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Research Analyst

With Nifty trading close to 12000, the Index PE is at 21.5 times FY20E and is optically at the 

higher band. We however understand that this optically high PE is a factor of many one off 

expenditures in the Income statement of companies owing to regulatory payments, higher 

provisioning in Banks and NBFCs, impairment of Assets etc in past 8-10 quarters. The 

current quarter earnings is important as lot of companies have been betting on better 

earnings environment in the 2HFY20. It will be important to understand management 

commentaries and their take on the market demand scenario and their strategies to tackle 

the slowing growth. 

For December 2019, the average sales growth of our coverage companies Ex Financials is 

expected at 4% YoY and the Net Profit growth is expected at 5.6%. We expect Nifty EPS to 

grow by 14% for FY20 and clock in an EPS  figure of 554 for FY20. 

Financials-Banks: Banks are expected to report average of 14% YoY growth in Net 

Interest Income and Net profits of 20 banks under our coverage is expected to grow from 

Rs 13274 Cr in 3QFY19 to 28690Cr in 3QFY20. Loan growth is expected to remain 

moderated as stress in the auto, MSME and corporate segment continues while housing, 

personal and credit card segment will show up growth. Deposits growth will outpace credit 

growth with higher liquidity in the system. Asset quality continues to have pressure from 

DHFL and some in SME segment too. However, higher recovery from Essar Steel and 

Ruchi Soya will cushion provisions. NBFCs will report total Income growth of 13% on YoY 

and 2% on QoQ basis. We prefer HDFCBANK, ICICIBANK, SBIN, in financials space.

Financials-NBFC: NBFCs will report total Income growth of 13% on YoY and 2% on QoQ 

basis.. Muted real estate activity and liquidity pressure will continue to haunt weaker HFC. 

Measures taken by Government and RBI will take time to support to liquidity in NBFC 

space. We continue to like the company with lower risk in developer space with strong 

brand and parentage support. Slowdown in vehicle sales and pressure in SME segment 

will also impact the vehicle financier on the growth and asset quality front. However, 

CHOLAFIN is well placed with its diversified portfolio. 

Technology: Technology will report moderate growth of 3% QoQ in revenues. Major 

margin headwinds such as wage hikes and visa costs are now behind.  Despite that most 

of companies(barring TECHM,MPHASIS, HCLT) will see margin improvement  mainly 

aided by  currency benefit (20 to 50bps) and better operational execution . Commentary on 

deal wins in digital, demand commentary specifically BFSI & retail and macro issue will be 

keenly watched in 3QFY20 concall.  Our preferred stocks are INFOSYS & HCLTECH,

 

Consumers: Overall Consumers sector’s growth is expected to remain subdued due to 

demand slowdown on the back of liquidity issues in general trade, muted overall 

consumption and irregular monsoon while pricing growth is expected to remain stable 

except some companies may take price hike on account of increase in input prices. Overall 

sales is expected to grow by 5% YoY on the back of overall volume growth of 3% YoY led by 

companies strategy to tackle slowdown, distribution expansion, LUPs and go to market 

strategy. Gross margin is expected to decline on account of input inflation like crude, milk & 

its derivatives, palm oil etc. and higher consumer promotions while EBITDA margin is 

expected to be stable due to cost saving measures and advertisement cost rationalization.
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Automobiles: On QoQ basis, Sales is expected to grow by 8% while Ebdita is expected to 

grow by 10%. Going forward, respite in sales is expected with aggressive discounts for 

adjustments of BS-IV stocks and margins may improve sequentially with declining 

commodity prices. 

Metals & Mining: In Metals and mining space, sales and net profit to de grow by 7% and 

10% on YoY basis due to reduced volume growth. Prolonged monsoon in 1HFY20 

hampered the mining of raw material in 3QFY20 led by reduced volume guidance by 

management for FY20. Upward movement in HRC prices during last month, restocking 

showing  demand for the steel manufacturers from automobile and infrastructure sector 

resulting some positive sign in this current slowdown in the economy. Improvement in 

realization on account of increase in LME Aluminum, Copper and Zinc will provide cushion 

to topline from further decline. Coal mines auctioned in 3QFY20 will hamper the monopoly 

of pricing strategy for Coal India. Margins will improve on the back of improved realization 

led by increase in LME prices. Reduced tax rates will improve the PAT growth for FY20. 

Infrastructure: Q3 and Q4 are normally stronger quarters for Infra companies due to 

higher execution. Order book in Q3 stays strong though order inflows haven’t improved 

yet. 12% YoY revenue growth is expected with 15% Ebdita Growth. There has been delay 

in appointment dates and cancellation of projects due to land acquisition. Ordering from 

Railway side has been relatively good.  Delay in appointment date and cancellation of 

some projects due to land acquisition are some factors hampering the growth. Order inflow 

will remain sluggish as the NHAI is focused on the execution and deliberately delaying the 

new orders. We prefer PNC Infra in this segment.

Pharmaceuticals: In Pharma, US sales are expected to be flat due to increased scrutiny 

and lack of significant launches though low double digit growth is expected in domestic 

business. Margin protection continues through R&D costs rationalization. 

Cement: Cement companies will see margin expansion driven by lower power & fuel cost 

and logistics cost on the back of lower pet coke prices and supply chain efficiency 

measures undertaken by the companies. 

Cement demand is expected to remain subdued due to lower government spending in 

infrastructural activities, liquidity issues and sand issues in some regions while realization 

is expected to remain almost stable in North, East and Central while cement prices in 

South may decline due to lower government spends and cancellation of some major 

projects in Andhra .

Capital Goods: There has been good ordering from Railway side and companies expect 

more orders from railways. But the private capex cycle continues to remain sluggish which 

will impact the growth in new orders.  We remain positive on LT & KEC

Logistics: Revival in economy is expected going forward which will result in movement of 

cargo and will in turn grow overall logistics business.

Building Materials:  Building material sector is expected to depict some improvement on 

demand front led by improved market sentiments, initiatives taken by government for 

revival and strategies of companies to tackle slowdown. Gross margin on overall basis is 

expected to decline led by higher input prices.Overall, results are expected to improve 

sequentially.
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* NII instead of sales and PPOP instead of EBITDA for Financials
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