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Daily macro indicators

Industrial activity slows, inflation eases

Indicator

Pidilite Industries | Target: Rs 1,525 | –31% | SELL
Raw material pressure hurts gross margin

Eicher Motors | Target: Rs 2,200 | –19% | SELL
Dull quarter as volumes trend down; maintain SELL
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SUMMARY
India Economics: Inflation and IIP

Source: Bank of Baroda Economics Research

India’s IIP eased to 13.6% in Jun’21 led by base effect. Notably, over a 2-year
horizon, output is down by 5.2% led by capital goods and durables. FMCG has
expanded. CPI inflation has cooled off to 5.6% in Jul’21 (6.3% in Jun’21) led by food
inflation at 4% (110bps MoM decline). Core too softened to 6% (6.2% in Jun’21). We
expect inflation at 5.5% and growth to pick up to 9.7% in FY22. This should give RBI
room to normalize policy in Q4FY22 by changing its liquidity stance and raising
reverse repo rate.
Click here for the full report.

Pidilite Industries


Consolidated Q1 revenue grew 121% YoY, rebounding from a tepid base



Gross margin contracted 435bps YoY but lower employee cost aided operating
margin expansion of 10ppt



We maintain estimates and roll over to a new Jun’22 TP of Rs 1,525 (vs. Rs
1,365); retain SELL

Click here for the full report.
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Eicher Motors


Q1 revenue declined 35% QoQ on weak volumes (-40%). Lower operating efficiency
further pulled down profitability



Monthly sales run-rate at ~42k vs. ~70k required to meet our FY22 volume estimate



Maintain Mar’22 TP of Rs 2,200 based on 24x FY23E EPS; reiterate SELL

Click here for the full report.
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Industrial activity slows, inflation eases
India’s IIP eased to 13.6% in Jun’21 led by base effect. Notably, over a 2year horizon, output is down by 5.2% led by capital goods and durables.

Sameer Narang | Sonal Badhan
Jahnavi
chief.economist@bankofbaroda.com

FMCG has expanded. CPI inflation has cooled off to 5.6% in Jul’21 (6.3% in
Jun’21) led by food inflation at 4% (110bps MoM decline). Core too
softened to 6% (6.2% in Jun’21). We expect inflation at 5.5% and growth to
pick up to 9.7% in FY22. This should give RBI room to normalize policy in
Q4FY22 by changing its liquidity stance and raising reverse repo rate.

IIP growth eases: Industrial output moderated to 13.6% in Jun’21 from 29.3% in
May’21. Base effect explains this. Consumer durables, capital and intermediate
goods seem to be driving growth. It is more useful to look at growth from a 2-year
horizon. On that count, Industrial output is 5.2% lower (-14.3% in May’21) led by
6.2% decline in manufacturing and 2.6% dip in electricity output. Capital goods (21% over Jun’19) and consumer durables (-15% over Jun’19) have declined the
most—pandemic impact. Infra, primary goods and intermediate goods have
contracted only marginally. Only FMCG (essential goods) output has expanded.
Food inflation cools down: CPI inflation moderated significantly to 5.6% in Jul’21
from 6.3% in Jun’21 led by decline in food inflation to 4% from 5.1%. Within food,
vegetable prices fell by 7.7% (-0.7% in Jun’21), while that of fruits rose by 8.9% as
against 11.8% in Jun’21 and that of pulses increased by 9% as against 10% in
Jun’21. Oils and fats too decelerated to 32.5% from 34.8%. Perhaps reduction in
custom duty on edible oils worked. Inflation in egg, meat and fish and milk products
accelerated. Perishables are likely to pull down food inflation in the coming months
on the back of a high base (vegetables inflation was 12.7% in H1FY21).
Core inflation eases further: Core inflation softened to 6.0% in Jul’21 from 6.2% in
Jun’21. What eased? Transport and communication at 10.5% (11.6% in Jun’21),
education at 3% (3.4% in Jun’21), personal care and effects at 3.8% (4.7% in
Jun’21) and household goods and services at 4.9% (5.7% in Jun’21). Health care
inflation remained elevated and recreation and amusement too inched up as
restrictions are relaxed. Cost push inflation is likely to be visible in coming months as
full pass-through of higher commodity prices is yet to happen. While global
commodity prices have eased a little in the last few weeks on the back of rising
Covid-19 cases, a rebound when cases decline cannot be ruled out.
We expect retail inflation at 5.5% in FY22 led by core inflation at 6.1%. Monsoon is
improving and bodes well for food inflation. Growth outlook is also improving. This
should give RBI room to normalize monetary policy in Q4FY22 by reducing wedge
between reverse repo and repo rate and changing its liquidity stance.
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Key highlights
▪ CPI inflation edged down to 5.6% in Jul’21
from 6.3% in Jun’21.
▪ Food inflation fell to 4%. Core inflation
moderated to 6%.
▪ IIP moderates to 13.6% from 29.3% in
May’21. It has fallen by 5.2% over a 2year horizon.

