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Dear Customers,

Wishing you all a Happy and Prosperous Diwali!
Equity markets worldwide had a roller-coaster ride in Samvat 2076, which inherited slowing GDP, looming NBFC issue,
rural consumption slowdown, and geopolitical tensions. However, corporate tax cut and several other supply and
demand-side reforms were introduced by the RBI and the government in H1 FY20, giving momentum to the market in Q4
FY20. But, in March, the COVID-19 pandemic, a Black Swan event, triggered a major disruption. The focus from growth
was changed to 'jaan hai to jahaan hai.' From the high of 12,430 in January, Nifty tested the 7,500 level in March.
Though the corona cases were increasing, the forward-looking talks around vaccine development, a V-shape recovery in
2021, stimulus packages by the government, pro-active measures by RBI and central banks globally changed the scenario for the ﬁnancial market. By June, Nifty was back at the 10,000 level. The mantra was changed to 'jaan bhi jahaan bhi.'
On November 9, Nifty made an all-time high of 12,474. As we light dias and welcome Samvat 2077, all eyes will be on a
vaccine and the revival of the global economy, which market may be pricing in before the numbers speak.
On the sectoral front, Nifty Realty (-48%) and Metal (-47%) declined the most during February/March sell-off. Once the
market reversed, Nifty IT (+80%), Nifty Pharma (+77%), and Auto (+70%) showed strength.

Overall, Q2 FY21 results have turned out to be strong and better than expected. There are signs of demand revival in auto
sales, GST collection, e-way bill generation, and positive management commentary in Q2 analyst meet by most of the
leading ﬁrms. Consumer-centric segments, such as FMCG, paints, building material, reﬂected a sharper recovery and
have either reached or are closer to pre-COVID levels. Also, good rainfall, higher water reservoir level, higher MSP, and
other government initiatives to boost the rural economy can fuel growth. Nifty50, midcap, and smallcap indices are up
7–10% since last Diwali (till November 9). MSI model portfolio has outperformed, with gains of more than 25%.
There will be multiple growth ideas if the market remains in a Conﬁrmed Uptrend. We, at MarketSmith India, have shortlisted a few stocks as our top picks. These stocks may not be trading in their ideal buy range, and hence investors should
consider buying them as and when they break out of a proper base pattern or as indicated in the stock-speciﬁc chart.

Our picks for Samvat 2076 gave a return of
17%. Also, MSI portfolio outperformed all key
indices between last Diwali and November 9
this year, with returns of more than 25%
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Polycab
CMP: Rs 926.2 (November 09, EOD)
Polycab India is the top manufacturer of electric cables in India. The company engages in designing, manufacturing, and
selling electric wires, cables, and electric wiring accessories. The company has an overall market share of 12% in the
domestic wires and cable segment. FY20 revenue by segment: wires and cables, 84%; fast-moving electric goods
(FMEG), 9%; other, 7%. The company reported better-than-expected Q2 FY21 results. It has ROE of 20%
-The company has a diversiﬁed customer base in sectors like health care, oil and gas, renewable energy infrastructure,
etc., providing customers with a variety of wire and cable options. With more than 1B subscribers, India is the second
largest telecom network in the world. The advent of 5G, which requires fourfold the current ﬁber density and 20x more
base stations, will boost sales of optical ﬁber cables and other telecommunication cables.
-The national infrastructure pipeline is a group of 6,500 projects across 23 sectors lined up with private and public investments of $1.4T. Rural electriﬁcation programs focus on the electriﬁcation of rural areas. This would boost demand from
the transmission and distribution sector for wires and cables. It would also create a secondary market for FMEG products,
which are bought post-electriﬁcation. The Indian governments' housing-for-all initiative, which aims to help 20M households by 2022, and smart cities mission would drive sales growth for a market leader like Polycab in the EPC, wires and
cables, and FMEG segments.
- Manufacturing expansion and distribution network could boost growth The company engages in steady investments in
setting up new plants, capacity expansion, and automation, which has helped it stay ahead of the competition. The company maintains its quality, efﬁciency, and logistics through strategic backward integration in its manufacturing process.
Polycab has more than 25 manufacturing facilities in strategic locations, of which four manufacture FMEG products,
supported by 30 depots across India. Distribution channels, dealers, and distributors contribute 80% of the revenue and
cater to retail customers.



