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Research Analyst

Out of many schemes by the government to help capitalize-consolidate banks, ease 

systems and processes, free up the working capital, revive consumption, boost 

Infrastructure etc, reduction in corporate tax was the most cheering one. Soon as the 

market was settling down with downgrades for earnings for FY20 from 24% to 18%, we are 

now again looking for a 25% growth in Nifty earnings for FY20, the extra 6% being aided by 

lowering of corporate tax. The new tax regime now empowers companies to strategize 

further growth with better working capital. Management commentary towards utilization of 

tax benefits will be closely tracked.

For FY20, Sales growth is expected at 9% and Net Profit growth is expected at 19%. The 

Average sales growth for our coverage companies Ex Financials is 5% YoY vs 9% YoY last 

quarter and the Net Profit growth after accounting for Corporate Tax benefits is at 14% vs 

14% last quarter wherein the tax benefits were not included.

Financials-Banks: The banking sector is likely to witness moderation in loan growth at 12 
percent YoY on account of slowdown in the economy with SME, auto and corporate loan 
growth underperforming. NPA accounts continue to hit certain banks, though we believe, 
new NPAs are rather smaller in amount though higher in numbers.

Infusion of Rs 70000 crore of equity into the PSU banks will trigger the growth going ahead. 
Total Net profits of 19 Banks under our coverage will be at Rs 21000 crore versus Rs 11390 
crore last year the same quarter on account of lower provisioning, stable Pre provisioning 
profits, and lower tax rate.

We continue to like HDFC Bank, Axis Bank, ICICI Bank, and SBIN

Financials-NBFC: Growth will remain under pressure across the NBFC sector. AUM is 
expected to grow by 17 percent versus 24 percent last quarter. Continued tepid growths in 
auto industry will slowdown the vehicle financier growth as well as increase the risk of 
delinquencies. Pressure in real estate industry will continue to haunt the HFCs as assets 
quality is likely to deteriorate further. NBFC with strong parentage support will continue to 
perform well amid liquidity issue among the NBFCs. Increase in securitization and higher 
cost of fund will keep margin lower. We continue to like CREDITACC and CANFIN. 

Technology: Technology sector is likely to report improved revenue growth and better 
profitability in 2QFY20 considering robust TCV growth, positive demand environment and 
absence of visa cost .Despite macro challenges persists in few pockets like BFSI and 
manufacturing, Top tier 1 companies are expected to post 1% to 5.1%QoQ in cc terms on 
back of strong TCV while mid cap companies to vary ranging from 0.8% to 5%QoQ mostly 
impacted by company specific issue. Wages hike to drag margins for most of the midcap 
companies (60bps to 280bps).Commentary on TCV wins, traction in digital, BFSI segment 
and supply crunch will be under key watch. We remain positive on Infosys and 
HCLTECH..

Consumers: Consumer companies are expected to report subdued volume growth on the 
back of tight liquidity and sluggishness in general demand scenario especially rural. 
Dabur, Marico, Bajajcon,GCPL are expected to report  volume growth in the range of 7-8% 
while  HUL ,GSKCONS and Emamiltd to report volume in the range of 5-6%.Some 
companies are expected to benefited by lower base like Bajajcon, Emamiltd. Gross margin 
was positively impacted by lower crude and menthe oil prices while elevated milk and 
Barley prices may impact margin negatively. Modern trade continues to support volume in 
urban market. The volume growth of 6 percent is expected with revenues to grow by 8 
percent. On QoQ basis, NPM will increase from 14 percent to 17 percent primarily due to 
Tax benefits. We prefer, HUL, ITC, Nestle, United Spirits and D-MART within the space.
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Automobiles: Lower Auto monthly numbers along with huge discounts already guide for a 
sharp decline in revenues. Topline is expected to de grow by 20 percent YoY while Ebdita 
margins are expected to fall by 200 bps on YoY basis. There has been a 25 percent 
contraction in Auto volumes in the first 5 months and hence FY20 will close with 10-15 
percent degrowth. There are strong expectations that the festive season may fuel up 
demand in the current quarter. We prefer Bajaj Auto and Maruti Suzuki in this space.

Metals & Mining: Metal sector has been hit drastically on account of global slowdown 
particularly in China and trade war between US and China. The auto sector has performed 
poorly leading to lower demand for the metals. However, the iron ore prices are still at 
higher level. Revenue in 2QFY20 is expected to be largely driven by volume growth while 
realization decline because of reduced metal prices. Going ahead, the upcoming trade 
meeting in early October, if successful may provide breather to the metal sector.

Infrastructure: Second quarter is generally a seasonally weak, revenue of our coverage 
Infrastructure companies is expected grow only by 8% YoY despite the strong order book. 
The revenue growth will be subdued due to heavy monsoon across the country and delay 
in appointment date. But companies like PNCINFRA will remain standout and expected to 
grow at 75% YoY (adjusted to claim growth will be 55%) on account of higher numbers of 
projects under construction. Operating margin is likely to compress by 50 bps. On account 
of corporate tax rate cut, PAT margin will improve by 30 bps to 7.7%. New orders continue 
to remain sluggish on account of delayed land acquisition and lower credit availability.   We 
prefer L&T and PNC Infra in this space. 

Pharmaceuticals: Pharmaceuticals will show some revival as Indian players have now 
begun transitioning the US business to specialty/complex generics where competition is 
lower. Cost control measures are being done. However, Roe still is suppressed for most of 
the companies. We prefer APLLTD.

Nifty EPS (growth for FY20 estimated at 25%)

Nifty EPS
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* NII instead of sales and PPOP instead of EBITDA for Financials
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