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I
ndia’s defence sector  
will present an “ordering 
opportunity” worth  

$138 billion between 2023-24 
(FY24) and FY32, said Nomura 
in a recent report. 

The research and broking 
house has initiated coverage 
on two defence players — 
Hindu stan Aeronautics (HAL) 
and Bharat Electronics (BEL) 
— wi th a ‘buy’ rating. It sees 
an up side potential of 28 per 
cent and 32 per cent, respec-
tively, for the two stocks from 
current levels. The sector is 
witnessing significant growth 
driven by increasing defence 
budgets, modernisation, and 
the government’s Make in 
India initiative for indigenous 
manufacturing. 

“India’s strategic location in 
the geopolitically significant 
South Asian region makes 
defence a priority area for 
national security as it con-
tinues to strengthen its defence 
capabilities to address regional 
security challenges. Our bot-
tom-up analysis presents an 
ordering opportunity worth 
$138 billion over FY24-32F 
(forecast) for defence manufac-
turing and production,” wrote 
Nomura’s Umesh Raut and 
Tanay Rasal in the report. 

Most frontline defence-
related stocks have done well 
on the bourses, with Nibe 
Defence and Aerospace Lim -
ited (NIBE) surging 135 per 
cent in calendar year 2024 
(CY24). NIBE is involved in the 
production of structures, sub-
asse m blies, and assemblies of 
mobile weapon launchers. It 
also manufactures structural 
systems, such as modular 
bridges for the Indian Army 
and engineering systems for 
naval applications. 

Data Patterns (India), HAL, 

BEL, and Bharat Dynamics are 
some other defence-related 
stocks that have gained up to 
50 per cent in CY24, according 
to ACE Equity data. In compar-
ison, the S&P BSE Sensex has 
moved up 1.7 per cent. 

Military spending 

Global military expenditure 
was $2,443 billion in CY23, ris-
ing 6.8 per cent year-on-year 
(Y-o-Y), according to reports. It 
was the steepest Y-o-Y increase 
since CY09. The Nomura rep -
ort said such spending incre -
ased in all five geographical 
regions — Europe, Asia and 
Oceania, Americas, the West 
Asia, and Africa — defined by 
Stockholm International Peace 
Research Institute (SIPRI). It is 
a trend last seen in CY09. 

The five biggest spenders in 
CY23 were the United States 

(US), China, Russia, India and 
Saudi Arabia, which together 
accounted for 61 per cent of 
world military spending in 
CY23, according to SIPRI. 

Nomura said the surge in 
India’s military spending was 
driven by rising personnel and 
operations costs, which 
accounted for nearly 78 per 
cent of the total military budg-
et. In comparison, capital out-
lays for military procurement 
remained relatively stable, 
comprising around 22 per cent 
of the budget in CY23. 

“A significant portion of the 
military outlay (75 per cent) 
was directed towards equip-
ment produced domestically. 
This represents the highest 
level ever and marks an incr -
ease from 68 per cent in CY22. 
Overall, we expect the share of 
defence capital outlay to incr -

ease to 37 per cent of to tal def -
e nce budget in FY30F (FY24 -
RE: 26 per cent). This implies 
cumulative capital outlay of 
$186 billion over FY24F-30F 
ve r sus cumulative spend in 
FY18-24F at $93 billion,” said 
Nom ura. 

Why buy HAL, BEL 

Nomura is bullish on HAL for 
its “strong moat” in fighter 
aircraft and helicopters and 
significant capability upgrade 
that provides the basis  
for development of indige-
nous engine program. It is 
positive about BEL for its 
increased visibility on order 
inflows, conviction on mar-
gins delivery and expansion 
in returns ratios. 

Nomura expects HAL’s 
revenue, earnings before inter-
est, taxes, depreciation, and 
amortisation (ebitda), and 
profit after tax (PAT) to register 
resp ective compounded ann -
ual growth rate (CAGR) of 14 
per cent, 11 per cent and 23 per 
cent over FY23-26F. It values 
HAL at 38x (implied price 
earnings of 32-43x based on 
discounted cash flow) FY26 
earnings, with a target price of 
~4,750 apiece. BEL is poised to 
demonstrate revenue, ebitda, 
and PAT CAGR of 16 per cent, 
18 per cent, and 22 per cent, 
respectively, over FY23-FY26F, 
underpinned by a strong order 
backlog of ~76,000 crore. 

“We value BEL at 40x 
FY26F earnings per share, with 
a target price of ~300 reflecting 
improved visibility, a strong 
competitive moat, and a well-
established presence in signif-
icant defence contracts. We 
anticipate that BEL’s premium 
valuations will endure, sup-
ported by enhanced visibility 
on the platform side, healthy 
return ratios, and a resilient 
margin profile,” said the 
Nomura report.

