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Biggest risk in today’s market is not being there in the market
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Nifty shifting orbits ...
- ____________0_0_00__]

Nifty currently trades at a PE of ~32x (based on FY20 EPS) and at a PE of Trend in Sectoral Weightages in Nifty

~38x on Trailing Twelve Months (TTM) basis, thereby helping build the public

opinion that the broader markets are highly euphoric and running ahead of sf’cmr,sﬂear - Ma109 R 1 Mar-13 Dec2)
fundamentals. We however dispel this notion, as we logically derive that | Financial Services 18 215 3.9 3.8
present absolute PE multiples make little sense especially when we had a blip IT 91 16.3 13.7 16.3
in corporate earnings in the recent past due to the Covid pandemic and are | 0il &Gas 40.7 143 153 125
staging an impressive earnings CAGR (24%+ over FY21-23E) ahead of us. FMCG 6.4 12.6 11.3 1.5
Automobile 3.3 8.8 6.1 54
Our key focal points: Pharmaceuticals 25 5.2 24 3.6
Metals 5.4 48 3.7 25
(i) Nifty constituents have undergone major change in past decade. The | Tgecom 9.8 17 15 20

weights of capital efficient sectors such as FMCG, Financials (private
banks), IT and Pharma have increased from 29% in March 2009 to 70% in

December 2020. Target PE of few individual constituents based on FY23EPS

(ii) These sectors command higher PE multiples as markets prefer Earnings | Nifty Stocks Target PE (x) Nifty Stocks  Target PE (x) Nifty Stocks Target PE (x)
visibility and consistency Adani Ports 16.0 SBI Life 453 HDFC Bank Ltd 19.3
Asian Paints Ltd 58.2 Titan Co. 58.0 Reliance Industries 17.7
(iii) Better performing business segments within existing companies is not | BaiaAutoltd 189 Tata Steel 92 TCS 234
captured by current PE. Companies like L&T, SBI etc. have multiple | Baiai Finance Ltd 46.5 Sun Pharma 21.9 Divis Lab 40.0
business lines and hence SoTP (Sum of the parts) based valuations of ghar:t'd;\;fte' Ld 2:: &TP&,"W 2:3 ‘s\:'s Bg"k Lt‘: ;;:
h nam r = . I kel S . arut . ree Lemen 5
these names are not captured by the PE ratio alone Nestle India Ltd 63.3 Indusind 312 ITCLd 17.0
Infosys Ltd 25.4 Britannia 44.5 Grasim Industries 34.7

Overall Nifty PE 26.2

February 17, 2021 ICICI Securities Ltd. | Retail Equity Research 3



FIl inflows at historical high, market sentiments bouyant...

Fll Inflows/Outflows (2020)

January 12123
February 1820
March - Bl
April -6884
May 14569
June 21832
July 7563
August 47080
September -71783
October 19541
November _
December _
January (till
26th Jan 2021) 23630
FIl Inflows/Outflows
020 [70262
2019 101122
2018 -33014
2017 51252
2016 20568
2015 17808
2014 97054
2013 113136
2012 128360
2011 -2114
2010 133266
2009 83424
2008 - o7
2007 71487
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2005 47181
2004 38965
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2002 3630
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Greater than 90% of the NSE500
stocks are trading above their 200
SMA. This has never happened in
previous bull runs. This highlights
broad based participation and
strong market sentiments.

Source: NSE, NSDL, ICICI Direct Research
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Positive conditions for a broad based market rally...
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Interest rates at all time low Asset quality concerns peaked out
10 _ ,
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Capacity utilisation trend for core sectors Research

Steady demand from core industries should improve capacity utilisation in steel sector Focus on infrastructure to provide headroom for cap utilisation levels in cement sector

Steel Capacity utilisation Capacity utilisation (%)
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In long term, all market cap types & sectors have performed... Research

450% 1 3999,

: 400% 360% Performance between 2009-2015
Broader Indices 1 year 3 year 5 year 10 year 350%
-
Nifty 50 16.6% 26.3% 86.0% 155.3% 300% - 217%  266%
231%
Nifty 100 16.1% 23.2% 85.1% 161.9% ﬁf,gf 20%  159%  17g9, (737
Nifty midcap 100 16.4% -0.2% 69.5% 168.0% 150% |
0/
Nifty smalcap 100 14.8% 19.9% 44.1% 101.8%  100% 6
50% - 16%
-50% -
-100% 34
) @ 3 B > & 3 & 3 & ) & &
E = E E E E E E E E E 2 Z
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Sectoral Indices 1 year 3 year 5 year 10 year 250% 1 231% Performance between 2015-2020
Nifty Realty -4.3% -10.2% 103.4% 6.5% . 198% 1979, PR
Nifty Bank -0.5% 11.3% 99.9% 187.7% 172%  170% | 169%| 167% 0
162% 1539,
Nifty Metal 20.6% -23.0% 91.6% -25.6% 150% | 196%
b 117% 9
Nifty Financial Services 4.2% 31.2% 131.3% 254.6% ° 114%
Nifty Energy 7.9% 15.3% 95.7% g8.6%  00%
Nifty Infra 13.5% 3.2% 53.8% 23.7% 50%
Nifty IT 57.4% 95.2% 128.7% 270.8%
T % T T T T T T T T T T T T
Nifty Pharma 49.0% 30.4% 6.9% 167.6% 0% » » » » v | o » o y »
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Favorable government policies
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Capex plan under National Infrastructure plan PLI scheme boost for favorable domestic manufacturing

