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CAPITAL MANAGEMENT

Tailwinds from global liquidity

EQUITY OUTLOOK

It was another strong month for the markets with the Nifty rising 11.4 % led by banks, metals
and capital goods. The key drivers were a) a favourable outcome on the US elections which

helped contain global macro risks, b) continued normalisation in the Indian economy,
reinforced by news of an imminent vaccine for COVID-19, c) positive signals coming through on
retail asset quality for banks and d) a healthy earning season driving upgrades across a broad
spectrum of sectors. The main risk to the market is another dip in consumption in CY21, but the

likelihood is low. We continue to focus on our three pillars — high deployment levels, focus on
quality companies with market leadership and sector diversification within the portfolio.

Table 1: sharp rally, mid-caps outperform

Performance (%)

Nov-20 im 3m 6m YTD 1Y
Major Indian indices
Sensex 44,150 11.4 14.3 36.2 7 8.2
Nifty 12,969 11.4 139 354 6.6 7.6
CNX-100 13,080 11.3 13.8 34 6.6 7.4
CNX-500 10,719 11.9 14.4 37 8.6 9.2
Mid-cap and Small-cap Indices
BSE Mid-cap 16,915 13.5 15.4 42.8 13 12.1
BSE Small-cap 16,875 13.3 17.7 54.9 23.2 24.4
CNX Mid-cap 19,715 15.5 18.2 48.5 15.3 14.5
CNX Small-cap 6,573 13 17.6 64.2 12.7 13
Nifty-Mid-cap 50 | 5,558 19.1 19.9 49.7 18.2 17.7
Table 2: CNX Bank leads the charge

Performance (%)

NSE sector indices im 3m 6m YTD 1Y
CNX Bank 23.9 24.6 53.4 -7.9 -7.3
CNX Auto 14.6 134 43 7.8 10
CNX Realty 14.5 17.3 45 -12.5 -7.4
CNX Infrastructure 9.4 8.3 20.4 5.2 3.1
CNX Energy 8.5 4.1 24.4 2.2 0.1
CNX FMCG 7.8 3.7 8.3 5.3 2.4
CNX Pharma 5.3 6.9 21.2 47.3 44.6
CNXIT 4.1 21.4 55.3 39.1 45.1 2

Source: Bloomberg, Kotak Institutional Equities. Data as of 27 Nov 2020
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EQUITY OUTLOOK

Global tailwinds. The positive outcome on the US elections has helped contain global risks. The
accommodative stance of global central banks, mainly the Fed, is likely to continue until the
growth damage from COVID is repaired. Moreover, there is a possibility that the Joe Biden
administration could resort to a strong fiscal stimulus. The stage looks set for favourable
conditions for across the world, including emerging market equities. India is likely to continue
to benefit from that scenario, as was evident from the $9.37bn FPI inflows in November, up
~5x m/m.

Chart 1: Surge in Fll Flows

Flows in cash segment for CY 2020
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Note: DIl -Domestic Institutional Investors (Includes Bank, DFls, Insurance, New Pension Scheme and
MF). Source: Bloomberg, Kotak Institutional Equities

Continued normalisation. The economy continues its normalisation path. Our internal research
on economic activity index shows an improvement from 96% to 97.5% over October 2020 —
some of the indicators have shown further improvement in November 2020. The onset of
winter, however, has caused a spike in Covid cases in some states like Gujarat and Delhi. We
do, however, believe that the upward momentum should sustain as we progress into CY21.

There has been some debate about the market rally being disconnected from the broader
economy, but we think there are some specific factors driving this. First, we are in a two-speed
economy, where some parts of the economy are recovering much faster than the rest.
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EQUITY OUTLOOK

The companies with strong weightage in the economy are more geared to this fast-recovering
segment. Second, markets are looking ahead, and prices are discounting the probability that
stronger companies will normalise quicker than the rest. As long as the normalisation
continues, the near-term pain will be ignored.

Earnings review. The 2Q FY21 earnings season was encouraging. Our portfolio, ex-financials,
saw weighted average revenues flat (vs -17% in 1Q) and PAT growth at 9% vs -2% in 1Q, all yoy.
The PAT growth for financials was even stronger at 112% y/y, with one-offs on taxes offsetting
the higher NPL provisions — operating profit, though, grew at a healthy 13.1%. Also, 70% of our
portfolio companies beat consensus estimates for this quarter. This is driving an upward
earnings revision cycle — consensus FY22 EPS forecast for 30 of the 50 Nifty companies are
higher in November than the pre-Covid February levels. The street is clearly expecting a rapid
normalisation in FY22.

Key risk. The biggest worry is that the recent growth is being driven by pent-up demand and
could falter as we get into CY21. Our comfort comes from a) positive management
commentary across many discretionary consumption sectors and b) evidence that white-collar
wages have been relatively unaffected. It is a risk that we are, however, keeping our eye out
for, and we will know more as we get into CY21.

