Early Warning & Signals Through Charts

MAY 2022




Indian Economy Is Recovering: Exports, Taxes Improving

While the world worries about growth amidst macro headwinds, Indian economy is resilient
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India’s Growth Is On a Strong Footing!

Most domestic economic indicators are on a strong footing, with March
numbers continuing to show resilience despite global slowdown

India’s recovery has been rickety but resilient.

Post-covid domestic recovery was not highly Consumer Sentiment Index
dependent on fiscal & monetary expansion.

Theretore, unlike developed economies, damage

from withdrawal of policy support is limited. _
Manufacturing PMI

While the developed world seems to be entering
another round of slowdown, most domestic high

frequency indicators have shown strength. Credit Passenger Car sales('0000 numbers)

growth is picking up & remains a strong indicator
of sustained recovery

Amongst the EM basket, India has the biggest % of households who consider this to be a
opportunity size, given the strong fundamentals. better time to buy consumer durables

There are some headwinds, but gradually India is

finding its own economic rhythm and is de- Fight Core Industry (% YoY)
linking from US economic cycle.
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India’s Engineering Goods Exports Top $112bn in FY22

120 Engineering goods have been the biggest driver of India’s export growth. +46%
It is the largest category of India’s exports. The growth in FY22 is massive
and is likely to continue after a lean 7 year period.

Indian engineering goods exports comprise 100
mainly of auto parts’ components & No growth phase
automobile exports. Due to exceptional price
rise & strong demand trends globally, India’s 80
engineering goods industry has reaped v }
mmense benefits, 60 25% CAGR over 12 years ,’/
Over time, this is the category in which export g
growth has been key. This sector is the one e
where India is developing size, scale & already 40 L’ d
has expertise. e
/
This trend in export growth is positive for auto 20
ancillary & the automobile sector in general. e I |
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GST Collections Robust: Additional Benefits From Rise In Imports

GST collections shot up to INR 1.68 trillion in GST collections have benefitted from a rise in imports

April, 2022, were a good sign & remain a 30
function of the year end phenomenon, better

comp\iance & inflation. 60 Post covid GST uptick is driven by
collections from rise in imports

GST collections have two components, one 40
that is dependent on domestic activity & the
other that benefits from imports. 20

—
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Post covid, GST collections from imports related 0 - w \ J
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activity is clocking a higher growth as shooting 2 50 Pre- covid GST growth was
X
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If GST collections remain robust it
would support govt revenues and help

up of global commodity prices increased the
import bill. 40 collections from domestic activity

dominated by higher growth rate in

GST collections can structurally improve, -60
helping the fiscal math further. However, we

take note of higher than budgeted subsidies & -80 ease pressure from the bond market.
do not think that borrowing numbers are likely 2100
to be affected. If GST collections remain robust
it would support govt revenues & help ease -120
pressure from the bond market. X XY XA QDD O QOO QO Q d A A Hd H H NN
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— Source: CMIE, Data as on 30t April 2022




Best Time To Buy Indian Stocks? Are We There Yet?

50000 20000
FIl’'s have sold $16.8Bn in the first four months of 2000
40000 2022- The biggest outflow in any four month period
Every time Indian stocks witness large Fl
. o 16000
outflows, the causes some dislocation in
. . 30000
valuations and ownership trends.
14000
In the past, large Fll outflows have
.. " , 20000 |
coincided with deep cuts for Indian stocks EM meltdown 12000
and bear markets. This was because local
ownership of equities was small. Over time 10000 10000
domestic institutional & Indian households
have increased their equity holdings 0 8000
providing a cushion on markets.
6000
At this time the rolling 12 month Fll flows 10000 ‘V
are the most negative on record. Flls have Growth 4000
sold stocks worth $17bn in the first 4 w slowdown
months of 2022, a record in itself. History -20000 Twin balance 5000
says when Fll outflows rise to such levels, sheet crisis -
it’s usually a good time to buy Indian stocks. EEEEREEE GFC T
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Positive for Indian equities.