(% Lakh Crore)
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FY24 FY25

Roads ™ Railways ™ Urban &Housing ™ Others

Sectors

Mobile phone manufacturing

APl & others

Manufacturing of Medical devices
Advanced Cell Chemistry Battery
Electronic/Technology products
Automobiles & Auto Components
Pharmaceutical Drugs

Telecom & Networking products
Textile products

Food products

High Efficiency Solar PV Modules
White Goods (Acs & LED)
Specialty Steel

Total

Estimated Exp (¥ crore)
47240
6940
3420
18100
5000
57042
15000
12195
10683
10900
4500
6238
6322
203580

Source:: Budget Documents, Media reports, ICICIDirect Research




What we will not touch: stocks and sectors impacted by [

disruption

______________________________
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Declining trend in Li-ion battery costs Renewable capacity & solar tariff in India

Renewable capacity

1
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Source: BNEF.com Statista,CEA, ICICI Direct Research
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Our India Rising portfolio seeks to achieve long term capital appreciation through investment in
companies that are expected to benefit from changes in technology space, virtualization of
business, making India a global supply hub and domestic consumption story. These will
predominantly include companies in following Industries

Technology & Engineering Services — includes software, IT management, Data and IT
Infrastructure services, cloud computing software

Domestic Internet technology enabled companies — including e-commerce, e-classified and
other online services

Manufacturing - including companies focus on mobile manufacturing, white goods,
electronics, API & others and key PLI beneficiaries

Telecommunications, including networking, wireless, and wire-line services, equipment and
support

Niche Industries — including companies focusing on digital pay, automation of
manufacturing, beverages, new age banking and healthcare

February 17, 2021 ICICI Securities Ltd. | Retail Equity Research
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India — Moving up the global value chain ICICI direct
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Widespread urbanization, rising disposable income & demographic dividend-drive consumption
India is estimated to add 30 crore new urban residents by 2050

Disposable incomes are projected to increase by ~ 55% by 2020

42% population remains young aged between 15-40 years

Digital India initiative by Government of India
Government’s initiative to connect 55000 villages; already on boarded 8621 villages

Union of e-services, e-tailing and digital classifieds
Integration across e-tailing and e-servicing could enable cross sell business in the digital classifieds
Pay per transaction could gather traction in future

Internet penetration
~ 54.3% internet penetration with ~ 76 crore internet users (2020)

5@ to usher in industrial revolution

Introduction of 5G will lead to digital revolution, give further impetus to virtualization of business,
emergence of new business model and a technology driven ecosystem across sectors

February 17, 2021 ICICI Securities Ltd. | Retail Equity Research




bG to usher in new industrial revolution f!ClCl direct
esearch
e

Enhanced Massive Mission 5G-enabled
Industry Maobile Internet of Critical output . dPeli':n:entotf t
Broadband Things Services (20164, M) industry outpu
. 5G deployment will impact virtually every Industry. It is
fArts & entertainment - 65 - 3.5% estimated the potential global sales activity across
Construction - - 742 - 47% multiple industry sectors enabled by 5G could reach $12.3
trillion, representing 4.6% of global real output. The major
Educaion - 217 - 3.5% impact of 5G is likely to be in manufacturing (auto & other
Financial & insurance - - 676 - 46% iect_::(;rsl’lcs), information & communication and public
rvices.
Health & social work - - 119 . 23%
it - N I
Manufacturing - - - 3,364 - 42% In 2020-2035, global real GDP would grow at an average
y . annual rate of 2.9% of which 5G would contribute 0.2% of
Mining & quarrying - - - 249 - 4.1% growth. The overall contribution in value terms over the
Professional services - 673 - 5 7% period accumulates to $3 trillion, which when discounted
at 3% rate, gives an NPV of ~$2.1 trillion. To put this into
Public service - - - 1,066 - 65% perspective, in 2020-35, the overall contribution of 5G to
the global economy would be roughly 75% of current
Reeal estate activit 400 24% .
co esERaa= - L] GDP of India
e B o W e
All industry sectors $4,400 $3,600 54,300 512,300 Average: 4.6%
eme ] | | | | | | —
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IT, BPO, Engineering market ($ billion) over FY21E-FY25E

