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Healthy broad-based growth
across geographies andverticals
helped information technology

(IT) giant Tata Consultancy Services
(TCS) clock better-than-expected
numbers in the July-September quarter
(Q2 of FY23). TCS reported 8.4 per cent
year-on-year (YoY) increase in net profit
to ~10,431 crore, while revenue rose 18
per cent to ~55,309 crore.

Its profit margins also improved
sequentially by 90 bps to 24 per cent,
aided by operating efficiency and lower
employee expenses. However, the com-
pany’s attrition inchedup to21.5per cent
over theprecedingquarter’s 19.7per cent.

The management said that the
quarterlyannualisedattritionhaspeaked
in Q2 and should taper down from
hereon. The company said it has notwit-
nessed any cuts in client budgets but
noted an increased sense of caution in
deal conversions with European clients.
Here’s what brokerages say:

nJEFFERIES |Hold |
Targetprice raised to~3,180
Thebrokeragehasraised itsFY23-25earn-
ings estimate by 2-5 per cent. It expects
thecompany todelivera 12percentearn-
ings per share (EPS) compound annual
growth rate (CAGR) over FY22-24. It
addedthatTCS’premiumvaluationsmay
limit its upside.

nCLSA |Outperform|
Targetprice~3,450
Near-term revenue outlook remains
intact with abating supply pressure.
In the long term, we can witness some
softness indemandbut thisdoesnot raise
an alarm. Our confidence in the compa-
ny’smarginmanagement has increased.

nCREDITSUISSE |Neutral |
Targetprice~3,300
Demand scenario for FY24 is still uncer-
tain, but we have increased our FY23-
FY25 EPS estimate by 2-4 per cent. This
is toaccount forbettermargins inQ2and
currency benefits.

nMACQUARIE |Outperform|
Targetprice~4,150
Thecompanyhasputtobedconcernsthat
themargin issuecouldbecomestructural.
WecontinuetopreferTCStoInfosys (both
OP).Weexpect thecompany towiden the
margin gap with Infosys, given its head-
count additionplans.

nBERNSTEIN |Outperform|
Targetprice~3,850
Commentary on deal closure and the
pipelinewereconstructivewhile thecom-
pany has remained watchful on
macro risks.

nCITI |Sell |Targetprice~2,900
Growth in the UK and India geographies
led the beat on estimates. Demand sus-
tainability remainscrucial.Management
commentary came mixed given the

global backdrop.

nMOTILALOSWAL |
Buy|Targetprice~3,580
Given its size, order book, exposure to
long-duration orders, and portfolio, TCS
iswell-positioned towithstand theweak-
ening macro environment. It would ride
on the anticipated industry growth.
Easing supply woes in the second half of
FY23withbenefits fromincreased fresher
additions and lower subcontractor costs
shouldaidmargins.However,we remain
concerned about the Q3 margin due to
the timelines of cost optimisation stra-
tegies.Our targetprice implies27xFY24E
EPS, with a 15 per cent upside potential.

nANTIQUESTOCKBROKING |
Buy|Targetprice~3,600
The company has alluded to current
demandholdingupwell butwitha sense
ofcautionamongclients.Weremaincon-
fident about TCS’ ability to engage with
large clients for their mega transforma-
tionprogrammes.But thegrowing riskof
moderation in tech budgets prods us to
cut the valuationmultiple by 10 per cent
to 27x (from30x earlier) on FY24EPS.

nIDBICAPITAL |Hold|Targetprice
~3,235
In the near term, the brokerage expects
thecompany’s revenuegrowth to remain
robust.Considering thehigh inflationand
recession fears, it remainscautiousonthe
revenue growth outlook. It expects mar-
gins to ease in the coming quarters. This
would be led by easing supply-side chal-
lenges, pyramid benefits and lower sub-
contracting costs.

Experts upbeat on margins
but macro risks remain

SANJAY KUMAR SINGH

Mid-capandsmall-cap
fundshaveoutperformed
large-capfundsduringthe
bouncebackfromtheJune
2022lows.Whilelarge-cap
fundshaveyielded7.1per
cent,mid-capandsmall-cap
fundshavegivenreturnsof
11.4percentand12.9per
cent,respectively,overthe
secondquarterofthe2022-
23financialyear(Q2FY23).

