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Financing, capex and discretionary consumption related activities drive Q1FY24

earnings while commodity deflation drags; mixed picture on export front

Around 62% weight within the NSE 200 universe has reported Q1FY24 earnings so far and the YoY aggregate free
float PAT growth stands at 41%. Overall the number of beats are outpacing misses so far (62 beats, 39 misses, 18
neutral). Our thesis that bulk of the demand in the economy is being driven by the cyclical recovery in capex, credit
growth and discretionary consumption (refer capex and wage bill report) is getting incremental validation in the results
so far. Capex revival is further corroborated by strong domestic demand for commodities, although deflation in
commodity prices has hurt commodity producers and is the single-biggest factor dragging down aggregate earnings
growth. The export front presents a mixed picture with weak outlook for IT services, but pharma surprising positively.
We expect the PAT/GDP ratio to resume its upward trend and reach 4.8% in FY24E after the marginal dip in FY23.

Domestic cyclical demand is strong and expected to remain so
going forward

Bellwether of the capex cycle in India (L&T) has provided a resounding beat on
earnings along with a robust outlook. Other stocks related to capex cycle have
also delivered robust earnings (Ashok Leyland, Polycab, etc.). Strong double-
digit domestic volume growth in steel and cement companies (Tata Steel,
UltraTech) further corroborate the robust capex story although profitability of
commodity stocks has been impacted negatively due to weak realisations.
Financing activity appears robust in terms of the better-than-expected results
of most financial stocks. Also, discretionary consumption (auto, spirits,
internet, real estate, leisure, etc.) have provided in-line or better-than-expected
results.

Staples demand was mixed as indicated by HUL's soft result, which implies
broad-based consumption patterns are weak.

Commodity deflation is a big drag on Q1FY24 earnings. The
biggest drag on aggregate earnings base so far in Q1FY24 results is the
commodity pack (metals, RIL, chemicals etc), which has been impacted by
lower realisations. However, volume growth for commodities such as steel and
cement has been in strong double-digit territory given the revival in capex and
real estate cycles. OMCs are showing significant jump in their profit pool on a
YoY basis. Global commodities within metals and energy space have an
adverse YoY base, which should start fading going ahead. As per consensus
estimates, they will be the biggest contributors to FY24 YoY growth in
aggregate profits for corporate India (Exhibit 6).

Export outlook mixed

Most large IT stocks missed earnings estimates, but the bigger disappointment
was in terms of an uncertain demand outlook. Even outside IT services,
demand for global discretionary spend in general could be an issue due to
slowing demand in the developed markets. However, pharma stocks delivered
better than expected results as US demand was higher than envisaged, driven
by lower price erosion and supply disruptions in the US.
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Exhibit 1: Q1FY24 earnings so far shows robust free float PAT growth for key indices

Free float (INR bn) EBITDA PAT (ex-financials) PAT (Incl-financials)

Q1FY24 __ YoY __QoQ' QIFY24 __YoY __QoQ

Nifty 4,274 6% -4% 692 24% -3% 355 36% -12% 666 37% 10%
Next50 828 -8% -4% 118 75% 7% 63 145% 3% 80 118% 4%
Midcap100 310 11% -5% 49 10% -3% 25 11% -13% 81 26% 0%
Smallcap100 173 12% -6% 20 1% -14% 12 10% -10% 27 27% -3%
NSE200 5,412 4% -5% 859 28% -1% 443 43% -10% 828 41% 8%

Source: Bloomberg, Capitaline, I-Sec research

Exhibit 2: NSE200 sectoral free float earnings indicate strong growth from domestic cyclicals and pharma

Free float, INR bn NSE 200 Sales EBITDA PAT Actual vs consensus
Index expectations

