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Continue Buying Industrials: Private Corporate Capex May Have Troughed
• The Debate: Will Private Corporate Capex Recover Soon? Most investors reckon that infrastructure capex is likely to rise in the coming three to five years. 

This is one of the strongest themes in India, and accordingly industrial stocks have outperformed the market year-to-date by nearly 30%.  However, the jury is 
still out on whether private corporate capex (which was the key reason behind the peak in the previous investment cycle) is likely to recover in a hurry.  After all, 
the elevated levels of capital spending in the previous cycle has probably led to excess capacity creation, and growth is perceptibly lower than the previous 
cycle, implying that excess capacity may persist for some time. However, we believe that the trough in corporate capex may be behind us. We see both supply-
and demand-side factors supporting a recovery in private capex in the coming 12-24 months. This is probably still not priced into industrial stocks, and hence 
we expect industrials to continue their outperformance versus the market in the coming months. 

• Eight Factors Supporting a Recovery in Private Capex Beyond F2010: Our analysts expect capex to continue to decline in F2011, whereas our top-down 
analysis suggests that capex will likely trough in the current financial year:

• Corporate profits are on a recovery path after consolidating over the past 12 months. 

• Capital is cheap. With equity multiples rising and interest costs relatively benign, the cost of money is well off the highs and below the average for the 
past five years. 

• The supply of capital is set to rise after a steep decline in 2008. The election results changed the medium-term outlook for capital flows into India. The 
recovery in global financial markets is also helping. 

• Corporate balance sheets are in great shape on an aggregate basis. 

• Debt issuances have recovered. The cash costs associated with debt in the form of interest payments and principal repayments mean that companies 
do not usually issue debt unless it is being put to use for cash flow generation (either capex or working capital).

• Capex has declined quite sharply post its peak.  In F2010, the aggregate capex by the companies in our coverage universe will likely revert to the F2006 
level, and around 15% below historical averages.  Indeed, capital spending is forecast to decline in absolute terms in F2010, and that has happened only 
once before (F1996).  

• Corporate activity has dipped to all-time lows on almost all counts. This is indicative of weak corporate psychology, which is usually a good turning point 
for capital spending. 

• Industrial growth is ahead of expectations and this, combined with favorable supply-side factors, may trigger a recovery in capital spending.  

• Investment Implication – Continue to Buy Industrials: Industrial stocks lead industrial growth. We expect industrial growth to continue to rise in 2010, and 
that augurs well for industrial stocks. Valuations are at average levels whereas earnings revisions continue to be strong. We would argue for premium 
valuations as the capital spending cycle gains momentum. Infrastructure capex is likely to support earnings and, if private corporate capex is troughing as we 
argue, then industrials will likely continue to outperform. We are overweight the sector and our favorite stocks are Larsen and Toubro (LART. BO, Rs1,683) and 
Jaiprakash Associates (JAIA.BO, Rs237). 
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Supply-side Factors Favor Recovery in Capex

Source: RBI, DIPP, CMIE, Capitaline, Bloomberg, Morgan Stanley estimates, Morgan Stanley Research

Corporate Profits Have Troughed

Capital Is Cheap

• The key supply-side factors driving private corporate capex are 
in a good shape. Thus, corporate profits are on a recovery path 
after going through some consolidation over the past 12 
months. Capital is cheap. With equity valuation multiples rising
and interest costs relatively benign, the cost of raising money is 
well off the highs and below the average for the past five years. 
Most important, the supply of capital is set to rise after a steep 
decline in 2008. The election results changed the medium-term 
outlook for capital flows into India. The recovery in global 
financial markets is also helping. Our economist Chetan Ahya 
forecasts that aggregate capital flows will likely revert to F2007 
levels by F2011 (18% of GDP).