Good Rating

Ideal Buy range:
Rs 939 - 986

200-DMA
50-DMA
100-DMA
21-DMA

O’Neil Viewpoint:
• The stock is breaking out of a stage-one consolidation base It is trading above its key moving averages and is actionable in 940-987 zone
• The company has a strong fundamental proﬁle with EPS Rank of 96 and ROE of 20%. It had double-digit earnings
growth over the past three years with margin expanding.
• It has RS Rating of 60 and A/D Rating of A-. Volume was low on down days during bse formation and higher on the
right side of the base, indicating constructive set up.
• Institutional sponsorship increased 6%q/q in Q2 FY21.

2

SAMVAT 2077 | SPECIAL PICKS

Balkrishna Industries
CMP: Rs 1,489.9 (November 09, EOD)
Balkrishna Industries specializes in segments such as agricultural, construction, and industrial as well as earthmoving,
port and mining, ATV, and gardening applications. Exports make most of its revenue (81% in FY20), with Europe being
its largest market, followed by the Americas. Its sales are predominantly in the replacement market, with 70% of revenue
being generated through this channel.
-The company is steadily gaining market share in the industry through lower-priced products compared with peers. It
currently has less than 5% market share and targets 10%. Its products meet the international standards, yet they are
priced 10-15% lower compared with other major players. Replacement demand from agriculture has been robust this
year, driven by domestic as well as key export markets.
- In FY20, it achieved a gross margin of 58%, with nearly 5% expansion. This was aided by low raw material cost as crude
derivatives represent 70% of its raw material cost. It expects to maintain a 58-60% gross margin in the long term as well.
- In Europe, drought and heat waves impacted agricultural production in 2018 and 2019. This year, demand has been
robust due to favorable weather. . Sales in the U.S. were impacted by the China–U.S. trade war but we expect new opportunities and demand recovery as the U.S. has put additional duty on tire imports from China.
-It has eliminated outside reliance for carbon black, which represents ~20% of raw material cost. This will help to maintain
steady quality and avoid price ﬂuctuations due to supply-side disruption. It has less than 10% dependency on China for
raw materials and has diversiﬁed its supply across the world, which insulates it from supply-side disruptions in China.



Good Rating

Ideal Buy range:
1,514 – 1,590

Consistent growth in its earnings



200-DMA
50-DMA
100-DMA
21-DMA

O’Neil Viewpoint:
• The stock is breaking out of a stage-two ﬂat base. It is trading above its key moving averages and is actionable in Rs
1,515-1,590 zone.
• The company has a strong fundamental proﬁle with EPS Rank of 89 and ROE of 19%.
• It has an RS Rating of 81 with RS line trending higher and an A/D Rating of A. Accumulation is very good on the right
side of a base, indicating constructive set up.
• Institutional sponsorship increased 10% q/q in Q2 FY21.
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Divis Laboratories
CMP: Rs 3,423.75 (November 09, EOD)
Divis Laboratories Limited is a global manufacturer of active pharmaceutical ingredients (APIs) and intermediates for
generic drugs. With a portfolio of more than 120 products, Divis focuses on diverse therapeutic areas. Its nutraceutical
division (part of generics business) manufactures more than 65 carotenoid and vitamins, used in dietary supplements,
food & beverages, and feed.
- Around 88% of the revenue is from exports. Out of which, America and Europe accounted for 73% of the business. The
domestic market accounted for 12%. Over the last 2–3 years, the company had announced a mega capex plan of Rs
1,700 crore out of that ~50% of the capex used in FY20, and the balance would be used in FY21 to increase capacity. This
would aid in growth momentum from H2 FY21 onward.
-The recent pandemic across the globe has put India’s pharma players into the limelight. Globally, pharma companies that
import API from China are looking for an alternative sourcing base, and India being a big player can beneﬁt. This augurs
well for API focused companies like Divis. The company has a total of 39 drug master ﬁles (DMFs), with USFDA and 22
CEPs (Certiﬁcates of Suitability) issued by EDQM authorities. It also has a strong patent pipeline, with a total of 35+
patents ﬁled for generic products.
- The company does not have any pending regulatory hurdles, which will help in continuous growth and attract more
investors. In November 2019, the company's plant in Telangana was inspected by the USFDA and concluded successfully with zero observations. In January, the company’s plant in Andhra Pradesh had been inspected by USFDA and concluded successfully with zero observations. Also, in Q4 FY21, the company had commenced production at the DCV-SEZ unit
at Visakhapatnam.
- The company reported a 12% CAGR in revenue from the FY15 to FY20 period. It was also able to record an EBITDA
margin of 30%+. The growth and higher margin were mainly due to the efﬁcient utilization of capacities and additional
capacities addition. Also, the company is cash-rich and has implemented a large capex program through internal accruals.
In Q2 FY21, it beat estimates on all fronts. PAT was up 46% y/y to Rs 520 crore, and margin expanded 850bps y/y to
42.4%.



