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Sectors Covered Position Reasoning

Banking & Finance
Pvt. Banks –Overweight

PSU Banks –Stock specific

Gaining market share

Balance sheet stress resolution is key

Oil & Gas Largely Overweight Pricing Reforms

Capital Goods Largely Overweight Demand Growth

Pharmaceuticals
Largely Underweight; stock 

specific positions 
Regulatory Overhang

IT Underweight Weak Earnings and demand outlook 

Auto Overweight Demand Growth

Cement Overweight Infrastructure Play

Consumers

Discretionary- Overweight 

Staples- Underweight; stock 

specific

Improving Growth Opportunity

High Valuations Levels

SECTORAL POSITION SUMMARY
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BANKING AND FINANCIAL SERVICES
- Focus on NPL resolution; Private banks and retail banks better 

placed; Capital infusion plan for PSU banks large and credible

Shift toward financial savings positive for the mutual fund and insurance sectors 

•Real GDP growth is expected to range 6.5-6.7% in FY18E (on a Gross Value Added basis) factoring in the impact of 
demonetisation and GST implementation; FY19E likely to see better trends

•Growth to remain consumption driven which bodes well for retail focussed banks

•Shift from physical assets to financial assets to aid growth in mutual funds and insurance companies

Revival in economy: Factor of policy initiatives and investments

•Policy impetus to boost rural economy, affordable housing, rural spend, infrastructure are the thrust areas

•Investment growth largely driven by public spend; private sector capex to recover only with a lag; need for structural 
reforms 

Policy rates to remain on hold in the near term; any further rate cut to be data dependent

•RBI to focus on achieving the medium term CPI target of 4%

•RBI expects Inflation to rise from its current level and range between 4.2-4.6% in the second half of this year, including 
the house rent allowance by the Centre

PSU Banks: Capital Infusion plan is large and appears credible 

•Capital infusion plan for PSU Banks is large and appears credible; Larger and better run PSU Banks to benefit 

•Will help corporate lenders push for resolution of bad loans even while they may need to take haircuts

•Growth capital to be made available for PSU Banks at a later stage and will be given selectively 

•Precursor for consolidation over the medium term

Corporate stress on balance sheet remains large; Time for resolution; provisioning to stay elevated

•Incremental slippages expected to stabilise for corporate banks; pool of stressed assets remains large and may need 
additional provisioning as NPLs age. 

•Referral of cases to NCLT (National Company Law Tribunal( under IBC (Indian Bankruptcy Code) could help speed up 
the resolution process for large stressed assets
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Headwinds

• Elevated credit costs on the back a large pool of stressed assets ; pace of recovery tepid

• Corporate credit demand muted; Loan growth for PSU banks slower than private banks

• Consolidation plan for PSU banks over the medium term could lead to a period of uncertainty

• Implementation of Ind–AS in FY19 could lead to further capital requirements for banks

• Need for further structural reforms in PSU Banks

Tailwinds

• Real GDP growth is expected to revive at a moderate pace in FY19E; Private sector banks gain

market share in deposits and assets

• Structural shift from physical to financial savings

• Capital infusion plan for PSU banks of INR 2.11Trn is large and credible; can spur faster NPL

resolution

• RBI and the government to focus on the recognition and resolution of corporate NPLs

• Referral of cases under the IBC (Indian Bankruptcy Code) could set a precedence for resolution

of corporate stressed assets

BANKING AND FINANCIAL SERVICES
- Focus on NPL resolution; smaller private banks and retail banks 

better placed; Capital infusion plan for PSU Banks large and credible
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•We are positive on private sector retail lenders. Within the PSU banks, we are focussed on those banks which have 

better core operating profitability and will benefit from capital infusion by the Government. 

•We are positive on insurance as a sector. 

•Corporate focussed private banks  which are adequately capitalised trade at attractive valuations. However, we 

believe that the quantification of the actual balance sheet stress and its impact on profitability would be needed for 

any sustained re-rating of these banks.

