
NIVESHAAY 
VIEW

OUTLOOK ON INDIAN EQUITY MARKET 
POST THE CORPORATE TAX RATE CUT



India had an uncompetitive corporate tax rates from a 
global perspective. The world has seen a reduction in 

rates over the last decade, but India has not. Average tax 
rate in India was around 34% in FY19. 

Corporate tax rate cut has placed India to be among 
most preferred investment destination now as the rates are 

lower than that in China and most Southeast Asian 
countries for new manufacturing. 

The government has surely laid out an attractive road by 
making Indian firms competitive globally and can ensure 

FII flows leading to higher investments and revival of 
Capital expenditure in the economy. These reforms would 
push economic growth and investments in the country 

and boost sentiments. 

Samsung has already ended mobile telephone 
production in China and company has expanding 
production in India. Sony also said it is closing its Beijing 

smart phone plant. About 200 American companies are 

seeking to move their manufacturing base from China to 
India, a top US-based advocacy group has said.



Giving money in the hand of 

the most efficient player of 

the economy and hence 

increasing the multiplier as 

the funds get utilized better

. 

Giving boost to manufacturing 

sector in India which inturn will 

aid the private capex in the 

economy and bring in foreign 

capital to make a strong 

manufacturing base

Tax reduction will have varied impact on different sectors. It would depend on how 

companies would utilize the fiscal bonus to their best advantage. Depending on their business, 

some companies can cut prices to facilitate volume growth, incur capital expenditure, repay 

debt or directly pass on the benefit to shareholder by paying dividends. 
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 The manufacturing growth in Q1 FY2020 was 0.6% vs 12.1% in Q1 FY2019. This depicts that

already some sectors like Industrial and Capital Goods and Cement, etc. were operating at

lower capacity utilization.

 Manufacturing in India is operating at an average of 76% capacity utilization. No major capex

has happened in the economy after 2004-2007 period. The advent of tax cut reform would

attract higher capex in the economy.

 Cement Sector was operating at 65% in FY17 and at 70% capital utilization in FY19. The

capacity utilization in this sector peaked at 86-89% from 2007-2009. This shows that this sector

has enough head room to grow and would be the key beneficiary with any revival in capex.

 These companies would benefit as with better capacity utilization rates, sales would increase

resulting in a larger change in operating profit. This increases the bottom line leading to

increased EPS and improved returns on capital employed.



Particulars Old Tax Rate with current 

Capacity utilization

Capacity Utilization 

with new Tax Rate

70% 70% 75% 85% 95%

Turnover 1000 1000 1071 1148 1230

Variable Cost 560 560 600 643 689

Fixed Cost 240 240 240 240 240

PBT 200 200 231 265 301

Tax 68 50 58 66 75

PAT 132 150 174 199 226

Equity 1000 1000 1000 1000 1000

ROE 13% 15% 17% 20% 23%

Here, we can see even without any change in capacity utilization, ROE has jumped from 13% to 15% with cut in tax rate.

With increase in capacity utilization the ROE can jump to 20-23%.

So, currently if a 13 % ROE Company has a PE of 10, if it is able to increase capacity utilization from 70% to 85% resulting

ROE would be 20%, having potential to double the market cap in next 2-3 years.



 Private sector capex announcements continue to 
hover near historic lows, fresh data from the project-
tracking database of the Centre for Monitoring 
Indian Economy (CMIE) shows. 

 Overall, Indian companies announced new projects 
worth Rs. 95,300 crores in the quarter ending 
September 2019, a 16% increase compared to the 
June 2019 quarter but a 59% decline compared to 
the year-ago period.

 The June quarter marked a historic low for capex 
announcements and despite the improvement in 
the September quarter, the value of capex 
announcements is still second-lowest in fourteen 
years. 

 The private sector investment slump only deepened 
in the past quarter, with new private capex 
announcements falling to a 16-year-low. New 
private sector project investments fell 5% compared 
to the previous quarter and 70% compared to the 
year-ago period. 

 In contrast, public sector projects increased by 36% 
compared to the previous quarter and declined by 
46% compared to the previous year
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Indian economy is facing slowdown due to lower consumer demand and many corporate governance issues and default in bank loans in Indian banking system. 

Although, capex in consumer oriented sectors like Autos, FMCG, Consumer Durables/Electronics were continuing, they have now started facing slowdown. Sectors 

like cement, steel, oil & gas, power and fertilizers were the major sectors, which are facing large slowdown since a long time now. Chemical is sector in which capex 

are growing continuously. Following are possible scenarios after the tax cut-
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THE GOOD

THE BAD

THE UGLY

 Earning growth in capital goods sector can come earlier.

 PE re rating of companies, which is subdued since last 2 years.

Operating leverage play out.

 If capex start with delay in manufacturing sector due to overall 

problems in Indian economy then it will take some longer period in 

earning growth. 

