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CAPITAL MANAGEMENT

EQUITY OUTLOOK
A Bottom-Up Market

We see a bottom-up market in India over the next 2-3 quarters with no clear direction for the broader market and
not too many sectoral themes playing out. Our focus remains, therefore on individual companies as we expect
divergent performance even within sectors. The only over-arching trend, in our opinion, is that quality companies
will make a comeback. Even within that subset, we expect ultra-expensive stocks to remain challenged given the
macro challenges on inflation and interest rates.

We see this as a temporary blip in a strong longer-term India story. The tailwinds for India still remain robust — rising
per capita income, increasing digitisation, the comeback in manufacturing and financial system stability. In that
context, investors should keep their strategic exposure to equities fully allocated. Tactical positions in equities could,
however, be measured; and lumpsums should be invested in a staggered manner.

Equity Markets in February 2023

Performance (%)

Feb-23 M 3M 6M 1y

Major Indian Indices

Sensex 58,962 -0.9% -6.5% -0.9% 4.8%
Nifty 17,304 -2.0% -7.7% -2.5% 3.0%
CNX-100 17,084 -2.9% -9.7% -5.6% 0.4%
CNX-500 14,519 -2.7% -8.9% -5.2% 1.4%
Mid-cap and Small-cap Indices

BSE Mid-cap 24,158 -1.9% -6.9% -4.9% 3.4%
BSE Small-cap 27,341 -3.0% -7.3% -4.5% 2.5%
CNX Mid-cap 30,117 -1.8% -5.9% -4.3% 6.7%
CNX Small-cap 9,156 -3.6% -8.2% -4.8% -7.0%

Source: NSE, BSE

Performance (%)

Feb-23 M 3M 6M 1Y

NSE sector Indices

CNX Bank 40,269 -0.9% -6.9% 1.9% 11.2%
CNX Auto 12,732 -4.4% -3.8% -3.7% 17.7%
CNX Realty 393 -4.5% -12.7% -15.1% -9.9%
CNX Infrastructure 5,017 -0.9% -7.9% -2.2% 4.5%
CNX Energy 21,682 -8.6% -20.7% -22.9% -10.4%
CNX FMCG 44,940 1.1% -1.3% 2.6% 26.5%
CNX Pharma 11,747 -5.0% -10.6% -7.5% -9.1%
CNXIT 29,664 -0.3% -2.4% 4.4% -12.4%

Source: NSE, BSE
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3Q Results: Margin Pressures Continue

The 3QFY23 results were a continuation of recent trends and there were no substantial inflexion points. The
overarching theme was that growth was robust, aided by inflation, but margins remained challenged. The key
takeaways are:

* Top line growth remained robust at ~20% (BSE-500, ex financials) though we believe that there was a significant
impact of inflation. Volume growth for consumer companies was disappointing, especially for those that are
exposed to the mass market. We believe that this is a cyclical headwind and should recover over the next 3-4
quarters, driven by declining inflation, improved stability in household finances after the Covid shock and
improved infra spending.

* There was little relief in aggregate margins — though the continuous fall seems to have been arrested. We are
more optimistic about margins for CY22 as commodity prices stabilise and companies start to pass on price hikes
to the consumers. We, however, do not expect margins to touch previous peaks in the next 2-3 quarters as the
damage has been significant.

* In our view, one bright spot was the auto sector, which reported strong revenue growth and a margin bounce
back. The sector is coming out of a multi-year winter of weak demand, cost pressures, and supply chain
challenges. We see a long runway of growth and premiumisation trends across both 2- and 4-wheelers.
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Sectoral Outlook

We start a new segment in our monthly update where we present views on major sectors. We shall revisit these once
every few months.

Financials

Net interest margins for banks are close to their peak. The sector benefited from the upswing in policy rates that
drove loan yields up in tandem. The trend is reversing now as deposit costs are catching up and policy rates are
close to the peak. The exception is banks with low exposure to mortgages, which should be resilient on NIMs. For

NBFCs, the cycle now reverses — their cost of funds spiked in 2022 and loan yields (which are mostly fixed) should
now catch up.

The sector has now harvested most of the post-covid asset quality benefits. Credit costs are unlikely to shrink

further, though they should stay “lower for longer” — ie, we think the benign cycle is here to stay. Asset quality,
however, is unlikely to be a driver for improving ROAs from here.

