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SUMMARY

India Economics: Trade
India’s trade deficit fell to US$ 2.9bn in Sep’20 from US$ 6.8bn in Aug’20 as
exports rose by 5.3%, first time in 6-months. Pharma exports increased the
most at 24.4%. Imports too are recovering led by non-oil-non-gold imports
which fell by 13.3% in Sep’20 compared with a fall of 29.6% in Aug’20.
Imports will pick-up gradually, in sync with domestic demand because of which
current account surplus is estimated at US$ 39bn (1.5% of GDP) in FY21. We
continue to remain positive on INR.
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The recent rally across mid- and small-caps is yet to bring about a reversal of
the long-term bearish trends that began in Jan’18. Performance of these
indices continues to diverge from that of large-cap indices, though we do note
a common thread of outperformance among pharma, chemical and IT
companies across market cap. The worsening economic fundamentals will
continue to have a bearing on corporate financials. Both our model portfolios
(large & midcap) have outpaced their benchmarks by ~1% and ~4%
respectively.
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Automobiles
Auto sales continued their upward trajectory, improving MoM in September.
Easing of lockdowns, a gradual increase in production capacities and filling of
channel inventory were key reasons for growth. MSIL’s domestic PV sales
surged 32% YoY while 2W players saw volumes rise supported by healthy
exports. MHCV volumes continued to be the worst affected, declining
23%/26% YoY for AL/TTMT. Tractor sales remained resilient owing to healthy
rural sentiment, growing at 17%/9% YoY for MM/ESC.
Click here for the full report.
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Exports gain traction
India’s trade deficit fell to US$ 2.9bn in Sep’20 from US$ 6.8bn in Aug’20 as
exports rose by 5.3%, first time in 6-months. Pharma exports increased the
most at 24.4%. Imports too are recovering led by non-oil-non-gold imports
which fell by 13.3% in Sep’20 compared with a fall of 29.6% in Aug’20.
Imports will pick-up gradually, in sync with domestic demand because of
which current account surplus is estimated at US$ 39bn (1.5% of GDP) in
FY21. We continue to remain positive on INR.

Sameer Narang
Aditi Gupta | Jahnavi
chief.economist@bankofbaroda.com

Export growth picks up: As per preliminary data, India’s exports rose for the
first time in 6-months by 5.3% in Sep’20 compared with a 12.7% decline in
Aug’20. Drugs and pharmaceutical exports rose by 24.4% (17.3% in Aug’20).
Exports of engineering goods also picked up to 3.7% (decline of 7.7% in
Aug’20). In Q2, exports are down by 5.7% compared with 36.2% decline seen
in Q1FY21. We expect exports to show a steady improvement led by a
recovery in global demand.

KEY HIGHLIGHTS
 Exports rose by 5.3% in Sep’20 versus a decline
of 12.7% in Aug’20.
 Imports contract by 19.6% versus 26% decline
in Aug’20.
 Trade deficit narrows to US$ 2.9bn from US$
6.8bn in Aug’20.

Imports also improve: Imports too showed a steady improvement and
contracted by only 19.6% in Sep’20 compared with a decline of 26% in
Aug’20. The improvement was led by non-oil-non-gold imports which
contracted at a slower pace of 13.3% in Sep’20 versus a dip of 29.6% in
Aug’20. Within this, imports of electronic items picked up to 3.5% (decline of
11.7% in Aug’20). Contraction in oil imports also eased to 35.9% versus 41.6%
decline in Aug’20. Gold imports rose at a slower pace of 110.9% versus 171.3%
in Aug’20. Gold prices were lower by 2.4% on a MoM basis.
Favorable outlook: India’s trade deficit narrowed to US$ 2.9bn in Sep’20
from US$ 6.8bn in Aug’20. While the trade deficit in Q2FY21 at US$ 14.5bn
is higher than in Q1 (US$ 9bn), it is considerably lower compared with
Q2FY20 at US$ 39.7bn. Overall pickup in economic activity is visible with
high frequency indicators such as manufacturing PMI (highest since Jan’12 at
56.8 in Sep’20 from 52 in Aug’20), improvement in electricity demand (2.5%
in Sep’20 from a decline of 4.2% in Aug’20), e-way bills (contraction of 3.5%
in Aug’20 against 7.3% in Jul’20) and GST collections of Rs 955bn (3.9%
higher over last year). As a result, domestic demand is also expected to
improve because of which trade deficit is estimated at US$ 75bn in FY21 as
against US$ 24bn in H1FY21.
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Protracted bear market yet to run its course
The recent rally across mid- and small-caps is yet to bring about a reversal of the
long-term bearish trends that began in Jan’18. Performance of these indices
continues to diverge from that of large-cap indices, though we do note a common
thread of outperformance among pharma, chemical and IT companies across
market cap. The worsening economic fundamentals will continue to have a bearing
on corporate financials. Both our model portfolios (large & midcap) have outpaced
their benchmarks by ~1% and ~4% respectively.

