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We believe one should not look at indi
expensive. The additions to indices specially in large ca
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Is the Indian Market Index expensive?

The easiest answer which comes to ones mind is
“Yes". Nifty is at all-time high and trading at ~-20x

=X

~15% of worlds incremental growth and witnessing start of a
become a manufacturing hub for the world. Themes we like

one year forward, hence on an absolute basis in

line with its last five years' average. On a relative

basis, it trades at a premium of ~88% to MSCI EM

and 26% to MSCI World index, making India
arguably one of the costlier markets. However, a)

The Quality of Earnings and macro situation is not

similar to India's past b) Indices are not

comparable to their historic past.

The Indian economy is going from strength to
strength with most economists increasing their estimates from 5-6% to 7-8%.

If one were to add 4-5% as inflation, Nominal GDP could grow at 11-13%. India

is adding USS USS 1 trillion in 3 years so assuming a MCap to GDP ratio it can
add >USS 1.25 trillion incrementally every 2-3 years, for the broader markets or

over 10-15% p.a. The PAT as % of GDP to has increased from 1.9% lows in F2020
to over 5% currently and we will not be surprised if it doubles in the next 5
vears if the profit growth is twice the GDP growth in a blue sky environment.
Then one could argue of a higher MCap to GDP multiplier of 1.5-1.75 x. Our

bottom up analysis in JM PMS estimates NIFTY 50 to grow at 15% plus p.a.,

with broader base contribution from many industries as against the financial

industry historically.

The indices have had material changes in the last decade, almost 17 stocks or
35% of the no. of stocks have been reshuftled in the Nifty 50, and in most cases
the stocks which have entered are much higher PEs.

Nifty Inclusion Exclusion over last 10 Years

NIFTY Inclusion from Dec

2014
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India’s Incremental contribution has reached double digit
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Defense
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In the Defense sector the Indian government is following the "Atmanirbhar

Bharat” or “Make in India” theme. We have witnessed a surge in defense

localization orders. Historically defense sector depended a lot on imports from

Russia, France and China for their requirement. In case of aircrafts, we believe

Indian-made aircraft share will increase from ~18% (as of existing fleets, which

is dominated by these countries) to +40% of new orders over the next 1-2

decades.

Power

The Indian power sector is poised for a transformational change benefiting all

the companies in the ecosystem, including equipment manufacturers and

contract executioners. To back the increasing power demand, India is poised

to add generation capacity in thermal, renewable as well as nuclear to reach
778GW by 2030, of which S00GW will be from renewables. This will be
supported by transmission and distribution infrastructure augmentation.

Railway

Capital outlay of Rs. 2.4 lakh Cr for the Indian Railways in the Union Budget
2023-24 which is 9 times the outlay made in 2013-14. This will be spent across
segments that includes line additions, gauge conversion, signaling, station

developments, DFCs and other rail infrastructures. Hence, overall a decadal

long term story on railways is in the offing.

Water

Water opportunities are significant across segments with government focus

on Jal Jeevan Mission, Namami Gange, Water treatment, irrigation, etc. The

move towards building a strong water infrastructure comes from the fact that

the population will require fresh water which is rapidly depleting and hence,

treating water will be the only long term solution apart from conserving it

from the natural resources.

ER&D

ER&D adds the power of IT to India’s manufacturing power and hence growth

to outpace IT services growth over the coming years. Structural growth drivers

are 1. Digital Engineering, 2. Increased sourcing from service providers and

global captive centres (GCCs) and higher offshoring.

Chemicals

Indian chemical industry is less than 5% of the global chemical industry by

value and stands to gain from the China + 1 [~~39% of by value] and Europe + L

Indian companies continue to invest in capex ageressively and has strong

inflow long-term contracts. Companies focusing on niche / complex

chemistries and in pockets where India has unique manufacturing / supply

chain advantage are likely emerge winners in the long run.
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