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M&M in Line
for Sustained
Re-rating on
Rural Gains

Ashutosh.Shyam
@timesgroup.com

ET Intelligence Group: The
Street is likely to reward Mahind-
ra and Mahindra (M&M) through
a sustained re-rating of its stock
after it saw rising sales contribu-
tion from the hinterland — an oa-
sis for automakers during the Co-
vid-19 pandemic.

M&M’s stock has gained 50% in
the previous three months and is
trading at 16 times its one-year for-
ward projected core auto business
earnings, which is close to its
long-term mean level.

Its earnings in the first quarter
show higher volume contribution
from rural areas, easing pressure
on its total operating profit at a ti-
me when the automotive segment
volume fell 78% year on year (YoY)
to 27,565 units. The rural mix in
M&M’s total sales volume rose to
62% in the June quarter, a gain of
12% compared with the correspon-
ding period last year. The higher
pace of recovery in rural areas has
supported the regaining of its his-
torical monthly run-rate for trac-
tors as well some passenger vehi-
cle models that typically have hig-
her traction there, such as the Bo-
lero, Scorpio and some pick-ups.

Continued on ��Smart Investing 
Brokerages Retain Bullish View 
��Smart Investing

SALES IMPROVE

M&M: PE Chart
26.0

22.0

18.0

14.0

10.0

6.0

21.25
15.88

AUG 7, 2005 AUG 3, 2020
Source: Bloomberg, compiled by ETIG

Average

M&M PE

crossing 100%. The first was in
2000, followed by 2008 and 2018. 

But countries like China, In-
dia, France and Germany have
seen a decline in m-cap to GDP
ratio in the last one year. Buf-
fett has repeatedly stressed
that the percentage of total m-
cap relative to GDP is probably
the best single measure of
where valuations stand.

India’s m-cap to GDP ratio,
now 69%, is near its historical
averages, suggesting Indian
stocks beyond the top 10 are fair-
ly valued, said analysts. It was
92% a year ago and 134% three
years ago.“With recent rally, the
rewards to risk ratio has mode-
rated though India’s total mar-
ket cap to GDP, which is trading
at its long-term average, shows
the market is fairly valued,” sa-
id Naveen Kulkarni, chief in-
vestment officer, Axis Securiti-
es. “Except for the BFSI sector,
there is limited valuation com-
fort across sectors but BFSI has
balance sheet challenges.”

Buffett’s Favourite Market Indicator
Hints a Major Selloff’s in the Making 

Rajesh.Mascarenhas
@timesgroup.com

Mumbai: The global market
cap to gross domestic product
(GDP) ratio has crossed 100%
for the first time since January
this year indicating investor
bullishness and overvaluation
due to fiscal spending and cen-
tral bank money printing. 

The ratio, which is a favourite
of billionaire investor Warren
Buffet, is about 64% higher
than the historical average. The
MSCI World index is now tra-
ding 24 times its FY21estimated
earnings compared to its long-
term average of 23.7. The m-cap
to GDP ratio of the US has sub-
stantially increased from 114%
ayear ago to 169% now.

In the past, global markets ha-
ve corrected sharply in three
such instances of the ratio

GLOBAL M-CAP TO GDP RATIO CROSSES 100%

But for India it’s near
historical averages;
stocks beyond top
10 are fairly valued

Overvalued, Yet Bullish 

Country
Mcap to GDP Ratio (%)

Current Year 
Ago

3Y 
Ago

5Y 
Ago

US 169 114 109 101

China 67 117 109 133

Japan 114 104 113 114

UK 98 99 115 103

France 89 110 125 110

Germany 59 101 120 105

Canada 129 118 111 88

India 69 92 134 106

Switzerland 264 115 119 109

S. Korea 95 85 125 104

Australia 96 108 112 93

Taiwan 414 104 122 91

Brazil 41 111 119 74
Source: Bloomberg
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New Delhi: The combined market valuation of
six of the top 10 most valued companies rose by
`̀74,240 crore last week, with Reliance Industries
leading the pack. Six firms, namely Reliance In-

dustries, Tata Consultancy Services, HDFC
Bank, Bharti Airtel, ITC and ICICI Bank logged
gains in their market valuation for the trading
week closed on Friday. – PTI 

Six of Top-10
Companies Add
`̀74,240 cr in M-cap

vid-19 situation,” he told sha-
reholders in July. 

In August last year, Reliance
announced that Saudi Aram-
co had agreed to buy a stake
in its oil and petrochemicals
unit for about $15 billion, va-
luing the business at about
$75 billion.

The deal was supposed to
happen in 2020, in time to me-
et Ambani’s target of paring
Reliance’s net debt to zero by

March 2021. 
Aramco officials have been

tight-lipped about the deal
since last year’s announce-
ment and Nasser’s statement
shows that the two sides are
still talking and working out
ways to close the transaction. 

Bloomberg said that a deal
with Reliance will help Aram-
co join the ranks of the
world’s top refiners and che-
mical makers. It supplies cru-
de oil to India and recently
purchased Saudi Basic Indu-
stries Corp for about $70 bil-
lion. On Sunday, Aramco also
announced a 73% drop in net
income to $6.6 billion but an-
nounced $18.75 billion in divi-
dends. Nasser said the outlo-
ok for Aramco will remain un-
certain for some time but ad-
ded that oil consumption in
Asia, Aramco’s largest regio-
nal market, has returned to
pre-Covid levels. 

CEO Amin Nasser makes statement while unveiling
the Saudi oil co’s June quarter results on Sunday 

Aramco CEO says Still
Working on RIL Deal

Our Bureau

Mumbai: Global oil giant
Saudi Aramco is still working
on a deal to buy a $15-billion
stake in Reliance Industries’
oil and chemicals business,
Bloomberg reported, citing
Aramco CEO Amin Nasser.
Nasser, who unveiled Aram-
co’s June quarter results on
Sunday, did not give any deta-
ils but the statement has revi-
ved speculation about a pos-
sible deal between the two
Asian energy giants.

Nasser’s statement about
the status of the deal is the
first since Reliance chair-
man Mukesh Ambani’s pub-
lic statement last month that
the deal had been delayed.
“The deal has not progressed
as per the original timeline
due to unforeseen situation
in the energy market and Co-

Our Bureau

Mumbai: Defence stocks
may gain on Monday after the
Ministry of Defence announ-
ced over the weekend that it
has prepared a list of 101items
for which there would be an
embargo on the import be-
yond the timeline indicated
against them. “There will be a
marginal impact sentimental-
ly... but we will have to see
whether it flows into orders
and so on. It makes the Make
in India theme stronger,” said
Sanjiv Bhasin, director, IIFL
Securities. Delivery volumes
in defence stocks shot up on
Friday compared with their 3-
month average. BHEL on Fri-
day witnessed delivery volu-
me as a percentage of traded
quantity at 32.82% against the
3-month average of 20.22%. Si-
milarly, HAL’s delivery stood
at 24% against the 3-month av-
erage of 14%, L&T’s 48.2%
against 33%, and BEL’s 37.3%
against 28.1%. 

Defence
Stocks may
Surge After
Import Ban

Out of the 33 Nifty companies that have declared their June quarter results, 20 have
surpassed profit estimates. ��On Smart Investing

Many Nifty 50 Cos Beat Q1Estimates 
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