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Q1 earnings have kick-start
and we are anticipating good
earnings for IT, Banks, FMCG,
Autos, Auto Ancillary, HFC,
NBFC sectors.

Most of the stocks in the
midcap & smallcap space have
corrected almost 50% from
their highs.

The auto sales numbers which
is reported every month is also
showing growth across the
segments.

Most of the automobile
companies have reported good
export which indicated the
demand from the international
markets is very strong.

The transformation of
converting their traditional
business to digitization s
almost over and we are seeing
digitization space growing
across sector.

Favorable Risk — reward ratio for Mid & Small caps

The Macro Scenario

Midcap and Smallcap index have significantly corrected from their
peaks and are now trading at decent levels. Most of the stocks in the
midcap & smallcap space have corrected almost 50% from their highs.
As the Q1 earnings have kick-start and we are anticipating good
earnings for IT, Banks, FMCG, Autos, Auto Ancillary, HFC, NBFC
sectors. We feel quality midcaps and smallcaps companies in this
sector will be a buying opportunity at current levels. Many companies
in the mid & small cap sector have reduced their debt, finished their
expansion plans and will reap the benefits of their investments. Hence
we feel it is an idle time to enter in good quality mid and small cap
stocks. It is advisable to not time the market but be invested in the
market at the current levels where the risk is very less. At the current
levels, we can look at deploying 10% of the corpus into midcaps to
take the benefit of the falling prices.

As mid and small caps are all trading at very low valuations, we feel
there are couple of sectors which is likely to do well.

1. Auto Sector

Most of the companies in the Auto space have reported very good set
of numbers both on a quarterly as well as on a yearly basis. The auto
sales numbers which is reported every month is also showing growth
across the segments of tractor industry, 2 wheelers, passenger
vehicles and commercial vehicles. It has been 4 consecutive month in
a row, most of the automobile companies continuous to report very
good set of monthly numbers despite the current period being a non-
festive period. Most of the automobile companies have reported
good export which indicated the demand from the international
markets is very strong. We feel companies like Maruti, Bajaj Auto,
Ashok Leyland and M&M will continue to do well.

2. IT Sector.

IT sector is facing lot of tailwinds from the depreciating rupee. The IT
sector did not rally for long time as a result; most of the companies in
the IT space are trading at attractive valuations. The transformation of
converting their traditional business to digitization is almost over and
we are seeing digitization space growing across sector, hence many
large-cap and midcap IT companies will continue to post good set of
numbers going ahead. Stocks like FSL, NIIT Ltd., Intellect Design arena
from the mid-size IT companies will continue to do good as they have
just turned around. Also Large and Midsize companies like Infosys,
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Since many companies in the
consumption sector operate in
the rural economy, we feel this
sector will not face significant
corrections owing to increase in
MSPs.

Irrespective of any government
at the helm, we feel the rising
younger population of the
country will continue to buy
homes

Most of the pharma companies
earn their revenues in dollars;
pharma companies will get the
benefit of rupee depreciation.

TCS, NIIT Ltd. are few companies from the IT space we feel will grow.
3. Consumption Sector

The current government in the budget has raised MSP by 1.5x which
will directly benefit the rural economy. Since many companies in the
consumption sector operate in the rural economy, we feel this sector
will not face significant corrections. Also, the monsoon is expected to
be above normal which will again add on to the rural economy.
Hence, we feel good companies like Britannia, Marico, Westlife
Development, which has a good management at helm, is expected to
not correct in relation to the broader index.

4. Housing Finance Sector

The HFC sector rallied in the initial years on the appointment of PM
Modi, but currently the sector is facing the risk from the rise in the
bond yields. Despite the headwinds from the bond yields, we believe
this segment will do very well in the future as there is a growing
demand in this sector. Irrespective of any government at the helm, we
feel the rising younger population of the country will continue to buy
homes. Also migrations from tier 2—tier 3 cities to tier 1 cities are
increasing which will augment the demand for the HFC’s. Companies
like DHFL, LIC Housing and HDFC are all trading at attractive valuations
and will continue to good in the long term.

5. Pharma Sector

Pharma sector has been an under performer since past couple of
years and we feel the overhang of USFDA for most of the pharma
companies have settled. Also most of the pharma companies earn
their revenues in dollars; pharma companies will get the benefit of
rupee depreciation. Hence we feel good quality pharma stocks like
Cipla, Glenmark and Sun Pharma can be accumulated at current levels
on account of their attractive valuations.
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company's fundamentals.
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