CAGR of 35-45% owver
FYZ1E-FY25E

5G Robotics, Blockchain, 10T _—

D|grt,d Strateqy, transfarmation,

1600 - 4% Dver
acAGRo! consulting 10T
1400 ]
1200 -
5 1000 - D tal
@500 12!
=
BOD0 - CAGR of 15-20% aver
ann 4 — cloud hosting, clowd migration, FYZ1E-FY25E
- S ADM
200 - Traditional —
0 - T
FYZIE —
u Traditional W Digital -

CAGR of -5% ower
Fr21E-Ff25E

On premise, data centre, NEEEtWE a0 N
ADM

Break up of incremental revenue of US$5320 bn over FY21E-FY25E

Rising adoption of smartphones, high internet speed and social distancing (post Covid) has changed consumer behaviour. Consumers now prefer
to transact (buy a product/ service) virtually leading to virtualisation of business . This proliferation of new age technologies (expected to grow at a
CAGR of 16% in FY21E-25E) is expected to be the beginning of a multi-year technology transformation phase.

February 17, 2021 ICICI Securities Ltd. | Retail Equity Research 13
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PLI scheme boost for domestic manufacturing JCIC4

Union Budget aptly focused on production linked incentive (PLI) scheme which is expected to help the country in moving up the global value
chain. It is launched with an aim to create global manufacturing champion across 13 sectors with an total outlay of ~¥ 2 lakh crore in the next five
years starting FY21E.

Sectors Estimated Expenditure (% crore)
Mobile Phones Manufacturing 47,240
API and others 6,940
Manufacturing of Medical Devices 3,420
Advance Cell Chemistry Battery 18,100
Electronic/Technology Products 5,000
Automobiles & Auto Components 57,042
Pharmaceuticals Drugs 15,000
Telecom & Networking Products 12,195
Textile Products 10,683
Food Products 10,900
High Efficiency Solar PV Modules 4,500
White Goods (ACs & LED) 6,238
Specialty Steel 6,322
Total 2,03,580

February 17, 2021 ICICI Securities Ltd. | Retail Equity Research 14



PLI scheme boost for domestic manufacturing of electronics F!gﬁgi direct
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In a bid to give a boost to the domestic production of electronics goods and components like mobile phones, ACs, accessories, etc, and to reduce the
imports, the government has launched a production linked incentive (PLI) scheme

Key features of PLI scheme Multifold jump in mobile production & exports

»  Total incentive of ~X 47,240 for mobile phones 200.0 -

& white goods manufacturing over FY21E-

FY26E 150.0 -
. Scheme targets zero import of mobile phones ’_c:: .

from current levels of US$1 billion ‘é’ 100.0 1 Production 2.5x
. Production target of ¥ 10.5 lakh crore (US$170 50.0 - ~ g

bn) worth of mobile. ¥ 6.5 lakh crore (US$110 8 - 3 3.

bn) of production will be exported 0.0 . - .

FY17 FY18 FY19 FY20 FY25E

. Domestic value addition to increase from 15- Export W Production

20% to 45-50% in the next five years

Multifold rise in India AC export market share

. Total ~8 lakh new job creation

Global AC Export Market (| Crore)

200000 - B Others India
Major benefits __ 150000 - -7 27040 (16%)
[ -t
o ] Phe
v' Boost domestic production & lower imports § 100000 450 (0.5%).
(electronic goods third largest import item) v 50000 -
v Attracts foreign  investments, preferred 0 -
destination in China+1 strategy 2019 2029

| Source:: NSDL, ICICI Direct Research |

February 17, 2021 ICICI Securities Ltd. | Retail Equity Research 15



CRAMS - the big outsourcing opportunity
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CRAMS represents a big
outsourcing opportunity.
Besides the usual cost
advantage and legacy
capabilities, post Covid
scenario would further
strengthen  the  growth
visibility.

Global CRAMS market is
expected to grow at 7%
CAGR in 2019-25 on the
back of increasing costs of
R&D, coupled with
significant revenue loss due
to impending patent cliff that
has forced major
pharmaceutical companies
worldwide to outsource part
of their research and
manufacturing activities

Increasing capex plans across the board on the back of stronger CRAMS demand

Source: NSE, Company, ICICI Direct Research
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Our investment philosophy Research

Constructed applying bottom up style of investing methodology.

Its key parameters include:

+ Capital efficient businesses (subjective) with well defined path of higher return ratios in future. Expansion of sustainable ROCE.
* Dominant market share position
* Robust growth prospects
* Low on debt & leverage
« Sound Financials; healthy B/S, positive cash generating businesses
* Run exhaustive check in terms of management pedigree and other corporate governance parameters
* Time horizon — We believe stocks show reasonable performance over 3-5 years
» Valuation - We do not follow necessarily a contrarian approach, so we do not aim to buy cheapest stock and sell expensivg
stocks. Stocks are cheap and expensive for a reason
* Robust balance sheet, here the income growth should be faster than the balance sheet growth
»  Other Criteria
a) Multi-bagger approach
b) Universe of 15-20 companies

c¢) Individual stocks should not be more than 10% and less than 3% of portfolio while investing

February 17, 2021 ICICI Securities Ltd. | Retail Equity Research 17
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