Rohit Ahuja | Harleen Manglani
research@bobcaps.in

Bearish undertone continues despite recent respite: As India’s GDP growth
outlook falters, earnings visibility remains murky across sectors. The financial
sector has been the biggest laggard and expectedly so, as GDP contraction
aggravates NPA risk. That said, pharma, chemicals and IT have rerated swiftly,
with average earnings multiples improving by 50-100% since Apr’20. Auto
(especially OEMs) has also rerated, driven by robust Aug’20 PV sales and
sustained traction in tractor sales.

BMP: TOP IDEAS

Downside risk to FY22 earnings: The Nifty is currently trading at ~17x FY22E
EPS (after rerating from ~14x in May’20), while the Midcap 50 (M50) is at
~15x FY22E EPS. We expect earnings growth to resume from FY22 (after
declines of 10%/17% for Nifty/M50 in FY21E), but see downside risk to
consensus estimates as economic indicators worsen.

BMP-M50: TOP IDEAS

Deleveraged companies shine: As envisaged, pandemic uncertainty has lent
cash-rich companies a clear advantage, visible in outperformance of the pharma,
chemical and IT sectors (supported by earnings upgrades after Q1FY21).
Energy and telecom are yet to catch up as macro concerns over regulations
and economic recovery weigh heavy. Financials, consumer and industrials face
emerging earnings downgrade risks stemming from pandemic unknowns.
Brace for risk-off trade: Though valuations for cyclicals (especially in energy)
look undemanding given expectations of a V-shaped demand recovery, the
uncertainty surrounding Covid-19 continues to dampen projections. Factoring
in upcoming presidential elections in the US and stretched global balance
sheets, we maintain our overweight stance on sectors that offer strong earnings
visibility – pharma, agrochemicals and IT. Financials and auto (mostly OEMs)
remain our primary underweights.
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Sep’20 Auto Sales: Upward trajectory continues
Auto sales continued their upward trajectory, improving MoM in September.
Easing of lockdowns, a gradual increase in production capacities and filling of
channel inventory were key reasons for growth. MSIL’s domestic PV sales
surged 32% YoY while 2W players saw volumes rise supported by healthy
exports. MHCV volumes continued to be the worst affected, declining
23%/26% YoY for AL/TTMT. Tractor sales remained resilient owing to healthy
rural sentiment, growing at 17%/9% YoY for MM/ESC.

PV sales rise: Domestic sales for Maruti (MSIL) increased 32% YoY to 152.6k
units in Sep’20 while exports rose 9% YoY, albeit on a soft base. The company’s
mini/compact segments outperformed other categories, rising 36%/48% YoY.
For H1FY21, MSIL posted a drop of 37% YoY. PV sales for M&M (MM) and
Hyundai Motors were up 4% YoY each, while Tata Motors (TTMT) reported a
160% jump for Sep’20. We believe the latter could be attributed to channel
filling ahead of the festive season and expanding OEM production capacities.
2W sales healthy: Hero’s (HMCL) wholesale volumes rose 17% YoY to 715k in
Sep’20, with motorcycle sales clocking a 18% growth while scooter sales
increased by 2% YoY. 2W sales for Bajaj Auto (BJAUT) rose 20% YoY to
404.9k, while TVS Motor (TVSL) saw a 4% YoY increase to 313k units wherein
mopeds (+20% YoY) outperformed other segments. 3W sales for TVSL and
BJAUT remained weak, falling 4% and 44% YoY respectively. Royal Enfield
reported total 2W sales of 60k units (+1 YoY) and its core <350cc segment
grew at 4% YoY.
CV slump continues: Ashok Leyland’s (AL) CV sales fell 5% YoY to 8.3k units.
MHCVs were the worst hit, slumping 23% YoY while LCVs were up 17%. In
H1FY21, AL’s sale volumes have plunged 66% YoY, led by a steep 80% drop in
MHCVs. CV sales for TTMT were down 11% YoY, MHCVs were down 26%
while LCVs grew by 5% YoY. Sales for VECV dropped 7% to 3.5k units.
Tractors resilient: MM sold 43.4k tractors (+17% YoY) in Sep’20 while
competitor Escorts (ESC) sold 11.9k units (+9% YoY). For H1FY21, tractor
sales for MM/ESC were up 1%/4% YoY. Positive rural sentiment led by timely
and widespread monsoons, higher kharif crop sowing and adequate retail
finance are a few factors that bode well for the agriculture sector and should aid
tractor demand in the coming festive months.

EQUITY RESEARCH

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

FIRST LIGHT

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 30 September 2020, out of 104 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 54 have BUY ratings, 18 have ADD ratings,
10 are rated REDUCE and 22 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 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
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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