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‘Volatility Gauge’ Shows The Extremity of Fear In Markets

400

49500  Past readings of VMF indicator above 200 indicates the market entering a
bottomi t phase. | h ph being bearish b boptimal.
VME(VIX, MOVE and FX volatility index) ming out phase. In such phases being bearish may be suboptima

. . . . . 4400
indicator is our in-house indicator which "
measures the combined volatility in stocks,

bonds & currency markets. Elevated 3900
readings in this indicator means that all Very fe“{ Volatili’fv ‘fear’ spikes
three asset classes are under stress at the 3400 of this order in the past
same time.

2900
Currently, we are withessing heightened
readings across all the three underlying 2400

indices of these asset classes. In the first
week of Oct’22, this indicator reached a level

1900
which signalled the possibility of the
bottoming out process in markets. The ‘Risk- 200
off” has run too far.
The indicator suggests that the worst of FX 200
& bond moves may be behind us now. This
means equity markets may enjoy a less 400 50
volatile period ahead 5238852338883 8858833 32308523854
O 0 0000000000000 0000000O0O0O0O0O0O0 O O O
-S&P 500 Index (LHS) -VMF Volatility Indicator Index (RHS)
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US Bonds Are Deeply Oversold

270

50 US bond market has seen a sharp drop with bond
US long bond vield (20 yr+) has risen 250 530 prices crashing & yield surging. The long bond ETFs in
basis points (2.5%) in the last 9 months. This 16 US have lost 14 years of returns in the last 9 months.

IS one of the sharpest rises but is still lower
than the ~400 bps increase in short term (3 S
month) rates in the US. That’s because short ki
term rates are closely linked to actions of

150

the central banks, the US Fed in this case. 0
130

The oversold readings on bonds indicate 110

that long term bond yields in the US are in a e

process of topping out. Our inflation
readings indicate a decline in inflation -US Long Bond (20 yr+) Futures (Normalized to 100)

70

ahead . Additionally, oversold conditions in
the bond market indicates that both data

and markets will push the US Fed to tone

down its hawkish stance in the next two 60
meetings.

This is another ‘risk-off” indicator in the 30 0 “
current context which suggests that the US long term bond yields are at the second
worst sell-off in bonds may be behind us. 0 RSI (12M) most oversold readings in the last 40 years.
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Supply Chain Pressures Are Easing

5.00
The worldwide market for container ships
and freight containers were one of the Supply chains were one of the biggest factors which caused
biggest source of a surge in input price *09" an inflation spike and forced central banks to hike rates at a
pressures. In the last few months, this trend record pace. This is now quickly getting adjusted lower.
has reversed and has seen an eye watering 3 00
decline.
Global container 40ft box freight rates are 200
down 67% from the peak of last year and are
approaching pre-Covid levels. The freight
rates for container ships (as per HARPEX) is € | e - =
now down 68% from a peak index of $4586 '
to $1486. 000

The outlook from the industry body suggests
that these rates are likely to fall below pre- 100
Covid levels in the coming quarters.

This means that one of the biggest sources of EXee
supply side pressure which led to inflation
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and Central Bank hawkishness is already over.
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Global Supply Chain Pressure Index (GSCPI)

Source: Federal Reserve Bank of New York, Global Supply Chain Pressure Index




G4 Central Bank Not in Money Printing, But In Squeezing Mode

10000

QE4

QE2 QE3

Asset purchases aka quantitative easing or 3000
what is colloquially called ‘money printing’

is over, for now. Central banks are no longer
purchasing bonds but are either standing 6000
aside or selling them.

according to many market participants is

This means that both the ‘Big’ factors which o INFFAINERARAAAR I|,||II|||||||||““| ________ “l"lll.,,.mll"""Ilu.||I|”|| __________________ mhhlln, ..... I,_..m. ‘I- .....

caused inflation —supply squeeze and || (1
Quantitative easing — are in reverse gear.

