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India Economics: Weekly Wrap
Global equity indices ended CY20 on a high driven by news of Covid-19
vaccine, US stimulus deal and Brexit trade deal. DXY index fell to a 32-month
low on concern over rising twin deficits. Oil prices too rose by 1% in the week.
On domestic front, GST collections gained further traction to grow by 11.6% in
Nov’20 and non-oil-non gold recovered sharply (up 7.9%). Most high
frequency indicators are pointing to marked improvement in underlying
economic activity in Q3 implying sustained pick-up in growth in Q4/ FY22.
Click here for the full report.

Greenpanel Industries
Demand for MDF has bettered expectations since unlocking of the economy
in Q3FY21 as the pandemic has boosted consumption of readymade furniture.
MDF is also replacing offtake of low-end plywood. We believe these demand
trends are sustainable and raise our FY21-FY23 revenue estimates for
Greenpanel Industries (GREENP) by 8-12% and EBITDA by 16-24%,
implying a revenue/EBITDA CAGR of 16%/26% over FY20-FY23. We also
revise our target P/E to 15x (earlier 13x) and roll over to a new Mar’22 TP of
Rs 165 (earlier Rs 95).
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.
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IT Services: Q3FY21 Preview
We expect Q3FY21 to be resilient with a healthy QoQ dollar growth (2-4%)
for most of our IT coverage, helped by modest cross-currency tailwinds
(~35bps). Margins are likely to remain resilient with only ~50bps QoQ decline
on average. Expect LTI to show highest growth (7.2% CC) given its strong
pipeline. We await commentary on (1) FY22 demand outlook, (2) BFSI growth
momentum, (3) acquisition-related updates, (4) large deal wins in Q3, and
(5) margin trajectory. Remain positive on TCS, HCLT, TECHM, LTI
and Coforge.
Click here for the full report.

Automobiles
Passenger vehicles continued their upward trajectory in December with
healthy YoY and MoM growth. 2W sales (barring Royal Enfield) came under
significant pressure MoM as inventories in the system are now on the higher
side. MHCV volumes continued to improve from previous months but still
slipped 2% YoY for AL. Tractor sales declined MoM for both MM and ESC
despite efforts to restore channel inventory. Reported volumes were broadly
in line with our estimates (except MSIL and EIM). We remain negative on
the sector.
Click here for the full report.

EQUITY RESEARCH

05 January 2021

INDIA ECONOMICS

WEEKLY WRAP

04 January 2021

Domestic recovery gains steam
Global equity indices ended CY20 on a high driven by news of Covid-19
vaccine, US stimulus deal and Brexit trade deal. DXY index fell to a 32-month
low on concern over rising twin deficits. Oil prices too rose by 1% in the week.
On domestic front, GST collections gained further traction to grow by 11.6%
in Nov’20 and non-oil-non gold recovered sharply (up 7.9%). Most high
frequency indicators are pointing to marked improvement in underlying
economic activity in Q3 implying sustained pick-up in growth in Q4/ FY22.

Markets


Bonds: Except Japan, global 10Y yields closed lower.UK 10Y yield fell most
by 6bps (0.2%) amidst fear of new Covid strain and renewed lockdown
restrictions. US 10Y fell by 1bps (0.91%) even as twin deficits: trade and
fiscal expanded. India’s 10Y yield fell by 1bps (5.88%) supported by RBI’s
Rs 100bn special OMO announcement. System liquidity surplus swelled
to Rs 6.2tn as on 1 Jan 2020 compared with Rs 5.1tn in the previous week.



Currency: Global currencies ended CY20 higher against the US$ as risk
sentiment improved with vaccine rollout. DXY fell by 0.6% in the week and
by 6.7% in CY20 (near 32-month low) amidst concerns over US twin
deficits. GBP rose by 0.8% as UK clinched a last minute Brexit trade deal.
INR rose by 0.6% supported by FII inflows of US$ 1bn.



Equity: Barring FTSE, other global indices ended higher led by news of
Covid-19 vaccine and Brexit trade deal. Nikkei (3.5%) gained the most,
followed by Shanghai Comp (3.3%). Sensex too climbed up by 1.9% led by
real estate and consumer durable stocks. High frequency data supports
underlying economic recovery (GST, imports, fuel, electricity)



Covid-19 tracker: Global cases rose by 4.1mn in the week ending 1 Jan
2020, same as the previous week. India added 139k cases this week which
was less than 142k addition in earlier week.



