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Automobiles - Commercial Vehicles: Scrappage policy to support volumes by boosting replacement demand

Automobiles — Electric 2 Wheeler (E2W): Subsidy structure amendments to steer E2W segment into slow lane

Airport Infrastructure: Airline passenger traffic expected to witness growth of 12-14% in FY2024

Bulk tea: Proposed wage hike in West Bengal to escalate margin pressure for tea estates in the state

Cross-sectoral trends and outlook: Sectors dependent on agriculture, rural income may face downside risk if El Nino materialises

Economy — South-west Monsoon: IMD’s 2nd LRF indicates normal monsoon in 2023 season; pick-up in rainfall in July 2023 crucial for timely kharif sowing

Fertilisers: Despite NBS rate moderation, profitability of phosphatic fertiliser companies to remain healthy in H1 FY2024

IT Services: Intensifying macro-economic headwinds in key markets to moderate industry growth to mid- single digits in FY2024

NBFC-MFI: Industry set for profitability boost in FY2024, with growth remaining robust

Renewable Energy — Green Hydrogen: Subsidies by certain nations could adversely impact export competitiveness of Indian industry

Securities Broking: Margin trading facility volume steady even as cash market turnover subsides

www.icra.in

l dh- A A A A A A AAAA




Summary @ ICRA

' State Finances: Shift to old pension scheme by some states to modestly improve their cash flows but remains a fiscally regressive step ‘
' Telecom: Industry grappling with receivables issues; outlook revised to Negative from Stable ‘
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Automobiles - Commercial Vehicles: Scrappage policy to support volumes by

boosting replacement demand
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Exhibit: Trend in domestic M&HCV population and average age

Source: SIAM, ICRA Research
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= |CRA estimates the average age of M&HCVs at multi-decadal highs, implying an inefficient fleet, auguring well for replacement demand from
scrappage of these vehicles.
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Automobiles — Electric 2 Wheeler (E2W): Subsidy structure amendments to @ CRA
steer E2W segment into slow lane

Exhibit: Impact of latest amendments on upfront price (Rs.)
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= The latest amendment materially lowered the subsidy available per vehicle, with the cap on demand incentive lowered to 15% of ex-showroom
price from the earlier level of 40%; the subsidy benefits available per Kwh were also lowered to Rs. 10,000/Kwh from Rs. 15,000/Kwh.

= Even as the price increases undertaken by E2W manufacturers to combat the subsidy reduction remain monitorable, the price differential of an
E2W vis-a-vis an ICE vehicle is expected to increase materially.

Source: ICRA research; Revised price assuming OEMs completely pass on the subsidy reduction to the consumer
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Airport Infrastructure: Airline passenger traffic expected to withess growth of @ CRA
12-14% in FY2024

Exhibit: Yearly trends in total passenger traffic* (in million)
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< = With strong rebound and healthy momentum in domestic passenger traffic and the uptick in international passenger traffic after the resumption of

operations, the overall air passenger traffic registered a handsome YoY growth in FY2023.
= Further, overall passenger traffic is expected to witness a growth of 12-14% in FY2024 to reach 365-368 million, exceeding pre-Covid levels.
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Bulk tea: Proposed wage hike in West Bengal to escalate margin pressure for @ CRA
tea estates in the state

Exhibit: Trend in NI auction prices (annual average) vis-a-vis wage cost

. o . .
(per kg of tea) in West Bengal and Assam valley Exhibit: Average NI wage cost (per kg) as % of NI auction price
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Source: ICRA research; Revised price assuming OEMs completely pass on the subsidy reduction to the consumer
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Cross-sectoral trends and outlook: Sectors dependent on agriculture, rural @ CRA
income may face downside risk if El Nino materialises

Sectors dependent on agriculture Sectors dependent on rural income Sectors benefitting from higher temperature

= |CRA Research analysed the impact of El Nino on some of the key sectors. The impact is assessed to be stronger on sectors dependent upon agricultural
output and those that derive a significant portion of their demand from rural income.

