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Risk of a large market correction ANANDRATHI x G

Despite concerns, past experiences tell us a different story

Up 150-250% 50% annual rally

since Apr’'20 Common except last 10Y

Up 10,000+ points
Nifty 50 since Apr’'20

50%+ yearly rally
Each year 2003-10

10 times 10% rally
Nifty 50 since Apr’20

88% positive return
12 M return post 50%+

Elevated returns 14% average return
1/3/5/10 year CAGR 12 M return post 50%+




Sharp equity market rally ANANDRATHI x G

Equity market return has been very high

Last 12 month% ~ Bottom of 2020%

Large cap Large cap

\
¢ Mid-cap
/
@ Small cap

-

Mid-cap

Small cap

gl



Market rising too fast ANANDRATH]I x G

The rally even for large cap (Nifty 50) has been very fast

42 71 19
Minimum Maximum Index points Maximum one
annualized Annualized (Nifty 50) Month Return

return since return since added since (Nifty 50) since
Mar’21, % Mar’21, % Mar’21 Jan21, %

/)
//



Market rising too fast ANANDRATHI x G

The rally since April 2020 has been almost one way without much breather

UP, % of months since Apr’20 79 21 DOWN, % of months since Apr’20

More than Month with + return since Month with - return since More than 10% monthly
10% monthly 2000 2000 fall since Apr'20@

raly since Apr’20*

*Monthly high versus the @Monthly low versus the high
low of the previous month. of the previous month.



Market returns way above ‘normal’ ANANDRATH]I x G

The current market returns are way above long period averages
Average Nifty 50 return since 1991, % annualized

1-Year 3-Year 5-Year 10-Year

Current Nifty 50, % annualized



Huge returns creating fear of loss ANANDRATH]I x G

Yet, only in the last decade, high (50%+) annual return was very rare

SYAY

Percentage of time Nifty 50
generating 50%+ yearly
return in a decade




Expected correction after strong rally ANANDRATHI x G

Since 2000, after a 50%+ rally in 12 months, 88% times Nifty 50 generated +ve return in the next 12 months

What happened in the next 12 months after 50%+ rally since 2000?

Mean return, « @ o +ve return year, no

.-j"

Median return, « @ ° -ve return year, ro
% time +ve return _ - @ Trading days in sample




Economy and market ANANDRATHI x G

Despite few exceptions, the economy is doing much better vs. pre pandemic

GDP growth 9.5% Inflation 4-5% Economy healthy Few weaknesses
Avg. Nifty return 20%+ Avg. Nifty return 20%+ Agri, ind., most services Transport, part of retail




GDP and equity market
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Strong and rising correlation, GDP outlook suggest strong equity return

Nifty 50 return, annualised, %

7.4:9.0

N
N~
™
N
o

Negative

Nifty50

return

&

m - . - .

oc o ..

o 83 22 24 58 ©m 9% un

o o ™ o~ N~ d
- 4 4 4 99 91 3

Nominal GDP growth %

Moderate Nifty50 High Nifty50 return

return

Reasonable correlation

0.6 - GDP growth and 12
M Nifty 50 return

Rising correlation

GDP-Nifty return correlation
since 2012

Sweet point 6.5%+

At 12%+ nominal GDP (~6.5%+ real
GDP), 20%+ Nifty 50 return



Inflation & equity market
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Not much impact, 3-5% inflation best for equity market

Nifty 50 return, annualised, %

Best equity
market returns at
3-5% inflation

Inflation, %

Reasonable equity return

till inflation up to 8%

»
i&’

Weak but (-)ve effect

5%+ inflation impacts equity
return

3-5% sweet spot

Best equity return at this
inflation range

Too high, too low bad

Worst equity return at below
3% and above 8% inflation
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29
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pandemi

ing much better than pre

External sector, industry do

Monthly averages

Imports, USD bn. Services ex,USD bn FDI, USD bn.

