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Bank vs. IT: Taking stock of the relative Alpha!

Bank vs. IT: Reassessing their roles in alpha creation

We request your ballot. ® In this report, we revisit our findings on the roles of key benchmark indices in alpha

POLL creation since our last released report in Mar’23. Here, we decode the roles of two

N prominent sectors in relative alpha generation over the last decade — Banks and IT!

. We present several perspectives around the same and highlight how relative
Bank vs. IT: Our previous report . . . ..
divergence between these two sectors has played an important role in determining
a aee the out-/under-performance of Indian markets.
B As we are nearing the end of 1HCY23, we assess the Bank vs. IT divergence play
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and reinforce our findings with new learnings.

Recap of CY23: Sharp divergence in the beginning, moderates by mid-year

CY22 ended with a sharp outperformance of Banks over IT and the divergence
stood at 47% between Nifty Bank and Nifty IT indices.

However, since the beginning of CY23 (Jan-Mar’23) banks started to underperform
mainly due to the US banking crisis, expectations of a moderation in NIl growth and
margins for Indian banks and weak Fll flows. Conversely, IT began to recover over a
weak base of CY22 and anticipation of global interest rates nearing the peak.
During Apr-Jun’23, however, the performance reversed again for both the sectors
with banks reviving as the US banking crisis receded, 4QFY23 earnings exceeded
expectations and there was a pause in monetary tightening by the RBI. On the
contrary, weak earnings performance by IT companies erased all the gains in Nifty
IT by Apr'23, resulting in the divergence between both these indices narrowing to
~2% by end of Jun’23 from the highs of ~14% in Feb’23.

Flows: CY22 witnessed a sharp Fll selling of USD17b, after three consecutive
years of inflows, whereas DIl inflows to Indian equities remained at an all-time
high at USD32.2b. However, Flls turned net buyers as of CY23YTD with net
inflow of USD4.4b. On the other hand, DIl inflows continue to lead with net
inflow of USD10b as of CY23YTD.

Earnings of Banks spike faster than that of IT...

Nifty Bank/Nifty IT constituents recorded a PAT CAGR of 14%/11% over FY13-23
while the indices grew 13%/17% during the same period. Over FY20-23,
earnings for Nifty Bank and Nifty IT reported a CAGR of 39% and 10%, while the
indices grew 34% and 37% during the same period, respectively.

In FY23, earnings for Nifty Bank constituents remained strong with ~38% YoY
growth, whereas growth for IT constituents moderated to 7% YoY. The Nifty
Bank and Nifty IT indices grew 21% and declined 26% in CY22, respectively.

The strong earnings momentum in Indian banks was driven by healthy loan
growth, stable margins, and asset quality improvements with a sharp revival in
PSBs profits in the second half of the decade that continued in FY23 as well.
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first half of the decade but moderated marginally in the second half. IT
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Nifty Bank and IT — Performance companies’ earnings were a mixed bag in FY23 with tier-1 firms delivering
over the last decade (CY12-22) muted revenue growth and modest margins and underperforming the tier-2
Indices CAGR (%) companies notably.

m Nifty BANK m Nifty IT  19.7

® In line with this trend, we expect earnings of Nifty Bank constituents to continue to
remain strong and report 20% CAGR over FY23-25, driven by healthy credit growth
and stable margins. On the other hand, earnings of Nifty IT constituents to post a
CAGR of 14%, led by margin expansion in FY24 and demand recovery in FY25E.

...but market cap rises at a similar pace despite significant volatility

m  During CY12-22, total market cap of Nifty Bank reported a 15.9% CAGR to reach
INR31t; whereas, market cap of Nifty IT posted a 16.1% CAGR to reach INR27t.

CY12-17 CcY17-22 m  While market caps for Nifty Bank and Nifty IT grew at a similar pace over the last

ten years (~16% CAGR each), the pace of growth for Nifty IT was higher than

over FY18-23 that of Nifty Bank in the recent five years (at ~19% and 14% CAGR, respectively).
Earnings CAGR (%] ®  Further, the market cap contributions from Nifty Bank and Nifty IT constituents
m Banks mIT to Nifty-50 narrowed to a range of ~21% and ~18%, respectively, in CY23YTD.
59.8 ®  Market cap ratio between Nifty Bank and Nifty IT indices reached 1.2x in CY22
from the lows of 0.7x in CY21. The ratio remained at 1.2x in CY23YTD as well.

m  Sectoral weights in the Indices: Bank and IT sectors together constitute ~40% of
Nifty-50 and ~35% of NSE-500 weights to date. Over the last five years, weightage
of Bank in Nifty-50 averaged at ~27% (down 300bp from the 2019 highs),
whereas that of IT averaged at ~15% (up 330bp from the 2017 lows).