Capital Supply Likely to Rise 
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Supply-side Factors: Improvement in the Numbers

Source: Company data, CMIE, Morgan Stanley Research E: Morgan Stanley estimates

Corporate Balance Sheets: Fit and Fine

Debt Issuances Have Surged

• Corporate balance sheets remain in the pink of health save for 
a few companies. Some of these companies that have been 
under stress have recapitalized balance sheets. The key metric 
to track is the increase in debt issuances, which suggests that 
companies may be gearing up for increased spending. No 
doubt equity issuances have picked up pace. Collective 
corporate psychology is that equity is free given that equity 
capital does not entail a fixed cash flow obligation. While the 
issuance of equity is closely linked to the cost of equity (i.e., 
valuations), companies rarely issue debt just because it is 
cheap. The cash costs associated with debt in the form of 
interest payments and principal repayments mean that 
companies do not usually issue debt unless it is being put to 
use for cash flow generation (either capex or working capital).

Improving Appetite for Equity Issuances
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Demand Side Supportive of Capex Trough

Source: Bloomberg, CEIC,  Morgan Stanley Research E = Morgan Stanley Research estimates

Output Gap Could Close Faster than Expected

Private Capex Collapsing in F2010

• The big problem for a recovery in private capex cycle is the excess 
capacity created during the previous cycle. Indian companies built 
capacity for 8%+ GDP growth.  To the extent that we will not see a 
return to this growth rate in the coming quarters, there may still be 
some excess capacity in the system.  The good news is that industrial 
growth is coming ahead of expectations, and this, combined with 
favorable supply-side factors, may trigger a recovery in capital 
spending.  The other thing to note is that capex has declined quite 
sharply post its peak.  In F2010, the aggregate capex by the 
companies in our coverage universe will likely revert to F2006 levels 
and around 15% below historical averages.  Indeed, capital sending is 
forecast to decline in absolute terms in F2010, which has happened 
only once before (F1996).  The decline is fairly broad-based if we use 
our analyst estimates, with the exception of the Materials sector. Our 
analysts expect capex to continue to decline in F2011, whereas our 
top-down analysis suggests that capex will likely trough in the current 
financial year. 

Broad-based Decline in Capex
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Most Measures of Corporate Activity at a Low Point

Source: FactSet, CMIE, Bloomberg, Morgan Stanley Research

M&A: A Complete Collapse

Share Buyback Coming Off the Highs

• We like the fact that corporate activity has dipped to all-time 
lows whether measured by direct capital spending or by 
M&A/buy-back programs. Of course, corporate psychology is 
weak, and will need to recover for a full-blown capex cycle. 
However, we see this as a good indicator for a bottom in 
capital spending and the start of a new cycle.  

Overseas Investments: The Frenzy Has Died
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Continue to Buy Industrials

Source: Bloomberg, FactSet, MSCI, IBES,  CEIC, Morgan Stanley Research

Industrial Stocks: IIP Growth - A Key Performance Driver

Industrial Sector: Valuations Around Average

• Industrial stocks lead industrial growth. We expect industrial 
growth to continue rising into 2010, and that augurs well for 
industrial stocks. Valuations are at average levels whereas 
earnings revisions continue to be strong. We would argue for 
premium valuations as the capital spending cycle gains 
momentum. Infrastructure capex is likely to support earnings 
and, if our thesis that private corporate capex is troughing is 
right, then industrials will likely continue to beat the market for 
the coming months. We are overweight the sector and our 
favorite stocks are Larsen & Toubro and Jaiprakash Associates.

Positive Earnings Revisions Likely to Continue
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Morgan Stanley Equity Research reports have been reviewed and approved on behalf of Morgan Stanley Smith Barney LLC.  This review and approval was conducted by the same person who reviewed the Equity 
Research report on behalf of Morgan Stanley.  This could create a conflict of interest.

