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India Economics: Currency Outlook

The last fortnight was marked by sharp volatility in the global markets, with the
foreign exchange market being particularly badly hit. The Federal Reserve raised
rates further by 75 bps, much in line with expectations. However, the forward
guidance was much more hawkish than expected which led to a sharp knee-jerk
reaction in the markets. In the currency market, dollar surged to a 20-year high while
most global currencies depreciated to multi-year lows. Fallout from UK’s expansive
fiscal measures provided further negative stimulus to the markets. Even though
BoE’s announcement to buy gilts helped to calm investors’ sentiments. PBOC and
BoJ stepped in the market to provide support to their respective currencies. INR too
was not immune to the hostile global sentiment and depreciated to a new record low
of 81.94/$ on 28 Sep 2022. A combination of adverse global environment along with
rising domestic headwinds is likely to keep INR under pressure. It is likely to trade in
the range of 81-81.95/$ in the near-term (below the psychological mark of 82).

Click here for the full report.
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India Economics: Bond Market Round-up

Financial tightening continued globally which led to sell-off in the bond market. The
sharpest sell-off was seen for UK where expansionary fiscal policy was perceived as a
threat to inflation. Fed’s projection of 4.6% as the terminal rate for CY23, made investors
believe that global rates are bound to rise. On the domestic front as well, RBI frontloaded
another 50bps rate hike (total 190bps till date in the current cycle). However, this was
much on expected lines, hence India’s 10Y yield broadly remained stable, post policy.
The main highlight in the domestic bond market in Sep’22, has been the sharper pace of
increase in short end yields, whether be it T-bills of all maturity or short tenor government
papers. We expect yield curve flattening to continue in the coming days, with short end
papers rising at a faster pace than long end papers. This will be on account of liquidity
slipping into deficit due to RBI's forex intervention and faster growth in credit.

Click here for the full report.

India Economics: Household Finances

There is considerable euphoria relating to consumption, and the relentlessly high GST
collection numbers is a reflection of this phenomenon. But there is also the case of
inflation being very high this year driven by various factors. This has tended to push up
nominal numbers. For instance, for the first quarter of the year, nominal consumption
grew by around 40%, in real terms it was 26%. The difference is the consumption price
deflator which accounted for this high increase in nominal terms. This also means that if
people are spending more due to inflation, besides the normal pent up demand factor,
then savings must be getting affected. This is reflected in the rising current account
deficit too which is expected to be in the range of 3-3.5% of GDP this year. In this
context, an examination of how household savings have behaved in the last three years
will be useful.

Click here for the full report.

India Economics: Monthly Economic Buffet

Major global Central Banks have announced steep policy hikes in Sep’22, and have
vowed to remain hawkish as long as inflation levels remains elevated. In addition, weak
Q2CY22 GDP prints (US, Germany) and downgraded forecasts for both CY22 (US) and
CY23 (US and Eurozone) have further accentuated concerns of slowdown in global
growth. OCED now expects global growth to average 2.2% in CY23, down from 2.8%
estimated earlier. High frequency data (flash PMIs) are also showing signs of uneven
growth in major economies. Inflation trajectory and impact of rate hikes on real economy
will be key to watch in the coming months.

Click here for the full report.
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INDIA ECONOMICS

CURRENCY OUTLOOK

Is 82 the new 807

The last fortnight was marked by sharp volatility in the global markets, with the foreign
exchange market being particularly badly hit. The Federal Reserve raised rates further
by 75 bps, much in line with expectations. However, the forward guidance was much
more hawkish than expected which led to a sharp knee-jerk reaction in the markets. In
the currency market, dollar surged to a 20-year high while most global currencies
depreciated to multi-year lows. Fallout from UK’s expansive fiscal measures provided
further negative stimulus to the markets. Even though BoE’s announcement to buy
gilts helped to calm investors’ sentiments. PBOC and BoJ stepped in the market to
provide support to their respective currencies. INR too was not immune to the hostile
global sentiment and depreciated to a new record low of 81.94/$ on 28 Sep 2022. A
combination of adverse global environment along with rising domestic headwinds is
likely to keep INR under pressure. It is likely to trade in the range of 81-81.95/$ in the
near-term (below the psychological mark of 82).
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Aditi Gupta
Economist