-India Net Foreign Equity Investment 12 Month Rolling Sum USD (LHS)
-NSE Nifty 50 Index (RHS)
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Global Growth Is Slowing As Monetary Policy Tightens, Threatening Commodity Prices

But inflation up surge may stall, offering some respite
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Growth Is Slowing Down In The Developed World

High growth

Slowing growth

With rising interest rates, removal of all

government funded stimulus & end of the

‘vent-up’ demand in developed economies, Expansion

the growth is slowing.

The graph on the right shows how I | | | I |

manufacturing PMIs have slowed in US &
Germany. This has coincided with Chinese
manufacturing activity registering de-growth.

This can have a severe impact on some
markets. Particularly, commodity markets
which are dependent on huge demand from
developed economies & China could see
demand shocks.

The manufacturing PMI of large economies is showing a
marked slowdown. This is in addition to already slowing China.

Contraction

This is negative for commodity prices.
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Policy Headwinds — India Interbank Liquidity

Interbank markets are among the most 4000 50bps CRR hike will shrink the interbank
important in the financial system. They allow liquidity surplus by Rs 87,000 crore.
iquidity to be readily transferred tfrom banks 2000
with a surplus to banks with a deficit. This
helps in smooth functioning of banks and
financial stability to be maintained.

High levels of interbank liquidity surplus cause -2000
short term rates to remain low. This can nudge

banks to keep their cost of lending lower 4000
across tenors.

RBI raised CRR by 50bps which will shrink the -6000
liquidity surplus by 87,000 crores. Markets

have been anticipating this since Oct'21 but -8000
this normalization is now taking hold.

India interbank liquidity is now beginning to normalize.
Expect a gradual reduction in interbank liquidity.

-10000

Impact: Ultra lose monetary policy is giving way
to a neutral policy environment. This will keep
short term rates higher. -12000

May-14 May-15 May-16 May-17 May-18 May-19 May-20 May-21

-India Interbank Liquidity Surplus (INR Bn) -4 week moving average
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Policy Headwinds — US Federal Reserve Unwind
4000

COVID recession: QE4

3500
Every time the US Federal Reserve has tried Every time the US Fed has tried to reduce the size

to wean off the market from an ultra loose [Eflels of its balance sheet (QT), it has caused volatility
monetary policy it has caused either an

economic slowdown or a disruption in the 2500

financial markets.

Global Financial Crisis 2008 — QE1
Over the last decade, attempts by US Fed to 2000

remove monetary policy stimulus have Slowdown: QE3
1500
almost always led to a growth slowdown. EU financial crisis: QE2

The US Fed & most other central banks, 1000
with an exception of a few are steadily

moving towards removal of all extraordinary el
stimulus provided during COVID.

This is making other markets volatile. Equity 0

markets especially are witnessing steady

compression in P/E multiples. Till the time ->00 .

Fed remains on tightening cycle, markets Taper tantrum; QT attempt I h :

are likely to remain jittery. -1000 Balance sheet tapering (QT)
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DSP MW US Federal Reserve Total Assets (Change over 12 Months, USD Bn)
E— Source: St Louis Fed, April 2022




Policy Headwinds — Rising Rates Can Cause A Growth Slowdown

150 3.3
Past episodes of US Fed balance sheet 110 o \ 2.8
unwind were met with rising rates. This Liquidity scare:
occurred due to reduction in liquidity and ~__ Rates rise, Growth scare: .
was then followed by a growth slowdown. /70 Curve flattens Rates fall, 2.3 X
| Curve flattens
This eventually forced the US Fed to —_—
abandon tightening and take a U-turn to 30 1.8
again implement quantitative easing, even
before COVID struck.
This time a similar market pattern is 10 1.3
, , P s , Aug-17 Nov-17 Feb-18 May-138 Aug-18 Nov-18 Feb-19 May-19 Aug-19
repeating. US interest rates are rising in
anticipation of tighter policy and potential 190 Liquidity scare: 3.0
QT. Rates rise,
150 Curve flattens 2:3
is | i 2.0
We reck.on that this is already slowing 110 i Crowth scare N
growth in US & may push the US central ahead??? 15X
banks to abandon tightening much /0 10
earlier than market perceives today. 30 T ,e
-10 0.0
Dec-21 Jan-22 Feb-22 Mar-22 Apr-22
DSP —Yield curve (bps) -US 10YR (RHS)
e Source: Bloomberg, Edelweiss Research April 2022




