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2008 to 2013: A tale of two Nifty(s)

Shift in sectoral weightages responsible for holding up of index levels

Between January 1, 2008, and July 31, 2013, the CNX Nifty posted a loss of 6.5%. Today, while the index seems to be holding
up to 2008 levels, it is less reflective of the economy and does not seem to convey the worsening macro-economic situation.
The GDP growth rate has fallen from sub-9% in FY08 to 5% in FY13 and CRISIL Research expects FY14 GDP growth to be at
a moderate 5.5%. There is a general sense of gloom over the stock performance of most of the listed companies, with 550+
stocks among the actively traded ones listed on the National Stock Exchange (NSE) tumbling by more than half over the past
five years. Even within the CNX Nifty index, the price to book (P/B) valuation has dropped from 7.1x in 2008 to 5.1x in 2013.
Then, what is driving the index to almost January 2008 levels? The answer lies in the changing dominance and outperformance
by a few sectors such as consumer staples, consumer discretionary, private sector financials and export-orientated sectors such
as IT and pharma.

In January 2008, investment-linked sectors such as materials, industrials, energy, utilities and telecom dominated the CNX Nifty
with a weightage of 66%. The weightage of any company/sector in the index is determined by the relative (to other
companies/sectors) free-float market capitalisation of the constituents. The current slowdown has resulted in poor performance
of these sectors, shrinking valuation multiples and consequent steep drop in the stock prices; thereby lowering of cumulative
weightage to 31% by July 2013. The aggregate earnings of companies in these sectors remained almost flat during the period.
On the valuation side, the weighted average P/B multiple of companies shrank from 7.3x in 2008 to 1.7x in 2013. As many as 22
out of 27 companies in these sectors (among 2008 Nifty constituents) displayed negative returns.

Figure 1: Movement of sectoral weightages over the past five years
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Over the past five years, strong financial performance and increase in valuations of consumption and export-orientated sectors
led to rebalancing of the weightage in their favour. These performing sectors—consumer staples, consumer discretionary,
private sector financials and export-orientated sectors such as IT and pharma—now command 65% weightage in the index
compared to 29% in 2008. Consumer-orientated sectors and private sector financials have benefitted from the consumption
boom and government policies, while IT and pharma have received support from recovery in the global economy and
weakening domestic currency. Among the biggest gainers of the pack are Lupin (599%) and Sun Pharma (372%). During the
past five years, aggregate PAT of the companies in these performing sectors has grown at a CAGR of 21.9%.

Along with reconstitution of the Nifty, the concentration of top-10 stocks too has changed—it is at a five-year high of ~59.1%
weightage currently, compared to 53.3% in January 2008. Further, six companies among the top-10 of 2008 have now been
replaced. The polarisation towards a few sectors and among the top-10 stocks signifies increasing risk aversion among
investors. While the consumption and export-linked sectors have provided resilience to the index, CRISIL Research believes
that policy impetus towards investment-linked sectors is now critical for any sustainable uptick to the markets at large.
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Our Capabilities
Making Markets Function Better

Economy and Industry Research

Largest team of economy and industry research analysts in India

Coverage on 70 industries and 139 sub-sectors; provide growth forecasts, profitability analysis, emerging trends,
expected investments, industry structure and regulatory frameworks

90 per cent of India’s commercial banks use our industry research for credit decisions

Special coverage on key growth sectors including real estate, infrastructure, logistics, and financial services
Inputs to India’s leading corporates in market sizing, demand forecasting, and project feasibility

Published the first India-focused report on Ultra High Net-worth Individuals

All opinions and forecasts reviewed by a highly qualified panel with over 200 years of cumulative experience

Funds and Fixed Income Research

Largest and most comprehensive database on India’s debt market, covering more than 15,000 securities
Largest provider of fixed income valuations in India
Value more than %583 trillion (USD 960 billion) of Indian debt securities, comprising outstanding securities

Sole provider of fixed income and hybrid indices to mutual funds and insurance companies; we maintain 12 standard
indices and over 100 customised indices

Ranking of Indian mutual fund schemes covering 70 per cent of assets under management and 4.7 trillion
(USD 85 billion) by value

Retained by India’s Employees’ Provident Fund Organisation, the world’s largest retirement scheme covering over
60 million individuals, for selecting fund managers and monitoring their performance

Equity and Company Research

Largest independent equity research house in India, focusing on small and mid-cap companies; coverage exceeds
125 companies

Released company reports on 1,442 companies listed and traded on the National Stock Exchange; a global first for
any stock exchange

First research house to release exchange-commissioned equity research reports in India

Assigned the first IPO grade in India




About CRISIL Limited

CRISIL is a global analytical company providing ratings, research, and risk and policy advisory services. We are India's leading
ratings agency. We are also the foremost provider of high-end research to the world's largest banks and leading corporations.

About CRISIL Research

CRISIL Research is India's largest independent and integrated research house. We provide insights, opinions, and analysis on
the Indian economy, industries, capital markets and companies. We are India's most credible provider of economy and industry
research. Our industry research covers 70 sectors and is known for its rich insights and perspectives. Our analysis is supported
by inputs from our network of more than 4,500 primary sources, including industry experts, industry associations, and trade
channels. We play a key role in India's fixed income markets. We are India's largest provider of valuations of fixed income
securities, serving the mutual fund, insurance, and banking industries. We are the sole provider of debt and hybrid indices to
India's mutual fund and life insurance industries. We pioneered independent equity research in India, and are today India's
largest independent equity research house. Our defining trait is the ability to convert information and data into expert judgments
and forecasts with complete objectivity. We leverage our deep understanding of the macro economy and our extensive sector
coverage to provide unique insights on micro-macro and cross-sectoral linkages. We deliver our research through an innovative
web-based research platform. Our talent pool comprises economists, sector experts, company analysts, and information
management specialists.
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CRISIL respects your privacy. We use your contact information, such as your name, address, and email id, to fulfill your request
and service your account and to provide you with additional information from CRISIL and other parts of McGraw Hill Financial
you may find of interest.

For further information, or to let us know your preferences with respect to receiving marketing materials, please visit
www.crisil.com/privacy. You can view McGraw Hill Financial’s Customer Privacy Policy at http://www.mhfi.com/privacy.
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