beat neutral __Miss
Consumption
Automotives 1.9% 618 375% -4.1% 80 216.4% -0.5% 28 LtoP -26.7% 3 1 0
FMCG 3.9% 132 10.9% 3.0% 25 12.9% 2.3% 17  13.1% 4.7% 2 1 2
Paints 1.3% 43 6.7% 4.5% 10 363% 13.8% 7 489% 22.5% 1 0 0
Discretionary 1.3% 80 13.6% -2.8% 10 173% -12.0% 6 16.6% -14.3% 2 0 4
Auto Ancillaries 0.2% 5 243% -1.6% 1 427% 1.0% 1 507% -6.8% 0 1 0
Real Estate 0.3% 4  -13% -2.3% 1 -42% -0.6% 1 53% -4.5% 0 0 1
Internet 0.2% 8 39.4% 0.3% 0 LtoP -64.3% -1 loss loss 0 0 1
maker  maker
Exports
Technology 10.7% 828 10.0% -0.1% 154 9.7% -4.7% 120 79% -6.6% 1 3 8
Pharma* 1.3% 105 19.7% 7.0% 27 60.4% 30.5% 18 80.5% 51.8% 3 0 1
Financials
Banking 19.1% NM NM NM NM NM NM 328 39.9% 50.4% 9 3 1
Financial Services 3.0% NM NM NM NM NM NM 29 26.1% -4.5% 2 1 3
NBFCs 2.2% NM NM NM NM NM NM 28 30.1% 155% 1 1 1
Industrials and capex
Oil & Gas 0.7% 1,043 -96% -3.9% 129 LtoP  38.8% 83 LtoP  34.2% 2 1 0
Reliance Ind 7.5% 1,038 -54% -2.5% 190 0.2% -0.9% 80 -10.9% -17.0% 0 0 1
Capital Goods & Infra 2.6% 412 33.6% -17.9% 42  23.9% -28.3% 22 485% -36.6% 1 0 0
Power/Mining 0.9% 199 -23% -4.8% 57 12.9% 0.6% 21 6.5% -27.5% 1 0 1
Metals 1.8% 664 -4.0% -7.5% 83 -447% -21.5% 19 -73.7% -47.1% 1 1 2
Cement 1.4% 127  162% -1.5% 22 9.2% 4.1% 11 233% -11.0% 2 0 2
Telecom 0.3% 42 6.3% 4.6% 15  30.4% 0.6% 5 67.9% 0.1% 1 1 0
Chemicals 0.4% 39 -6.8% -3.2% 6 -18.2% 1.9% 4 -249% -0.2% 1 0 1
Defense 0.4% 17  12.2% -45.4% 3 287% -63.3% 3 473% -61.0% 1 0 0
Industrials 0.2% 8 141% -15% 1 424% -3.6% 1 587% -19.0% 0 1 0
Total 61.5% 5,412 4.1% -4.5% 859 28.1% -1.3% 828 40.7% 8.1% 34 15 29
Ex-financials 37.2% 5412 41% -4.5% 859 28.1% -13% 443  43.2% -10.2% 22 10 24
Ex-Commodity 59.0% 3,704 10.4% -4.1% 646 20.0% -3.6% 726  32.4% 8.6% 31 13 27
Ex-Financials & Ex- 34.7% 3,704 104% -4.1% 646 20.0% -3.6% 342 26.6% -13.8% 19 8 22

commodity

Source: Bloomberg, Capitaline, I-Sec research

Note: Earnings result of 84 companies has been considered. *Pharma includes healthcare services companies.
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Exhibit 3: Beats exceed misses collectively for key indices
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Source: Bloomberg, Capitaline, I-Sec research

Exhibit 4: Financials, discretionary consumption, pharma and industrials are
dominating with higher beats so far for a broader universe of stocks
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Source: Bloomberg, Capitaline, I-Sec research

Note: Above charts represents overall beat/miss/neutral of 119 companies considered (NSE200 plus I-Sec coverage)
whose earnings result has been declared. *Pharma includes healthcare services companies.
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Exhibit 5: Domestic cyclicals contribute the maximum to the YoY growth in free
float earnings of the NSE 200 index during Q1FY24 so far
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Source: Bloomberg, Capitaline, I-Sec research

Note: Earnings result of 84 companies has been considered out of NSE200 Index. *Pharma includes healthcare services
companies.

Exhibit 6: Profit pool of commodities to swing from YoY contraction of ~INR 1.1trn
in FY23 to ~INR 700bn expansion in FY24E
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Source: Bloomberg, Capitaline, I-Sec research

Note: based on a universe of ~600 stocks where FY24 consensus estimates are available. Commodities includes metals,
Oil& Gas and cement companies.
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Exhibit 7: PAT / GDP ratio to resume upward trend and reach 4.8% in FY24E after
the marginal dip in FY23 due to commodities.
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Source: Bloomberg, Capitaline, I-Sec research

Exhibit 8: Sectoral distribution of returns pre and post Q1FY24 results so far
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Source: Bloomberg, Capitaline, I-Sec research

Note: Earnings result of 84 companies has been considered out of NSE200 Index. *Pharma includes healthcare services
companies.

Exhibit 9: Consensus NIFTY EPS trend for FY24E and FY25E
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Source: Bloomberg, I-Sec research
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