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Baja Auto Ltd – SELL

Current: 2652
Target:   2100 
BSE code: 532977

Bajaj Auto Ltd is India’s second largest two wheeler manufacturer. It posted sales of 3,18,415 units in July 2010 month. Bajaj posted sales of 315422 units in June 2010. Thus sales increased by mere 3000 units i.e. 0.95% as compare to 5.35% increase in sales in June 2010 compare to May 2010 month indicating decline in growth rate. High sales were registered in April which went down in May.
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Month
	Production units

	April 2010
	313472
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May 2010
	299442

	June 2010
	315422

	July  2010
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318415


 

In an interview on CNBC, Rajiv Bajaj, MD, Bajaj Auto spoke about the production constraints faced by the company. He also quoted about the inability to not achieve the target sales in July 2010 as he said “We struggled a bit in July, Unfortunately with motor cycles we are still in the 280,000 space. We did not quite make it to 300,000.” 
Globally, a fall in demand has been seen in automobile market in this quarter. Automobile sales of US, Europe, and UK are down by 21.5%, 11.9%, and 6.4% respectively thus depicting a falling trend globally in automobile industry.

Edelweiss recommends a sell on Bajaj Auto. Jitendra Shah, Analyst, Edelweiss spoke about expected fall inBajaj“We are recommending Bajaj Auto as a trading sell. We have some kind of toppish patterns in the entire auto pack. We saw a correction in Maruti and Hero Honda. Some distribution pattern is now emerging in Bajaj Auto and Mahindra and Mahindra. Bajaj Auto can come down easily to Rs 2,550 levels and one can use this upside right now to initiate a trading short” [image: image4.png]



With increasing cost of raw material steel, the profit margin is diminishing thus will affect the profits.

Bajaj Auto started its trail from 300 levels in 2008 to 2750 levels currently. Technically, it has reached the highest point and growth won’t sustain which will lead to a downfall from 2700 level to 2500 and further to 2100 levels. Other companies in auto sector like Hero Honda & Maruti are also going through a falling pattern.

Sensex is expected to undergo a correction from 18000 levels to 15000 levels due to the prevailing crisis of Europe & US.

Thus, considering the saturation level attained by auto industry in India and no further scope of growth, increasing cost price of manufacturing bikes, production constraints faced by auto manufacturer, we outlook Bajaj Auto to follow bearish trend thus falling down to 2500 levels.  

We recommend a strong SELL on Bajaj Auto.
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