RESULT REVIEW

SELL
TP: Rs 1,525

 31%

PIDILITE INDUSTRIES

|
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|
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Raw material pressure hurts gross margin
▪ Consolidated Q1 revenue grew 121% YoY, rebounding from a tepid

Arun Baid
researchreport@bobcaps.in

base
▪ Gross margin contracted 435bps YoY but lower employee cost aided
operating margin expansion of 10ppt
▪ We maintain estimates and roll over to a new Jun’22 TP of Rs 1,525 (vs.
Rs 1,365); retain SELL

Revenue growth rebounds off a weak base: PIDI’s consolidated Q1FY22 revenue

Key changes
Target

grew 121% YoY (112.5% ex-Hunstman) to Rs 19.4bn, with 79.5% YoY constant

Rating



currency growth in overseas subsidiaries due to a low pandemic-hit base quarter.



Standalone revenue increased 111% YoY to Rs 16.3bn with volume growth of
~105% (+103% in the consumer & bazaar segment and 113% in B2B). Per

Ticker/Price

PIDI IN/Rs 2,221

management, sales were adversely affected from mid-April to mid-June due to the

Market cap

US$ 15.2bn

pandemic but have improved thereafter.

Free float

30%

3M ADV

US$ 16.0mn

Demand trends looking up: Demand has seen sustained recovery in July and

52wk high/low

Rs 2,334/Rs 1,357

early August post unlocking. Recovery has been broad-based across product

Promoter/FPI/DII

70%/12%/18%

categories and geographies and should sustain in the absence of further Covid

Source: NSE | Price as of 12 Aug 2021

restrictions. As per management, domestic subsidiaries such as Nina Percept will do

Key financials

well going ahead as the housing market is seeing better traction.

Y/E 31 Mar

FY21P

FY22E

Total revenue (Rs mn)

72,927

89,662 1,03,920

Gross margin declines on higher RM cost: Gross margin contracted 435bps YoY

EBITDA (Rs mn)

16,806

20,891

24,213

(–170bps QoQ) as prices for key material VAM increased to an average of

Adj. net profit (Rs mn)

11,339

14,160

16,547

US$ 1,610/mt vs. US$ 890/mt in Q1FY21 ($1,200/mt in Q4). However, consolidated

Adj. EPS (Rs)

22.3

27.9

32.6

operating margin rose 1,040bps YoY to 17.9% due to lower employee cost

Consensus EPS (Rs)

22.3

26.4

32.7

(-1,008bps) and other expenses (-466bps) – this yielded EBITDA/PBT growth of

Adj. ROAE (%)

22.6

24.1

25.4

424%/821% YoY.

Adj. P/E (x)

99.5

79.7

68.2

EV/EBITDA (x)

67.0

53.8

46.4

Adj. EPS growth (%)

(2.2)

24.9

16.9

Margin pressures ahead: VAM prices peaked in April at ~US$ 2,000/mt and are
currently at US$ 1,400-1,500/mt. Management expects a further gradual decline
post Q2. The company has taken a price hike of 4-6% across products in Q1 which

Source: Company, Bloomberg, BOBCAPS Research | P – Provisional

Stock performance

should cover ~75% of the increased RM cost. However, Q2 margins may be
affected by high-cost inventory carried over from Q1.

FY23E

PIDI

NSE Nifty (Relative)

2,370
2,040

current valuations look rich at 68.2x FY23E EPS, especially in light of increased
margin stress from higher input prices. We roll forward to a revised Jun’22 TP of
Rs 1,525, based on a 45x one-year forward P/E multiple (42x earlier), in line with the
stock’s 10-year average.

1,710
1,380
1,050
720

Aug-18
Nov-18
Feb-19
May-19
Aug-19
Nov-19
Feb-20
May-20
Aug-20
Nov-20
Feb-21
May-21
Aug-21

Maintain SELL on expensive valuations: Though we like PIDI’s business model,

Source: NSE
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TP: Rs 2,200
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Dull quarter as volumes trend down; maintain SELL
▪ Q1 revenue declined 35% QoQ on weak volumes (-40%). Lower

Mayur Milak | Nishant Chowhan, CFA
researchreport@bobcaps.in

operating efficiency further pulled down profitability
▪ Monthly sales run-rate at ~42k vs. ~70k required to meet our FY22
volume estimate
▪ Maintain Mar’22 TP of Rs 2,200 based on 24x FY23E EPS; reiterate SELL

Weak quarter: EIM’s standalone Q1FY22 revenue was in line with our projections,

Key changes
Target

with a 35% QoQ decline to Rs 19.1bn on the back of a 40% QoQ drop in quarterly

Rating



volumes and a 4% increase in ASP stemming from pricing action. Gross margin



improved 30bps QoQ but lower volumes impacted operating efficiencies. EBITDA
thus fell 48% QoQ to Rs 3.3bn and margins shrank 450bps to 17.5% (21.1% est.).

