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Market Outlook& Top Picks
- By Rusmik Oza
Sr. VP (Head of Fundamental Research)

2018*: Global Markets YTD basis (Till Nov’18)
• YTD, India has faired better than most emerging markets.
• India’s performance is represented by BSE 30 Index (adjusted for currency changes – in %)

* Till week ended 30th Nov’18; Source: Bloomberg & Kotak Institutional Equities

Performance: Nifty Vs Mid Cap Vs BSE Small Cap
The steep
correction in mid &
small caps Vs Nifty
has taken away the
froth that was built
in the space.

Source: Bloomberg, Kotak Private Client Group

2018: Factors that tend to drive Indian Economy & Markets
▪ Trade War, Fed rate hikes, bond yields, crude prices & Currency depreciation impacted India.
▪ Crude prices & currency which impacted India heavily appears to be stabilizing

▪ RBI increased interest rates by 50 bps but going forward we can expect a pause
▪ GST collections behind target. Required monthly rate has gone up to Rs.1243 bn.
▪ Divestment: Government could raise only Rs.151 bn in FY19 till date Vs target of Rs.800 bn

▪ 7 of the top 12 NCLT cases (a/c for 25% of bad loans) could see resolution. Positive for Banks.
▪ IL&FS issue and fallout impact on NBFCs can lead to slowdown in many sectors
▪ YTD FIIs have sold shares worth USD 5.5 bn whereas MFs have invested USD 16.3 bn.

▪ The average monthly SIP flows was ~Rs.7500 cr in CY18 Vs ~Rs.5600 cr in CY17. Positive for Mkts.

Source: Kotak Private Client Group, Kotak Institutional Equities & media articles

Crude: Went up by 37% (now down by ~28%)
Low: USD 63/bbl in
Feb’18
High: USD 86/bbl in
Oct’18
Current: USD
61.9/bbl

Source: Bloomberg

INR: Depreciated by 17% (now up by 5%)
Low: 63.4 in Jan’18
High: 74.4 in Oct’18

Current: 70.4

Source: Bloomberg

10 YR G-Sec Yields: Went up from 7.1% to 8.2% (now down to 7.44%)
Low: 7.1% in Apr’18
High: 8.2% in Sep’18
Current: 7.44%

Source: Bloomberg

RBI Move: Aggressive OMOs between Oct’18 & Dec’18

Source: RBI, Kotak Institutional Equities

Real Interest rates: Still very attractive for Financial savings
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•

Earlier, negative real rates fueled inflation in physical assets as people chased assets such
as real estate and gold till 2014.

•

This can lead to healthy banks deposits and therefore lending to the formal sector
Source: Bloomberg

IIP: Is improving on last year’s low base

Source: Bloomberg

Inflation: Is under control and should allow RBI to maintain status qou

Source: Bloomberg

NPAs: ~7 out of first round of 12 NCLT cases to see resolution

Source: Finance Ministry’s blog post

Yearly Flows: FIIs turned sellers while MF inflows remains resilient

* Till week ended 30th Nov’18; Source: Kotak Institutional Equities

Yearly Flows: SIP inflows remain very healthy

Source: AMFI & Bloomberg

Earnings: Nifty Earnings growth (Healthy in FY19E & very high for FY20E)
• Expect Nifty earnings to show double digit growth in FY19 (~14-15%)
• KIE is building in 29% earnings growth for Nifty in FY20E (mainly led by banking)
• Previous 5 yrs earnings CAGR of Nifty = ~4%.

Source: Kotak Institutional Equities

Valuation: Slightly above 10 year average

Source: Kotak Private Client Group

Assuming Earnings CAGR of 16% for
FY18-to-FY21E should lead to Nifty EPS
of ~Rs.680-700 by end of Dec’19
Source: Kotak Institutional Equities

In Bear case expect Nifty to range
between 10,000-10,500 by end of Dec’19
In Bull case expect Nifty to range
between 12,500-13,000 by end of Dec’19

1 Yr Fw PE chart: Nifty Vs Mid Cap
From high of 25x
on Fw PE the Mid
Cap Index is now at
par with Nifty in
terms of valuation.
Previous bottom of
both Nifty & Mid
Cap Index was
formed in early
2017 at ~15x.
Source: Bloomberg, Kotak Private Client Group

Upside: Sectors with >20% potential upside (Bloomberg consensus)
There are 20 sectors where
the average upside of
companies is >20%.
Data is from 332
companies in Bloomberg
where consensus estimates
are available.

These 332 cos. a/c for 77%
of overall BSE Market
Capitalization.

Source: Bloomberg, Kotak Private Client Group

Earnings growth estimates: Expectations are high
There are 9 sectors in
FY19 and 11 sectors in
FY20 where earnings
growth is expected to be
>20%.
Data is from 332
companies in Bloomberg
where consensus
estimates are available.
These 332 cos. a/c for
77% of over BSE Market
Capitalization.

