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Why Equities? 

 S&P upgrades India rating outlook to ‘stable’  

 Rating rationale endorsed 

political change that in S&P’s 

assessment is conducive for 

reforms that in turn could 

improve growth and fiscal. 

 

 The rating outlook would hold 

for 24 months.  

 

 Possibilities of upgrade 

emanate from per capita trend 

GDP growth at higher than 

5.5% and improvement in 

fiscal, inflation and external 

situation. 

Source: Motilal Oswal; GDP: Gross Domestic Product 



India’s economic cycle is turning 

around…. 

Sentiment improving, cycle is already turning 

Can drive market performance 

Capital expenditure revival to drive GDP growth 

Actions taken by government to revive growth. 

Corporate performance could improve significantly 



Sentiment improving, cycle is 

already turning 

Consumer confidence level improving   MHCV cycle turning after 30 months 

0

7

14

21

28

35

Vehicle House Durable
goods

Gold

Sep-13 Dec-13 Mar-14 Jun-14
(% of respondents) 

 -50.0

 -30.0

 -10.0

 10.0

 30.0

J
a

n
-1

1

A
p
r-

1
1

J
u
l-

1
1

O
c
t-

1
1

J
a
n
-1

2

A
p
r-

1
2

J
u
l-

1
2

O
c
t-

1
2

J
a
n
-1

3

A
p
r-

1
3

J
u
l-

1
3

O
c
t-

1
3

J
a
n
-1

4

A
p
r-

1
4

J
u
l-

1
4

(% YoY) 

Source: IDFC Securities; MHCV – Medium and Heavy Commercial Vehicles 



Capex revival to drive GDP growth 

India’s expense to GDP ratio has declined from 2010 levels, providing 
headroom for the Government for investment in capital expenditure (capex). 

Source: IDFC Securities 
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Actions taken by government to 

revive growth 

Source: IDFC Securities; FDI - Foreign direct investment; GST - Goods and Services Tax  

2014

Environment 

clearance 

process 

online

10 Jul

Expenditure 

management 

commission 

announced

8 Jul

100% FDI in 

railway 

infrastructure

10 Jul

FDI in 

defence

increased to 

49%

5 Jun 15 Jul

Forest 

clearance 

process online

24Jul

FDI in insurance 

increased to 49% 

(referred to a Rajya 

Sabha committee)

31 Jul

31 Jul

Framework for 

50 low cost 

airports

Licenses to 

six new 

airlines

31 Aug

Government 

working on 

consensus 

building on 

GST 

15 Aug

Planning 

commission to 

be replaced 

by a new 

institution

15 Aug

Jan Dhan Yojana

launched for 100% 

penetration of 

banking services 

3 Sep

Namami 

Ganga

25 Sep

“Make in 

India” 

to spur 

manufacturing 

growth

13 Sep

Draft Road 

and Safety 

Transport Bill

25 Sep

Swachh Bharat 

Mission; 

Construction of 

110mn new 

toilets



Corporate performance could 

improve significantly 
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Sales growth at 21% CAGR in FY04-08 (Sales growth) 
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Margins expand in upcyle (EBITDA Margins) 

Sales growth and margins expand in an up cycle. Between 2004-08, average sales 
growth was at 21% CAGR 
Source: IDFC Securities; EBIDTA – Earnings before interest, tax, depreciation and amortization; 
CAGR – Compounded Annual Growth rate; Past performance may or may not be sustained 
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Current Opportunity - Domestic 

Cyclicals 

    Domestic Cyclicals are: 

 

• Companies whose fundamentals are linked to 

domestic economy. 

 

• Earnings predominantly come from domestic market. 

 

• Earnings have high positive correlation with GDP 

Growth. 

 

Expected revival in the economy has potential to benefit 

Domestic Cyclicals in the near term. 



Current Opportunity - Domestic 

Cyclicals 

• A sharp turnaround in macro indicators and strong 

electoral mandate has led to favourable outlook on 

domestic recovery/reform plays. 

 

• Domestic cyclicals have underperformed over the past 

few years. 

 

• Over the past half-decade, exporters and consumer 

were favoured by equity investors. 

 

• Going forward, investors may seek to switch 

investments towards domestic cyclical sectors amidst 

good case for economy recovery. 