This is squeezing systemic liquidity which 4000
one of the contributing factors of a spike in || |

G4 Central Bank balance sheets are now contracting at the
fastest pace ever. This removes the ‘abundant liquidity’
2000 which raised the prospects of speculative froth in various

Conclusion: The Risk-off caused by the risks assets and also fueled second order inflation.

inflation scare should get a respite from

these developments. 4000
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B G4 Central Banks Balance Sheet 12 Month Change (USD Bn)
Source: St. Louis Fed, ECB, BOJ, BOE, DSP As on Oct 2022 *QE dates highlighted above are only for US Federal Reserve implementation dates.
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Natural Gas: The Most Adversely Impacted Market Is Normalizing

60 350

EU Natural Gas spot prices have crashed owing to full
50 storage in EU & lack of demand due to a benign start to 300

the winter. Even the next month prices are now cracking

lower as supply chains shift from Russia to US LNG.

The biggest spill over of the Russia-Ukraine
war was on the European Natural Gas

market. Russia used to account for 45% of 40 250
EU gas imports before the conflict broke
out. This led to a parabolic rise in European

gas prices from 35 to 320 Euro/MWh. 30 200
Tl
C
This market represents one of the focal 20 150 %
points of what has gone wrong in 2022. =
Over the last two months, prices have -
corrected significantly. Although prices are 10 100
still more than double the pre-Covid levels,
the demand-supply picture is improving 0 Ll b . - | | 50
significantly in favour of lower prices. | | ‘ ‘ ’
This should eventually reduce the inflation -10 0

burden in Eurozone and abate the prevailing NN AR AR A AR A A Ay Yy Ay Ay Ay Ay Ak g A AV q)
. . N . Y L & & &F &Y LK E &N YLK &Y LR
risk-off sentiment especially in EU countries. oo PV QT QY PPN QY PN 4
BGermany CPl Household Energy and Motor Fuels YoY (LHS)

=Dutch Natural Gas TTF Futures Next Hour Price Index (RHS)

=Dutch Natural Gas TTF Futures Next Month Price Index (RHS)
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Valuation Froth Has Reduced Due To Rising Interest Rates

30 10.5
Interest rates are still lower than they were

Ultra low interest rates have caused India 28 on average in the last cycle. In case this

equity valuation multiples to expand. Since interest rate cycle is shallower, Nifty
the peak of 2013, India Corp Bond 3Yr Yield valuations could remain higher than the past. 9.5

has declined from 10.5% to 4.6%, of which
nearly 300bps happened during Covid
monetary policy largesse.

8.5
During this phase the Price to Earnings 22
multiple on Nifty expanded from 14x at the
bottom to ~27x at its peak on a trailing 12- s , ' 7.5
month EPS basis. For a 600bps contraction in / ’ '
borrowing costs, the PE multiple expanded
|

26

24

18
by 1300bps even when earnings growth was
. 6.5
lower than the preceding 10 vears. 16
In the last 18 months, interest rates have v
risen by nearly 300bps and the Nifty PE 5 g
multiple has contracted by nearly 800bps. . . . .
12 The inverse relationship between rates and equity
Interest rates and valuations have an inverse valuations is set to continue on both sides.
relationship, all else remaining same. 10 4.5

Feb-11 Feb-12 Feb-13 Feb-14 Feb-15 Feb-16 Feb-17 Feb-18 Feb-19 Feb-20 Feb-21 Feb-22
=NIFTY Index - P/E (LHS)  =India 3Yr Corp Bond Yield % (RHS)
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FIl’s Short Position Indicates A Floor For Nifty

2,00,000 ] . .t 20000
High Fll short positions unwinding have

historically meant a floor for Nifty Index.

Flls have been net sellers of Indian equities in

Sep & Oct 2022. In October they also 1,80,000
amassed more than 1,00,000 contracts in 18000
Nifty futures as a short position. 1,60,000
Historically, when such a high short position 1,40,000 16000
in Nifty futures reverses, the corresponding
move is usually on the upside. 1.20.000

14000
During the same period the Nifty Index ‘Put
Call Ratio’ had also fallen below 0.75, 1,00,000
another indicator which shows that the 12000
market was oversold. Consequently the 30,000
market approached the range to increase r
equity allocation highlighted in our report 60,000 | ‘ " 10000
'

40,000 w
Combine this further with 3 of the top 20 ” 2000
major equity indices hitting oversolad 20,000
conditions in October 2022- this shows that
global equity markets have recovered from i 6000
d.eeploy overspld readings, suggestive of a O O D D D DD DD DD DD DD DD DA
significant price bottom. & 0@0 & VQK S v\\% & QQ,O & VQ& S v\géo & QQ,O & VQ* & v°% &
DSP =FIl Future Index Short Open Interest (No. of Contracts) =NIFTY Index
E—— Source: NSE, DSP As on Oct 2022



https://www.dspim.com/latest-literature/dsp-navigator-september-2022_final.pdf

Sector Musings
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What Should Be Valued More: Higher Growth, Scale or Both?