Earnings of Banks remain high

.18.8 Nifty Bank outperforms while Nifty IT underperforms between the three
FY13-18  FY18-23 FY23-25E peaks of Nifty-50

Weightage of banks remains high ™ Collectively, within the three peaks of Nifty-50 (achieved in Oct’21, Dec’22 and

while IT moderates in CY23 June’23), Nifty Bank recorded gains of 11% whereas Nifty IT posted loss of 21%.
Dec’12 Dec’20 Dec’22 May’23 M  Nifty Bank has been down ~1% from its May’22 high, whereas Nifty IT has been
Weights in Nifty50 (%) down 27% from its Jan’22 high. Hence, we note that Nifty Bank has outperformed
m 216 265 271 273 the Nifty IT in all the scenarios of benchmark peaks over the last 21 months.

114 163 14 130

: Both these indices have seen a strong resurgence from Covid lows in Mar’20,
Funds ownership (%) . . . .
m 211 231 215 with Nifty Bank and Nifty IT surging ~160% each. A strong focus on tech spends
112 97 96 globally fueled the IT sector rally in CY20 and CY21, whereas a strong economic
recovery in India led the healthy revival of Indian banking system in CY21/CY22.

Divergence in CY23YTD is only 2%
vs. 47% in CY22 Divergence headroom remains high for the year!

m Nifty Bank = Nifty IT ® The wide divergence between the two main sectoral indices that one is used to since
21

R a decade has not played out so far in CY23. This is because the outperformance of IT

E_C_V_ZZ_E ! eya3vTo ! vs. Bank has reversed post-Mar’23. Given the wide-ranging concerns on the near-

; term IT demand, as highlighted by our IT team in their recent reports (Report 1,

4—% Report 2), we expect the trajectory for Nifty IT to remain subdued going ahead.

i B Meanwhile the Banking sector continues to report solid earnings performance
with RoE, asset quality and credit costs in fine fettle. We expect a healthy 20%
earnings CAGR for Banks over FY23-25. Valuations for the Banking sector are

CY22-26 T also quite reasonable in the context of broader markets. Thus, Banks repeating

the outperformance over IT appears quite probable in 2023, in our view.
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Wide divergence of the past tapers in CY23YTD

Exhibit 1: Key indices — YoY performance (%)

Despite the strong performances of both Nifty Bank and IT indices over the past
decade, the combined annual returns have shown a huge divergence.

The divergence ranged between ~10% and ~60% per year, highlighting the
obvious but decisive role of getting the sector call right at the beginning of a CY.
Both the sectors have very natural and pertinent macro linkages. Banking being
a microcosm of the broader economy cannot remain immune to the prevailing
global and domestic macro environment. Technology, meanwhile, derives more
than two-thirds of its revenue from the US and Europe and has direct linkages
with the trends prevailing in the global economy.

For example, since the onset of Covid-19, the IT sector has — both in 2020 and
2021 - benefitted from the tailwinds of rising technology spends globally as
digitization assumed a mission critical importance in an era of physical and social
distancing. Meanwhile, the banking sector bore the brunt of weaker economic
growth and concerns around deterioration in asset quality led by persistent
lockdowns in 2020 and 2021.

However, the divergence between both these indices has remained negligible
(~2%) in CY23YTD, generating possibility of a large divergence headroom going
ahead.

Exhibit 2: Stark divergence between indices YoY (%)

Year Nifty-50 Nifty Bank Nifty IT Divergence YoY l\lill:‘fttyy-sB(:\r‘:i NIthI‘;;\SI(:_I‘_I s letl\\llith?/nI!I(' vs.
CY12 28.0 57.0 -2.0 CY12 -29.0 30.0 58.0
CY13 7.0 -9.0 58.0 CY13 15.0 -51.0 -67.0
CY14 31.0 65.0 18.0 CYi4 -33.0 14.0 47.0
CY15 -4.0 -10.0 0.0 CY15 6.0 -4.0 -10.0
CY16 3.0 7.0 -7.0 CYle -4.0 10.0 15.0
CY17 29.0 41.0 12.0 CY17 -12.0 16.0 28.0
CY18 3.0 6.0 24.0 CY18 -3.0 -21.0 -17.0
CY19 12.0 18.0 8.0 CY19 -6.0 4.0 10.0
CY20 15.0 -3.0 55.0 CY20 18.0 -40.0 -58.0
Cy21 24.0 13.0 60.0 Cy21 11.0 -35.0 -46.0
Cy22 4.0 21.0 -26.0 CY22 -17.0 30.0 47.0
CY23YTD 4.0 3.0 1.0 CY23YTD 1.0 3.0 2.0