FINANCIAL SERVICES – PORTFOLIO 

POSITION
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Kotak Mahindra 50 Unit Scheme 31.7% 35.1% -3.3% -3.3%

Kotak Opportunities 30.7% 30.8% -0.1% -2.7%

Kotak Select Focus Fund 33.8% 32.1% 1.8% 1.3%

Kotak Midcap Scheme 23.4% 21.5% 1.9% 2.4%

Kotak Emerging Equity Scheme 21.0% 19.3% 1.7% -1.1%

Kotak Classic Equity Scheme 24.4% 32.6% -8.2% -5.2%

Kotak Tax Saver Scheme 30.6% 30.8% -0.2% -0.5%

Financial Services

Data: As of 31st Oct 2017. Source: Valuefy
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ENERGY  –
- Strong platform due to range bound oil price and pricing reforms

Oil price recovers but stays rangebound in US$ 45-60/bbl band

•At ~US$ 55/bbl, oil price is at manageable levels for OMCs. Upstream cos.’ earnings improve with higher oil price

Fuel price reforms

•High likelihood of sustaining due to Govt.’s intent, low oil prices. Kerosene under-recovery is being tackled next 
with lower quota to states and monthly price hikes. Smooth transition to daily pricing of petrol, diesel.

•Earnings predictability of oil cos. now substantially better due to elimination of subsidy. 

PSU oil companies consolidation

•Govt. working on integration of oil cos. Limited operational and cost synergies.

Steady refining margins with upside bias

•Demand can improve with low oil price with pace of capacity addition slowing down –refining cycle to gain 
strength. Short term spike in Jul-Sept’17 quarter due to capacity outages in US due to hurricanes.

Low gas prices

•Renegotiation of Rasgas contract, lower spot LNG prices and APM gas prices has brought down gas cost for 
consumers. Domestic gas price increase for Oct’17-Mar’18 is not substantial to impact demand.
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HEADWINDS

• Sustainability of current fuel pricing reforms will be tested if oil price were to go up sharply from current levels

i.e. above US$ 60-65/bbl, weaker INR-USD.

• Due to its strategic importance, sector dynamics are subject to geopolitical risks and policies of Govt. of oil

producing nations.

• Risk of rollback of pricing reforms due to political compulsions - although at present it is a very low probability

and Govt. has shown openness to reduce excise duties rather than putting burden on oil cos.

• Petroleum and natural gas kept out of GST is slightly negative but intent is there to bring them under GST in

future.

• Proposed merger of oil cos. is prima facie largely neutral but merger swap ratios or forced acquisitions

without merit are valuations risks for the stocks.

TAILWINDS

• Govt. retaining marketing freedom for OMCs by staying away from  pricing decisions for retail fuels.

• Subsidy sharing formula in place reduces earnings uncertainty of oil companies at current level of oil prices.

• Direct Benefit Transfer for LPG and similar framework for kerosene has controlled leakage in subsidy 

disbursed.

• Improved working capital cycle for OMCs due to lower oil price and daily pricing.

• Govt’spush to increase domestic oil & gas production

• Increased focus on pollution control in big cities and Govt’spush to increase share of gas in India’s energy 

basket will spur domestic gas demand. Low prices of contracted and spot LNG will support this further.

ENERGY  –
-Strong platform owing to low oil price and pricing reforms



8

•Our Funds largely maintain an overweight view on the sector. The apparently underweight position in 

Kotak 50, Kotak Midcap and Kotak Emerging equities is due to the limited investment opportunities their 

respective indices offer in this space.

•Our allocations prefer refining & marketing companies which will deleverage on account of lesser under-recovery 

burden and better business suitability. 

•This is expected to improve their margins and earnings. 

•We have an underweight position in upstream cos. as we expect earnings weakness due to low oil and gas prices 

and have a large overweight in gas stocks

ENERGY : PORTFOLIO POSITION

Note: Index performance data as on 31st Oct 2017. Source: ICRA.
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Kotak Mahindra 50 Unit Scheme 14.1% 15.5% -1.4% -0.9%

Kotak Opportunities 17.6% 12.5% 5.1% 4.4%

Kotak Select Focus Fund 16.4% 13.5% 2.9% 3.0%

Kotak Midcap Scheme 3.0% 8.0% -5.0% -4.2%

Kotak Emerging Equity Scheme 2.5% 7.2% -4.7% -4.4%

Kotak Classic Equity Scheme 21.4% 14.1% 7.3% 7.4%

Kotak Tax Saver Scheme 20.5% 12.5% 7.9% 7.2%

Energy

Data: As of 31st Oct 2017. Source: Valuefy
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INDUSTRIAL MANUFACTURING  –
-Macro favourable, Recovery visible in light engineering goods

Macro in place for capex recovery

•The government over last three years made serious efforts to solve the issues and kickstart investments in 
the power, coal, roads and railways. We are seeing strong growth in demand for wires and cables, 
abrasives and consumables which is a lead indicator for improvement in demand for capital goods in 
subsequent quarters

•Government has announced sops for housing sector and more fiscal sops are expected in the union budget 
to boost investment in infrastructure.