Seshadri Sen Source :
Head of Research Alchemy Research
Alchemy Capital Management Pvt. Ltd Bloomberg
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MARKET INSIGHTS

Alchemy view on Market trends, analysis, and way forward; with additional inputs from
industry experts about the different aspects to superlative asset management.
1. Blogs — Nov 2020
®*  Strong Markets Supported by Positive Catalysts
Read More
®*  Corporate Owned Banks: An Idea Whose Time Has Come

Read More

2. Product Update
Alchemy High Growth

3. Interviews — Nov 2020*

®* D-Street Talk podcast | Hiren Ved lists out key lessons from SAMVAT 2076 & outlook for
2077

Mr. Hiren Ved to Moneycontrol

®* Pharmaand IT's leadership will not go away anytime soon

Mr. Hiren Ved to CNBC TV18

4. Market Views — Nov 2020
Watch Here

*Hyperlinks to other websites made available here are to be accessed at the sole risk of the
user; the content, accuracy, opinions expressed, and other links provided by these
resources are not investigated, verified, monitored, or endorsed by Alchemy.


https://www.alchemycapital.com/thought-leadership/strong-markets-supported-by-positive-catalysts.aspx
https://www.alchemycapital.com/thought-leadership/corporate-owned-banks-an-idea-whose-time-has-come.aspx
https://youtu.be/kR-ZFAWRses
https://www.moneycontrol.com/news/podcast/d-street-talk-hiren-ved-lists-out-key-lessons-from-samvat-2076-outlook-for-2077-6105521.html
https://www.cnbctv18.com/market/pharma-and-its-leadership-will-not-go-away-anytime-soon-alchemy-capital-7458761.htm
https://youtu.be/7fCdVXR06YU
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Q1FY21 Performance of Portfolio Companies

The following table summarizes the performance of portfolio companies** in Q2FY21 :

Stock Sales ( Rs Mn) EBITDA ( Rs Mn) PAT ( Rs Mn)
Q2FY21 Q2FY20 % chg Q2FY21 Q2FY20 % chg Q2FY21 Q2FY20 | %chg
3M India Ltd 6,900 7,635 -10% 1,135 1,295 -12% 750 1,000 -25%
ABB India Ltd* 16,122 17,456 -8% 1,214 1,234 -2% 855 788 8%
AIA Engineering Ltd 7,199 6,763 6% 1,903 1,541 23% 1,471 1,520 -3%
Asian Paints Ltd 53,502 50,507 6% 12,652 9,548 33% 8,304 8,234 1%
Avenue Supermarts Ltd 52,182 59,490 -12% 3,249 5,154 -37% 2,106 3,335 -37%
Bajaj Auto Ltd 71,559 77,073 -7% 12,662 12,781 -1% 11,382 14,024 -19%
Bajaj Electricals Ltd 12,142 10,918 11% 1,031 238 333% 540 -329
Bajaj Finance Ltd 41,651 39,991 1% 9,649 15,063 -36%
Bajaj Finserv Ltd 1,27,114 1,19,110 7% 9,863 12,037 -18%
Bayer Cropscience Ltd 13,816 13,463 3% 2,977 3,061 -3% 2,246 2,287 -2%
Berger Paints India Ltd 17,426 15,986 9% 3,352 2,511 33% 2,209 1,557 42%
Cipla 20,900 17,890 17% 11,773 9,095 29% 6,650 4,714 41%
Deepak Nitrite Ltd 9,873 10,033 -2% 2,760 2,505 10% 1,702 1,504 13%
Delta Corp Ltd 384 2,008 -81% -449 813 -155% -549 590 -193%
Divi'S Laboratories Ltd 17,493 14,456 21% 7,411 4,906 51% 5,308 3,475 53%
Dr Reddy'S Laboratories Ltd 49,109 48,128 2% 12,215 10,520 16% 7,718 11,068 -30%
Dynamatic Technologies Ltd 1,336 1,544 -13% 352 445 -21% 8 25 -67%
HCL Technologies Ltd 1,85,900 1,75,300 6% 49,500 41,000 21% 31,400 26,500 18%
HDFC Asset Management Company Ltd 4,563 4,980 -8% 3,633 3,889 -7% 3,381 3,682 -8%
HDFC Bank Ltd # 2,18,689 1,91,037 14% 75,131 63,450 18%
HDFC Ltd # 43,336 56,634 -23% 28,701 39,615 -28%
HDFC Life @ 21,360 17,630 21% 5,480 4,480 22%
Hindustan Unilever Ltd 1,12,760 97,080 16% 28,690 24,430 17.4% 20,090 18,480 9%
ICICI Bank Ltd # 1,33,944 1,22,517 9% 48,016 6,550 633%
ICICI Lombard General Insurance Ltd $ 24,922 21,666 15% 4,157 3,079 35%
ICICI Prudential Life Insurance Ltd@ 14,650 19,000 -23% 4,010 4,000 0%
Info Edge (India) Ltd 2,561 3,166 -19% 516 993 -48% 512 842 -39%
Infosys Ltd 2,46,000 2,26,000 9% 71,000 56,000 27% 48,000 40,000 20%
Ipca Laboratories Ltd 13,611 12,839 6% 3,602 2,659 35% 2,667 1,935 38%
JB Chemicals & Pharma Ltd 4,436 4,564 -3% 1,185 1,188 0% 739 936 -21%
Kotak Mahindra Bank Ltd # 53,652 45,740 17.3% 21,839 17,245 27%
L&T Technology Services Ltd 13,138 14,021 -6% 2,328 2,832 -18% 1,663 2,062 -19%
L&T Infotech Ltd 29,984 25,707 17% 6,856 4,658 47% 4,568 3,600 27%
Mahindra & Mahindra Ltd 1,15,903 1,09,351 6% 20,573 15,408 34% 1,618 13,548 -88%
Multi Commodity Exchange Of India Ltd 13,752 14,453 -5% 835 916 -9% 586 718 -18%
Nestle India Ltd * 35,254 31,993 10% 8,520 7,265 17% 5,871 5,953 -1%
Pidilite Industries Ltd 18,803 18,066 4% 5,126 3,682 39% 3,558 3,462 3%
Reliance Industries Ltd 11,12,360 | 14,85,260 | -25% 1,89,450 2,21,520 -14% 1,04,970 |1,12,980 -7%
Sundram Fasteners Ltd 8,635 8,611 0% 1,786 1,510 18% 1,024 706 45%
Syngene International Ltd 5,196 4,646 12% 1,695 2,311 -27% 841 1,281 -34%
Tata Consultancy Services Ltd 4,01,350 3,89,770 3% 1,15,130 1,02,260 13% 74,750 80,420 -7%
Tata Consumer Products Ltd 27,819 23,471 19% 3,979 3,148 26% 2,744 1,929 42%
Tata Elxsi Ltd 4,302 3,858 12% 1,225 827 48% 789 498 58%
Titan Company Ltd 45,530 46,616 -2% 3,130 5,223 -40% 1,750 3,117 -44%
Trent Ltd 4,521 8,180 -45% 64 1,328 -95% -481 383 -226%
United Breweries Ltd 9,006 15,786 -43% 404 1,935 -79% 40 1,160 -97%
United Spirits Ltd 21,459 22,962 -7% 2,697 4,156 -35% 1,284 2,246 -43%
Varun Beverages Ltd * 18,395 17,397 6% 3,808 3,257 17% 1,615 789 105%
V-Mart Retail Ltd 1,572 3,142 -50% -59 113 -152% -344 -180 -91%