We see no sector re-rating triggers for financials as a whole, unlike in CY22. Sector fundamentals will be mixed —
slowing loan growth, volatile NIMs and no clear levers on costs. We are looking at the sector at a company level —
looking for individual drivers of relating and stock price. We see many banks and NBFCs coming out of a multi-year

stress period and could be ripe for re-rating. The key factors we look at are NIM outlook, market share gains, and
relative valuations.
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Information Technology

The sector has been significantly de-rated in 2022 due to stretched valuations, growth worries and margin pressures
from rising wage costs. All three have now reversed in various degrees.

* Revenue growth appears to be resilient, with management commentary indicating that the hit may not be as
significant as earlier thought. The relatively benign slowdown in the US and the need for clients to keep investing in
transformative technology appear to be the drivers. We do believe that growth will slow in FY24, but that is largely
discounted.

* The margin outlook for the sector is benign. Wage cost pressures are easing — from lower bench strength, muted
salary hikes and a drop in subcontracting.

* Valuations are relatively undemanding. The post-Covid demand surge had been extrapolated to be structural —
which led to frothy valuations. As the risks emerged, there was a savage derating and stocks are now reasonably
valued.

* The sector looks attractive from the medium term, but short-term challenges do persist. Also, we see smaller
companies remaining a little more vulnerable. Here again, we would be selective in picking stocks based on growth
resilience, scale and valuations.

50.00
40.00
30.00
20.00
10.00

Mar-10
Oct-10
May-11
Dec-11
Jul-12 7
Feb-13
Sep-13
Apr-14
Nov-14
Jun-15 7
Jan-16
Aug-16
Mar-17 7
Oct-17 7
May-18
Dec-18
Jul-19
Feb-20
Sep-20
Apr-21
Nov-21 7
Jun-22 7
Jan-23 7

—— Nifty IT - P/E ratio
Source: Ambit Capital Research, Bloomberg, Alchemy Capital

www.alchemycapital.com



https://www.alchemycapital.com/

0
EQU'TY OUTLOOK CAPITAL MANAGEMENT

Revenue Growth (YOY)
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Source: Ambit Capital Research The above-mentioned companies considered holds majority weightage in Nifty IT Index as of 28
Feb 2023.
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Consumer

* The consumer sector continues to face headwinds on overall demand. The exception is premium goods where the
demand has been very strong since COVID those some of that is now seeing a base effect. On the other hand mass
consumption demand continues to be challenged and volume growth in those segments remains weak in 3rd
quarter. The key problem appears to be inflation which is constricting household budgets. The problem is
accelerated by FMCG companies being forced to take price hikes due to rising input costs.

* The good news is that inflationary pressures are probably easing as a high base effect kicks in. If employment
remains buoyant then we believe that consumers will adjust to the new prices and demand should start to come
back over CY 23.

e Valuation is a key issue for the consumer sector why this while this sector deservedly commands a premium the
relative valuations had expanded to unsustainable levels because of a scarcity factor. However, post COVID the
pool of quality companies with strong balance sheets comfortable cash generation and rising return ratios has
expanded which we believe will affect the relative valuations of the sector.
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Manufacturing

The manufacturing sector has strong demand tailwinds from a revival in domestic capex (both state and central) and
Global supply chain diversification. This is visible not only from macro trends like government spending but also from
anecdotal evidence of companies strong order books. We, therefore, see a long runway of growth for the sector which
includes capital goods auto ancillaries chemicals and pharma intermediates.

The sector also benefits from a survivor bias. The companies that survived the stresses of the decade 2010 to 2020 are
almost by definition lean and efficient with strong balance sheets. They are therefore in a position to capitalise on this
multi year upsurge in demand. In the short term, there may be some margin pressures due to high commodity prices.
Some of these have already been visible and we think that the normalization of margins may take a little more time.

The challenge for the sector is that valuations in many cases have stretch to unsustainable levels. While the macro story
for this sector remains positive, we believe that a broad sector rally from these levels is unlikely. Even for such a “hot”
sector, we prefer being selective about which stocks we own with one eye on valuations. We have to be especially
cautious about this for manufacturing companies as valuations for B2B companies tend to get capped out.