Exports, USD bn.
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Govt. finance, transport, banking, jobs doing well too

Monthly averages

Rail freight, Km cr Deposit, Rs.lakh crore Credit, Rs.lakh crore

GST-E-way, Lakh
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PMI-Manu, index

2ZA4 20
2TAd 10
TZAd O
TZAd €0
TZA4 20
T2A4 1O
0ZA4 ¥O
0ZAd €0
02Ad 20

0ZA4 1O
6TAd O

2ZA420
2ZA4 1O
TZAd O
TZAd €0
T2A4 20
T2A4 1O
0ZA4 ¥O
0ZA4 €0
0ZAd 20

0ZA4 1O
6TAd ¥O

2ZA4 20
2TAd 10
TZAd ¥O
TZAd €0
T2A4 20
T2A4 1O
0ZA4 ¥O
0ZAd €0
0ZAd 20

0ZA4 1O
6TAd 7O



7))
(] Z2Ad420
oo
(] ZZAA TO
o
TZAd 7O
) > o
b © = TZA4 €0
H o > e
=& = @ T2A4 20
~ ) Q
™ c - TZA4 1O
.r [7,)
ars W . 0ZA4 ¥O
W s w 0ZAd4 €0
< =
Z= .m 02Ad 20
el & |
<z ~ 02Ad 1O
6TAd 7O
| S
S
o 2eAd20 Z2Ad
(&
m 2ZAA TO 20 ZzAd
> T2Ad 7O 10 TZA4
— T2A4 €0 x 7O TZAd
— o ()]
- = T2A4 20 2 €0 TZAd
[ ) =
o o TZA4 TO o 20 TZA4
© €
) ® 0ZAd ¥O S TO 0ZA4
..n..“ o 0ZA4 €D t 50 0ZAd
(@]
S 02Ad4 20 m €0 02A4 20
7, 0ZA4 TO 0ZA4 1O
Q 6TAd 7O 6TA 7O
(S
S
(S
% seve 2ZA420 ZeAd
[T 99v'T | Il ZZA 1O 20 ZZAd
0 TZAd 7O 1O TZA4
(7)) (=)
e < TZAd €0 =] 7O TZAd
S © (=
(¢v] s T2Ad 20 - €D TzZA4
— c
Q. ) T TZA4TO 9 20 TZAd
n )
~ o 0ZAd 7O o IO 0ZAd
O 2 3
L © 0ZA4 €0 ‘o0 O 0ZAd
o )
= — 02A4 20 = €0 02A4 20
d - o 0ZA4 TO o 0ZAd TO
W [ = 6TAL 7O 6TAd 7O
0
o 4=
(7)) .m
o] 0) — 22A4 20 ZZAd
.m g 2ZA4 10 20 zZAd
Q.
o ) TZA4 70 1O TZAd
= - < TZA4 €0 > ¥O TZAd
ofd a S ©
(@) S - T2A4 20 = €0 TeAd
S -
[ = t [ TZAd TO » 20 T2Ad
. . 0h w
v Q o 0ZAd 7D S 1O 0ZAd
v Y 2 .
P c o 0ZA4 €0 3 O 0ZAd
o
.W Q . 0ZA4 20 W. £ 02A4 20
= $ < 0ZAd TO o 0ZAd TO
(8] (oo 6TAd ¥O 6TAd VO
<L o




Corporate performance and market ANANDRATHI x G

Record sales, profit and margin but cost pressures building, valuation close to fair

Record sales, profit in Q4
FY21/ Q1 FY22

Raw material, fuel
costs building up

Record
sales,
profit

Buoyant

earnings
growth

Valuation
closeto
average

Valuation close to
historic average

Strong earning
growth continues
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Corporate sales ANANDRATHI

Highest corporate sales in Jan-Mar’21, recent sales highest in most sectors

Max overall sales in
Q4 FY21

Last 2 qtr. best for 9
of 15 sectors

High sales growth
likely to continue

Corp. sales, Rs.'000 crore
Jun-21
Mar-21
Dec-20
Sep-20
Jun-20
Mar-20
Dec-19
Sep-19

