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Auto Sector  

Semiconductor shortage to disrupt 3Q production as well    

The global automotive industry has been struggling with the shortage of 
semiconductors for the last 15 months, driven initially by a sharp recovery in demand 
for consumer electronics and automobiles after lockdown 1.0. The imbalance got 
accentuated by drought in Taiwan, fire at Renesas unit in Japan and storm in Texas, 
USA (key supplier locations). The most recent impact on passenger vehicle (PV) 
production was due to COVID-led lockdowns in Malaysia. As per our interaction with 
various manufacturers, most Indian OEMs source their supplies from 
STMicroelectronics’s (ST) Malaysia units. ST plans to ramp up supplies to 50% by mid-
Sep and to 80% by the end of the month as economic activities are resuming in 
Malaysia. It has a huge order backlog and will decide on supply prioritisation in the 
near term (autos contribute to a smaller part of ST’s supplies). 

The auto industry typically works with a one-month semiconductors inventory; this has 
changed to just-in-time supplies lately. Anti-lock braking (ABS) & Electronic Stability 
Control (ESC) systems are the most impacted components. While the hardware is 
interchangeable between models, the software is model-specific. According to various 
vendors, the situation remains dynamic and visibility remains low. The production 
constraints will continue in Oct-Nov’ 21 and completely normalise only in 2HCY22. Most 
OEMs have indicated a production cut in Sep’21 as below:  

 Maruti expects a 60% production cut.  

 Hyundai and Kia will see a 20% production cut.   

 M&M expects a 25% production cut.  

 Two-wheelers (2W) above 150cc and E-2W players are also impacted (including Ola 
Electric). Ola has trimmed Oct’21 schedules to sub-4,000 units.  

The production constraints have surfaced at the worst time for PVs as demand was 
robust ahead of the festive season. Most best-selling models now have a waiting period 
of 4-8 weeks. Within our coverage universe, we see a 10-15% cut in FY22E earnings for 
Maruti, M&M and Eicher Motors and a second-order impact on Minda Ind and Varroc 
Engineering. 

Exhibit 1: Domestic PV volumes & 3M rolling avg growth (RHS) Exhibit 2: Domestic PVs market share trend  
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CHANNEL CHECK 

Auto sector v/s Sensex 
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Industry Automobile 

https://investors.st.com/quarterly-results
https://www.bseindia.com/xml-data/corpfiling/AttachHis/f572585c-8fdd-40aa-bf68-48e0b027980f.pdf
https://www.bseindia.com/xml-data/corpfiling/AttachLive/89f4c255-2de1-43ea-a976-0876b5c312ac.pdf
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Exhibit 3: Valuation summary for coverage universe 

Companies CMP Reco FDEPS (Rs) PE (x) EV/ E (x) RoCE (%) 

 
(Rs) 

 
FY22E FY23E FY22E FY23E FY22E FY23E FY22E FY23E 

Ashok Leyland 121 HOLD 1 5 141 20 33 12 5 21 

Bajaj Auto 3,752 HOLD 166 193 23 19 17 14 25 29 

Balkrishna 2,410 SELL 70 71 34 34 22 20 24 22 

Bharat Forge 792 BUY 24 33 33 24 19 14 14 18 

Eicher Motors 2,801 BUY 67 101 42 28 34 24 19 26 

Endurance 1,612 BUY 56 69 29 23 15 12 24 25 

Hero MotoCorp 2,801 BUY 159 191 18 15 11 9 26 28 

Mah & Mah 750 SELL 33 35 14 14 13 12 12 12 

Maruti Suzuki 6,863 HOLD 151 242 45 28 26 16 11 16 

Minda Corp 130 BUY 7 11 18 12 9 7 15 19 

Minda Ind 685 BUY 19 24 37 28 17 14 25 26 

TVS Motor 540 HOLD 21 25 26 21 14 12 23 24 

Varroc 281 BUY -7 21 -38 13 8 4 -0 9 

Source: Company, Systematix Institutional Research 
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DISCLOSURES/APPENDIX 

I. ANALYST CERTIFICATION 

I, Ronak Sarda, Poorvi Banka;  hereby certify that (1) views expressed in this research report accurately reflect my/our personal views about any or all of the subject securities or issuers 
referred to in this research report, (2) no part of my/our compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed in this research 
report by Systematix Shares and Stocks (India) Limited (SSSIL) or its group/associate companies, (3) reasonable care is taken to achieve and maintain independence and objectivity in 
making any recommendations.    