Seshadri Sen
Head of Research
Alchemy Capital Management Pvt. Ltd.

Source: Alchemy Capital
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MARKET INSIGHTS

Alchemy Capital’s view on Market trends, analysis, and way forward; with additional inputs from industry
experts about the different aspects to superlative asset management.

1. Market Views: Market Views - Feb 2023 - YouTube

www.alchemycapital.com
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Q3 FY23 PERFORMANCE OF PORTFOLIO COMPANIES

The following table summarizes the performance of portfolio companies** which have published their results so
far in Q3 FY23:

. Sales ( Rs Mn) EBITDA ( Rs Mn) PAT ( Rs Mn)

Sl Q3FY23 | Q3FY22 | %chg | Q3FY23 | Q3FY22 | %chg | Q3FY23 | Q3FY22 | %chg
HDFC BANK LTD @ 3,14,877 | 2,66,270 | 18% | 1,90,241 | 167,760 | 13% | 1,22,595 | 1,03,422 | 19%
PRAJ INDUSTRIES LTD 9,100 5,856 55% 860 510 69% 623 371 68%
MARUTI SUZUKI INDIA LTD 2,78,492 | 2,21,876 | 26% | 28331 | 15590 | 82% | 23513 | 10,113 | 133%
FEDERAL BANK LTD @ 24,905 | 20,231 23% 12,742 9,143 39% 8,036 5,217 54%
APOLLO TYRES LTD 64,228 | 57,075 13% 9,134 7,599 20% 2,921 2,235 31%
ASHOK LEYLAND LTD 89,850 | 55036 | 63% 7,773 2,239 247% | 3,613 58 6173%
MPHASIS LTD 35,062 | 31,237 12% 6,175 5,531 12% 4,123 3,577 15%
LTIMINDTREE LTD 86,200 | 41,376 | 108% | 13,748 8,944 54% 10,007 6,120 64%
TATA ELXSI LTD 8,177 6,354 29% 2,469 2,108 17% 1,947 1,510 29%
ICICI BANK LTD @ 2,14,886 | 1,72,231 | 25% | 1,32,712 | 1,01,483 | 31% | 83,119 | 61,938 | 34%
RELIANCE INDUSTRIES LTD 21,71,640 | 18,50,270 | 17% | 3,83,940 | 3,37,530 | 14% | 157,920 | 1,85490 | -15%
SUNDARAM FASTENERS LTD 14,030 | 12,075 16% 1,063 1,910 3% 1,181 1,100 7%
PERSISTENT SYSTEMS LTD 21,694 | 14,917 | 45% 4,016 2,511 60% 2,676 1,764 52%
MAX HEALTHCARE INSTITUTE LTD 14,638 | 12,899 13% 4,050 3,355 21% 2,688 2,524 6%
DIXON TECHNOLOGIES (INDIA) LTD 24,047 | 29,528 | -19% 1,112 1,182 6% 519 632 18%
BAJAJ FINSERV LTD # 74347 | 60,005 24% | 48529 | 39,192 24% | 29,730 | 21,253 | 40%
TVS MOTOR COMPANY LTD 65,454 | 57,064 15% 6,589 5,683 16% 3,528 2,883 22%
BLUE DART EXPRESS LTD 13371 | 12,548 7% 2,281 2,737 17% 887 1,234 28%
SYNGENE INTERNATIONAL LTD 7,859 6,414 23% 2,466 1,835 34% 1,097 1,040 5%
KPIT TECHNOLOGIES LTD 9,171 6,224 47% 1,699 1,150 48% 1,005 700 44%
BAJAJ ELECTRICALS LTD 14,629 | 13,198 11% 1,017 921 10% 611 482 27%
AXIS BANK LTD @ 161,248 | 1,24,929 | 29% | 92,775 | 61615 51% | 58531 | 36,142 62%
AVENUE SUPERMARTS LTD 1,15,691 | 92,178 | 26% 9,653 8,665 11% 5,897 5,526 7%
LARSEN & TOUBRO LTD 4,63,897 | 3,95629 | 17% | 66,535 | 59,823 11% | 25529 | 20,547 | 24%
BARBEQUE-NATION HOSPITALITY LTD | 3,282 2,867 14% 620 657 6% 73 148 51%
GREENPANEL INDUSTRIES LTD 4,202 4,244 1% 920 1,111 17% 375 631 41%
UNITED SPIRITS LTD 27,787 | 29,474 6% 3,718 5,187 28% 2,142 2,996 29%
VARUN BEVERAGES LTD * 22,142 | 17,343 28% 3,075 2,076 48% 815 326 150%
TATA CONSUMER PRODUCTS LTD 34,746 | 32,084 8% 4,537 4,617 2% 3,644 2,901 26%
INDIAN HOTELS COMPANY LTD 16,858 | 11,112 52% 5,972 3,218 86% 3,827 760 404%
CE INFO SYSTEMS LTD 677 433 56% 279 156 79% 296 185 60%
EICHER MOTORS LTD 35463 | 27,926 | 27% 8,569 5,814 47% 6,807 4,223 61%
BHARAT FORGE CO LTD 19,521 | 16,021 22% 5,351 4,079 31% 2,892 3,374 14%
BAYER CROPSCIENCE LTD 10,379 9,901 5% 854 663 29% 1,345 848 59%
BAJAJ FINANCE LTD 74,347 | 60,005 24% | 48529 | 39,192 24% | 29,730 | 21,253 | 40%
INFO EDGE (INDIA) LTD 5,895 4,190 41% 1,885 1,145 65% 1,165 | 45,985 ;
NAVIN FLUORINE INTERNATIONALLTD| 5,636 3,790 49% 1,556 986 58% 1,066 688 55%
TITAN COMPANY LTD 1,11,670 | 99,030 13% 13,470 | 14,420 7% 9,040 10,040 | -10%
DYNAMATIC TECHNOLOGIES LTD 3,132 3,077 2% 420 430 2% 70 80 12%
GARWARE TECHNICAL FIBRES LTD 2,746 3,081 11% 472 556 15% 366 381 4%
ABB INDIALTD * 24,079 | 20,699 16% 3,643 1,852 97% 3,053 1,882 62%
P | INDUSTRIES LTD 16,132 | 13,563 19% 4,151 2,965 40% 3,518 2,226 58%
TRENT LTD 23,034 | 14,991 54% 3,232 2,726 19% 1,548 1,138 36%
SCHAEFFLER INDIA LTD * 17,047 | 15,232 18% 3,452 2,871 20% 2,310 1,906 21%
TATA MOTORS LTD 156,931 | 1,22,590 | 28% 13,874 3,012 361% | 5,062 1,759 188%
HINDUSTAN AERONAUTICS LTD 56,655 | 58,919 4% 9,854 14,266 | 31% | 11,552 9,334 24%
3M INDIA LTD 9,322 7,637 22% 1,545 988 56% 1,128 677 66%

