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Earnings and Sensex Target Raised
• Earnings drivers looking in good shape: We are raising our top-down earnings estimates. Revenue growth seems to have 

bottomed out given our view that industrial growth is likely to recover sharply in the coming months. The strength of the recovery 
could bear upside depending on execution of policy reforms. The corporate sector seems to have cut costs and thus margins have 
improved sharply. The macro environment (i.e., higher consumer price inflation vs. wholesale price inflation after adjusting for food 
prices) favors a robust rebound in margins in the coming four quarters.  We think these three factors have set us up for strong 
earnings growth over the next 12 months. 

• Higher earnings forecast for BSE Sensex: We are revising our base-case BSE Sensex top-down earnings growth forecast from 
+10% and +20% in F2010 and F2011, respectively, to 15% and 23%. The consensus is expecting 5% and 20% growth for the 
BSE Sensex for F2010 and F2011, respectively. It is quite likely that broad market earnings growth will accelerate faster than the 
narrow market, as we saw in the previous cycle. We expect broad market earnings growth to average 20% and 25% in F2010 and 
F2011, respectively. 

• Sensex target raised: Following our earnings upgrade, we are also raising our BSE Sensex target. We have moved the target 
from Jun-10 to Dec-10 and increased the risk-free rate to 7.3% (reflecting the current long bond yield). The cumulative effect of 
these changes implies that our new BSE Sensex target is 19,400 for December 2010. Our bull-case scenario takes the Sensex 
well past its previous high whereas the bear case could lead it to test the post-election result close of May 18.

• Market outlook: We reckon that Indian equities could to be in a sweet spot with low institutional ownership (coming off five-year 
lows), strong liquidity (policy makers are still reticent to take away stimulus), prospects of growth and earnings upgrade (indeed, 
we are at the start of earnings growth cycle), strong corporate balance sheets, and stable politics. Our Dec-2010 target for the 
Sensex suggests an upside of 13%, reflecting slower pace of gains after a stellar performance over the past six months. Our 
prognosis is that Indian equities could be volatile in the near term, since a lot of the next six months’ projected growth is already in 
the price. We believe that investors should use such volatility to buy Indian shares, since the growth outlook for the next 12-18 
months remains firm and is still not priced into equities. Key factors that could determine market behavior include government 
policies, global markets, crude oil prices, long bond yields (reflecting fiscal position), the RBI’s exit policy (and hence liquidity), 
sentiment indicators (watch market breadth and momentum), equity supply, and valuations (relative valuations are moving above 
average levels).
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Margins and Revenues Could Both Surprise Positively

Source: CEIC, company data, Morgan Stanley Research

Revenue Growth Likely to Rebound Strongly

Margins Have Bottomed (MS Coverage Universe)

• Revenue growth seems to have bottomed out given our 
view that industrial growth is likely to recover sharply in 
the coming months. The strength of the recovery could 
bear upside depending on execution of policy reforms. 

• The corporate sector seems to have cut costs and thus 
margins have found a floor. Even after adjusting for 
lower material costs, the gains on the operating side 
have surprised us. The macro environment (i.e., higher 
consumer price inflation vs. wholesale price inflation after 
adjusting for food prices) favors a robust rebound in 
margins in the coming four quarters. The gap between 
CPI and WPI leads corporate margins by 9-12 months. 
We think these factors have set us up for strong earnings 
growth over the next 12 months. 

Macro Environment Favors Recovery in Margins
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Raising Earnings Forecasts

Source: Company data, IBES estimates, Morgan Stanley Research

Narrow Market Earnings Likely to Lag Broad Market

MS Top-down Earnings Ahead of the Consensus

• Consensus has revised F2010 and F2011 earnings 
estimates for the BSE Sensex by 9% and 11%, 
respectively, since the election results in May 2009.   
Consensus is expecting 5% and 20% growth for the BSE 
Sensex for F2010 and F2011, respectively.  The revisions 
have been most positive for Materials and Industrials. 

• Following the points mentioned on the previous page, we 
are revising our base-case BSE Sensex top-down 
earnings growth forecasts from +10% and +20% in F2010 
and F2011, respectively, to 15% and 23%.  

Earnings Revisions: Positive for Materials & Industrials
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Sensex Target Upped

Source: FactSet,, CEIC, IBES estimates, Morgan Stanley Research, E = Morgan Stanley estimates

ROE: Bottom Behind Us

Expect Consensus Earnings Revisions to Pick Up Pace

• With growth likely to turn up in the coming months, broad 
market earnings growth could accelerate faster than 
large caps (as in the previous cycle). We expect broad 
market earnings growth to average 20% and 25% in 
F2010 and F2011, respectively.  

• Following our earnings upgrade, we are also raising our 
BSE Sensex target. We have moved the target from Jun-
10 to Dec-10 and increased the risk-free rate to 7.3% 
(reflecting the 10-year bond yield). The cumulative effect 
of these changes pegs our new BSE Sensex target at 
19,400 for Dec-10. Our bull-case scenario (see next slide 
for detailed assumptions)  takes the Sensex well past its 
previous high whereas the bear case could lead it to test 
the post-election result close of May 18.
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BSE Sensex: Outcomes for December 2010

Source: Morgan Stanley Research 

Scenario Analysis for Indian Equities

BSE Sensex Outlook: More Upside than Downside Risk
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Key Drivers:
1) Policy Initiatives
2) Global Developments 
3) RBI's Exit Policy
4) Equity Supply

Investment Thesis

We assign a 65% probability to our base case, 
a 10% probability to our bear case, and a 25% 
probability to our bull case.

Our base case calls for fiscal measures and 
other policy initiatives in FDI, infrastructure and 
rural growth, a steady improvement in the 
global situation with no sudden spike up in 
crude oil prices, a slow exit by the RBI through 
2010, and moderate equity supply (less than 
US$25 billion).  

