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IIP falls and inflation inches up

TOP PICKS
LARGE-CAP IDEAS
Company

Rating

Target

Balrampur Chini | NOT RATED

Cipla

Buy

1,000

Sugar prices subdued; ethanol sales to support profitability

GAIL

Buy

160

IT Services

Petronet LNG

Buy

330

Reskilling to bridge workforce demand-supply gap

TCS

Buy

3,710

Tech Mahindra

Buy

1,130

Rating

Target

Alkem Labs

Buy

3,750

Greenply Industries

Buy

195

Laurus Labs

Buy

480

Transport Corp

Buy

330

Mahanagar Gas

Sell

750

SUMMARY

India Economics: Inflation and IIP
India’s industrial output fell by 1.6% in Jan’21 (+1.6% in Dec’20) led by drop in
capital goods and consumer non-durables. CPI inflation inched up to 5% in
Feb’21 from 4.1% in Jan’21 led by jump in food inflation to 3.9% (2% in Jan’21).
Core inflation too edged up to 6% in Feb’21. We expect CPI inflation at 4.6%
in FY22 (6.2% in FY21). However, upside risk from higher global commodity
prices and domestic core inflation are not ruled out. Food inflation is likely to
be benign on the back of ample cereals stock and normal monsoon.
Click here for the full report.
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Key takeaways from our interaction with the management of Balrampur Chini
Mills (BRCM): (1) Sugar production in India is estimated to rise to ~29.7mn
tonnes for sugar season 2020-21 (from ~27.4mt in SS19-20) aided by higher
output in Maharashtra and Karnataka. Uttar Pradesh would see a decline due
to lower yield, recovery and red rot disease in some parts of the state.
(2) Management estimates exports from India at ~6mt this season. BRCM has
already contracted its export quota obligation of ~0.25mt at a profit.
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IT Services
With the acceleration in digital demand post Covid-19, reskilling has gained
prominence for IT players. Accenture spends ~US$ 1bn (~2.2% of annual
revenue) towards reskilling per year. Similarly, companies such as Verizon,
AT&T, Amazon and PwC have spent sums ranging from US$ 50mn to
US$ 3bn. Indian IT majors have also stepped-up efforts here, deploying 1-1.5%
of revenue to upskill their employees. This figure is expected to rise in coming
years. Nasscom has taken it upon itself to digitally train 4mn IT professionals in
the next five years.
Click here for the full report.
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IIP falls and inflation inches up
India’s industrial output fell by 1.6% in Jan’21 (+1.6% in Dec’20) led by drop in
capital goods and consumer non-durables. CPI inflation inched up to 5% in
Feb’21 from 4.1% in Jan’21 led by jump in food inflation to 3.9% (2% in
Jan’21). Core inflation too edged up to 6% in Feb’21. We expect CPI inflation
at 4.6% in FY22 (6.2% in FY21). However, upside risk from higher global
commodity prices and domestic core inflation are not ruled out. Food inflation
is likely to be benign on the back of ample cereals stock and normal monsoon.

Sameer Narang
Dipanwita Mazumdar | Jahnavi
chief.economist@bankofbaroda.com

IIP contracts: Industrial output slipped back into contraction zone with a print
of (-) 1.6% in Jan’21 from an increase of 1.6% in Dec’20. This was led by
manufacturing sector which contracted by 2% in Jan’21 compared with an
increase of 2.1% in Dec’20. Within manufacturing, both capital and consumer
non-durable good contracted sharply by 9.6% (from an increase of 1.5%) and
6.8% (from an increase of 0.5%) respectively in Jan’21. Consumer durable
goods too declined by 0.2% in Jan’21. Electricity output improved to 5.5% in
Jan’21 from 5.1% in Dec’20. This data is a bit at odds with manufacturing PMI,
export growth seen in Jan’21 and consistently rising GST collections.

KEY HIGHLIGHTS

CPI inched up: CPI inflation edged up to 5% in Feb’21 after two consecutive
months of sub-5% print. This was led by jump in food inflation (3.9% in Feb’21
versus 2% in Jan’21). Vegetable prices fell only by 6.3% versus a large decline of
15.8% seen in Jan’21. Prices of fruits also went up by 6.3% from 5%. Oil and fat
index continued to surge at 20.8% in Feb’21. Other food categories which
exhibited double digit inflation in Feb’21 are pulses and products (12.5%), meat
and fish (11.3%) and eggs (11.1%). Notably, cereal inflation fell to its lowest (in
the 2011-12 series) due to large stock built-up. With a prediction of normal
monsoon, outlook on food inflation is positive.
Core inflation also rises: Core inflation rose by 30bps to 6% from 5.7% in
Jan’21. This was led by transport and communication which rose to 11.4% in
Feb’21 from 9.4% in Jan’21. Upward momentum was seen in clothing and
footwear at 4.2% from 3.8%, health at 6.3% from 6.1% and recreation and
amusement at 5.8% from 5.5%. However, lower gold prices drove moderation
in personal care and effects at 8.6% from 10.7%. We expect CPI inflation to
stabilise at 5% in H1FY22. While it is expected to come down in H2, an upward
push from higher commodity prices and core inflation cannot be ruled out.
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 CPI inflation edged up to 5% in Feb’21 from
4.1% in Jan’21.
 Core inflation increased to 6%. RBI may be
more watchful of rising core inflation.
 IIP growth contracts by 1.6% in Jan’21 from
1.6% in Dec’20.
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Sugar prices subdued; ethanol sales to support profitability



Sugar production in India is estimated to rise to ~29.7mn tonnes for sugar
season 2020-21 (from ~27.4mt in SS19-20) aided by higher output in
Maharashtra and Karnataka. Uttar Pradesh would see a decline due to lower
yield, recovery and red rot disease in some parts of the state.