Upcoming key events: PMI data of major economies will be released along
with US FOMC minutes and employment data which will shed light on
underlying labour market conditions. On the domestic front, progress of
Covid-19 cases and rollout of vaccine as well as PMI data will be tracked.
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Sameer Narang | Jahnavi
chief.economist@bankofbaroda.com
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Strong showing in MDF to continue – we raise estimates
Demand for MDF has bettered expectations since unlocking of the economy
in Q3FY21 as the pandemic has boosted consumption of readymade furniture.
MDF is also replacing offtake of low-end plywood. We believe these demand
trends are sustainable and raise our FY21-FY23 revenue estimates for
Greenpanel Industries (GREENP) by 8-12% and EBITDA by 16-24%, implying a
revenue/EBITDA CAGR of 16%/26% over FY20-FY23. We also revise our target
P/E to 15x (earlier 13x) and roll over to a new Mar’22 TP of Rs 165 (earlier Rs 95).

Arun Baid
research@bobcaps.in

MDF demand robust: Demand for MDF has been better than expected since
unlocking due to higher readymade furniture offtake, a shift away from low-end
plywood and a slowdown in imports (25-30% of the market). Per our discussions
with industry participants, imports have slowed due to container availability
issues and higher freight cost. We expect MDF manufacturers with surplus
capacities such as GREENP to benefit from the demand boom, which looks
sustainable due to the government focus on domestic furniture manufacturing.
We thus raise FY21-FY23 revenue estimates by 8-12% and expect the
company’s MDF utilisation to rise to 90% by FY23 (~60% in FY20).

Ticker/Price
Market cap
Shares o/s
3M ADV
52wk high/low
Promoter/FPI/DII

Maintain BUY: We continue to like GREENP for its leadership position in the
MDF market, strong growth prospects and improving return ratios. Considering
the robust demand trends, we raise our one-year forward P/E to 15x and roll
over to a higher Mar’22 TP of Rs 165.
KEY FINANCIALS
Y/E 31 Mar
Total revenue (Rs mn)
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EBITDA forecast to double over FY20-FY23: We estimate that operating
margins in GREENP’s MDF segment will increase 430bps to 22.5% by FY23
due to higher capacity utilisation and recent productivity initiatives. We upgrade
FY21-FY23 EBITDA estimates by 16-24% factoring in higher turnover and
better margins. Our PAT forecasts thus rise by 32-53%.

GREENP IN/Rs 126
US$ 211.5mn
123mn
US$ 0.3mn
Rs 128/Rs 24
53%/11%/36%

Source: NSE
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Q3 to be resilient despite seasonality
We expect Q3FY21 to be resilient with a healthy QoQ dollar growth (2-4%) for
most of our IT coverage, helped by modest cross-currency tailwinds (~35bps).
Margins are likely to remain resilient with only ~50bps QoQ decline on average.
Expect LTI to show highest growth (7.2% CC) given its strong pipeline. We
await commentary on (1) FY22 demand outlook, (2) BFSI growth momentum,
(3) acquisition-related updates, (4) large deal wins in Q3, and (5) margin
trajectory. Remain positive on TCS, HCLT, TECHM, LTI and Coforge.

Ruchi Burde | Seema Nayak
research@bobcaps.in

Good demand traction: Sequential growth in Q3 is expected to be better than
normal fueled by good demand, modest currency tailwinds and fewer furloughs.
Among our large-cap universe, we expect Infosys (INFO) to outperform with
3.5% QoQ dollar revenue growth, given the numerous large deals bagged this
quarter. For the rest, growth is estimated at 2-3%. Within mid-caps, we expect
L&T Infotech (LTI, +7.5%) and Persistent (PSYS, +5%) to lead the pack as
Q3 is a seasonally strong quarter for them. LTI’s robust large-deal pipeline
(US$ 1.9bn, +62% YoY) and PSYS’ strong pickup in services, TSU revenues and
flow-through from the Capiot acquisition are expected to drive growth.