Financial restructuring of SEBs to kickstart capex in distribution

•Much needed investments in upgrading power distribution infrastructure were held up due to weak finances 
of SEBs (State Electricity Boards), this would improve going forward.

Govt. expenditure in Roads, Railways and Renewables

•Expenditure by Government and PSUs has picked up meaningfully in Roads, Railways and Renewable 
energy sectors. This is driving demand of capital goods and construction equipment
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HEADWINDS

• Low utilisation levels of currently installed capacities is leading to postponement of new investment.

• Weak global outlook in key commodities leading to delay in new investment.

• Weak balance sheets of private players, delaying announcement of new capex

TAILWINDS

• Investment cycle is poised to recover from the decline on the back of more favourable macroeconomic 

conditions and policy direction. Several indicators suggest the investment cycle is already building up after 

having bottomed

•Ordering by railways, NHAI, SEBs is gathering steam once again.

•Smaller projects in manufacturing, commercial and residential real estate likely to pick up in the near term.

INDUSTRIAL MANUFACTURING  –
-Macro favourable, Awaiting recovery
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•Our outlook is largely positive on the sector. 

•Led by government spending, we expect this sector to benefit, as lot of these companies are sitting on unused 

capacities and therefore will be large beneficiaries of operating leverage. 

•We are more positive on the stocks with exposure to government spending,  consumer durables, renewable 

energy and engineering consumables as we expect robust growth in demand. 

INDUSTRIAL MANUFACTURING –

PORTFOLIO POSITION

Note: Index performance data as on 31st Oct 2017. Source: ICRA.
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Kotak Mahindra 50 Unit Scheme 3.6% 0.0% 3.6% 4.3%

Kotak Opportunities 4.7% 2.9% 1.8% 1.4%

Kotak Select Focus Fund 3.5% 1.6% 1.9% 1.8%

Kotak Midcap Scheme 15.7% 6.8% 8.9% 7.7%

Kotak Emerging Equity Scheme 20.0% 10.7% 9.3% 10.1%

Kotak Classic Equity Scheme 0.0% 1.3% -1.3% -1.1%

Kotak Tax Saver Scheme 5.4% 2.9% 2.4% 2.5%
Data: As of 31st Oct 2017. Source: Valuefy

Industrial Manufacturing
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PHARMA –
-Gradual pickup in growth after weak FY17

Sector to see bottoming out  of US growth in FY18 as ANDA 
approvals  pickup

•As a result of USFDA moving ahead on GDUFA (Generic Drug User Fee Act) compliance, ANDA 
(Abbreviated New Drug Application) approval timeline is expected to reduce significantly. Leading to 
significant increase in number of approvals for most of the players. This will also increase pricing pressure. 
Overall growth in the key US market would bottom out in H1FY18

Key facilities of Indian players expected to become USFDA 
compliant in FY18

•Key facilities of Sun Pharma, Dr. Reddys, and Cadila which had got warning letters from USFDA are in the 
process of getting back in compliance. Cadila’sMoraiya facility is back in compliance and Incremental 
observations in other facilities are expected to be benign and these facilities are expected to become 
compliant and start getting approvals from H2FY18

Growth in India to be recovering

•IPM (Indian Pharma Market) growth which was muted in FY17 due to impact of NLEM (National List of 
Medicines) and FDC (Fixed Dosage Combination) ban, has started recovering and growth in H2FY18 is 
expected to be back to about 15% level, after normalisation post GST.
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HEADWINDS

• USFDA has become more strict in ensuring compliance to manufacturing standards, this is leading to higher 

chances to adverse regulatory action on Indian companies

• Price erosion on the existing US base portfolio

• Leading brands of some companies in India have been impacted by price control (NLEM ) and ban on some of 

the fixed dosage combinations (FDC). 