Source: Bloomberg, MOFSL

Source: Bloomberg, MOFSL

Exhibit 3: Nifty Bank and IT remained volatile during the decade
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Exhibit 4: Wide divergence of the past tapers in CY23YTD
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Exhibit 5: Nifty Bank and IT remained volatile during the decade, while remained flat in CY23YTD, Nifty IT corrected
significantly from highs of CY21 (rebased at 100)
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Aggregate PAT growth of indices
constituents in the last decade

Earnings of Banks spike faster than that of IT...

Earnings b m  The aggregate profits of Nifty Bank constituents reported ~14% CAGR over FY13-

CAGR (%) s 23 reaching INR1.9t in FY23; whereas that of Nifty IT constituents posted 11%
59,

CAGR and reached INR1.1t in FY23.

m  Profit growth of Nifty Bank constituents remained weak during the first half of
the decade with a decline in growth majorly due to weaknesses in the PSB
constituents. However, the aggregate profit jumped in the second half and
reported a strong 60% CAGR mainly led by the strong performances of PSBs.

m Conversely, Nifty IT constituents reported a stronger profit CAGR of 12% in the
first half of the decade, which moderated marginally to 10% in the second half.

-%3.1% e m  We expect profits of Nifty Bank and Nifty IT constituents to report ~20% and

14% CAGR, respectively, during FY23-25.

Exhibit 6: Nifty Bank constituents’ earnings performances during the first and second halves of FY13-23
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Exhibit 7: Nifty IT constituents’ earnings performances during the first and second halves of FY13-23
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Exhibit 8: Market cap of Nifty-50

posted a 14.1% CAGR (INR t)

India Strategy

...but market cap rises at a similar pace despite volatility

During CY12-22, total market cap of Nifty Bank reported a 15.9% CAGR to reach
INR31t; whereas, market cap of Nifty IT posted a 16.1% CAGR to reach INR27t.
While market caps for Nifty Bank and Nifty IT grew at a similar pace over the last
ten years (~16% CAGR each), the pace of growth for Nifty IT was higher than
Nifty Bank in the recent five years (at ~18% and 15% CAGR, respectively).
Further, the market cap contributions from Nifty Bank and Nifty IT constituents
to Nifty-50 narrowed to a range of ~22% and ~19%, respectively, in CY23YTD.
Besides, the trends of contributions were similar with respect to Nifty-500 as
well. The market cap contributions of Nifty Bank and Nifty IT constituents stood
at ~12% and ~10% of Nifty-500, respectively, as of CY23YTD.

Market cap ratio between Nifty Bank and Nifty IT indices reached 1.2x in CY22
from the lows of 0.7x in CY21. The ratio remained at 1.2x in CY23YTD as well.

Exhibit 9: Market cap of Nifty Bank Exhibit 10: Market cap of Nifty IT
reported a 15.9% CAGR (INR t) clocked a 16.1% CAGR (INR t)
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Exhibit 11: Average market cap contributions of both Nifty Bank and IT indices vs. Nifty-50 and Nifty-500 in the last decade (%)
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Exhibit 12: Market cap ratio between Nifty Bank and IT indices reached 1.2x in CY22
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Refer to the recentreport  Nifty Bank outperforms while Nifty IT underperforms

“Nifty and Virtuous Circle of
Peaks and Troughs”

between the three peaks of Nifty-50

u
India Strategy ™

Mot Oswat

Nifty-50 reached its all-time high in Jun’23 post-achieving its last peak in Dec’22.
Comparing the indices’ performances (between Dec’22 and Jun’23), the Nifty
Bank has outperformed by ~2% whereas Nifty IT has underperformed by ~8%
during the same period.

While comparing the earlier two peaks of Nifty-50 (i.e. Oct’21 vs. Dec’22), we
found that Nifty Bank had gained 9% whereas Nifty IT had lost 14%.
Collectively, within the three peaks of Nifty-50 (achieved in Oct’21, Dec’22 and
June’23), Nifty Bank recorded gains of 11% whereas Nifty IT posted loss of 21%.
From the all-time high levels of the respective indices, Nifty Bank has been down
~1% from its May’22 high, whereas Nifty IT has been down 27% from its Jan’22 high.
Hence, we note that Nifty Bank has outperformed the Nifty IT in all the
scenarios of benchmark peaks over the last 21 months.

