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SUMMARY
India Economics: Q1FY20 GDP

India’s growth moderated to 5% in QTFY20 on the back of a consumption and
investment led slowdown. Exports too have moderated as global growth has
fallen. The domestic slowdown has been accentuated by lack of liquidity with
NBFCs and MSMEs. The recent reforms and measures announced by
government such as pool buyouts from NBFCs, prompt payment and tax
refunds to MSMEs, PSB recap, front loading of spending and liberalization of

FDI norms have improved sentiment and will drive a cyclical recovery in H2.

Click here for the full report.

Banking

In a mega move towards consolidation, the Finance Minister has announced
the merger of 10 PSBs into 4 new entities, albeit with no definite timelines or
swap ratios. A further recap of Rs 553bn has also been mooted to fuel credit
growth and meet regulatory/integration costs. In our view, merger will not
materially benefit any of the four anchor banks, though integration will be a
challenge. Also, synchronised, smooth mergers across multiple entities is a tall
ask that can hurt credit growth, stall recoveries and gift market share to private

banks in the short run.

Click here for the full report.

BOB Capital Markets Ltd is a wholly owned subsidiary of Bank of Baroda

Important disclosures, including any required research certifications, are provided at the end of this report.

Company Rating Target
Cipla Buy 595
GAIL Buy 175
ONGC Buy 175
1Cs Add 2,360
HPCL Sell 200
MID-CAP IDEAS

Company Rating Target
Balkrishna Ind Buy 1,290
Future Supply Buy 715
Greenply Industries Buy 195
Laurus Labs Buy 480
PNC Infratech Buy 250

Source: BOBCAPS Research
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INDIA ECONOMICS

Q1FY20 GDP

Reforms and liquidity to drive recovery

India’s growth moderated to 5% in Q1FY20 on the back of a consumption and
investment led slowdown. Exports too have moderated as global growth has
fallen. The domestic slowdown has been accentuated by lack of liquidity with
NBFCs and MSMEs. The recent reforms and measures announced by
government such as pool buyouts from NBFCs, prompt payment and tax
refunds to MSMEs, PSB recap, front loading of spending and liberalization of

FDI norms have improved sentiment and will drive a cyclical recovery in H2.
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Q1FY20 growth slips to a 25-quarter low: Led by a sharp dip in consumption,
India’s QTFY20 GDP growth fell to 5% compared with 5.8% in Q4FY19. While
PFCE growth at 3.1% (7.2% in Q4) was at an 18-quarter low, investment
growth too remained muted at 4% in Q1FY20 (3.6% in Q4). Declining auto
sales and non-oil-non-gold imports suggest that domestic demand slowdown
has continued even in Q2. Export growth too almost halved to 5.7% from
10.6% in Q4. Given the global backdrop, exports are unlikely to see a pickup.
On the positive side, recap of banks, liquidity to NBFCs/ MSMEs and front-

loaded government spending will drive a cyclical revival in H2.

Manufacturing dragged GVA lower: GVA growth fell to 4.9% in Q1FY20
(5.7% in Q4) led by sharp deceleration in manufacturing sector at 0.6% in
Q1FY20 vs 3.1% in Q4. Mining too reported a dip at 2.7% (4.2% in Q4),
construction decelerated to 5.7% (7.1% in Q4), financial services and real
estate slowed down to 5.9% (9.5%in Q4) and public spending increased by
only 8.5% (10.7% in Q4). However, agriculture reported an uptick at 2%
(-0.1% in Q4). So was the case with electricity generation at 8.6% (4.3% in Q4).

PSB and liquidity to boost growth: The current slowdown can be attributed to
liquidity issues with NBFCs and MSMEs. For the same, the government has
announced a plan to infuse liquidity through pool buyouts from NBFCs and
shorter payment cycle for MSMEs. In addition, the government today
announced amalgamation of 10 PSBs into four anchor banks along with
recapitalisation of Rs 525bn. This, in addition to reforms for attracting FDI
announced earlier will help in reviving sentiment and growth (Page 2). We
believe growth will bottom out at 6.4% in FY19 before recovering to 7% in

FY21. A further slowdown in global growth remains a key risk to our estimates.

ECONOMICS RESEARCH

KEY HIGHLIGHTS

= GDP growth slips further to 5% in Q1FY20

from 5.8% in Q4FY19.