 In this scenario, price of stocks will grow with the earnings only. 

 Scope of PE re rating is limited in this scenario.

 If economic slowdown continues for longer period & government is not

able to achieve their goals, it would be a difficult situation for overall

Indian market.

 In this case return on this portfolio returns can go negative.

 But few companies which are cash generating, have lower debt levels

have potential to generate return even if capex cycle does not revive

quickly.

India is facing capex slowdown from last 5-7 years due to over capex in past, weak demand and lower industrial growth. Private capital 

expenditure participation has remained muted since a very long time due to sluggish demand in the economy. Many sectors witnessed 

low capacity utilization and some were coping-up with highly stressed Balance Sheet. Reduction in corporate tax rate provides impetus 

to companies to spur investments and drive private capex.



BENEFICIARY TREE
We, at Niveshaay, have identified certain sectors, which would benefit from these reforms 
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Following pages contain list of stocks that fit into the themes 
discussed but are neither a recommendation nor a solicitation to 
buy any securities This report does not represent an investment 
advice or Niveshaay’s allocation. Please consult a professional 
financial adviser, like Niveshaay, before taking any investment 
decision.

The research and reports express our opinions, to the best our 
knowledge, which we have based upon generally available public 
information, field research, inferences and deductions through our 
due diligence and analytical process. We make no representation, 
express or implied, as to the accuracy, timeliness, or completeness 
of any such information or with regard to the results obtained from 
its use.

This is just for information, not a recommendation. 

For detailed information (research reports and allocation strategy), 
please contact your financial adviser or reach out to us.
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ELECTRONIC PHARMACHEMICALSHIP-

BUILDING

1. Amber 

Enterprises

2. Dixon 

Technologies

Garden 

Reach 

Shipbuilders

Swiss 

Glascoat
1. Hikal

2. Shilpa

Medicare
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Commercial 

Vehicle
LogisticsAuto

Ancillaries
Passenger 

Vehicle

1. Ashok 

Leyland

2. Jamna Auto

Mahindra & 

Mahindra

Sundaram

Fasteners
1. VRL 

Logistics

2. Mahindra 

Logistics
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CEMENT CONSTRUCTION
STRUCTURAL 

STEEL & 

TUBES

AIRPORT

1.Heidelber

2.HIL

3.Prism

4.NCL Industries

GMR 

INFRA
1. APL 

APOLLO

2. JINDAL SAW

1. NCC

2. Ahluwalia Contracts

3. PSP Projects
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Electric 

Motors & 

Material 

Handling

Other Critical 

Equipments
Wire & 

Cable

Bearings, 

Abrasives 

& Boilers

1.Bharat Bijlee

2. Shaily

Engineering

1.Carborundum 

Universal

2. SKF 

Bearings

1. KEI Industries

2. Polycab India
1. Greaves Cotton

2. Triveni

Turbines



CORPOR
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LENDING
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LENDING

1. ICICI Bank

2. Indusind

Bank

IDFC First Bank



Industry Insights

The Chemical industry (including 

fertilizers and pharmaceuticals) in 

India stands at US$ 163 bn as of 2018. 

The chemical sector is a mainstay of 

industrial and agricultural development 

and provides building blocks for 

downstream industries such as 

textiles, papers, paints, soaps, 

detergents, and pharmaceuticals, 

among others. 

Specialty Chemical

India’s specialty chemical companies 

are set to invest the highest ever on 

capacity expansions in the financial 

year 2019 and continue capital 

expenditure to cater to rising demand 

from domestic and overseas markets, 

following plant shutdowns in China, 

the world’s largest producer and 

exporter. Strategy of global chemical 

MNCs to hunt for alternative markets 

to diversify their risk from ongoing US-

China trade war can come into play.

Tax Cut Benefit

The corporate tax rate cut comes as a 

huge blessing for the industry. The 

companies can benefit themselves by 

deploying the incremental cash flows 

in expansions and also float new 

companies to avail even lower 

corporate tax rate of 15%.

Valuations

To sum up, this move can be 

described as increased EPS along 

with P/E re-rating (which got heavily 

discounted) with revival in business 

sentiments. 

A N A LY S I S

Chemical Industry



Structural Steel

Heavy capex in improving ports, 

airports, railway modernization and 

shipbuilding can drive demand. 

Structural steel players are easily 

capable to pass on increased burden 

of raw material prices. Structural steel 

is one of the major raw material used 

in the construction of pre-engineered 

buildings, which are expected to grow 

at a CAGR of 11%-15%

Construction

We are expecting huge amount of 

capex & debottlenecking in 

manufacturing sector due to 15% 

corporate tax rate on new 

manufacturing companies. Both 

domestic & foreign capex in 

manufacturing sector will drive strong 

growth in construction industry. 