Further, it is worthwhile to note that both these indices have seen a strong
resurgence from Covid lows in Mar’20, with Nifty Bank and Nifty IT surging
~160% each. A strong focus on tech spends globally fueled the IT sector rally in
CY20 and CY21, whereas a strong economic recovery in India led the healthy
revival of Indian banking system in CY21/CY22.

Exhibit 13: Nifty Bank outperformed while Nifty IT underperformed

Nifty-50 Nifty50 Nifty Bank Nifty IT Nifty50 Nifty Bank Nifty IT
highs date closing Closing closing Change (%) Change (%) Change (%)
18-Oct-21 (Peak 1) 18,477 39,685 36,306 - - -
1-Dec-22 (Peak 2) 18,813 43,261 31,121 2 9 -14
27-Jun-23 (Peak 3) - CY23YTD 18,817 44,122 28,800 0 2 -8

Total Change since Oct'21

2 11 -21

Source: Bloomberg, MOFSL

Exhibit 14: Nifty Bank has outperformed Nifty IT between Oct’21 to Jun’23

1.8 n

Nifty50 m Nifty Bank m Nifty IT Change (%)
0.0 1.8
| 2.0 |
-7.5
2nd to 3d NIfty50 Peak (%) Total change since Oct'21(%)

1st to 2nd Nifty50 Peak (%)

Source: Bloomberg, MOFSL
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Exhibit 15: Both Nifty Bank and IT surged ~160% each from Mar’20 lows (rebased at 100)
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Earnings surge with re-rating being a common phenomenon

m  EPS for Nifty Bank and Nifty IT reported 13% and 11% CAGR during FY13-23,
while the indices compounded at 13% and 17%, respectively, between CY12-22.
Though earnings grew at a decent pace for both the indices’ constituents, the
indices registered even faster growth leading to re-rating. However, re-ratings
were higher in Nifty IT than that of the Nifty Bank index.

Exhibit 16: EPS of Nifty Bank constituents grew more than

IT (FY13-23) Exhibit 17: Nifty IT index grew faster than Nifty Bank index
EPS CAGR (%) 17.9 Index CAGR (%) 19-7
Nifty = Nifty Bank = Nifty IT

Nifty = Nifty Bank = Nifty IT

154

[
CY12-17 CY17-22

FY13-18 FY18-23

Source: MOFSL, Company Source: MOFSL, Company

Valuations for Nifty IT appear richer than Nifty Bank

In the first half of the decade, valuations of Nifty Bank remained at a premium
to that of Nifty IT mainly due to depressed earnings. However, during Covid-19,
the leadership reversed and Nifty IT gained significant premium over Banks
mainly driven by re-ratings of the IT constituents.

Though valuations of IT constituents are down from their highs of CY21, they
continue to trade at a premium to that of the Banks.

P/E ratio: MOFSL Private and Public Banks’ 12-month forward P/E is trading at a
27% and 38% discount to the long period average (LPA), respectively, whereas
that of Nifty IT is trading at a 9% premium to its LPA.

P/B ratio: MOFSL Private Banks’ 12-month forward P/B is trading at a 3%
discount and Public Banks’ P/B is trading at a 16% premium. Nifty IT’s P/B,
conversely, is trading at a 30% premium to its LPA.

27 June 2023
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Exhibit 18: MOFSL Private Banks’ 12-month forward P/E

Exhibit 19: MOFSL Private Banks’ 12-month forward P/B
P/E (x) Avg (x) Max (x) P/B (x) Avg (x) Max (x)
36.0 Min (x) - — —-+1SD -- -3—;5; 35 Min (x) -—=—-+1SD = —-==-- 1SD
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Source: MOFSL, Bloomberg
Exhibit 20: MOFSL Public Banks’ 12-month forward P/E

Exhibit 21: MOFSL Public Banks’ 12-month forward P/B
P/E (x) Avg (x) Max (x) P/B (x) Avg (x) Max (x)
Min (x) -—==-41SD === 1SD Min (x) -—==-41SD @@ === 1SD
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Source: MOFSL, Bloomberg
Exhibit 22: MOFSL IT Universe’s 12-month forward P/E

Exhibit 23: MOFSL IT Universe’s 12-month forward P/B
P/E (x) Avg (x) Max (x) P/B (x) Avg (x) Max (x)
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Source: MOFSL, Bloomberg
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3:":;%/’3?:'2;'2?23““ isonly 2% pjvergence headroom remains high for the year!