Our bear case assumes weak policy action, a 
fragile global situation, supply shock in crude oil 
prices causing a rapid increase in policy rates, 
and/or excessive equity issuances.  Sensex 
earnings growth falls to 7.5% and 12.5% for 
F2010 and F2011, respectively. 

Our bull case assumes global calm and 
recovery in global growth, strong policy action, 
range-bound crude oil prices, delayed policy 
exit by the Central Bank (starting only in 2Q10), 
and very slow increase in equity supply. Sensex 
earnings growth rises to 17.5% and 27.5% for 
F2010 and F2011, respectively. 

Our probability-weighted outcome for the 
BSE Sensex is 19,400 for December 2010. 
This implies 13% upside from current levels. 
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concerning Morgan Stanley Research, please contact our Hong Kong sales representatives.
Certain information in Morgan Stanley Research was sourced by employees of the Shanghai Representative Office of Morgan Stanley Asia Limited for the use of Morgan Stanley Asia Limited.
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Disclosures (cont.)
Morgan Stanley Research is disseminated in Japan by Morgan Stanley Japan Securities Co., Ltd.; in Hong Kong by Morgan Stanley Asia Limited (which accepts responsibility for its contents); in Singapore by 
Morgan Stanley Asia (Singapore) Pte. (Registration number 199206298Z) and/or Morgan Stanley Asia (Singapore) Securities Pte Ltd (Registration number 200008434H), regulated by the Monetary Authority of 
Singapore, which accepts responsibility for its contents; in Australia to "wholesale clients" within the meaning of the Australian Corporations Act by Morgan Stanley Australia Limited A.B.N. 67 003 734 576, holder 
of Australian financial services license No. 233742, which accepts responsibility for its contents; in Australia to "wholesale clients" and "retail clients" within the meaning of the Australian Corporations Act by Morgan 
Stanley Smith Barney Australia Pty Ltd (A.B.N. 19 009 145 555, holder of Australian financial services license No. 240813, which accepts responsibility for its contents; in Korea by Morgan Stanley & Co 
International plc, Seoul Branch; in India by Morgan Stanley India Company Private Limited; in Canada by Morgan Stanley Canada Limited, which has approved of, and has agreed to take responsibility for, the 
contents of Morgan Stanley Research in Canada; in Germany by Morgan Stanley Bank AG, Frankfurt am Main and Morgan Stanley Private Wealth Management Limited, Niederlassung Deutschland, regulated by 
Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin); in Spain by Morgan Stanley, S.V., S.A., a Morgan Stanley group company, which is supervised by the Spanish Securities Markets Commission (CNMV) 
and states that Morgan Stanley Research has been written and distributed in accordance with the rules of conduct applicable to financial research as established under Spanish regulations; in the United States by 
Morgan Stanley & Co. Incorporated, which accepts responsibility for its contents.  Morgan Stanley & Co. International plc, authorized and regulated by the Financial Services Authority, disseminates in the UK 
research that it has prepared, and approves solely for the purposes of section 21 of the Financial Services and Markets Act 2000, research which has been prepared by any of its affiliates.  Morgan Stanley Private 
Wealth Management Limited, authorized and regulated by the Financial Services Authority, also disseminates Morgan Stanley Research in the UK.  Private U.K. investors should obtain the advice of their Morgan 
Stanley & Co. International plc or Morgan Stanley Private Wealth Management representative about the investments concerned.  RMB Morgan Stanley (Proprietary) Limited is a member of the JSE Limited and 
regulated by the Financial Services Board in South Africa.   RMB Morgan Stanley (Proprietary) Limited is a joint venture owned equally by Morgan Stanley International Holdings Inc. and RMB Investment Advisory 
(Proprietary) Limited, which is wholly owned by FirstRand Limited.
The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. International plc (DIFC Branch), regulated by the Dubai Financial Services Authority (the DFSA), and is directed at 
wholesale customers only, as defined by the DFSA. This research will only be made available to a wholesale customer who we are satisfied meets the regulatory criteria to be a client.
The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. International plc (QFC Branch), regulated by the Qatar Financial Centre Regulatory Authority (the QFCRA), and is 
directed at business customers and market counterparties only and is not intended for Retail Customers as defined by the QFCRA.
As required by the Capital Markets Board of Turkey, investment information, comments and recommendations stated here, are not within the scope of investment advisory activity. Investment advisory service is 
provided in accordance with a contract of engagement on investment advisory concluded between brokerage houses, portfolio management companies, non-deposit banks and clients. Comments and 
recommendations stated here rely on the individual opinions of the ones providing these comments and recommendations. These opinions may not fit to your financial status, risk and return preferences. For this 
reason, to make an investment decision by relying solely to this information stated here may not bring about outcomes that fit your expectations.
The trademarks and service marks contained in Morgan Stanley Research are the property of their respective owners. Third-party data providers make no warranties or representations of any kind relating to the 
accuracy, completeness, or timeliness of the data they provide and shall not have liability for any damages of any kind relating to such data.  The Global Industry Classification Standard ("GICS") was developed by 
and is the exclusive property of MSCI and S&P.
Morgan Stanley has based its projections, opinions, forecasts and trading strategies regarding the MSCI Country Index Series solely on publicly available information. MSCI has not reviewed, approved or endorsed 
the projections, opinions, forecasts and trading strategies contained herein. Morgan Stanley has no influence on or control over MSCI's index compilation decisions.
Morgan Stanley Research, or any portion thereof may not be reprinted, sold or redistributed without the written consent of Morgan Stanley.
Morgan Stanley Research is disseminated and available primarily electronically, and, in some cases, in printed form.
Additional information on recommended securities/instruments is available on request.
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