Good Rating

Ideal Buy range:
3,389 – 3,559

Increase in institutional sponsorship





Consistent growth in its sales

200-DMA
50-DMA
100-DMA
21-DMA

O’Neil Viewpoint:
• The stock is breaking out of a stage-two ﬂat base. It is trading above its key moving averages and is actionable in Rs
3,390–3,558 zone.The company has a strong fundamental proﬁle with EPS Rank of 93 and ROE of 19%.
• It has an RS Rating of 84 with RS line trending higher and an A/D Rating of B+. Accumulation is very good on the right
side of a base, indicating constructive set up.
• Institutional sponsorship increased 17% q/q in Q2 FY21.
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HDFC Life
CMP: Rs 592.85 (November 09, EOD)
HDFC Life Insurance Company Ltd. is a joint venture between HDFC Ltd. and Standard Life Aberdeen, a global investment company. The company offers a range of individual and group insurance products such as protection, pension,
savings, investment, and health. As of March 31, the company had 37 individual and 11 group products in its portfolio.
The company has more than 400 branches across the country. It has a balanced product mix (UL: 23%, Par: 33%,
Non-par savings: 30%, Protection: 9%, Annuity: 5%).
-The company’s market share in terms of Individual WRP has expanded by 235bps to 17.5% in H1 FY21 from 15.2% in
H1 FY20. The company has neutralized its Q1 de-growth and recorded a 2% growth during H1 FY21. This is on a base
of 35% growth last year, which is noteworthy. Further, the performance is the best as compared with peers in the private
industry, which shrank 11% on a base of 16% growth for H1 last year. The company’s market share for the group products and overall new business segments amongst private sector players stood at 27.4% and 23.3%, respectively.
-The renewal premium advanced 22% y/y to Rs 75.5B in H1 FY21 as against Rs 61.8B in H1 FY20, backed by improving
MoM collection. However, management is cautious about persistency trends for the next few quarters. Further, new
business margin (NBM) has performed steady growth over the last three recent quarters to 25.6% in Q2 FY21 from
24.3% in Q4 FY20. In addition, its solvency position remained healthy at 203% and 190% as of September 30 and June
30, respectively. PAT witnessed a 6% y/y growth to Rs 7.8B in H1 FY21 on the backdrop of stable accretion of backbook
surplus and consistent focus on cost management.
-India remains under-insured, both in terms of penetration and density as compared with global peers. The penetration in
India stood at 2.8%, while it is 16.5% and 18.3% in Taiwan and Hong Kong, respectively. This provides a huge opportunity to penetrate the underserviced segments, with the evolution of the life insurance distribution model. Further, India’s
insurable population is expected to touch Rs 750M by 2020 and India’s elderly population is expected to double by 2,035
(as compared with 2015). In addition, India has the highest protection gap in the region, as growth in savings and life
insurance coverage has lagged behind economic and wage growth. Protection gap growth rate is estimated to show an
expansion of 4% per annum.