Reduction in tax rate will also enhance 

cash flow, and hence ease the working 

capital situation for companies in 

construction segment.

Airport

Increasing No of Airports - India plans 

to increase the number of airports to 

250 from the current  figure of 102 by 

2030.

Increasing focus on non-aeronautical 

revenue is also evident.

PPP Airports in India - Increasing 

Participation of private players 

Massive air traffic boom will also in 

turn lead to demand for aircrafts and 

increasing capacity at the airports in 

the country. 

A N A LY S I S

Construction Industry

Airport



Industry Glimpse

Capital goods contribute 12% to the 

overall manufacturing in India. Capital 

goods industry didn’t performed well 

during past years, due to slowdown, 

lack of demand for heavy equipments, 

very few new projects and weak capex 

of both private and public sector. 

Manufacturing Linkage

Capital goods sector follow the 

manufacturing sector, when growth in 

manufacturing declined steeply to less 

than 2% during 1997 to 2002, growth in 

Capital Goods sector came down to 4%. 

On the other hand, when growth in 

manufacturing sector accelerated to 13% 

during 2002-09, the growth rate in 

Capital Goods sector increased sharply 

to 13% during 2002 to 2008 period.

Capex

These companies are going to be the 

first beneficiary of the revival of capital 

expenditure. .

Other Sectors

Few sectors which would likely to 

benefit in capital goods sectors are:

• Electric Motors

• Material Handling

• Abrasives and Boilers

• Few other sectors likely to get 

benefit from Capital Goods sector 

revival are Bearings and Cylinders

Capital Goods
A N A LY S I S



Electric Motors: Electric motor is important component of any
manufacturing machine which also consumes maximum power. Efficient
electric motor can get a boost from the new capex in manufacturing
sector. Industry consumes 40 percent of all the energy that is produced,
with motors consuming roughly 65-70 percent of this share. So we can see
manufacturing is all about electric motors. Cost of manufacturing can
come down drastically with efficient use of motors. By our physical channel
check we came to know, quality of electric motors of Bharat Bijlee is better
than domestic players and at par with international players. Bharat Bijlee is
expected to get benefit from this.

Material handling is the movement, protection, storage and control of
materials and products throughout manufacturing, warehousing,
distribution, consumption and disposal. As a process, material
handling incorporates a wide range of manual, semi-automated and
automated equipment and systems that support logistics and make
the supply chain work. The growth of this sector is directly linked with
the rising activity in infrastructure development, freight traffic volume,
high automation, safe and advance manufacturing practices.
Companies like Pix Transmission and Shaily Engineering are likely to
benefit the most.



Other Industries like Abrasives, Bearings, Boilers and Cylinders can get benefit from 
manufacturing capex. Industry size is not huge for these products, but these industries 
are dominated by few players only. Companies like Carborundum, Thermax, SKF, 
Linde, EKC etc would be major beneficiaries.

Engines and Turbines: These are critical & essential equipments and the segment is dominated by few players in the market. 
Companies like Greaves Cotton and Triveni Turbines would be a major beneficiary.

Bearings: Demand from automotive sector will take a longer period to revive. 
However, new capital inflow in manufacturing sector would stimulate demand for 
new machineries. Industrial segment demand is largely driven by general 
machines/motors, electrical equipment (fans/appliances) as well as heavy industries 
which all need bearings.

Abrasives: Manufacturing growth and evident capex revival in Steel, Automobile, 
Energy, Construction, Cement & Transportation industries will drive growth for 
abrasive segment. Abrasive is a technical product – Not easy to produce & sell. 
Segment has few Players –Duopoly Market (50% market is covered by top 2 players)

Wiring and Cables: The wires and cables market in India is growing at CAGR of 15 per 
cent. Few big players in this industry are continuously gaining market share. We are 
expecting pick-up in capacity expansion in segments like cement, pharma and 
chemical, thus increasing the demand for cables. KEI, Polyacab and Finolex are major 
player in wire and cable business.



Capacity Utilisation

Capacity utilization has increased to 

71% in cement sector, which was 

average 65% during last 5 years. 

Utilisation levels drive the price hikes –

Sustainable price hikes hinges on high 

utilization level. Once the utilisation

level starts touching 80%+, the cement 

manufacturers start getting a lot of 

pricing power.

Demand 

India's cement demand is expected to 

rise 8 per cent in FY20

During 2000 to 2011, when the 

Chinese economy was in growth 

phase, China’s cement capacity went 

up from 700 Mn tonne to 3 Bn tonne.

Currently, India’s capacity is around 

502 Mn tonne.

Capex

Increasing capacity utilization in the 

sector and lower tax rate for new 

manufacturing plant can lead 

significant capex announcements in 

cement sector. Eventually, resulting 

into high ROE on increased CAPEX 

due to tax cut to 15% on new plant. 