Other Important Disclosures
Morgan Stanley produces an equity research product called a "Tactical Idea." Views contained in a "Tactical Idea" on a particular stock may be contrary to the recommendations or views expressed in research on 
the same stock. This may be the result of differing time horizons, methodologies, market events, or other factors. For all research available on a particular stock, please contact your sales representative or go to 
Client Link at www.morganstanley.com.
For a discussion, if applicable, of the valuation methods and the risks related to any price targets, please refer to the latest relevant published research on these stocks.
Morgan Stanley Research does not provide individually tailored investment advice. Morgan Stanley Research has been prepared without regard to the individual financial circumstances and objectives of persons 
who receive it. Morgan Stanley recommends that investors independently evaluate particular investments and strategies, and encourages investors to seek the advice of a financial adviser. The appropriateness of a 
particular investment or strategy will depend on an investor's individual circumstances and objectives. The securities, instruments, or strategies discussed in Morgan Stanley Research may not be suitable for all 
investors, and certain investors may not be eligible to purchase or participate in some or all of them.
Morgan Stanley Research is not an offer to buy or sell or the solicitation of an offer to buy or sell any security/instrument or to participate in any particular trading strategy.  The "Important US Regulatory Disclosures 
on Subject Companies" section in Morgan Stanley Research lists all companies mentioned where Morgan Stanley owns 1% or more of a class of common equity securities of the companies.  For all other 
companies mentioned in Morgan Stanley Research, Morgan Stanley may have an investment of less than 1% in securities/instruments or derivatives of securities/instruments of companies and may trade them in 
ways different from those discussed in Morgan Stanley Research. Employees of Morgan Stanley not involved in the preparation of Morgan Stanley Research may have investments in securities/instruments or 
derivatives of securities/instruments of companies mentioned and may trade them in ways different from those discussed in Morgan Stanley Research. Derivatives may be issued by Morgan Stanley or associated 
persons
With the exception of information regarding Morgan Stanley, Morgan Stanley Research is based on public information. Morgan Stanley makes every effort to use reliable, comprehensive information, but we make 
no representation that it is accurate or complete.  We have no obligation to tell you when opinions or information in Morgan Stanley Research change apart from when we intend to discontinue equity research 
coverage of a subject company. Facts and views presented in Morgan Stanley Research have not been reviewed by, and may not reflect information known to, professionals in other Morgan Stanley business 
areas, including investment banking personnel.
Morgan Stanley Research personnel conduct site visits from time to time but are prohibited from accepting payment or reimbursement by the company of travel expenses for such visits.
The value of and income from your investments may vary because of changes in interest rates, foreign exchange rates, default rates, prepayment rates, securities/instruments prices, market indexes, operational or 
financial conditions of companies or other factors. There may be time limitations on the exercise of options or other rights in securities/instruments transactions. Past performance is not necessarily a guide to future 
performance.  Estimates of future performance are based on assumptions that may not be realized. If provided, and unless otherwise stated, the closing price on the cover page is that of the primary exchange for 
the subject company's securities/instruments.
To our readers in Taiwan:  Information on securities/instruments that trade in Taiwan is distributed by Morgan Stanley Taiwan Limited ("MSTL"). Such information is for your reference only.  Information on any 
securities/instruments issued by a company owned by the government of or incorporated in the PRC and listed in on the Stock Exchange of Hong Kong ("SEHK"), namely the H-shares, including the component 
company stocks of the Stock Exchange of Hong Kong ("SEHK")'s Hang Seng China Enterprise Index; or any securities/instruments issued by a company that is 30% or more directly- or indirectly-owned by the 
government of or a company incorporated in the PRC and traded on an exchange in Hong Kong or Macau, namely SEHK's Red Chip shares, including the component company of the SEHK's China-affiliated Corp 
Index is distributed only to Taiwan Securities Investment Trust Enterprises ("SITE"). The reader should independently evaluate the investment risks and is solely responsible for their investment decisions. Morgan 
Stanley Research may not be distributed to the public media or quoted or used by the public media without the express written consent of Morgan Stanley.  Information on securities/instruments that do not trade in 
Taiwan is for informational purposes only and is not to be construed as a recommendation or a solicitation to trade in such securities/instruments. MSTL may not execute transactions for clients in these 
securities/instruments.
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Disclosures (cont.)
To our readers in Hong Kong: Information is distributed in Hong Kong by and on behalf of, and is attributable to, Morgan Stanley Asia Limited as part of its regulated activities in Hong Kong. If you have any queries 
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.
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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