Jun-19

Mar-19

Recent vs. max sales, %

Power
Oil & gas
Textiles
Trade
Machinery
Realty
Others
Auto
Iron & steel
Food
Electrical
Construction
IT
Chemicals

Cement

B salesin Q4 FY21-Q1 FY22 vs. maximum

G



Corporate expense ANANDRATH]

Modest margin pressure likely, better efficiency to partly compensate

Cost to sales: 2015-19, % Cost to sales: 2015-19 vs. current, %

Raw material cost 39.8
pressure

Power, fuel cost

1
37-6 L L -
rising for most 31'
[d} o Q = © [} o [} = ©
T o1 3 £ 3 = T S 3 = 3 >
S = 9] - 3] £ £ [ - o}
= w % S = w % S
@© < T [
: = 0 Staff cost seems to : o a
M Maximum B Minimum have topped out M Average M Current

Efficiency gain, other
cost savings to go on




Corporate profit, margin ANANDRATH]I

With close to record high margin and sales, profit at record high

Corp. profit, Rs.'000 cr Recent vs. max profit margin, %
Jun-21 Construction ‘
. Max overall profit in Realty
Q4 FY21 Mar-21 Food
Dec-20 Trade
Oil & gas
Sep-20 Electrical :
Last 2 gtr. best margin Jun-20 -3 | !
. for many sectors Auto
Mar-20 -1 | Machinery
Power
Dec-19
Overall
Sep-19 Textiles
. Best overall margin in Chemicals
recent quarters Jun-19 —
Mar-19 Cement

B profitin Q4 FY21-Q1 FY22 vs. maximum



Corporate earnings & equity market ANANDRATHI
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If earnings growth holds above 20%, equities return unlikely to faulter

Nifty 50 return, annualised, % Reasonable correlation

0.6 - earnings growth and 12 M
Nifty 50 return

&l//
s Rising correlation
7 Earning growth-Nifty return correlation
1.9 since 2012

-0.1:4.0
1

6.6:84

Sk
0

-22.2:-54
54:-0.1
40:6.6
11
11.1:
13.6
13.6
20.0
20.0:
31.8
31.8
90.7

Earnings growth, %

- ] Sweet point 20%+

At 20%+ Nifty earning growth,
Nifty 50 average return over 30%

return

High Nifty50
return



Valuation & equity market ANANDRATHI x G

Trailing PE multiple looks expensive, but forward below average

Average between 2015 and 2019 for Nifty 50

Price to earnings ratio (PE) One-year forward PE ratio Difference PE and 1-Y Forward earnings
forward PE discount rate

7.29

486

Ratio Ratio Basis points

Current (7-day average) for Nifty 50

*At expected one-year earnings growth of 22%.



Equity market outlook

High market returns creating uncertainty about the future outlook

Indian equity done
the best in 1, 3, 10
year vs. peer

Equities have large
swings but return
+ve in last 17 of 20

Large, mid-, small-
cap performance in
line with past

IANAN DRATHI
"RIVATE CLIENT GROUP

We like cap goods,
healthcare, metals,
power, realty




Equity outlook by market cap ANANDRATHI

The market-cap wise return profiles are largely in line

Nifty 50 Small-cap
Nifty 50 vs. mid-cap return, % Nifty 50 vs. small-cap return, %

X
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S g

> —
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S S

2 4 8 N B N . < 1 E O H B
]

. 11 1 ¢ o B = 5 o0

S T
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-28 -7 1 6 10 13 17 23 36 62 -28 -7 1 6 10 13 17 23 36 62
Nifty annual return, % Nifty annual return, %



Equity outlook by sector ANANDRATH]