* indicates CY end - So Q1FY20 = Q2CY20

# indicates Net Interest Income + Other income and PAT for banks

@ Indicates Annual Premium Equivalent (APE) and Value of New Business (VNB) for life insurance companies

S Indicates Net Written Premium and PAT for general insurance companies

** For Alchemy High Growth, Alchemy High Growth Select Stock & Alchemy Leaders Portfolios 6
Source-Alchemy Research
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DISCLAIMER

Regulatory Disclosures:

» All clients have an option to invest in the above products / investment approach directly,
without intermediation of persons engaged in distribution services.

¢ Performance related information provided hereinabove are not verified by SEBI.

General Risk factors

All products / investment approach attract various kinds of risks. Please read the relevant Disclosure
Document/ Client Agreement carefully before investing.

General Disclaimers

* The information and opinions contained in this report/ presentation have been obtained from sources
believed to be reliable, but no representation or warranty, express or implied, is made that such information
is accurate or complete.

* Information and opinions contained in the report/ presentation are disseminated for the information of
authorized recipients only and are not to be relied upon as advisory or authoritative or taken in substitution
for the exercise of due diligence and judgement by any recipient.

* The information and opinions are not, and should not be construed as, an offer or solicitation to buy or sell
any securities or make any investments.

* Nothing contained herein, including past performance, shall constitute any representation or warranty as to
future performance.

* The client is solely responsible for consulting his/her/its own independent advisors as to the legal, tax,
accounting and related matters concerning investments and nothing in this document or in any
communication shall constitutes such advice.

* The client is expected to understand the risk factors associated with investment & act on the information
solely on his/her/its own risk. As a condition for providing this information, the client agrees that Alchemy
Capital Management Pvt. Ltd., its Group or affiliates makes no representation and shall have no liability in
any way arising to them or any other entity for any loss or damage, direct or indirect, arising from the use of
this information.

* This document and its contents are proprietary information of Alchemy Capital Management Pvt. Ltd and
may not be reproduced or otherwise disseminated in whole or in part without the written consent.

Alchemy Capital Management Pvt. Ltd (SEBI Regn No:INP000000365) |B-4, Amerchand Mansion |
16 Madame Cama Road| Mumbai 400 001.
URL: www.alchemycapital.com |Email ID: contactus@alchemycapital.com | CIN-U67120MH1999PTC119811
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