Onereasonforthis
outperformanceisthe
domesticorientationof
mid-andsmall-cap
segments.“Large-capshave
largerexposureto
informationtechnology
(IT),energy,commodities
andfinancials.Mid-and
small-capshavegreater
exposuretocapitalgoods,
chemicals,building
materials,andconsumer
discretionarycompanies
thatarerelativelysmaller
andcatertothedomestic
market,”saysShridatta
Bhandwaldar,headof
equities,CanaraRobeco
AssetManagement
Company(AMC).

Currently,
globalfactors—
highinflationand
interestrates,
Russia-Ukraine
war,andChina-
Taiwantensions
—areweighingon
market
sentiment.

“Aslowdownin
thedeveloped
worldis likelytohit large-
capcompanies(IT,pharma,
andsoon),whichderive
theirrevenuesfromthese
markets,”saysNiketShah,
seniorvicepresidentand
fundmanager,Motilal
OswalAMC.

Also,grossdomestic

product(GDP)growthis
recoveringfromits
pandemiclows.

“Duringperiodsofgood
GDPgrowth,mid-capstend
todobetterthanlarge-
caps,”saysShah.Earnings
growthhasemergedfroma
longperiodofstagnation.
SaysArunKumar,headof
research,Fundsindia.com,

“Therehasbeen
anuptickin
earningsgrowth
andit isexpected
toremainstrong
overthenextthree
tofiveyears.”

Insuchan
environment,
mid-andsmall-
capstendtogrow
atafasterpace
thanlarge-caps.

Expertsexpectmid-and
small-capfundstodowell
solongasGDPandearnings
growthremainstrong.
Strongretailparticipation
—theseinvestorstypically
investmoreinthemid-and
small-capsegments—has
alsoprovidedafillip.

Expectvolatilityinthe
nearterm
Globally,centralbanksare
raisingratesrelentlesslyto
bringinflationunder
control.TheReserveBankof
Indiacan’tletalarge
differentialdevelopbetween
interestratesinIndiaand
thoseindevelopednations
liketheUS.“Thecostof
capitalisrising,bothfor
Indianconsumersand
companies.Highercostof
capitalcouldresultin
earningsdowngradesfor
Indiancompanies.The
marketscouldturnvolatile,”
saysKunalValia,chief
investmentofficer-listed
investments,Waterfield
Advisors. Accordingto
Shah,aChina-Taiwanflare
up,whichwouldaffect
supplychains,isanother
potentialsourceofrisk.
Valuationswithinthemid-
andsmall-capspacearenot
cheap.“Theyarenottrading
atadiscounttolarge-caps,”
saysValia.Small-cap
companiesinparticularface
riskstotheirbusiness.Goods

andServicesTaxand
demonetisationhaveledtoa
largeshiftinmarketshare
fromtheunorganisedtothe
organisedsector.Notonly
havelargercompanies
grabbedmarketsharefrom
smallerones,theyhavealso
enteredbusinesseswhere
theywerenotpresentearlier.

Small-capcompanies,
whichhavelowerpricing
power,tendtoseelarger
drawdownswherever
economicgrowthslows.

Whatshouldyoudo?
Enterthemid-andsmall-
capcategoriesnowonlyif
youfulfilafewconditions.
“Haveaninvestment
horizonofatleastthreeto
fiveyears.Youmustalso
havetheappetitetostomach
volatility,whichtendstobe
higherinthesesegments
thaninlargecaps,”says
Bhandwaldar.

Adoptanassetallocation
approach.“Havea70per
centallocationtolarge-caps
andabout30percentto
mid-andsmall-capfunds.
Ofthis30percent,20-30per
centmaybeallocatedto
mid-capfundsand0-10per
centtosmall-capfunds,”
saysValia.Mid-andsmall-
capexposurecanberaised
whenvaluationsturnmore
attractive(ifriskappetite
permits).Whenselectinga
fund,optforaconsistent
performerbasedonrolling
returns.Selectdiversified
portfoliostoneutralise
liquidityrisk,whichtendsto
beespeciallyhighinsmall-
capfunds.Kumarsuggests
thatoncethefundsize
growsverylarge,investors
shouldkeepaneyetoseeif
sizeisaffecting
performanceorforcingthe
fundmanagerintoanysort
ofcompromise.

Don’t let exposure tomid,
small-capfundsexceed30%

YOUR
MONEY

TheywilloutperformifGDP,earningsgrowthsustain,butglobalrisksposethreat
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