PRIVATE CLIENT GROUP

Prefer investment over consumption, cyclical over defensive

Auto Bank Capgoods Durables FMCG Health Care IT Metal Oil & Gas Power {-F114Y] Tech
1-Y return,% 45.5 65.4 97.6 91.3 37.4 32.2 57.1 169.5 61.6 118.7 153.2 53.8
Return vs Nifty
1-year, % -7.7 12.2 44.4 38.1 -15.8 -21.0 3.9 116.3 84 65.5 100.0 0.6
2-year, % -2.9 -8.9 -4.1 6.8 -12.6 19.7 25.0 28.5 -13.1 8.0 21.5 17.5
3-year, % -11.2 -3.9 -2.9 15.3 -9.1 1.1 13.5 -2.3 -7.1 1.1 17.9 8.5
5-year, % -13.2 -0.8 -3.5 12.9 -3.9 -6.0 11.7 -0.2 -6.8 -4.4 6.4 6.3
10-year, % -2.2 1.3 -4.0 7.5 0.7 2.6 6.4 -7.0 -5.3 -8.5 -4.8 2.7
Current vs. max earnings, % 41.1 98.7 37.4 69.3 91.9 98.9 99.3 99.0 99.0 25.3 18.4 84.1
Price to earnings ratio
Current 54.0 26.5 80.6 87.9 43.8 35.4 34.4 9.0 10.4 20.8 85.1 53.9
Median 21.1 16.5 28.2 31.6 36.7 31.8 19.8 13.5 13.5 19.5 25.7 23.1
Top 85 percentile 30.1 29.5 40.0 79.2 43.2 41.7 24.3 26.9 17.9 28.3 53.7 28.3
Sector view Sell Hold Buy Sell Hold Buy Hold Buy Hold Buy Buy Sell
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Equity market rally & correction ANANDRATH]

Yearly large rally and correction are frequent but yearly return negative only 3 times in last 20 years

m Ret ur

||__|| IL_2_1|I|__|I A

mRally
O Correctio

1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021

* Yearly raly refers to the Nifty 50highof a year versus the low of previous year, yearly Nifty 50 correction refer to low of a year versus high of previous year,
yearly return refers to Nifty 50return as at end December of a year versus the start of January of the same year.
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Perils of short-term equity investing

Short-term invests may yield (pre-tax, transaction cost) but at huge risk

Nifty 50 risk-return vs. time*: 2010-21, %

20. 3

30. 8

32.8 _
37.8 QRS mRetu 3Y+ Upto 1-Y

n
46.2 37 investing investing

1-Day 7-day 1-nonth 3- 6- 1l-year 3-year 5-year 10-year
nmonth nonth

*: Return refers to annualized return at each investment horizon between 2010and2021.Risk
refers to percentages of time negative return in those specific investment horizons.
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Appendix

Anand Rathi Share and Stock Brokers Ltd. (hereinafter refer as ARSSBL) (Research Entity) is a subsidiary of Anand Rathi Financial Services Ltd. ARSSBL is a corporate trading and clearing member of Bombay Stock
Exchange Ltd, National Stock Exchange of India Ltd. (NSEIL), Multi Stock Exchange of India Ltd (MCXSX) and also depository participant with National Securities Depository Ltd (NSDL) and Central Depository Services Ltd.
ARSSBL is engaged in the business of Stock Broking, Depository Participant and Mutual Fund distributor. The research analysts, strategists, or research associates principally responsible for the preparation of Anand
Rathi research have received compensation based upon various factors, including quality of research, investor client feedback, stock picking, competitive factors and firm revenues.

