyses four proven winners—a must for a
p owerful portfo l i o.

H I N D U S TAN LEVER
India’s biggest private-sector company was
back in the news the day it
announced its  plans to gob-
ble up Po n d ’s India. Po s t -
m e r ge r, Hindustan Leve r ’s
value (market cap i t a l i s a-
tion) will increase to about
6.80 per cent of the market
capitalisation of the entire
Bombay Stock Exchange.

L e ver is one of I n d i a ’s 
most cash-rich companies,
n o t able in a time when most
companies are crying out for
cash. Each rupee invested in
fixed assets adds at least Rs 5
to sales, and the return on
net wo rt h—net profit as a

p e r c e n t age of the sum of its share cap i t a l
and free reserve s—is also at a high 44 per

cent. Last ye a r, Lever paid out
60 per cent of its Rs 560-crore
net profit to its shareholders 
as div i d e n d .

Financial strength ap a rt ,
Lever also has India’s largest
and most successful distribu-
tion network, spanning a 
million retail outlets, through
which it sells many success-
ful branded products—S u r f,
L i fe b u oy, Brooke Bond, Lux,
Organics, Close-Up, Pepsodent
and Walls. All are market lead-
ers in their categories, some-
thing that rivals have to reck-
on with before tackling Lever.

19INTELLI GENT INVESTOR
SAMPL E ISS UE

                  

     

     

     

     

     

     

     

     

        
           

S a l e s  . . . . . . Rs 8,343 cr
E P S  . . . . . . . . . . Rs 28.14
Mkt. Cap  . . . . Rs 32,733 cr

H I N D U S TAN LEVER
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