TAILWINDS

•Faster approval by USFDA will lead to more opportunities  for Indian companies in low competition products. 

Particularly helpful for players  which have a small US portfolio.

•Key facilities of large Indian players  which have received warning letters from USFDA are expected to be cleared 

in H2FY18.  This would lead to approval of pending ANDAs, held up due to the warning letters.

•Commercialisation of ANDA pipeline acquired through acquisitions.

•Start of commercialisation of the complex/branded portfolio in the US market

PHARMA –
-Growth to pickup in H2FY18
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•There is regulatory overhang in the sector currently. We are cautious on the sector as we believe the uncertainties in 

the sector can continue amidst still elevated expectations

•Even in Kotak50, the overweight in pharma sector is primarily to companies like hospitals, diagnostics and MNC 

pharma companies focused on India.  

PHARMA – PORTFOLIO POSITION

Note: Index performance data as on 31st Oct 2017. Source: ICRA.
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Kotak Mahindra 50 Unit Scheme 5.4% 4.2% 1.2% 1.3%

Kotak Opportunities 1.3% 5.1% -3.7% -3.7%

Kotak Select Focus Fund 2.3% 5.3% -3.1% -3.0%

Kotak Midcap Scheme 6.3% 9.8% -3.4% -3.3%

Kotak Emerging Equity Scheme 4.7% 7.5% -2.8% -2.3%

Kotak Classic Equity Scheme 3.1% 4.8% -1.6% -1.6%

Kotak Tax Saver Scheme 3.5% 5.1% -1.5% -1.4%
Data: As of 31st Oct 2017. Source: Valuefy

Pharma
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INFORMATION TECHNOLOGY
Demand uptick still not visible; BFSI vertical remains the key drag 

Structural shift in demand from traditional IT to digital and consulting

•High proportion of application development related revenues of Indian IT companies at risk

•New projects are focussed on digital, cloud migration and analytics and are typically much smaller in size

•Many niche players are also competing for the same digital projects as some of the larger players 

Muted growth in discretionary spend; Pick up in client budget still awaited 

•Renegotiation of legacy contracts and vendor rationalization

•Growth uncertainty leading to a deferment of IT spends in the US; Signs of revival in large verticals such as BFSI and 
retail still elusive 

Sector revenue growth in USD terms likely to be in 7-10% in FY18

•Companies with higher digital and consulting capabilities to fare better 

•Competition increasing from niche IT companies in digital

Margins to face headwinds; pricing pressure continues; need for operational efficiency  

•Pricing pressure and higher onsite costs to impact margins 

•Benefits of automation yet to flow through; levers to reduce costs are being fully squeezed 

Currency movements need to be closely monitored

•INR/USD needs close monitoring; Mild depreciation likely from here on ; to be beneficial for margins 

•Cross currency headwinds to negate some benefits
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Headwinds

•Growth in new technologies putting pressure on traditional application management deals

•Growing fears of protectionism in the US; Change in visa regulations could force IT companies to hire more local

resources putting further pressure on margins and profitability

•Under spending of budgets leading to muted growth in IT related spending (especially in BFSI)

•Competition increasing and resulting in higher pricing pressure and lower realisations

•Higher shift of business towards captives; New competition from boutique firms with digital capabilities; smaller

size of new deals

•Margins to face pressure with higher onsite presences and pricing decline

Tailwinds

• Industry growth to be driven by consulting, engineering services and digital; Companies with higher digital

/consulting and engineering capabilities to gain market share.

• Some early signs of cyclical revival in BFSI (led by higher US interest rates) and oil & gas verticals. Retail

could be bottoming out

• Companies focused on automation can negate some of the margin pressures on the back of improved

efficiency gains ; need for cost cutting and increased offshoring as a proportion of total revenues

• Companies continue to generate significant free cash flow. Efficient capital allocation through buybacks and

dividend pay-outs to support downside in stocks especially at current valuations

INFORMATION TECHNOLOGY
Uncertainty persists; tougher visa regulations to become a norm
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•We continue to maintain a largely underweight position in IT because we expect a weak earnings performance in 

FY18. 

•The opportunities in the sector are stock specific. 