= Some of the sectors like power, cooling-related consumer durables like RACs etc. may witness an increase in demand if El Nino conditions lead to higher-
than-normal temperatures.

Source: ICRA Research
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Economy — South-west Monsoon: IMD’s 2nd LRF indicates normal monsoon in @ CRA
2023 season; pick-up in rainfall in July 2023 crucial for timely kharif sowing

Exhibit: IMD’s forecasts over homogenous zones of the country in 2023

Monsoon Core Zone
North-West India Central India South Peninsula North-East India (MC2)*

R lce e Range Forecast Range Forecast Range Forecast T Forecast T Forecast
(% of LPA) Prol:;t;ility (% of LPA) Prol:;l;ility (% of LPA) Prot(:;l:))ility (% of LPA) Prol:;l;ility (% of LPA) Prol:;l;ility
Below Normal <92 50 <94 34 <94 28 <94 30 <94 34
Normal 92-108 30 94-106 37 94-106 42 94-106 38 94-106 36
Above Normal >108 20 >106 29 >106 30 >106 32 >106 30

= The below normal projection of rainfall in June 2023 implies that the IMD implicitly expects rainfall to exceed 97% of LPA during July-September 2023, in
spite of concerns related to development of El Nino conditions. Given that July is the most important month for sowing, rainfall in that month would be

critical, notwithstanding the expectations of the sub-normal rainfall in June.
= The non-irrigated area in the country constitutes around 49% of the net sown area, which is essentially dependent upon monsoons; accordingly, a timely
pick-up in rainfall in July 2023 is crucial to support the sowing of rain-fed crops such as rice, pulses, cotton, soyabean, etc., particularly in the Monsoon Core

Zone, which comprises most of the rainfed agriculture areas in the country.

*MCZ comprises most of the rainfed agriculture areas in the country; Source: IMD; ICRA Research
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Fertilisers: Despite NBS rate moderation, profitability of phosphatic fertiliser @ CRA
companies to remain healthy in H1 FY2024

Exhibit: Current level of subsidy and retail price to keep DAP margins Exhibit: Current level of subsidy and retail price to keep MOP margins
healthy healthy
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Source: DoF, Bloomberg, ICRA Research; 15= Rs. 82; DAP= 5535/ MT Source: DoF, ICRA Research; 15=Rs. 82; MOP= 5422/ MT

= With significant decline in key input prices, the profitability on P&K fertilisers improved, even as subsidy levels moderated.

= The current level of subsidy under the NBS scheme remains comfortable at the existing prices and at these levels, the phosphatic fertiliser players
are expected to generate healthy profitability in H1 FY2024. However, the retrospective revision of NBS rates for Q4 FY2023 would result in
inventory losses for the phosphatic fertiliser players.

Source: DoF, Bloomberg, ICRA Research
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IT Services: Intensifying macro-economic headwinds in key markets to @ CRA
moderate industry growth to mid-single digits in FY2024

Exhibit: Exhibit: Quarterly Trend in Revenues and Year on Year Growth in Constant Currency Terms
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= The revenue growth moderated in the last two quarters, primarily due to lower discretionary technological spends and delay in decision-making
from the US and Europe (key markets), owing to the uncertain macroeconomic environment.

= The revenue growth is expected to remain subdued in mid-single digits over the next couple of quarters because of the persistent uncertainty in
these markets.

Source: Company data, ICRA Research; ICRA sample set of five companies (HCL Technologies Ltd, Infosys Ltd, Tata Consultancy Services Ltd, Tech Mahindra Ltd and Wipro Ltd)
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NBFC-MFI: Industry set for profitability boost in FY2024, with growth @ CRA
remaining robust

Exhibit: Projected Trends in Profitability Metrics (ICRA sample*)
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= With the revised regulatory framework in place, MFls raised their lending rates in H1 FY2023. This, coupled with higher disbursements, helped the
industry see an improvement in the NIMs in H1 FY2023.