# Bajaj Finserv Ltd. is a conglomerate of diverse businesses (NBFC/insurance) which we value on sum of parts. The results here are of Bajaj Finance,
which is the largest subsidiary by value.

* CY Companies

@ Sales = NIl + Non-interest income + treasury income

** For Alchemy High Growth, Alchemy High Growth Select Stock

Source: Alchemy Capital
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DISCLAIMER

General Risk factors:

e All products / investment approach attract various kinds of risks. Please read the relevant Disclosure
Document/ Client Agreement/ Offer Documents (includes Private Placement Memorandum and Contribution
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.

e 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.

* The information and opinions contained in this document may contain “forward-looking statements”, which
can be identified by the use of forward-looking terminology such as “may”, “will”, “seek”, “should”, “expect”,
“anticipate”, “project”, “estimate”, “intend”, “continue” or “believe” or the negatives thereof or other
variations thereon or comparable terminology. Due to various risks and uncertainties, including those set
forth under the Disclosure Document/Offer Documents, actual events or results or the actual performance

may differ materially from those reflected or contemplated in such forward-looking statements.

Regulatory Disclosures:

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

* This document, its contents, especially the Performance related information, is not verified by SEBI or any
regulator.

Alchemy Capital Management Pvt. Ltd.

B-4, Amerchand Mansion, 16 Madame Cama Road, Mumbai 400 001 | Ph: +91-22-66171700

Website: www.alchemycapital.com | Email: contactus@alchemycapital.com
CIN-U67120MH1999PTC119811| (SEBI Regn No.: INPOO0000365)
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