Disclosure of Interest Statement Update 

Analyst holding in the stock No 

Served as an officer, director or employee No 

 
II. ISSUER SPECIFIC REGULATORY DISCLOSURES, unless specifically mentioned in point no. 9 below: 

1. The research analyst(s), SSSIL, associates or relatives do not have any financial interest in the company(ies) covered in this report. 

2.  The research analyst(s), SSSIL, associates or relatives collectively do not hold more than 1% of the securities of the company(ies) covered in this report as of the end of the 
month immediately preceding the distribution of the research report. 

3. The research analyst(s), SSSIL, associates or relatives did not have any other material conflict of interest at the time of publication of this research report. 

4.  The research analyst, SSSIL and its associates have not received compensation for investment banking or merchant banking or brokerage services or any other products or 
services from the company(ies) covered in this report in the past twelve months. 

5.  The research analyst, SSSIL or its associates have not managed or co-managed a private or public offering of securities for the company(ies) covered in this report in the previous 
twelve months. 

6.  SSSIL or its associates have not received compensation or other benefits from the company(ies) covered in this report or from any third party in connection with this research 
report. 

7.  The research analyst has not served as an officer, director or employee of the company(ies) covered in this research report. 

8. The research analyst and SSSIL have not been engaged in market making activity for the company(ies) covered in this research report. 

9.  Details of SSSIL, research analyst and its associates pertaining to the companies covered in this research report: 

Sr. 
No. 

Particulars 
Yes / 
No. 

1 Whether compensation was received from the company(ies) covered in the research report in the past 12 months for investment banking transaction by SSSIL. No 
2 Whether research analyst, SSSIL or its associates and relatives collectively hold more than 1% of the company(ies) covered in the research report. No 
3 Whether compensation has been received by SSSIL or its associates from the company(ies) covered in the research report.  No 

4 
Whether SSSIL or its affiliates have managed or co-managed a private or public offering of securities for the company(ies) covered in the research report in the 
previous twelve months. 

No 

5 
Whether research analyst, SSSIL or associates have received compensation for investment banking or merchant banking or brokerage services or any other 
products or services from the company(ies) covered in the research report in the last twelve months. 

No 

 
10. There is no material disciplinary action taken by any regulatory authority that impacts the equity research analysis activities. 

STOCK RATINGS 

BUY (B): The stock's total return is expected to exceed 15% over the next 12 months. 
HOLD (H): The stock's total return is expected to be within -15% to +15% over the next 12 months. 
SELL (S): The stock's total return is expected to give negative returns of more than 15% over the next 12 months. 
NOT RATED (NR): The analyst has no recommendation on the stock under review. 
 

INDUSTRY VIEWS 

ATTRACTIVE (AT): Fundamentals/valuations of the sector are expected to be attractive over the next 12-18 months. 
NEUTRAL (NL): Fundamentals/valuations of the sector are expected to neither improve nor deteriorate over the next 12-18 months. 
CAUTIOUS (CS): Fundamentals/valuations of the sector are expected to deteriorate over the next 12-18 months. 

III. DISCLAIMER 

The information and opinions contained herein have been compiled or arrived at based on the information obtained in good faith from sources believed to be reliable. Such information 
has not been independently verified and no guaranty, representation of warranty, express or implied, is made as to its accuracy completeness or correctness.  

This document is for information purposes only. This report is based on information that we consider reliable; we do not represent that it is accurate or complete and one should exercise 
due caution while acting on it.  Description of any company(ies) or its/their securities mentioned herein are not complete and this document is not and should not be construed as an 
offer or solicitation of an offer to buy or sell any securities or other financial instruments. Past performance is not a guide for future performance, future returns are not guaranteed and 
a loss of original capital may occur. All opinions, projections and estimates constitute the judgment of the author as on the date of the report and these, plus any other information 
contained in the report, are subject to change without notice. Prices and availability of financial instruments are also subject to change without notice. This report is intended for 
distribution to institutional investors. 

This report is not directed to or intended for display, downloading, printing, reproducing or for distribution to or use by, any person or entity that is a citizen or resident or located in any 
locality, state, country or other jurisdiction where such distribution, publication, reproduction, availability or use would be contrary to law or regulation or what would subject to SSSIL or 
its affiliates to any registration or licensing requirement within such jurisdiction. If this report is inadvertently sent or has reached any individual in such country, especially USA, the same 
may be ignored and brought to the attention of the sender. Neither this document nor any copy of it may be taken or transmitted into the United States (to U.S. persons), Canada, or 
Japan or distributed, directly or indirectly, in the United States or Canada or distributed or redistributed in Japan or to any resident thereof. Any unauthorized use, duplication, 
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