= GVA growth also dips to 4.9% compared with
5.7% in Q4FY19.

= Growth to recover to 7% in FY21 from 6.4% in
FY20.



SECTOR UPDATE

BANKING

Blockbuster merger — 10 PSBs fused into 4

In a mega move towards consolidation, the Finance Minister has announced the
merger of 10 PSBs into 4 new entities, albeit with no definite timelines or swap
ratios. A further recap of Rs 553bn has also been mooted to fuel credit growth and
meet regulatory/integration costs. In our view, merger will not materially benefit
any of the four anchor banks, though integration will be a challenge. Also,
synchronised, smooth mergers across multiple entities is a tall ask that can hurt

credit growth, stall recoveries and gift market share to private banks in the short run.
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Big bang PSB consolidation: The government today has proposed the merger of
10 public sector banks (PSB) into 4, thereby reducing the number of PSBs to 12
from 27 (in 2017). Prima facie, it appears that banks which share a common CBS
platform are being merged in order to minimise technology integration hurdles.
Six PSBs have been left out of the consolidation process — we believe this was

done to protect regional business interests or to avoid creating weaker entities.

Canara-Syndicate merger looks manageable: Apart from State Bank of India,
Canara Bank (CBK) is the only anchor bank that we track in the public space.
Post-merger with Syndicate Bank (SNDB), CBK will be the fourth largest PSB
with a network of over 10,000 branches. Other synergies include a potential
uplift in CASA, PCR and capital adequacy ratios (based on Mar’19 financials),
besides cost reduction from network overlap. Its NNPA ratio, however, could
deteriorate slightly by 25bps to 5.62%. In our view, a similar work culture could

make SNDB’s and CBK’s consolidation journey more manageable.

Capital infusion the only silver lining: \We see no material improvement in
financials of the remaining anchor banks (Punjab National Bank, Union Bank,
Indian Bank) post-merger. But as consolidation in the PSB space is the
government’s sole intention, additional capital infusion worth Rs 553bn makes

the move less contentious.

Private banks to gain from protracted merger exercise: In our view, the
inherently long-drawn merger process across multiple banks will divert
management bandwidth away from credit growth and asset quality
management in the short-run. As PSBs grapple with the mega consolidation

exercise, private banks will be able to step in and augment their market share.
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Disclaimer

Recommendations and Absolute returns (%) over 12 months

BUY - Expected return >+15%
ADD - Expected return from >+5% to +15%
REDUCE - Expected return from -5% to +5%
SELL - Expected return <-5%

Note: Recommendation structure changed with effect from 1January 2018 (Hold rating discontinued and replaced by Add / Reduce)

Rating distribution

As of 31 August 2019, out of 77 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 47 have BUY ratings, 14 are rated ADD, 7 are rated
REDUCE and 9 are rated SELL. None of these companies have been investment banking clients in the last 12 months.

Analyst certification

Each of the analysts mentioned in this research report certify, with respect to the sections of the report for which they are responsible, that (1) all of the views expressed
in this report accurately reflect his/her personal views about the subject company or companies and its or their securities, and (2) no part of his/her compensation was,
is, or will be, directly or indirectly, related to the specific recommendation(s) or view(s) in this report. Analysts are not registered as research analysts by FINRA and are

not associated persons of BOBCAPS.

Important disclosures

This product is a compilation of previously published research notes. To view the complete report along with the associated Analyst certifications and Company - specific

disclosures, please click on the hyperlink accompanying each excerpt.

General disclaimers

BOBCAPS is engaged in the business of Institutional Stock Broking and Investment Banking. BOBCAPS is a member of the National Stock Exchange of India Limited
and BSE Limited and is also a SEBI-registered Category | Merchant Banker. BOBCAPS is a wholly owned subsidiary of Bank of Baroda which has its various subsidiaries

engaged in the businesses of stock broking, lending, asset management, life insurance, health insurance, wealth management and portfolio management, among others.

BOBCAPSs activities have neither been suspended nor has it defaulted with any stock exchange authority with whom it has been registered in the last five years.
BOBCAPS has not been debarred from doing business by any stock exchange or SEBI or any other authority. No disciplinary action has been taken by any regulatory
authority against BOBCAPS affecting its equity research analysis activities.