•Revival of demand growth in large verticals such as BFSI and retail and in geographies such as North America 

key to the sector

INFORMATION TECHNOLOGY  –

PORTFOLIO POSITION
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Kotak Mahindra 50 Unit Scheme 6.3% 10.8% -4.5% -4.4%

Kotak Opportunities 2.0% 8.3% -6.3% -6.3%

Kotak Select Focus Fund 1.9% 8.7% -6.9% -6.9%

Kotak Midcap Scheme 1.8% 5.8% -4.1% -4.1%

Kotak Emerging Equity Scheme 2.3% 4.2% -1.9% -1.6%

Kotak Classic Equity Scheme 7.9% 9.3% -1.4% 0.5%

Kotak Tax Saver Scheme 3.1% 8.3% -5.2% -5.1%
Data: As of 31st Oct 2017. Source: Valuefy

Information Technology
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AUTO – FESTIVE FERVOR BRINGS CHEER
- Double digit growth YTD, likely to continue on low base

Retail demand picks up as festive season kicks in

•Retailers dipped in their pockets to shop bringing much needed growth for the industry

•Diwali falling in Q3 should also Post Demonetisation and BSIV transition, two wheelers and passenger cars 
are expected to start growing .

GST to reshape the commercial Vehicle industry

•Consolidation of warehouses to result in mid tonnage vehicle giving away to higher tonnage trucks and 
LCVs.
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HEADWINDS

• Discounting in the system is high . Profitability likely to be under pressure

• Transition to GST ( E-way bill ) is taking time for transporters to have normalize business

• Move to Electric Vehicle may result in high competition in the industry

TAILWINDS

•Rural India getting road connectivity to boost scooter penetration

• 7PC allowance disbursement to fuel some growth

•Falling interest rates and low  crude prices resulting in low cost of ownership

AUTO – GROWTH MOMENTUM STRONG
- Low base to aid volumes
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•We are mostly neutral to overweight on the auto & ancillary sector. 

•The allocation is largely spread out across OEMs and auto component manufacturers. 

•Our exposure is dependent on the manufacturer’s ability to manage pricing competition, market share dominance 

and multiple streams of revenues from product/geographical sub-segments. 

AUTO  – PORTFOLIO POSITION

Note: Index performance data as on 31st Oct 2017. Source: ICRA.
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Kotak Mahindra 50 Unit Scheme 10.9% 10.3% 0.6% 0.3%

Kotak Opportunities 7.7% 9.1% -1.4% -0.3%

Kotak Select Focus Fund 11.6% 9.7% 1.9% 1.9%

Kotak Midcap Scheme 8.5% 4.5% 4.0% 4.1%

Kotak Emerging Equity Scheme 4.1% 6.6% -2.4% -2.8%

Kotak Classic Equity Scheme 9.1% 10.3% -1.2% -3.1%

Kotak Tax Saver Scheme 6.5% 9.1% -2.5% -1.6%

Automobile

Data: As of 31st Oct 2017. Source: Valuefy
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CEMENT & CEMENT PRODUCTS
-Resuming a multiyear uptrend in volumes and profitability

Improving sector capacity utilization levels

•Utilization levels have bottomed out in FY17, partially driven by demonetization

•Likely to improve as new capacities may be significantly lower than incremental demand in next five year

Strong Demand Drivers –low single digit growth behind

•Public capex spend likely to result in allocation towards infrastructure, specifically roads, affordable housing 

and irrigation. East and West are showing higher than pan India volume growth and will drive recovery over 

next 2-3 years. 

•Rural demand for cement to get boost from increase in farm income and better agriculture growth

Sector consolidation underway

•50% of India’s capacity between 3 groups now

•New players are facing higher cost curve which will result in pricing discipline across regions.
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HEADWINDS

• Backlash from real estate lobby and government on price increases.

• Balance Sheet leverage is still high within a segment of the sector constituents i.e. smaller names 

• Strength in global energy prices leading to higher pet coke and coal prices

TAILWINDS

•Very low new capacity addition over next five years and increase in demand likely to lead to 

significant increase in capacity utilization

•Sector consolidation over last five years and improvement in pricing discipline.

•Improved demand outlook visible in volume growth on the back of various Policy & Budget 

announcements.

•Price increases being taken to pass on cost pressures and protect profitability.