Heidelberg, NCL Industries, HIL etc 

are likely to get benefit..

Raw Material

Decrease in Raw Material Prices and 

Improvement in Availability can also 

favor the sector.

Cement Sector
A N A LY S I S



Commercial Vehicle

Sales of passenger vehicles witnessed 

a downfall of 21.56% in April-July 2019 

over the same period last year. We 

believe that the pickup in demand for 

passenger vehicles would take some 

time.

Sales of commercial vehicles 

witnessed a downfall of 13.57% in 

April-July 2019. Demand is expected 

to pick-up with spur in industrial 

activities. Companies like Jamna Auto 

and Ashok Leyland can recover fast.

Fasteners

The fastener industry in India can be 

classified into high tensile and mild 

steel fasteners. Growth in heavy 

engineering sector & automotive 

sector will drive the demand. Mild steel 

fasteners are primarily manufactured 

by the unorganised sector, while the 

high tensile steel segment is 

dominated by the organised sector. In 

organised sector few players like 

Sundaram have very large market 

share.

High Industrial Activities

High industrial activities have direct co-

relation with demand of commercial 

vehicles. Pick up is industrial activities 

will boost commercial vehicle demand 

also.

A N A LY S I S

Commercial Vehicle

Demand 



Growth

Indian Electronic Manufacturing

Services (EMS) has witnessed a 26%

CAGR over FY 13-17 to reach Rs 192 bn

in revenue. EMS is expected to see a

CAGR of 25% over next 3-4 years

Players

Few major players are Honeywell,

Dixon Technologies and Amber

Enterprises

Tax Cut benefit

With lower corporate tax rate many

companies will start shifting their

manufacturing facilities from China to

India

A N A LY S I S

Electrical Manufacturing



Decrease in NPA

Higher recoveries, quick resolutions 

under IBC and slowdown in fresh bad 

loans are likely to reduce banks non-

performing loans (NPAs). According to 

a report by credit rating agency, gross 

NPAs in the banking system are set to 

fall by 350 bps to 8 per cent by March 

2020 from 11.5 per cent in March 

2018. 

Capex Effect

Corporate lending has remained weak 

in last decade due to slowdown in 

private capex and share of corporate 

lending has decreased. Private Capex 

cycle can revive with growth in 

manufacturing sector. With this credit 

growth will increase and Banks would 

benefit. 

Corporate Lending

Banks with the maximum share of 

corporate lending will be biggest 

beneficiary of capex in manufacturing 

sector. Not only that, the banks which 

were stuck with few bad loans to 

corporate can get quick recovery. 

GOI Initiatives

According to pace of the activities of 

central government, initiatives can be 

expected sooner for further quick 

resolution of NPA’s under IBC. 

A N A LY S I S

Banking Sector



A N A LY S I S

Other Manufacturing

Shipbuilding: The defence budget has grown at a CAGR of ~8% between FY2012 and FY2019. Under ‘Make In India’
initiative 80% of orders are now awarded to Indian Companies. Indian Navy’s estimated capital budget for up to
2027 amounts to Rs. 4,500,000 mn approx. The Indian Coast Guard is working out a plan to expand their existing fleet
of 127 ships to around 200 ships by 2027

16% of India’s pump manufacturing capacity is geared for exports and growing. Agriculture and Building Services
comprise 46% of the market by value (INR 3910 crore). The Industrial Sector comprises the remaining 54% of the
market by value (INR 4590 crore). India pump market consists of sectors like Water & Sewage Treatment, Power
Generation, Oil &Gas, Metals &Mining and Others

Market of API in India was valued at approximately US$ 12-14 Billion in FY 2019. This market is forecasted to grow at
a CAGR of around 9%. India is the third-largest global generic API merchant market , with a 7-8% market share. In
the past 12-18 months more than 150 API manufacturers have shut down their operations in China.
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Niveshaay is a SEBI Registered

boutique Investment Advisory 

Firm with a Dedicated Research 

Team specializing in unearthing 

high quality undervalued stocks. 

We are a diverse team of CAs, 

CS, Economists & CFAs. Our 

expertise lies in linking the 

macro-economic indicators to 

business model of midmarket 

companies & finding out 

companies which have potential 

to double their sales or 

profitability in a period of 3 to 5 

years.

PORTFOLIO RECONSTRUCTION

We channelize our research to 

make a fairly concentrated 

portfolio of 12-15 stocks that 

exhibit potential to outperform 

the market

RESEARCH REPORTS

Our in-house research facility 

provides detailed Research Reports 

& regular updates on company-

specific & general economic events 

depending on the requirements of 

the clients and on-going economic 

scenario

Reassessing and reframing 

investor’s existing portfolio by 

selling undesired stocks and 

buying attractive, fundamentally 

strong companies

For detailed reports, you can reach 

out to us on+91 8200384930