Good EPS Rating and A/D Rating

Ideal Buy range:
647 - 679

Consistent Increase in funds

200-DMA
50-DMA
100-DMA
21-DMA

O’Neil Viewpoint:
• The stock is breaking out of a stage-one ﬂat base. It is trading above its key moving averages and is actionable in the
Rs 648–681 zone.
• The company has a strong fundamental proﬁle with EPS Rank of 90 and ROE of 19%.
• It has an RS Rating of 47 and an A/D Rating of A-. Volume on lower days has been lower than average and has found
strong support at the 200-DMA, which is constructive.
• Institutional sponsorship increased 5.2% y/y in Q2 FY21.
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ESCORTS
CMP: Rs 1,355.85 (November 09, EOD)
Escorts is one of India's leading engineering companies that operate in the agri-machinery, construction, and material
handling equipment, and railway equipment sectors. The Company owns and operates six integrated manufacturing
plants in Faridabad (Haryana). The Company also possesses a plant in Rudrapur (Uttarakhand) and a plant in Poland
(Europe).
The agriculture sector looks encouraging due to positive rural sentiment, driven by the better-than-expected output of
crop and higher reservoir level due to good monsoon. Tractor demand is expected to remain higher in the near term on
aggressive procurement of crops by the government and higher MSP. Tractor sales were up 4.4% y/y to 42,591 units in
H1 FY21, which is very positive as H1 FY21 had the highest disruption due to pandemic.
Escorts product offerings under joint branding "E Kubota" to the global market started last year. Manufacturing JV will
have a capacity of 50,000 units. Production has started for Kubota tractors in Q2 FY21. In H2 FY21, this will have a
positive impact on top-line growth.
The Railway segment continues to lead with a growth of 26% y/y in Q2 FY21. Its share in total revenue increased to
~10% from 7.5% y/y. As of September 30, the order book is worth more than Rs 350 crore and has an execution time of
6-8 months. The unprecedented pandemic situation during H1 FY2021 has affected fresh order tendering and order
inﬂow. However, management expects the tendering process to get back to the pre-Covid level by Q4FY21.
Factors like growing population, rapid pace of modernization and consistent government support augur well for the farm
sector when it comes to the long-term growth fundamentals. The domestic tractor market, in the next decade, is expected
to see double-digit growth, reaching 12-15 lakh units by 2030 from 7.9 lakh units in FY19.



Good ratings

Ideal Buy range:
1,342 – 1,410

Consistent growth in its earnings



200-DMA
50-DMA
100-DMA
21-DMA

O’Neil Viewpoint:
• The stock is breaking out of a stage-two ﬂat base. It is trading above its key moving averages and is actionable in the
Rs 1,343–1,411 zone.
• The company has a strong fundamental proﬁle with EPS Rank of 98 and ROE of 14%.
• It has an RS Rating of 86 and an A/D Rating of A+. Group Rank of 19 indicates it belongs to a strong industry group
of Machinery-Farm.
• Institutional sponsorship increased 24% y/y in Q2 FY21.
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Muthoot Finance
CMP: Rs 1,278.05 (November 09, EOD)
Muthoot Finance is the country’s largest gold ﬁnancing company in terms of the loan portfolio. Its core service is gold
loans. Other services include Money Transfer Services, Collection Services, Personal Loans, and others. As of September,
the company has loan assets under management of Rs 470.1B.
- Net interest margins for the company kept on increasing in the last ﬁve years. NIM increased to 15.52% in FY20 from
9.52 in FY15, 10.47 in FY16, and 12.74, 15.29, and 14.47 in the following years.
- The company has been able to raise capital at lower interest rates due to its ﬁnancial position and brand proposition. It
has a diversiﬁed funding proﬁle, borrowings from Banks/FIs at 42% of the total borrowings.
- Around 65% of the total gold stock in the country is in rural areas. The rural population is an under-served market when
it comes to credit access. Unorganized lending happens in rural areas, where interest rates are as high as 20–60%. This
is a major hindrance for the rural population who want to set-up businesses. Muthoot Finance caters to these
under-served rural and semiurban markets through a strong presence. As of September, it has 4,607 retail branches with
60% of them concentrated in the South.
- To take out regional headwinds, the company is diversiﬁed across the country. The company has also ventured into
non-gold businesses such as insurance, foreign exchange, and money transfer, among others.
- Being a market leader in the gold-ﬁnancing segment, the company enjoys higher proﬁt margins when compared to its
peers. It also offers a wide range of products to cater to diverse customer demands. This also helped the company retain
its market leadership.