 



Cyclicals outperform during boom 

Cyclicals have started outperforming defensives in the 

current rally 

Data Source: Macquarie, Performance are rebased to 100. GFC- Global Financial Crisis 

Returns% 



Domestic Cyclicals are undervalued  

Price to Book value of Cyclicals remain undervalued as 

compared to defensives 

Data Source:Macquarie 
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Automobiles 

• Automobile Sector generally derive 60-70% of their 

Business Fundamentals and variables from India. 

 

• 4 wheeler Manufacturing companies more favoured  

as consumer discretionary spending to go up with 

improvement in economic conditions. 

 

• Last few years, passenger car growth in the four 

wheeler category has been around 0-1% against long 

term average of around 10-12%. 

 

• Auto Majors have important new  product Launches in 

all segments (Small Car/SUV/Sedan) lined up. 

Data Source: Axis Capital Research 



Auto: Gain from discretionary 

spending  

 

Large scope for first time buyer growth; Sentiment is the 

primary driver behind purchase for such buyers 

Passenger car penetration  amongst various countries 

Data Source: Axis Capital Research; Data as on Sept 30, 2014 

Million Units 



Banks & Financial Services 

• Banking is a play on the overall economy. 

 

• Asset quality cycle expected to improve going ahead. 

 

• Banking sector gives investor an opportunity to 

participate in all sections of the economy- 

Manufacturing, Services, Trading, Agriculture. 

 

• Most large banks are trading below long term average 

valuations and have valuation upside potential. 

 

• Private sector Banks preferred as they are better 

poised to gain market share and have better Asset 

quality. 



Direct play to economy revival  

In past, Banking Index has been a lead indicator of the economic situation. A 
possible improvement in the economy may get discounted in the stock prices well 
before the macro numbers start indicating the improvement. 

Increased Revenue Growth and Better Asset Quality

Increased Margins Healthy Balance Sheet

Increased demand for Loans and Higher Savings rate

Increased Credit Growth Increased Deposit Growth

Increase in GDP Growth

Pick up in consumer demand Increase in Capital Expenditure 



• Assessment 
norms for new 
loans were strict 
in the last 2-3 
years  

• Potential asset 
quality 
improvement is 
not priced in the 
valuations today 

• Market 
sentiments are 
improving and 
makes equity 
raising easier 

• Around 40% of 
the Bank’s 
stressed assets 
attributes 
towards 
Infrastructure 
sector Reforms in Infra 

sector will help 
improve Banks 
asset quality 

Many leveraged 
companies can 
now raise equity 
and retire their 
debts. This can 
reduce NPA risk 

This  may 
reduce creation 
of new NPAs in 

the future 

Hence, 
Valuations 

appears 
reasonable 

compared to 
historic average 

Data Source: CLSA Report; NPA: Non-Performing Assets 

Asset Quality improvement a 

potential play 
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Value theme to play: Software 

• IT sector is poised to gain from the overall global 

recovery and growth in demand along with stability in 

INR. 

 

• IT companies have one of the good Corporate    

Governance  Structure with companies having healthy    

balance sheets and Low Debt 

 

• Excluding TCS the entire sector today is below its long 

term average valuations.  

 

• Valuations are at par or below broader market valuation. 

An anomaly to past trend as historically IT Companies 

demand premium over market valuations. 



Value theme to play: Software 

Select large cap IT stocks (Ex-TCS) are trading at attractive 

valuations 

Data Source: Motilal  Oswal Securities Ltd; PE – Price to Earnings Ratio 
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ICICI Prudential Growth Fund – 

Series 4 

About the fund 

A 3.5 years close ended equity fund of select 25 stocks#. 

 

Aims to: 

 Invests in around 15 high conviction large-cap stocks#. 

 

 Invests in 10 high conviction mid/small cap stocks with bottom up 

approach #. 

 

 Identify out-performers on absolute basis over medium term. 

 

 Declare commensurate dividends*. 