Defence sector a $138 bn 
opportunity: Nomura
Brokerage says sector sees robust growth; initiates coverage on HAL, BEL 

(As on May 9)                   Share price (~)   YTD change (%) 

Nibe                                     1,423.7       125.9 

Cochin Shipyard                   1,235.3        82.5 

Hindustan Aeronautics        3,846.2         37.2 

Bharat Electronics                   226.3        22.9 

Bharat Dynamics                  1,865.9          8.9 

ideaForge Technology             669.1                   -19.4 

MTAR Technologies              1,790.4                   -18.9 

Apollo Micro Systems              101.1                   -11.5 

DCX Systems                             305.6                   -10.5 

Paras Defence                          695.2                   -3.2 
Source Capitaline; Compiled by BS Research Bureau
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Select a smart-beta fund based 
on your risk tolerance
SARBAJEET K SEN 

 
Investors seeking alpha — returns in 
exc ess of those offered by benchmark 
indices — face challenges in ident -
ifying consistent performers among 
active fund managers. Their higher 
cost is ano ther issue. Smart-beta 
funds, which share some features of 
both active and passive funds, partly 
address these issues. Recent additions 
to the growing list of smart-beta funds 
include Edelweiss Nifty Alpha Low 
Volatility 30 Index Fund, Mirae Asset 
Nifty MidSmallcap400 Momentum 
Quality 100 ETF and Mirae Asset Nifty 
MidSmallcap400 Momentum Quality 
100 ETF Fund of Fund. 

What is a smart-beta fund? 

Passive equity funds track the perform-
ance of indices such as the Nifty 50 and 
Nifty Bank, which are constructed on 
the basis of market capitalisation. 
Smart-beta schemes track equity 
indices constructed on the basis of a 
factor: value, quality, momentum, 
alpha, volatility or growth. The index 
manufacturers pick stocks 
that score high on one or 
more of these factors to 
build these indices. 

Eliminate fund  
manager risk 

The index construction 
methodology using quanti-
tative rules is clearly defined 
here. “In a smart-beta offer-
ing, factors are the building 
blocks. There is no element 
of human bias. It is com-
pletely rule-based. They are passively 
managed and replicate the perform-
ance of a specific index. They tend to 
have lower expense ratios. They pro-
vide solutions in a transparent and 
cost-effective manner with the poten-
tial for enhanced returns,” says 
Chintan Haria, principal investment 
strategy, ICICI Prudential Asset 
Manage ment Company (AMC). 

Good for diversification 

Smart-beta funds can effecti vely diver-
sify your portfolio. Many low-quality 
sto cks may enter the portfolio to bene-

fit from rising prices. A systematic 
investment plan (SIP) in a smart-beta 
fund tracking the Nifty 100 Quality 30 

index can provide effective 
diversification. “If an acti -
vely managed portfolio is 
heavily tilted tow ards a 
cert ain style of investing, 
the investor can consider 
inv esting in a sm art-beta 
fund of a different style to 
act as a counterbalance and 
negate style-oriented risks,” 
says Haria. 

Performance  
can be uneven 

Any factor does not perform across 
all time periods. “Different factors do 
well in different market conditions,” 
says Vishal Dhawan, founder and chief 
executive officer (CEO), Plan Ahead 
Wealth Advisors. He adds that these 
indices are constructed based on his-
torical data, but the market could 
behave differently in the future. 

Multi-factor funds : Smoother ride 

While these are index funds, they are 
not simple products (like market cap 
index-based funds). Investors need to 
understand the methodology of how 

their indices have been constructed. 
They should also examine their per-
formance across market cycles. 

Single-factor funds can underper-
form in certain market environments. 
“While smart-beta factors carry the risk 
of underperforming the market during 
specific periods, this risk can be miti-
gated by incorporating two or more 
factors simultaneously,” says Niranjan 
Avasthi, senior vice president (SVP) 
and head–product, marketing & digital 
business, Edelweiss Mutual Fund (MF). 

Investors should choose a fund that 
matches their risk profile. “Aggressive 
investors could explore momentum-
based factor funds, as long as they are 
comfortable with the potential higher 
downside when the market corrects. 
Moderate risk takers may prefer a fund 
based on the low-volatility index or 
quality index,” says Dhawan. 

Restrict exposure 

Restrict exposure to these schemes to 
20 per cent of the portfolio. “Start with 
a smaller allocation of around 5-10 per 
cent and gradually increase exposure 
as you gain confidence,” says Avasthi. 

Use the SIP route to invest in these 
schemes and invest with a long-term 
view to tackle underperformance risk.

Aggressive investors may choose momentum-based factor funds
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ROBUST PERFORMANCE OVER FIVE YEARS 
Fund returns  � 1 year    � 3 years    � 5 years (%)

Only funds having a five-year track record included. Returns above one year are in CAGR.  
Returns are of growth, regular plans in case of funds; Data as on May 8                                 Source: Navigation RA

Nippon India ETF Nifty  
Dividend Opportunities 50 

Nippon India ETF  
Nifty 50 Value 20 

ICICI Prudential  
Nifty 50 Value 20 ETF 

Kotak Nifty 50  
Value 20 ETF 

Sundaram Nifty 100  
Equal Weight Fund  

DSP Nifty 50 Equal  
Weight Index Fund 

ICICI Prudential Nifty 100  
Low Volatility 30 ETF 

SBI NIFTY 200  
Quality 30 ETF
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