Ticker/Price

EIM IN/Rs 2,718

Adj. PAT was down 43% QoQ to Rs 2.7bn.

Market cap

US$ 10.0bn

Free float

51%

Near-term volume and cost headwinds: During H2FY21, EIM clocked a quarterly

3M ADV

US$ 24.4mn

sales run-rate of ~200k units (~66k monthly rate) and reported a 23% EBITDA

52wk high/low

Rs 3,037/Rs 2,007

margin. In contrast, it posted total sales of ~168k vehicles (~42k monthly rate) over

Promoter/FPI/DII

49%/32%/7%

the past four months, including exports. Here on, the company will have to achieve a

Source: NSE | Price as of 11 Aug 2021

monthly run-rate of ~70k vehicles to achieve our projections for FY22. Though we

Key financials

pencil in a healthy 14% volume CAGR for Royal Enfield over FY21-FY24 supported

Y/E 31 Mar

FY21A

by launches and pent-up demand, we believe higher raw material costs, an erratic

Total revenue (Rs mn)

86,190 105,998 125,493

supply chain and inability to take further price hikes will exact a toll on earnings.

EBITDA (Rs mn)

17,865

22,320

27,846

Adj. net profit (Rs mn)

24,107

FY22E

FY23E

13,608

18,382

Leadership change: EIM in its press release mentioned that Vinod Dasari, CEO of

Adj. EPS (Rs)

48.7

66.1

87.0

Royal Enfield and whole-time director of the company, has resigned. The board has

Consensus EPS (Rs)

48.7

84.0

107.5

approved appointment of current Royal Enfield COO B Govindrajan, an industry

Adj. ROAE (%)

14.0

16.8

19.1

veteran with 32 years of experience, as executive director.

Adj. P/E (x)

55.8

41.1

31.2

39.4

30.7

25.2

(30.2)

35.7

31.5

Maintain SELL: We expect EIM to clock a revenue, EBITDA and PAT CAGR of
17%, 21% and 27% respectively over FY21-FY24. Our FY22/FY23 revenue
forecasts are ~10% below consensus due to lower volume assumptions and our

EV/EBITDA (x)
Adj. EPS growth (%)

Source: Company, Bloomberg, BOBCAPS Research

Stock performance

EBITDA margins are 200bps below at ~22%. We are ~29% short on EPS. We

EIM

believe consensus revenue and margin assumptions could be at risk considering the

4,150

huge ask on volumes as well as rising raw material costs.

3,560

NSE Nifty (Relative)

2,970

average) and also assign Rs 150/sh (consensus value) to its VECV business. Retain
SELL with an unchanged Mar’22 TP of Rs 2,200.

2,380
1,790
1,200

Aug-18
Nov-18
Feb-19
May-19
Aug-19
Nov-19
Feb-20
May-20
Aug-20
Nov-20
Feb-21
May-21
Aug-21

We continue to value the stock at 24x FY23E EPS (in line with its long-term

Source: NSE
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Disclaimer
Recommendation scale: Recommendations and Absolute returns (%) over 12 months
BUY – Expected return >+15%
HOLD – Expected return from -6% to +15%
SELL – Expected return <-6%
Note: Recommendation structure changed with effect from 21 June 2021
Our recommendation scale does not factor in short-term stock price volatility related to market fluctuations. Thus, our recommendations may not always be strictly in
line with the recommendation scale as shown above.
Rating distribution
As of 31 July 2021, out of 98 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 41 have BUY ratings, 22 have HOLD ratings, 11 are
rated ADD*, 2 are rated REDUCE* and 22 are rated SELL. None of these companies have been investment banking clients in the last 12 months. (*Our ADD and
REDUCE ratings are in the process of being migrated to the new recommendation structure.)
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 I 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 and wealth management, among others.
BOBCAPS’s 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.: INH000000040 valid till
03 February 2025. BOBCAPS is also a SEBI-registered intermediary for the broking business having SEBI Single Registration Certificate No.: INZ000159332 dated 20
November 2017. BOBCAPS CIN Number: U65999MH1996GOI098009.
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
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

EQUITY RESEARCH

13 August 2021

FIRST LIGHT

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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