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2021 served as a landmark year for the Indian economy as government'’s initiative of keeping India self-reliant
(Atmanirbhar Bharat) accelerated with the formal implementation of various PLI schemes and a push to
negotiate full free trade agreements. The idea was to restore the economy from the covid-19 slowdown,
boost domestic production capacity and reduce trade dependency. As a result, the country received a record
gross FDI of US$81.97 billion and USS83.6 billion in FY 21 and FY 22 respectively. The industrial sector has
been drawing strong investor interest due to high demand from the domestic market.
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¢ In the past decade, capital expenditure was driven by public investment. Investment projects under
implementation by government have grown at ~10% CAGR over 2011-21. Public investment growth was
led by infrastructure, particularly transportation.

e Private sector capex which was muted since FY2011 is seeing initial green shoots from FY22. Sustainable
revival in the private sector capex could lead to strong impetus to capex cycle recovery.

e FY23 Union Budget, aggregate capex of Centre and PSUs saw 10% YoY growth, with 13% YoY growth in
areas addressed by its business.

e India spent ~Rs 57 trn on Infrastructure over FY13-19, ~5.7% of nominal GDP. The National Infrastructure
Pipeline (NIP) laid down a target to spend ~Rs 111 trn (~USD 1.5 trn) on infra over FY20-25 ~7% of GDP.
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+ Corporate de-leveraging process over last few years have strengthened its balance sheet.
» Higher provisioning over past few years and increase in Tier-1 capital position have strengthened the
banking system balance sheet as well.
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Source: Company, Axis Capital; The ratio is calculated for 98 companies under our coverage in the following sectors:
Autos, Cement, Chemicals, FMCG, Metals, Engineering, Power Utilities & Pharma
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The PLI schemes are a set of well-planned schemes primarily focusing on attracting FDI and promoting the
‘Make in India' campaign. Although the schemes give more preference to large scale enterprises, they also
have special criteria with lower threshold investment requirements for MSMEs, thereby aiming to make the
entire scheme a holistic one.

e Manufacturing is likely to be another growth engine which may drive higher capex growth over next 5
years on back of
a) India may be one of the key beneficiary of global strategy of de-risking global supply chain;

e b) Production linked incentive may induce private capex of INR 7.7 trn over next 5 years. In addition, the
recent approval to provide INR 760bn fiscal support to set-up semi-conductor and display manufacturing
to help establish electronics manufacturing eco-system in India;

PLI should garner cumulative capex of ~Rs.4.4tn over the next 4-5 years and could fast track the capex
plans from the private sector at least by two years
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Why We Own What We Own
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Fund Exposure and Outlook:

* Quarterly numbers were broadly in-line despite rising Raw material pressure countered with Operating
leverage.

« Strong Earnings growth to continue in foreseeable future backed by strong order book.

« Valuations punchy - No room for re-rating in top names Earnings will drive growth

Valuation data of Companies* |

Company EPS CAGR (Fy22-24) P/EFY23 P/EFY24 |
ABB India Ltd 13% 71 61
Action Construction Equipment 25% 19 15
AlA Engineering Ltd 20% 34 30
Apar Industries Ltd 13% 15 13
Bharat Electronics Ltd 19% 24 21
Cummins India Ltd 88% 36 30
GMM Pfaudler Ltd 17% 41 32
Grindwell Norton Ltd 38% 62 53
Honeywell Automation India Ltd 22% 82 61
Larsen & Toubro Ltd 28% 22 18
Praj Industries Ltd 63% 32 23
Ratnamani Metals & Tubes Ltd 20% 30 25
Voltamp Transformers Ltd 37% 26 22

(Data as of 31st July 2022, * in Long only funds)

Most long-only portfolios are currently overweight on industrial sector. Following are some key holdings in
Industrial sector across long-only funds.

Company Edelweiss | Edelweiss | Edelweiss | Edelweiss | Edelweiss | Edelweiss

Flexi Cap Large & Large Long Term Small
Fund Mid Cap | Cap Fund Equity Cap Fund
Fund Fund
- eofNViRodo

ABB INDIA LTD 2.3% 3.0% 2.7% 4.3% 1.2%

ACTION CONSTRUCTION EQUIPMENT LTD 0.4% 0.4% 0.7% 0.8%

AIA ENGINEERING LTD 0.5% 0.3%

APAR INDUSTRIES LTD 1.2%

BHARAT ELECTRONICS LTD 1.6% 1.8% 0.8% 2.0%

CUMMINS INDIA LTD 2.0% 2.2% 1.0% 3.6% 1.7%

GMM PFAUDLER LIMITED 0.6% 0.6% 1.2% 0.9% 2.2%

GRINDWELL NORTON LTD 1.5%

HINDUSTAN AERONAUTICS LIMITED 1.2%

HONEYWELL AUTOMATION INDIA LTD 0.3% 0.4%

KEC INTERNATIONAL LTD 1.2%

KEI INDUSTRIES LTD 2.6%

LARSEN & TOUBRO LTD 2.7% 1.9% 4.3% 3.0%

PRAJ INDUSTRIES LTD 0.8% 0.7% 1.3% 1.1% 2.0%

RATNAMANI METALS & TUBES LTD 0.8% 1.8%

RHI MAGNESITA INDIA LTD 1.3%

TIMKEN INDIA LTD 2.2%

VOLTAMP TRANSFORMERS LTD 1.7%

Portfolio holdings (% of NAV) as on July 31, 2022.
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Disclaimer

The purpose of this product is to offer a brief & simplified rationale behind our investments in certain
businesses/themes in our long only portfolios. This is not meant to be an elaborate research report or a
recommendation. In this note we explain why we are positive on industrial sector. This Note is for information
purposes only for distributors and does not constitute an offer or recommendation to buy or sell any scheme
of Edelweiss Mutual Fund. This also does not constitute an offer or recommendation to buy or sell any
financial products offered by Edelweiss. Any action taken by you on the basis of the information contained
herein is your responsibility alone and Edelweiss Asset Management Limited (the AMC)/Edelweiss
Trusteeship Company Limited/ Edelweiss Mutual Fund or its directors or employees will not be liable in any
manner for the consequences of such action taken by you. The AMC takes no responsibility of updating any
data/information in this material from time to time. The information shall not be altered in any way,
transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in
any form, without prior written consent of the AMC.

For fund Riskometer, please click here

Mutual Fund investments are subject to market risks, read all scheme related documents carefully.


https://www.edelweissmf.com/Files/Risk-o-Meter/Risk-o-Meter/2022/Mar/published/March%2008,%202022%20-%20Risk%20o%20meter_08032022_024011_PM.pdf