RECOMMENDATION SNAPSHOT

Stable margins QoQ: We believe most companies will report stable operating
margins, with at most an 80-100bps decline QoQ. Cost efficiency levers such
as offshoring, automation-led approach, reduced subcontracting and increased
utilisation are being used to neutralise the impact from furloughs and rupee
appreciation. Wage hikes have been deferred to Q4, except for TCS and HCL
Tech (HCLT), resulting in an estimated margin hit of 150bps.
In mid-caps, we expect Coforge’s margins to normalise due to an ~80bps impact
from hikes and travel-related weakness. Mindtree’s (MTCL) margins are likely to
stand strong with 20bps QoQ expansion backed by management commentary, a
renewed strategy and its ongoing margin expansion cycle from Q1FY20 lows.
Europe recovery to continue: Wipro’s (WPRO) accelerated M&A along with
deal wins by HCLT and MTCL will ensure recovery in Europe, further aided by
many captives acquired during Q3 – for instance, TCS’s acquisition of
Postbank Systems and the Pramerica Ireland back-offices and WPRO’s
takeover of Metro AG’s IT units. Within verticals, BFSI, hi-tech, omni-channel
retail and healthcare will have the most traction but travel will continue to be
weak. Cloud will remain a strong driver of growth.

EQUITY RESEARCH

Ticker

Price

Target

Rating

TCS IN

2,928

3,180

BUY

INFO IN

1,260

1,210

ADD

WPRO IN

388

290

SELL

HCLT IN

951

980

BUY

TECHM IN

978

1,040

BUY

LTI IN

3,699

3,860

BUY

MPHL IN

1,530

1,410

REDUCE

MTCL IN

1,659

1,540

ADD

PSYS IN

1,498

840

SELL

COFORGE IN

2,722

2,690

883

800

4,758

2,010

ECLX IN
INFOE IN

Price & Target in Rupees

BUY
REDUCE
SELL

SECTOR UPDATE

AUTOMOBILES

04 January 2021

Dec’20 Auto Sales: 2Ws struggling, CVs reviving, PVs steady
Passenger vehicles continued their upward trajectory in December with healthy
YoY and MoM growth. 2W sales (barring Royal Enfield) came under significant
pressure MoM as inventories in the system are now on the higher side. MHCV
volumes continued to improve from previous months but still slipped 2% YoY
for AL. Tractor sales declined MoM for both MM and ESC despite efforts to
restore channel inventory. Reported volumes were broadly in line with our
estimates (except MSIL and EIM). We remain negative on the sector.

PV sales beat expectations: Maruti’s (MSIL) dispatches were above our
estimates, increasing 20% YoY to 160.2k units in Dec’20 with exports rising
sharply by 31%. Growth was led by the compact segment (+18%), vans (+47%)
and UVs (+8%). PV sales for M&M (MM) were up 3% YoY while Hyundai
Motors saw a 25% rise. New entrant KIA continued to outperform, growing
154% YoY. Tata Motors also posted strong 84% growth.
2W sales struggling: Hero’s (HMCL) wholesale volumes came in at 447.4k in
Dec’20 against our estimate of 490k, a drop of 24% MoM. TVS Motor’s
(TVSL) total sales saw a 16% MoM decline to 272.1k units. Bajaj Auto (BJAUT)
posted a 12% MoM fall in total volumes. These declines clearly indicate that
system inventory is now back to normal and growth will depend directly on retail
sales, which remain under pressure. In contrast to peers, Royal Enfield,
reported strong 2W sales of 69k units (+37% YoY), exceeding our estimates.
MHCV sales improving on monthly basis: Ashok Leyland’s (AL) CV sales
increased 14% YoY to 12.8k units, in line with our estimates. Its MHCVs
continued to improve and posted a decline of only 2% YoY, whereas LCVs were
up 42% YoY. In FY21 YTD, AL’s sale volumes have plunged 43% YoY, led by a
steep 59% drop in MHCVs and an 18% decline in LCVs. CV sales for Tata
Motors (TTMT) were down 4% to 32.9k units in December.
Tractor dispatches weak despite low inventory levels: MM sold 22.4k tractors
(–32% MoM) in Dec’20 and competitor Escorts (ESC) sold 7.7k units (–24%
MoM). We have already factored in healthy growth as the macro environment
remains conducive, but believe both stocks are pricing in most optimism and
the risk-reward of staying invested is unfavourable.
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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 31 December 2020, out of 88 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 43 have BUY ratings, 14 have ADD ratings,
6 are rated REDUCE and 25 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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