Source: Bloomberg, Kotak Private Client Group

10 Yr Yields: Spread between US and India
average/median spread
of Indian 10 YR & US 10
Yr Yield is 500 bps

If US 10 Yr Yield goes up
in 2019 it will put
pressure on Indian 10 Yr
Yield.
This will be negative for
Equity valuations

Source: Bloomberg, Kotak Private Client Group

Bond Vs Equity: Fw PE Of Equity (Nifty) Vs Bond PE
Bond PE will cap
any further rerating in Equity PE.
The average
premium of Equity
PE over Bond PE in
last 10 years has
been 250-300 bps.
Current Premium is
400 bps.
Source: Bloomberg, Kotak Private Client Group

Outlook & our view
▪ Globally, Trade war, Fed rate action & outcome of Brexit will be crucial for market.
▪ Next six months to be challenging and volatile (due to forthcoming Central elections).
▪ However, these six months will also provide investment opportunity for investors.
Good prices and good news, both will not come together.
▪ In bear case expect Nifty to average between 10,000-10,500 and in Bull case expect
Nifty to average between 12,500-13,000 by end of Dec’19.
▪ Focus on good quality management driven companies having high earnings growth
and reasonable valuations.
▪ Scope of re-rating is less in 2019. Stocks returns may mimic earnings growth. Hence it
is ideal to focus on growth stocks.
▪ Equity valuations could be a function of Bond yields. If Yields go lower than equity
markets will have room to get re-rated.

Sectors In focus

Source: Kotak Private Client Group & Kotak Institutional Equities.

Top Picks

Source: Kotak Private Client Group & Kotak Institutional Equities. Names marked in Red Font
For detailed reports kindly visit Kotak Securities - Private Client Group - Path: Login
to www.kotaksecurities.com > Research > Equity Reports > Stock Recommendation Snapshot

Risk Factors: Global & Indian
Global
• If Oil sustains > $80/Barrel
• If US & China Trade War escalates
• If US 10 year Yield goes above 3.5%
• No deal exit of Brexit & Political trouble in EU

Indian
• GST collections not meeting budget targets
• Divestment Targets not getting met
• Fractured outcome of Central elections
• Earnings estimates disappoint heavily
• If 10 Year G-Sec Yields go closer to 9%

THANK YOU

RATING SCALE (Kotak Securities – Private Client Research)
Definitions of ratings
BUY

–

ACCUMULATE –

We expect the stock to deliver more than 12% returns over the next 12 months
We expect the stock to deliver 5% - 12% returns over the next 12 months

REDUCE

–

We expect the stock to deliver 0% - 5% returns over the next 12 months

SELL

–

We expect the stock to deliver negative returns over the next 12 months

NR

–

Not Rated. Kotak Securities is not assigning any rating or price target to the stock. The report has been prepared for information purposes only.

SUBSCRIBE

–

We advise investor to subscribe to the IPO.

RS
–
Rating Suspended. Kotak Securities has suspended the investment rating and price target for this stock, either because there is not a Sufficient fundamental basis
for determining, or there are legal,
regulatory or policy constraints around publishing, an investment rating or target. The previous investment rating and price target, if any, are no longer in effect for
this stock and should not be relied
upon.
NA

–

Not Available or Not Applicable. The information is not available for display or is not applicable

NM

–

Not Meaningful. The information is not meaningful and is therefore excluded.

NOTE

–

Our target prices are with a 12-month perspective. Returns stated in the rating scale are our internal benchmark.

RATING SCALE (Kotak Institutional Equities)
Ratings and other definitions/identifiers
Definitions of rating
BUY. We expect this stock to deliver more than 15% returns over the next 12 months.
ADD. We expect this stock to deliver 5-15% returns over the next 12 months.
REDUCE. We expect this stock to deliver -5-+5% returns over the next 12 months.
SELL. We expect this stock to deliver <-5% returns over the next 12 months.
Our target prices are also on a 12-month horizon basis.
Other ratings/identifiers
NR = Not Rated. The investment rating and target price, if any, have been suspended temporarily. Such suspension is in compliance with applicable regulation(s) and/or Kotak Securities policies in
circumstances when Kotak Securities or its affiliates is acting in an advisory capacity in a merger or strategic transaction involving this company and in certain other circumstances.
CS = Coverage Suspended. Kotak Securities has suspended coverage of this company.
NC
= Not Covered. Kotak Securities does not cover this company.
RS = Rating Suspended. Kotak Securities Research has suspended the investment rating and price target, if any, for this stock, because there is not a sufficient fundamental basis for determining an
investment rating or target. The previous investment rating and price target, if any, are no longer in effect for this stock and should not be relied upon.
NA = Not Available or Not Applicable. The information is not available for display or is not applicable.
NM = Not Meaningful. The information is not meaningful and is therefore excluded.
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We offer our research services to clients as well as our prospects.
This document is not for public distribution and has been furnished to you solely for your information and must not be reproduced or redistributed to any other person. Persons into whose possession this
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This material is for the personal information of the authorized recipient, and we are not soliciting any action based upon it. This report is not to 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. It is for the general information of clients of Kotak Securities Ltd. It does not constitute a personal
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Securities Limited is also a Portfolio Manager. Portfolio Management Team (PMS) takes its investment decisions independent of the PCG research and accordingly PMS may have positions contrary to
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29