Good ratings

Ideal Buy range:
1,274 – 1,377

Consistent growth in its
sales and earnings





200-DMA
50-DMA
100-DMA
21-DMA

O’Neil Viewpoint:
•
•
•
•

The stock broke-out from a stage-one cup-with-handle base on strong volume, turning actionable.
EPS Rank of 97 and ROE of 26.5% indicates a strong fundamental proﬁle.
Technical indicators are strong, with an RS Rating of 84 and A/D Rating of B+.
Number of funds holding the stock increased 6.6% to 355 last quarter.
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Vaibhav Global
CMP: Rs 1,995.8 (November 09, EOD)
The company was incorporated in 1989 and evolved into a vertically-integrated electronic retailer of fashion jewelry and
lifestyle products in the U.S. and U.K. on its TV Shopping channels - ShopLC, USA, and The Jewellery Channel (TJC), UK.
Today, it reaches around 100M households through its above two channels.
A distinctive business model is a key moat. The company has created a niche for itself in the global retail ( jewelry, accessories, and lifestyle) product segments in two of the largest economies of the world - the U.S. and the U.K. The company
has a strong operational and ﬁnancial standing and is willing to 'improvise, adapt, and overcome.' It also offers deep
discounts and value offerings for its customers. Most of the company's products are built in such a way, the customers
feel they want them.
The company's strategy of a wider catalog, deepening omnichannel engagement in the U.S. and the UK, proven order
fulﬁllment capability, reputed logistics partners, and specialist call center operations should result in an expanded customer base and growing revenue. Also, a 4R strategy to strengthen Reach, Registrations, Retention, and Repeat Purchases
can work well for the company.
The non-jewelry business such as fashion accessories and lifestyle products, which earlier contributed 9% to B2C revenues in FY 15-16 had contributed 32% in H1 FY21. This indicates reduced dependence on jewelry revenue in calculating
total B2C revenue. Similarly, non-budget revenue currently accounts for 36% of the total B2C revenue as against a contribution of 8% in FY15-16.
The current disruption brought about by the pandemic has threatened business continuity for traditional retail formats
while opening massive home-shopping format opportunities. The post-pandemic retail world would comprise of changing consumption patterns, a transition to home-shopping avenues (teleshopping and digital platforms), and the consolidation of retailers, decisively altering the competitive landscape. Vaibhav Global, already having an omnichannel sales
platform, can beneﬁt.





Good ratings

Ideal Buy range:
1,945 – 2,042

Consistent Increase in funds

200-DMA
50-DMA
100-DMA
21-DMA

O’Neil Viewpoint:
•
•
•
•

The stock broke-out from a stage-one cup-with-handle base on strong volume, turning actionable.
EPS Rank of 98 and ROE of 24% indicates a strong fundamental proﬁle.
Technical indicators are strong, with an RS Rating of 95 and A/D Rating of B+.
Number of funds holding the stock increased 16% q/q in Q2 FY21.
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Disclaimer: William O Neil India Investment Adviser division, is one of the divisions of William O Neil India
Private Limited, which is a company incorporated under the Companies Act 1956. William O Neil India Investment Adviser division is a registered investment advisor with the Securities and Exchange Board of India and
through its online product, MarketSmith India intends to provide quality equity research material and information to its customers. The investments discussed or recommended through MarketSmith India may not be suitable for all investors and hence, you must rely on your own examination and judgement of the stock and company before making investment decisions. Data provided through MarketSmith India is for information purposes
only and should not be construed as an offer or solicitation of an offer to buy or sell any securities. Information
and discussions made available through MarketSmith India contain forward looking statements that involve
risks, uncertainties and assumptions that could cause actual results to differ materially from those contemplated
by the relevant forward-looking statement. William O'Neil India Investment Adviser division or its employees /
directors or any of its afﬁliates are not responsible for any losses that may arise to any person who has made
investments based on the contents of this document. Past performance never guarantees future results.
Out of the Diwali special picks; Balkrishan Industries, Muthoot Finance, Escorts, Vaibhav Global, and Divis Laboratory are part of MSI model portfolio. We might add others depending on market conditions any time in the
future.
Analyst Disclosures: No part of his or her or their compensation was, is, or will be directly or indirectly related
to the speciﬁc recommendations or views expressed in this research report.
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