u Nifty Bank  m Nifty IT B The wide divergence between the two main sectoral indices that one is used to since
21 ToTT P a decade has not played out so far in CY23. This is because the outperformance of IT
147% ini— " . . .
| cvz'zn: ), ol | vs. Bank has reversed post-Mar’23. Given the wide-ranging concerns on the near-

B B ! term IT demand, as highlighted by our IT team in their recent reports (Report 1,
i ﬂ Report 2), we expect the trajectory for Nifty IT to remain subdued going ahead.

m  Meanwhile the Banking sector continues to report solid earnings performance
with RoE, asset quality and credit costs in fine fettle. We expect a healthy 20%
earnings CAGR for Banks over FY23-25. Valuations for the Banking sector are
26 also quite reasonable in the context of broader markets. Thus, Banks repeating

Bk DAY the outperformance over IT appears quite probable in 2023, in our view.

Exhibit 24: Nifty Bank and Nifty IT constituents — valuations snapshot
Market  Price Price CAGR (%)

Company Sﬁﬁf:;/ o che. e Dec'2y EPS (INR) P/E (x) P/BV (x) ROE (%)
(USDb) Cy23YTD | 1yr 5yr 10yr FY23 FY24E FY25E | FY23 FY24E FY25E FY23 FY24E FY25E FY23 FY24E FY25E
HDFC Bank Bank 1099 19 101 117 170 793 944 112.8 209 17.6 147 33 28 24 170 173 17.7
ICICI Bank Bank  79.0 54 204 232 157 458 537 624 205 174 150 33 28 2.5 175 176 176
sBI Bank 606 77 335 146 99 624 745 8.7 91 76 65 15 12 11 181 181 17.7
Kotak Mah.Bank  Bank 440 09 | 17 126 188 751 87.0 988 24.6 212 187 33 28 25 141 143 138
Axis Bank Bank 358 44 376 106 132 714 837 993 136 11.6 98 24 19 16 182 184 181
Bank of Baroda Bank  12.1 27 1268 29 07 273 330 381 70 58 50 10 09 08 153 162 16.4
Indusind Bank Bank 121 81 374 58 113 960 1223 1554 137 108 85 19 16 14 145 161 176
Punjab Natl. Bank  Bank 6.8 89 514 200 -107 23 62 87 223 82 59 06 06 05 26 68 89
IDFC First Bank Bank 6.3 322 229 18 - 38 49 63 206 160 123 20 18 16 104 119 135
AUSmallFinance  Bank 6.1 148 263 145 - 220 266 353 340 282 213 46 39 33 155 150 169
Bandhan Bank Bank 4.6 17 75 - - 136 264 317 175 90 7.5 20 17 15 119 204 212
Federal Bank Bank 31  -115 675 50 99 143 167 198 86 7.4 62 12 11 09 149 154 158
3804 26 211 110 132
TCS n 1459 18 129 19.2 17.9 1153 132.4 1543 27.7 242 207 129 133 138 469 543 654
Infosys T 708 -153 201 23.7 17.9 57.6 63.5 71.8 222 201 178 71 7.0 7.1 32.0 349 39.9
HCL Technologies  IT 386 125 212 185 210 548 60.6 69.3 214 193 169 48 49 50 233 253 293
Wipro T 264 2.5 |-450 107 115 207 217 251 185 177 152 27 2.8 27 158 156 183
LTI Mindtree T 180 186 405 313 - 1518 174.0 2112 340 29.7 245 92 7.8 65 261 283 29.0
Tech Mahindra T 125 102 433 151 159 57.3 59.8 721 195 187 155 3.5 3.4 33 185 187 218
L&T Technology T 4.9 45 342 291 - 1105 132.0 1554 34.8 291 248 82 72 62 256 262 26.9
Persistent Sys i 46 263 -21.1 40.1 312 124.4 162.0 187.4 393 302 261 92 7.7 64 259 284 27.4
Mphasis T 43 67 419 221 17.8 869 912 1113 212 202 165 44 40 3.7 220 208 23.2
Coforge i 34 209 341 432 32.0 1306 177.7 1950 360 264 241 93 7.7 64 271 32.0 295
Nifty IT A 3205 06 260 197 169

Source: MOFSL, Bloomberg
*Note: To check divergence among constituents, we have highlighted 1, 5 and 10 year price CAGR as on 31% Dec’22 and have highlighted
CY23YTD performance separately.

Investment in securities market are subject to market risks. Read all the related documents carefully before investing
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