BOBCAPS has obtained registration as a Research Entity under SEBI (Research Analysts) Regulations, 2014, having registration No.: INHOO0000040 valid till
03 February 2020. BOBCAPS is also a SEBI-registered intermediary for the broking business having SEBI Single Registration Certificate No.: INZ000159332 dated
20 November 2017.

BOBCAPS prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or derivatives of
any companies that the analysts cover. Additionally, BOBCAPS prohibits its analysts and persons reporting to analysts from serving as an officer, director, or advisory

board member of any companies that the analysts cover.

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions contrary to the
opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations
expressed herein. In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of

interest. Additionally, other important information regarding our relationships with the company or companies that are the subject of this material is provided herein.

This material should not be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be
illegal. We are not soliciting any action based on this material. It is for the general information of BOBCAPS's clients. It does not constitute a personal recommendation
or take into account the particular investment objectives, financial situations, or needs of individual clients. Before acting on any advice or recommendation in this

material, clients should consider whether it is suitable for their particular circumstances and, if necessary, seek professional advice.

The price and value of the investments referred to in this material and the income from them may go down as well as up, and investors may realize losses on any

investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may occur. BOBCAPS does not
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provide tax advice to its clients, and all investors are strongly advised to consult with their tax advisers regarding any potential investment in certain transactions —
including those involving futures, options, and other derivatives as well as non-investment-grade securities —that give rise to substantial risk and are not suitable for all
investors. The material is based on information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied on as such.
Opinions expressed are our current opinions as of the date appearing on this material only. We endeavour to update on a reasonable basis the information discussed in

this material, but regulatory, compliance, or other reasons may prevent us from doing so.

We and our affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of this material, may from time to time have “long” or
“short” positions in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein and may from time to time add to or dispose
of any such securities (or investment). We and our affiliates may act as market makers or assume an underwriting commitment in the securities of companies discussed
in this document (or in related investments), may sell them to or buy them from customers on a principal basis, and may also perform or seek to perform investment

banking or advisory services for or relating to these companies and may also be represented in the supervisory board or any other committee of these companies.

For the purpose of calculating whether BOBCAPS and its affiliates hold, beneficially own, or control, including the right to vote for directors, one per cent or more of

the equity shares of the subject company, the holdings of the issuer of the research report is also included.

BOBCAPS and its non-US affiliates may, to the extent permissible under applicable laws, have acted on or used this research to the extent that it relates to non-US
issuers, prior to or immediately following its publication. Foreign currency denominated securities are subject to fluctuations in exchange rates that could have an adverse
effect on the value or price of or income derived from the investment. In addition, investors in securities such as ADRs, the value of which are influenced by foreign
currencies, effectively assume currency risk. In addition, options involve risks and are not suitable for all investors. Please ensure that you have read and understood the

Risk disclosure document before entering into any derivative transactions.

In the US, this material is only for Qualified Institutional Buyers as defined under rule 144(a) of the Securities Act, 1933. No part of this document may be distributed

in Canada or used by private customers in the United Kingdom.
No part of this material may be (1) copied, photocopied, or duplicated in any form by any means or (2) redistributed without BOBCAPS's prior written consent.
Other disclosures

BOBCAPS does not have any financial interest in the subject company. BOBCAPS does not have actual/beneficial ownership of one per cent or more securities in the

subject company at the end of the month immediately preceding the date of publication of this report.
BOBCAPS is not engaged in any market making activities for the subject company.
BOBCAPS or its associates may have material conflict of interest at the time of publication of this research report.

BOBCAPS’s associates may have financial interest in the subject company. BOBCAPS's associates may hold actual / beneficial ownership of one per cent or more

securities in the subject company at the end of the month immediately preceding the date of publication of this report.

BOBCAPS or its associates may have managed or co-managed a public offering of securities for the subject company or may have been mandated by the subject

company for any other assignment in the past 12 months.

BOBCAPS may have received compensation from the subject company in the past 12 months. BOBCAPS may from time to time solicit or perform investment banking
services for the subject company. BOBCAPS or its associates may have received compensation from the subject company in the past 12 months for services in respect
of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory services in a merger or
specific transaction. BOBCAPS or its associates may have received compensation for products or services other than investment banking or merchant banking or

brokerage services from the subject company in the past 12 months.
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