Currency movement in the last fortnight

Volatility returned to the currency market after the Fed policy meet. All major
currencies came under pressure as expectations of more aggressive rate hikes by the
Fed spurred demand for the dollar. In the immediate aftermath of the Fed policy, DXY
index rose to a 20-year high, registering its largest single day gain in close to 6 years.
In the fortnight, DXY index is up by 2.2%.

Figure 1: Fed's economic projections suggest further rate hikes

(%) = 2022 w2023 = 2024
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Source: Federal Reserve, Bank of Baroda

Global currencies fell across the board, with several of them falling to lows last seen
during the Asian Financial Crisis in 2008-09. Amongst the worst affected were
currencies of New Zealand (NZD), Australia (AUD) and Canada (CAD). In fact,
Developed Market (DM) currencies performed worse than Emerging Market (EM)
currencies. Notably, GBP fell sharply to a record-low in the last fortnight after the UK
government unveiled a new fiscal plan involving sweeping tax cuts, leading to
concerns over elevated borrowings and inflation. However, it did consolidate some of
the losses as intervention by BoE through gilt buying helped revive sentiments.
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INDIA ECONOMICS

BOND MARKET ROUND-UP

Bond Market Round-up: September 2022

Financial tightening continued globally which led to sell-off in the bond market. The
sharpest sell-off was seen for UK where expansionary fiscal policy was perceived as a
threat to inflation. Fed’s projection of 4.6% as the terminal rate for CY23, made
investors believe that global rates are bound to rise. On the domestic front as well, RBI
frontloaded another 50bps rate hike (total 190bps till date in the current cycle).
However, this was much on expected lines, hence India’s 10Y yield broadly remained
stable, post policy. The main highlight in the domestic bond market in Sep’22, has been
the sharper pace of increase in short end yields, whether be it T-bills of all maturity or
short tenor government papers. We expect yield curve flattening to continue in the
coming days, with short end papers rising at a faster pace than long end papers. This
will be on account of liquidity slipping into deficit due to RBI’s forex intervention and
faster growth in credit.
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Dipanwita Mazumdar
Economist

10Y yield is likely to be broadly stable and is expected to trade in the range of 7.30-
7.45% in the current month. Only discomfort might be another above 7% headline CPI
print in Sep’22. We expect it to be between 7-7.3%.

Financial conditions tightening continued:

e Global 10Y yields started firming up sharply worldwide. The sell-off spree was the
sharpest in the UK market with 10Y yield inching up by 129bps. This was on
account of UK’s expansionary policies announced at a time when the economy
was facing considerable inflationary pressure. Even a bond purchase
announcement of US$ 71bn in the next 2 weeks, could hardly comfort yields.

e Sentiments in the bond market also worsened with US materializing a 75bps rate
hike in the current policy and indicating a terminal Fed Fund rate projection of 4.6%
in CY23. Currently market is pricing in another 75bps rate hike in the next policy of
US Fed (CME Fed Watch Tool data). Thus, US 10Y yield rose by 64bps.

¢ With Germany’s inflation touching the highest level in 25-years (10.9%),
expectation of 75bps rate hike by ECB crept in. This led its 10Y yield rise by 57bps.

e Even major EMs were not insulated from this financial tightening. Thus, Bloomberg
EM bond yield rose by 111bps.

e Sentiments in the domestic market was dampened with reports of delay in India’s
inclusion in the EM Global Bond Index, on account of procedural issues. Thus,
India’s 10Y vyield rose by 21bps in Sep’22.
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HOUSEHOLD FINANCES 03 October 2022
Are we saving less?