General Disclaimer: This Report (hereinafter called “Report”) is meant solely for use by the recipient and is not for circulation. This Report does not constitute a personal recommendation or take into account the
particular investment objectives, financial situations, or needs of individual clients. The recommendations, if any, made herein are expression of views and/or opinions and should not be deemed or construed to be
neither advice for the purpose of purchase or sale of any security, derivatives or any other security through ARSSBL nor any solicitation or offering of any investment /trading opportunity on behalf of the issuer(s) of the
respective security (ies) referred to herein. These information / opinions / views are not meant to serve as a professional investment guide for the readers. No action is solicited based upon the information provided
herein. Recipients of this Report should rely on information/data arising out of their own investigations. Readers are advised to seek independent professional advice and arrive at an informed trading/investment
decision before executing any trades or making any investments. This Report has been prepared on the basis of publicly available information, internally developed data and other sources believed by ARSSBL to be
reliable. ARSSBL or its directors, employees, affiliates or representatives do not assume any responsibility for, or warrant the accuracy, completeness, adequacy and reliability of such information / opinions / views.
While due care has been taken to ensure that the disclosures and opinions given are fair and reasonable, none of the directors, employees, affiliates or representatives of ARSSBL shall be liable for any direct, indirect,
special, incidental, consequential, punitive or exemplary damages, including lost profits arising in any way whatsoever from the information / opinions / views contained in this Report. The price and value of the
investments referred to in this Report and the income from them may go down as well as up, and investors may realize losses on any investments. Past performance is not a guide for future performance. ARSSBL does
not provide tax advice to its clients, and all investors are strongly advised to consult with their tax advisers regarding taxation aspects of any potential investment. Opinions expressed are our current opinions as of the
date appearing on this Research only. We do not undertake to advise you as to any change of our views expressed in this Report. Report may differ between ARSSBL’s RAs and/ or ARSSBL’s associate companies on
account of differences in research methodology, personal judgment and difference in time horizons for which recommendations are made. User should keep this risk in mind and not hold ARSSBL, its employees and
associates responsible for any losses, damages of any type whatsoever.

ARSSBL and its associates or employees may; (a) from time to time, have long or short positions in, and buy or sell the investments in/ security of company (ies) mentioned herein or (b) be engaged in any other
transaction involving such investments/ securities of company (ies) discussed herein or act as advisor or lender / borrower to such company (ies) these and other activities of ARSSBL and its associates or employees may
not be construed as potential conflict of interest with respect to any recommendation and related information and opinions. Without limiting any of the foregoing, in no event shall ARSSBL and its associates or
employees or any third party involved in, or related to computing or compiling the information have any liability for any damages of any kind.

Details of Associates of ARSSBL and Brief History of Disciplinary action by regulatory authorities & its associates are available on our website i.e. www.anandrathi.com

Disclaimers in respect of jurisdiction: This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other
jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or which would subject ARSSBL to any registration or licensing requirement within such jurisdiction(s). No action
has been or will be taken by ARSSBL in any jurisdiction (other than India), where any action for such purpose(s) is required. Accordingly, this Report shall not be possessed, circulated and/or distributed in any such
country or jurisdiction unless such action is in compliance with all applicable laws and regulations of such country or jurisdiction. ARSSBL requires such recipient to inform himself about and to observe any restrictions at
his own expense, without any liability to ARSSBL. Any dispute arising out of this Report shall be subject to the exclusive jurisdiction of the Courts in India.

© 2021. This report is strictly confidential and is being furnished to you solely for your information. All material presented in this report, unless specifically indicated otherwise, is under copyright to ARSSBL. None of the
material, its content, or any copy of such material or content, may be altered in any way, transmitted, copied or reproduced (in whole or in part) or redistributed in any form to any other party, without the prior express
written permission of ARSSBL. All trademarks, service marks and logos used in this report are trademarks or service marks or registered trademarks or service marks of ARSSBL or its affiliates, unless specifically
mentioned otherwise.

Additional information on recommended securities/instruments is available on request.

ARSSBL registered address: Express Zone, A Wing, 9th Floor, Western Express Highway, Diagonally Opposite Oberoi Mall, Malad (E), Mumbai — 400097.

Tel No: +91 22 6281 7000 | Fax No: +91 22 4001 3770 | CIN: U67120MH1991PLC064106.
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