Management estimates exports from India at ~6mt this season aided by
improvement in international sugar prices and the government subsidy of
~Rs 6/kg. About 4mt of contracts have been executed to date.



BRCM has already contracted its export quota obligation of ~0.25mt for
this season at a profit. Physical movement of sugar through a third party
is underway.

Sugar





The company expects to crush ~17% less sugarcane (~8.7mn quintals) in
SS20-21 and produce ~90bn kg of sugar. Output of the sweetener is likely
to decline YoY due to diversion of cane to produce B-heavy molasses and
lower recovery.
Sugar recovery is estimated at 10.5% for the season after factoring in
diversion of ~70% of cane for B-heavy molasses (11.6-11.7% if not diverted).
Management pegs production cost at Rs 31-31.25/kg on average at the
EBIT level. Current selling prices of the sweetener are at ~Rs 32/kg and
should increase with the onset of summer and end of the crushing season.

Ethanol


The company plans to sell ~160mn litres of ethanol/ENA in FY21.



Per management, the government and OMCs have been supportive of the
ethanol programme and are ensuring maximum offtake.



The 4-6% hike in ethanol prices from B-heavy and C-heavy molasses by
the government for the Dec’20 to Nov’21 period will aid profitability.



The 320klpd ethanol capacity addition at BRCM’s Maizapur (UP) plant is
on track and is expected to capture ethanol supply year 2022-23 (DecNov). This plant will directly produce ethanol from sugarcane during the
crushing season and from food grains during the off season.
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We recently interacted with the management of Balrampur Chini Mills
(BRCM). Below are the key takeaways:

Source: NSE
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Reskilling to bridge workforce demand-supply gap
With the acceleration in digital demand post Covid-19, reskilling has gained
prominence for IT players. Accenture spends ~US$ 1bn (~2.2% of annual
revenue) towards reskilling per year. Similarly, companies such as Verizon, AT&T,
Amazon and PwC have spent sums ranging from US$ 50mn to US$ 3bn. Indian
IT majors have also stepped-up efforts here, deploying 1-1.5% of revenue to upskill
their employees. This figure is expected to rise in coming years. Nasscom has
taken it upon itself to digitally train 4mn IT professionals in the next five years.
Booming demand for digital skills: The top 5 in-demand digital skills are AI,
machine learning (ML), data science & analytics, data engineering, and visualisation.
Cybersecurity is also in high demand. Gartner predicts that 70% of big enterprises
will need to integrate AI to raise productivity in 2021. To work on AI and ML
projects, data scientists must learn coding languages such as Java, R and Python.

Ruchi Burde | Seema Nayak
research@bobcaps.in
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With the technology upcycle expected to continue for the next 3-5 years,
demand for digital expertise will accelerate further. Reskilling or training
existing employees in new areas lowers the proportion of workforce on the
bench as it gives them broader expertise, improving utilisation.

HCLT IN

Bridging the demand-supply gap: Currently, the demand for digital capabilities
is eight times higher than the available talent pool and is expected to go up to
20x by 2024, per Nasscom. Considering the ever-evolving nature of the IT
market, reskilling will be a way through which companies can pivot fast, avoid
hiring more laterals and preserve margin gains. Indian IT firms will continue to
have an edge given their much lower re-skilling costs.
Indian IT large-caps go big on reskilling: As per Nasscom, the US$ 190bn200bn Indian IT industry spends 1-1.5% to reskill employees. This outlay is likely
to rise further in the next couple of years. Nasscom is collaborating with
companies like Wipro and Tech Mahindra to train employees and graduates in
advanced technology. TCS’s secure borderless workspaces model has enabled it
to upskill employees during the pandemic and move them to higher value roles.
Infosys has a dedicated ‘Reskill and Restart’ platform and has created more
than 75 new courses to make its staff future-ready. At Wipro, ~40k employees
are being re-skilled every quarter. Tech Mahindra had already trained 75% of its
workforce in digital technology before Covid-19 hit. We believe Indian IT largecaps have an advantage over mid-cap players in terms of capturing the ongoing
demand upcycle because of their timely investments in reskilling.
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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 1 January 2018 (Hold rating discontinued and replaced by Add / Reduce)
Rating distribution
As of 28 February 2021, out of 88 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 42 have BUY ratings, 12 have ADD ratings,
5 are rated REDUCE and 29 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 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 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.
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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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