There is considerable euphoria relating to consumption, and the relentlessly high GST Aditi Ggpta
collection numbers is a reflection of this phenomenon. But there is also the case of Economist
inflation being very high this year driven by various factors. This has tended to push up
nominal numbers. For instance, for the first quarter of the year, nominal consumption
grew by around 40%, in real terms it was 26%. The difference is the consumption price
deflator which accounted for this high increase in nominal terms. This also means that
if people are spending more due to inflation, besides the normal pent up demand factor,
then savings must be getting affected. This is reflected in the rising current account
deficit too which is expected to be in the range of 3-3.5% of GDP this year. In this
context, an examination of how household savings have behaved in the last three years
will be useful.

Table 1: Structure of household financial savings: FY20-22

Savings flows (Rs cr) Shares in total %

FY20 FY21 FY22 FY20 FY21 FY22
Financial Assets 2407250  31,61,953  25,60,478 100.0 100.0 100.0
Per cent of GDP 12.0 16.0 10.8
of which:
1. Total Deposits (a+b) 8,84,579  12,59,767 6,95,471 36.7 39.8 272
(a) Bank Deposits 827,830  12,19,909 6,53,911 344 38.6 255
i. Commercial Banks 768,855  11,56,334 6,51,733 319 36.6 255
ii. Co-operative Banks 58,975 63,576 2,178 24 2.0 041
(b) Non-Bank Deposits 56,749 39,858 41,561 24 1.3 1.6
2. Life Insurance Funds 3,74,170 563,216 4,40,810 15.5 17.8 17.2
4 z;‘;viﬁli'};:;‘g';e;:)‘°“ 500203 546700 581,668 | 208 173 227
4. Currency 2,82,662 3,81,976 2,69,667 11.7 121 10.5
5. Investments 97,657 1,24,577 2,27,977 4.1 39 8.9
of which: 0.0 0.0 0.0
(a) Mutual Funds 61,686 64,084 1,60,600 26 20 6.3
(b) Equity 26,738 38,531 48,613 1.1 1.2 1.9
6. Small Savings (excluding PPF) 2,63,723 2,81,495 3,40,655 11.0 8.9 13.3

Source: RBI

The storyline here is interesting. First, overall savings of households increased by
31.3% in FY21 which was mainly due to the lockdown which inhibited consumption for
several months. Therefore, households perforce diverted income to savings.
Subsequently, with normalcy on course in FY22 even though there were lockdowns of
diluted variety due to the delta wave, savings fell by 19%. However, if FY22 is
compared with pre-covid FY20, the increase in savings is just 6.3% over 2 years.
Therefore financial savings have underperformed in the last 2 years. This can be seen
from the fact that financial assets as % of GDP was lower at 10.8% in FY22 compared
with 12% in FY20.
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MONTHLY ECONOMIC BUFFET
Economic Round-up: September 2022

Major global Central Banks have announced steep policy hikes in Sep’22, and have
vowed to remain hawkish as long as inflation levels remains elevated. In addition, weak
Q2CY22 GDP prints (US, Germany) and downgraded forecasts for both CY22 (US) and
CY23 (US and Eurozone) have further accentuated concerns of slowdown in global
growth. OCED now expects global growth to average 2.2% in CY23, down from 2.8%
estimated earlier. High frequency data (flash PMIs) are also showing signs of uneven
growth in major economies. Inflation trajectory and impact of rate hikes on real
economy will be key to watch in the coming months.
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Sonal Badhan
Economist

Global growth: As shown by flash PMIs for Sep’22, both manufacturing and services
activity in Europe signals further downturn in economic activity. In UK, services activity
remains under acute stress while pace of contraction in manufacturing activity seems
to be easing. However in case of US, both manufacturing and services activity has
shown signs of revival, although services PMI still remains in contractions. Both US
Fed (for CY22 and CY23) and ECB (for CY23) have downwardly revised their growth
forecasts. This reflects the estimated impact of tight monetary conditions on real
economy. In case of Eurozone, energy crisis and stubborn inflation will shave off
growth prospects next year. German economy is expected to witness the impact from
Q3CY22 onwards. Uneven recovery in China (falling property prices, industrial profits,
divergent trends in official and non-official manufacturing PMIs) also poses threat to
global growth.