Research Analyst has served as an officer, director or employee of subject company(ies): No
We or our associates may have received compensation from the subject company(ies) in the past 12 months.
We or our associates have managed or co-managed public offering of securities for the subject company(ies) in the past 12 months: No

We or our associates may have received compensation for investment banking or merchant banking or brokerage services from the subject company(ies) in the past 12 months. We or our associates
may have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the subject company(ies) in the past 12 months. We or
our associates may have received compensation or other benefits from the subject company(ies) or third party in connection with the research report. Our associates may have financial interest in the
subject company(ies).
Research Analyst or his/her relative's financial interest in the subject company(ies): No
Kotak Securities Limited has financial interest in the subject company(ies) at the end of the month immediately preceding the date of publication of Research Report: ICICI Bank, SBI, Coal India – Yes.
Nature of financial interest is investment banking and/or other businesss relationships
Our associates may have actual/beneficial ownership of 1% or more securities of the subject company(ies) at the end of the month immediately preceding the date of publication of Research Report.
Research Analyst or his/her relatives has actual/beneficial ownership of 1% or more securities of the subject company(ies) at the end of the month immediately preceding the date of publication of
Research Report: No.
Kotak Securities Limited has actual/beneficial ownership of 1% or more securities of the subject company(ies) at the end of the month immediately preceding the date of publication of Research
Report: No
Subject company(ies) may have been client during twelve months preceding the date of distribution of the research report.
"A graph of daily closing prices of securities is available at https://www.nseindia.com/ChartApp/install/charts/mainpage.jsp and http://economictimes.indiatimes.com/markets/stocks/stock-quotes.
(Choose a company from the list on the browser and select the "three years" icon in the price chart)."
Kotak Securities Limited. Registered Office: 27 BKC, C 27, G Block, Bandra Kurla Complex, Bandra (E), Mumbai 400051. CIN: U99999MH1994PLC134051, Telephone No.: +22 43360000, Fax No.:
+22 67132430. Website: www.kotak.com/www.kotaksecurities.com. Correspondence Address: Infinity IT Park, Bldg. No 21, Opp. Film City Road, A K Vaidya Marg, Malad (East), Mumbai 400097.
Telephone No: 42856825. SEBI Registration No: INZ000200137 (Member of NSE, BSE, MSE, MCX & NCDEX), AMFI ARN 0164, PMS INP000000258 and Research Analyst INH000000586.
NSDL/CDSL: IN-DP-NSDL-23-97. Our research should not be considered as an advertisement or advice, professional or otherwise. The investor is requested to take into consideration all the risk
factors including their financial condition, suitability to risk return profile and the like and take professional advice before investing. Investments in securities market are subject to market risks, read all
the related documents carefully before investing. Derivatives are a sophisticated investment device. The investor is requested to take into consideration all the risk factors before actually trading in
derivative contracts. Compliance Officer Details: Mr. Manoj Agarwal. Call: 022 - 4285 8484, or Email: ks.compliance@kotak.com.
In case you require any clarification or have any concern, kindly write to us at below email ids:
Level 1: For Trading related queries, contact our customer service at 'service.securities@kotak.com' and for demat account related queries contact us at ks.demat@kotak.com or call us on: Toll free
numbers 18002099191 / 1860 266 9191
Level 2: If you do not receive a satisfactory response at Level 1 within 3 working days, you may write to us at ks.escalation@kotak.com or call us on 022-42858445 and if you feel you are still unheard,
write to our customer service HOD at ks.servicehead@kotak.com or call us on 022-42858208.
Level 3: If you still have not received a satisfactory response at Level 2 within 3 working days, you may contact our Compliance Officer (Mr. Manoj Agarwal) at ks.compliance@kotak.com or call on 91(022) 4285 8484.
Level 4: If you have not received a satisfactory response at Level 3 within 7 working days, you may also approach CEO (Mr. Kamlesh Rao) at ceo.ks@kotak.com or call on 91- (022) 4285 8301

30