CEMENT & CEMENT PRODUCTS
-Resuming a multiyear uptrend in volumes and profitability
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•We believe that cements sector is a good proxy play for infrastructure led growth theme.  Certain regions even in 

the face of demonetization have shown resilience for cement demand

•Corporate balance sheets in the sector are better compared to what it was a decade ago. 

•Moreover, the boost in spend on infrastructure and housing would also see acceleration in demand.  

• Increased pricing power in the hands of cement companies, as sector consolidates

•As a consequence, we are bullish on the sector. 

CEMENT & CEMENT PRODUCTS

– PORTFOLIO POSITION

Note: Index performance data as on 31st Oct 2017. Source: ICRA.
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Kotak Mahindra 50 Unit Scheme 5.2% 1.7% 3.5% 3.1%

Kotak Opportunities 6.7% 2.5% 4.2% 4.0%

Kotak Select Focus Fund 7.4% 2.5% 4.9% 5.1%

Kotak Midcap Scheme 4.0% 3.0% 1.0% 1.1%

Kotak Emerging Equity Scheme 2.6% 2.9% -0.3% -0.1%

Kotak Classic Equity Scheme 2.2% 2.2% 0.0% 1.1%

Kotak Tax Saver Scheme 7.1% 2.5% 4.6% 4.7%
Data: As of 31st Oct 2017. Source: Valuefy

Cement & Cement Products



24

CONSUMER GOODS– WAITING FOR DEMAND 

REVIVAL
-Waiting for dust to settle post GST implementation

Rural demand normalising as Demonetisation impact fades.

•Rural demand, worst hit post demonetisation is showing some early signs of recovery.

Commodity prices stable

•After a sharp increase last few quarters, commodity prices  are showing signs of stability. This augours well 
for the consumer companies 

GST : A mixed bag but largely positive for most consumer 
companies
•Lowering of rates for some essential goods has resulted  in few large categories like soap, detergent, oral 

care  being put in lower GST rate bucket. This will help push sales/profits for concerned companies. In the 
times ahead. However, the disruption in wholesale channel is likely to impact the companies with low direct 
reach most and for longer period of time

Premiumisation continues

•Premiumisation of the portfolio continues as consumers are continuously uptrading at all levels.
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HEADWINDS

• Slower growth in rural areas is hurting the growth of the sector.

• Ending of tax holidays hurting the profitability

• Disruption in wholesale channel resulting in slow offtake of goods.

• Slow disbursal of funds under rural development schemes including MGNREGA

TAILWINDS

•Uptick in urban demand as inflation remains under control

•Normal  monsoon is resulting in some uptick in rural demand

•Unorganised sector loosing share to benefit the organised players

CONSUMER GOODS – WAITING FOR 

DEMAND REVIVAL
-Rural recovery holds the key to growth
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We are largely overweight on the consumer Discretionary- segment while maintaining an underweight position on the 

staples segment. 

We expect that the increase in disposable income as well as easy finance availability will boost the demand for 

consumer discretionary segments like durables. Our stock biased is based on high earnings growth visibility. 

CONSUMER GOODS – PORTFOLIO 

POSITION

Note: Index performance data as on 31st Oct 2017. Source: ICRA.
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Kotak Mahindra 50 Unit Scheme 6.7% 9.3% -2.6% -3.1%

Kotak Opportunities 8.4% 12.1% -3.7% -4.4%

Kotak Select Focus Fund 7.1% 11.8% -4.7% -4.8%

Kotak Midcap Scheme 10.7% 14.4% -3.7% -6.9%

Kotak Emerging Equity Scheme 14.5% 13.0% 1.5% -0.3%

Kotak Classic Equity Scheme 13.1% 12.0% 1.1% -2.6%

Kotak Tax Saver Scheme 6.4% 12.1% -5.7% -6.0%
Data: As of 31st Oct 2017. Source: Valuefy

Consumer Goods
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DISCLAIMERS & RISK FACTORS

Disclaimer:

The information contained in this (document) is extracted from different

public sources. All reasonable care has been taken to ensure that the

information contained herein is not misleading or untrue at the time of

publication. This is for the information of the person to whom it is provided

without any liability whatsoever on the part of Kotak Mahindra Asset

Management Co Ltd or any associated companies or any employee

thereof.We are not soliciting any action based on this material and is for

general information only. Mutual Fund investments are subject to

market risks, read all scheme related documents carefully.
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RISKOMETER