Global Central Banks: In Sep’22 major global Central Banks delivered steep rate
hikes, with US Fed increasing rates by 75bps and BoE by 50bps. Stubborn inflationary
trends have forced central banks to maintain hawkish stance. They have
acknowledged its possible impact on economic activity by downgrading their growth
forecasts. This has refuelled recessionary fears, thus tanking equity, currency and debt
markets. Major equity indices such as Dow Jones (-4.8%), FTSE (-4.8%), S&P (-
5.4%), Nikkei (-5%) and Sensex (-3.4%) have fallen sharply since Fed'’s policy. DXY is
up by 1.3%, and US 10Y has risen by 30bps. India’s RBI too increase policy rate by
50bps. However PBOC and BoJ still remain accommodative.

Key macro data releases: India’s fiscal situation remains steady so far till Aug’22.
Centre’s fiscal deficit (% of GDP, 12MMA basis) is at 6.4% as Aug’22. Concerns
regarding deficit levels had emerged as government announced extension of PM-
GKAY scheme till Dec’22 and 4% increase in central government employees’ DA
allowance. Laggard disinvestment receipts are another concern. However, with
buoyant revenue receipts, and higher than estimated nominal GDP, it is expected that
slippage in fiscal deficit will be almost negligible. On the industrial production side, core
sector has registered progressively a slowdown in growth rate for the third successive
month to 3.3% in Aug’22, partly due to base effect (12.2% growth last year.).
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Disclaimer

Recommendation scale: Recommendations and Absolute returns (%) over 12 months

BUY — Expected return >+15%

HOLD - Expected return from -6% to +15%

SELL - Expected return <-6%

Note: Recommendation structure changed with effect from 21 June 2021

Our recommendation scale does not factor in short-term stock price volatility related to market fluctuations. Thus, our recommendations may not always be strictly in
line with the recommendation scale as shown above.

Rating distribution

As of 30 September 2022, out of 119 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 67 have BUY ratings, 30 have HOLD ratings, 5
are rated ADD*, 1 is rated REDUCE* and 16 are rated SELL. Of these, 2 companies rated BUY and 1 rated ADD have been investment banking clients in the last 12
months. (*Our ADD and REDUCE ratings are in the process of being migrated to the new recommendation structure.)

Analyst certification

Each of the analysts mentioned in this research report certify, with respect to the sections of the report for which they are responsible, that (1) all of the views expressed
in this report accurately reflect his/her personal views about the subject company or companies and its or their securities, and (2) no part of his/her compensation was,
is, or will be, directly or indirectly, related to the specific recommendation(s) or view(s) in this report. Analysts are not registered as research analysts by FINRA and are
not associated persons of BOBCAPS.

Important disclosures

This product is a compilation of previously published research notes. To view the complete report along with the associated Analyst certifications and Company-specific
disclosures, please click on the hyperlink accompanying each excerpt.

General disclaimers

BOBCAPS is engaged in the business of Stock Broking and Investment Banking. BOBCAPS is a member of the National Stock Exchange of India Limited and BSE
Limited and is also a SEBI-registered Category | Merchant Banker. BOBCAPS is a wholly owned subsidiary of Bank of Baroda which has its various subsidiaries engaged
in the businesses of stock broking, lending, asset management, life insurance, health insurance and wealth management, among others.

BOBCAPS’s activities have neither been suspended nor has it defaulted with any stock exchange authority with whom it has been registered in the last five years.
BOBCAPS has not been debarred from doing business by any stock exchange or SEBI or any other authority. No disciplinary action has been taken by any regulatory
authority against BOBCAPS affecting its equity research analysis activities.

BOBCAPS has obtained registration as a Research Entity under SEBI (Research Analysts) Regulations, 2014, having registration No.: INH000000040 valid till
03 February 2025. BOBCAPS is also a SEBI-registered intermediary for the broking business having SEBI Single Registration Certificate No.: INZ000159332 dated 20
November 2017. BOBCAPS CIN Number: U65999MH1996G0I1098009.