= ICRA expects the profitability to improve further in H2 FY2023 and FY2024, driven by an increase in margins because of the growing share of the
new portfolio which originated at higher lending rates with reduction in credit costs.

Source: Data from various MFIs, ICRA Research; *ICRA sample consists of 22-26 MFls at different months, contributing 80-90% to the AUM of NBFC-MFIs at different dates
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WWwWWw.ICra.in



https://www.icraresearch.in/Research/ViewResearchReport/5046
https://www.icraresearch.in/Research/ViewResearchReport/5046

Renewable Energy — Green Hydrogen: Subsidies by certain nations could

adversely impact export competitiveness of Indian industry

Announced in September
2022 to promote GH2
demand in Europe and to
close the investment gaps
for GH2 projects in Europe

Indian GH2 industry.

Source: ICRA Research

Budgetary allocation of EUR
500-800 bn for 10 MMT
domestic production and
additional EUR 500 bn for
10 MMT imports by 2030

=

Production costs for GH2 in
Europe are expected to
reduce from ~“EUR 6/kg at
present to “EUR 1.5/kg GH2
by 2030 with subsidy of
~EUR 4.5/kg GH2

il

Promotes GH2 domestic
demand in EU by providing
subsidy in the form of fixed
premium per kg of GH2 for

10 years

The European Hydrogen Bank and the Inflation Reduction Act of the US provide trade distortive subsidies and could adversely impact the competitiveness of
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Securities Broking: Margin trading facility volume steady even as cash market @ CRA
turnover subsides

Exhibit: Trend in industry-wide aggregate MTF exposure Exhibit: Recent trend in ADTO in equity market’s cash segment
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o = Retail investor participation in capital markets increased with the = Cash segment trading volumes have, however, subsided in recent
\ prevalence of work-from-home, limited investment opportunities quarters.
amidst declining interest rates, strong performance of the market. = It has been empirically observed that cash volumes have a
= The industry witnessed a strong growth in the use of the MTF facility, correlation with secondary market movements, with cash volumes
which enables retail investors to take leveraged positions in the cash increasing during a bull run. Overall, the cash ADTO in Q4 FY2023 was
segment. 22% lower compared to Q4 FY2022.
Source: SEBIl.gov.in, bseindia.com, nseindia.com, ICRA Research
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State Finances: Shift to old pension scheme by some states to modestly @ ICRA
improve their cash flows but remains a fiscally regressive step

In the FY2002 Union Budget, the Gol noted . -
The Gol approved NPS in 2003 for All states, except TN* and WB, joined NPS

Central Government employees at different points during 2004-2016

that pension liability is becoming “onerous”
and set up a high-level committee

Rajasthan implemented Chhattisgarh notified the Jharkhand implemented Punjab cabinet notified Himachal Pradesh
OPS from April 2022 reversal to OPS in May OPS in Sept 2022 shift to OPS in Nov 2022 implemented OPS from
2022 and set up a committee in April 2023

Jan 2023 for resolving
issues related to the shift

= Inthe short term, the cash flow position of the states reverting to OPS will benefit to the extent of the NPS contribution that will cease. However, the latter
was limited to ~2-4% of their revenue expenditure during FY2019-FY2022, and, therefore, the cash flow benefit would be limited. Regardless, from a long-
term fiscal health standpoint, the reversion to OPS from NPS is a regressive step, in ICRA’s view.

Note: As per the CAG, TN and WB have not joined the NPS system. However, TN has its own contributory pension scheme for its employees.
Source: CAG; Union Budget; State Budgets, ICRA Research . . 16
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Telecom: Industry grappling with receivables issues: outlook revised to @ CRA
Negative from Stable

Prolonged weakness in the Elongation in receivables for Decline in profit generation

credit profile of a few tower companies leading to of tower companies, elevated
customers exerting pressure stretch in working capital net debt position and thus
on liquidity profile cycle pressure on return metrics
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A few customers started Higher provisioning in the last
delaying the payments to few quarters towards delayed
tower companies receivables

Source: ICRA Research
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