Can Inflation Sustain In Face of Slowing Growth?

700 3 10

Inflation rhymes with commodity prices. More
SO in emerging markets where consumption 600
basket is dominated by food & fuel.

In US, the consumer price inflation broadly
moves with high volatile commodity prices. In
fact due to the current supply side issues in
Crude Oil, wheat, corn and Aluminum the
consumer price inflation has accelerated to a 400

40 year high in US.

500

But can a combination of easing of supply side Elels
Issues, slowing growth and thus weaker
demand cause inflation to cool down?

200 0

Expect global inflation to cool off in next few
guarters it this trend plays out!

This means — Interest rates could soften. Time 100 -2
to take advantage of higher yields. A O
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Apr-08
Aug-13
Apr-16

DSP

Source: Bloomberg; Data as on April 2022




Commodity Prices Are Cyclical: Gains Are Followed By Losses

40%
Large gains are followed by lean 34%

e . l I 30%
CRB commaodity index has climbed to a periods of deep corrections

30%
ifetime high with a cumulative gain of more 249%
than 80% since the COVID bottom in 2020.

20%
Commodity prices are highly cyclical. Higher ‘ ‘

prices attract higher supply & eventfully

. 11%|11%
prices cool off.

10%

Recently we have seen three major

headwinds for commodities — slowing . [ 0%
growth in large economies, shift in | | I | '
commodity futures curve from
backwardation to contango & nascent signs -10%
of supply side issues easing.
. . . . -13% -14%
This begs the question — Is this the best time 0%
to bet on a further rise in commodity prices? . ,
oYy Is this the best time to
It not, then commodity users like India are bet on further rise? 200
- (o)

likely to benetfit.
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TS FFTITST T TS FEEEEFEFE W

H CRBCommodity Inde , %
DSP ity X (yoy, %)

Source: Bloomberg, Data as on April 2022




No Straight Lines

The most beautiful
destinations are not
reached in a straight
ine. For the ones with
a calm mind, the
journey itself
IS the destination.




Disclaimer

In this material DSP Investment Managers Pvt. Ltd. (the AMC) has used information that is publicly available, including information
developed in-house. Information gathered and used in this material is believed to be from reliable sources. The AMC however does not
warrant the accuracy, reasonableness and / or completeness of any information. The above data/statistic are given only for illustration
purpose. The recipient(s) before acting on any information herein should make his/their own investigation and seek appropriate
professional advice. This is a generic update; it shall not constitute any offer to sell or solicitation of an offer to buy units of any of the
Schemes of the DSP Mutual Fund. The data/statistics are given to explain general market trends in the securities market, it should not be
construed as any research report/research recommendation. We have included statements / opinions / recommendations in this
document, which contain words, or phrases such as “will”, “expect”, “should”, “believe” and similar expressions or variations of such
expressions that are “forward looking statements”. Actual results may differ materially from those suggested by the forward looking
statements due to risk or uncertainties associated with our expectations with respect to, but not to, exposure to market risks, general
economic and political conditions in India and other countries globally, which have an impact on our services and / or investments, the

monetary and interest policies of India, inflation, deflation, unanticipated turbulence in interest rates, foreign exchange rates, equity
prices or other rates or prices etc.

Mutual Fund investments are subject to market risks, read all scheme related documents carefully.
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