 

 

 

  

 

 

 

*Dividends will be declared subject to availability of distributable surplus and approval from Trustees 

#The number of stocks provided is to explain the investment philosophy and the actual number may go up or down depending on then 

prevailing market conditions at the time of investment 

 



Investment Approach for Large 

Cap 

Analyse Global & Domestic Macro 
economic trends along with Market 

Fundamentals 

Identify Primary theme that is likely to 
outperform in the current market cycle 

based on top down analysis 

Identify sectors under the theme that have 
potential growth opportunities 

Around 75% of the corpus will be 
invested in stocks within these sectors 

Identify Secondary Theme/sector based on 
Top Down/bottom-up analysis 

Identify relatively undervalued Large-cap 
stocks within this theme/sector 

Around 25% of the corpus will be 
invested in such stocks 

The percentage specified is based on investment strategy and can undergo a change depending on then 
prevailing market conditions and investment opportunities available. 
 



Investment Approach for Mid/ 

Small Cap 

Bottom up 
Approach 

Identifying companies with bias towards domestic 
cyclicals  with good growth prospects by screening of : 
 

 Company Financials 
 

 Management 
 

 Earnings/ Cash flows 
 

 Competition 
 

 Industry Dynamics 
 

 Customers, Suppliers, etc. 
  



Current Investment Approach 

 

• The fund will play the DOMESTIC CYCLICALS as 

primary theme  

 

• Secondary Theme/Sector will be played through 

exposure towards INFORMATION TECHNOLOGY  

 

• Portfolio can comprise around 15# select Large-cap 

stocks within domestic cyclicals theme and 

Information Technology sector and 10# Mid/Small cap 

bottom up ideas with biased towards domestic 

cyclicals. 

#The number of stocks provided is to explain the investment philosophy and the actual number may go up or down depending on then 

prevailing market conditions at the time of investment 



Indicative themes that can be part 

of the investment approach 



Scheme Features 

Type of scheme A Close ended equity scheme 

Investment Objective The investment objective of the Scheme is to provide capital 
appreciation by investing in a well-diversified portfolio of equity 
and equity related securities. 
 
However, there can be no assurance that the investment objective 
of the Scheme will be realized. 

Options  Direct Plan – Dividend payout Option 

Regular Plan – Dividend payout Option 

Minimum Application Amt. Rs.5,000 (plus in multiple of Rs.10)  

Entry & Exit Load  Not Applicable  

Benchmark Index  CNX Nifty Index 

Fund Manager* Yogesh Bhatt and Vinay Sharma 

*Mr. Ashwin Jain for investment in ADR/GDR/ Foreign securities 



Mutual Fund investments are subject to market risks, read all scheme related documents 
carefully.  
In the preparation of the material contained in this document, the AMC has used information that is publicly available, including 
information developed in-house. Some of the material used in the document may have been obtained from members/persons 
other than the AMC and/or its affiliates and which may have been made available to the AMC and/or to its affiliates. Information 
gathered and material used in this document is believed to be from reliable sources. The AMC however does not warrant the 
accuracy, reasonableness and / or completeness of any information. We have included statements / opinions / recommendations 
in this document, which contain words, or phrases such as “will”, “expect”, “should”, “believe” and similar expressions or 
variations of such expressions, that are “forward looking statements”. Actual results may differ materially from those suggested by 
the forward looking statements due to risk or uncertainties associated with our expectations with respect to, but not limited to, 
exposure to market risks, general economic and political conditions in India and other countries globally, which have an impact on 
our services and / or investments, the monetary and interest policies of India, inflation, deflation, unanticipated turbulence in 
interest rates, foreign exchange rates, equity prices or other rates or prices etc.   

The AMC (including its affiliates), the Mutual Fund, the trust and any of its officers, directors, personnel and employees, shall not 
liable for any loss, damage of any nature, including but not limited to direct, indirect, punitive, special, exemplary, consequential, 
as also any loss of profit in any way arising from the use of this material in any manner. Further, the information contained herein 
should not be construed as forecast or promise. The recipient alone shall be fully responsible/are liable for any decision taken on 
this material.  

Investors are advised to consult their own legal, tax and financial advisors to determine possible tax, legal and other financial 
implication or consequence of subscribing to the units of ICICI Prudential Mutual Fund. 

The sector(s)/ mentioned do not constitute any recommendation of the same and ICICI Prudential Mutual Fund may or may not 
have any future position in these sector(s). Past performance may or may not be sustained in the future. The portfolio of the 
scheme is subject to changes within the provisions of the Scheme Information document of the scheme. Please refer to the SID 
for investment pattern, strategy and risk factors 
  

 