BOBCAPS prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or derivatives of
any companies that the analysts cover. Additionally, BOBCAPS prohibits its analysts and persons reporting to analysts from serving as an officer, director, or advisory
board member of any companies that the analysts cover.

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions contrary to the
opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations
expressed herein. In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of
interest. Additionally, other important information regarding our relationships with the company or companies that are the subject of this material is provided herein.

This material should not be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be
illegal. We are not soliciting any action based on this material. It is for the general information of BOBCAPS’s clients. It does not constitute a personal recommendation
or take into account the particular investment objectives, financial situations, or needs of individual clients. Before acting on any advice or recommendation in this
material, clients should consider whether it is suitable for their particular circumstances and, if necessary, seek professional advice.

The price and value of the investments referred to in this material and the income from them may go down as well as up, and investors may realize losses on any
investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may occur. BOBCAPS does not
provide tax advice to its clients, and all investors are strongly advised to consult with their tax advisers regarding any potential investment in certain transactions —
including those involving futures, options, and other derivatives as well as non-investment-grade securities —that give rise to substantial risk and are not suitable for all
investors. The material is based on information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied on as such.
Opinions expressed are our current opinions as of the date appearing on this material only. We endeavour to update on a reasonable basis the information discussed
in this material, but regulatory, compliance, or other reasons may prevent us from doing so.

We and our affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of this material, may from time to time have “long” or
“short” positions in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein and may from time to time add to or dispose
of any such securities (or investment). We and our affiliates may assume an underwriting commitment in the securities of companies discussed in this document (or in
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related investments), may sell them to or buy them from customers on a principal basis, and may also perform or seek to perform investment banking or advisory
services for or relating to these companies and may also be represented in the supervisory board or any other committee of these companies.

For the purpose of calculating whether BOBCAPS and its affiliates hold, beneficially own, or control, including the right to vote for directors, one per cent or more of the
equity shares of the subject company, the holdings of the issuer of the research report is also included.

BOBCAPS and its non-US affiliates may, to the extent permissible under applicable laws, have acted on or used this research to the extent that it relates to non-US
issuers, prior to orimmediately following its publication. Foreign currency denominated securities are subject to fluctuations in exchange rates that could have an adverse
effect on the value or price of or income derived from the investment. In addition, investors in securities such as ADRs, the value of which are influenced by foreign
currencies, effectively assume currency risk. In addition, options involve risks and are not suitable for all investors. Please ensure that you have read and understood
the Risk disclosure document before entering into any derivative transactions.

In the US, this material is only for Qualified Institutional Buyers as defined under rule 144(a) of the Securities Act, 1933. No part of this document may be distributed in
Canada or used by private customers in the United Kingdom.

No part of this material may be (1) copied, photocopied, or duplicated in any form by any means or (2) redistributed without BOBCAPS’s prior written consent.

Other disclosures

BOBCAPS does not have any financial interest in the subject company. BOBCAPS does not have actual/beneficial ownership of one per cent or more securities in the
subject company at the end of the month immediately preceding the date of publication of this report.

BOBCAPS is not engaged in any market making activities for the subject company.
BOBCAPS or its associates may have material conflict of interest at the time of publication of this research report.

BOBCAPS'’s associates may have financial interest in the subject company. BOBCAPS'’s associates may hold actual / beneficial ownership of one per cent or more
securities in the subject company at the end of the month immediately preceding the date of publication of this report.

BOBCAPS or its associates may have managed or co-managed a public offering of securities for the subject company or may have been mandated by the subject
company for any other assignment in the past 12 months.

BOBCAPS may have received compensation from the subject company in the past 12 months. BOBCAPS may from time to time solicit or perform investment banking
services for the subject company. BOBCAPS or its associates may have received compensation from the subject company in the past 12 months for services in respect
of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory services in a merger or
specific transaction. BOBCAPS or its associates may have received compensation for products or services other than investment banking or merchant banking or
brokerage services from the subject company in the past 12 months.
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