TCS has delivered a higher Profit growth and
higher EBITDA growth over a 10-year period
than Asian Paints. This is at a scale which is

11x higher (TCS FY22 EBITDA is 11 times that

of Asian Paints). PAT CAGR 10-yr ASIANPAINT  11.9 14 12.5 18.4 17.4

Metric Company Mar 2022 Mar 2021 Mar 2020 Mar 2019 Mar 2018

Cash Flow conversion (CFO/ EBITDA) is also
better for TCS, PAT CAGR 10-yr TCS 13.9 13.6 16.6 19.6 17.8

Yet Asian Paints continues to trade at 3x

Price to Earnings Multiple of TCS. This is EBITDA CAGR 10-yr ASIANPAINT
often explained by higher “potential”

growth.

. o EBITDA CAGR 10-yr TCS
There are multiple similar examples for

companies in the consumption segment

that have seen significant rerating over the PE Ratio ASIANPAINT 97 Q7 59 66 55
last 10 years (in 2010 TCS/ Asian Paints were

trading at similar multiples).

PE Ratio TCS 36 38 21 25 21

What valuation differential is “enough”?
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Banks Are Still Trading Below Average Valuations Relative to The Nifty Index

1.29

1.25

Nifty Bank Index has outperformed the Nifty
Index by 13.5% in 2022 YTD (end Oct’22).

1.05
CHCEEINCACIVEICRCRUER NN @ = = = = = = = = = = = = = = = | = | = = = = - = = = = = = 0.98
. . 0.95
remain slightly below average on the whole.
This means that lenders continue to remain 0.85
at attractive valuations. 0.82
0.75 0.76
We also know that banking credit growth
has climbed to ~18% YoY in the most 0.65 0.66
recently released data from RBI. For some
large banks Net NPL ratios have fallen to 0.55 0.58
decade lows and bank balance sheets remain
robust. 0.45
Over the next few years, the banking sector 0-35
is likely to remain a market leader during < (,},\/O" Cf’ 6’\9 (,}f\/\’ (,},’9’
equity market upturns. Stay the course. O c o O O O
=NiftyBank to Nifty Index —10 Yr Average -—+1 SD —-1SD

1 Yr Forward Price to Book Ratio
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Non-Performing Loans of Banks At Multi Decade Lows

Non Performing Loans for the entire
banking sector had hit record levels in FY18.
At an aggregate level, the GNPA ratio had
reached early teens depicting severe stress
in the banking sector.

Aggressive recognition & provisioning and
consequently equity dilution turned the
cycle around. However, banking sector
profitability and quality improves the most
during strong credit growth supported by
underlying economic growth.

Currently, the top 5 Banks are witnessing
strong credit growth at a time when asset
quality is progressing in the right direction.
This trend historically hasn’t been
ephemeral. There are reasons to believe
that better prospects for lenders are still
ahead and there are enough opportunities
for investors. Bullish on lenders.
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Source: Bloomberg, DSP As on Oct 2022
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NPAs of top five Banks — HDFC Bank, ICICI
Bank, SBI, Axis Bank and Kotak Bank — are
at multi decade lows. NNPAs are at the

7.7%
lowest levels since the data is available.
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The Lead Indicator For Industrials Shows Strength

20
. At INR 5K+ crore, industrials’ orderbooks are going strong.
o o o 16
Industrial companies’ orderbooks continue
to improve. 14
12

As per the latest PMI release, “Anecdotal
evidence pointed to greater demand from 10

domestic and international clients. Indeed, < 3 /’
new export orders rose further in September. S /

: : : : N 6 /
The increase was the sixth in consecutive ,
months and the fastest since May.” 4 //

/

The rise in orderbook for industrials bodes 2 Z
well for capital goods. Plus, capacity 0
utilisation is gaining momentum. Credit ,

growth is increasing. New investments have
improved. With all good omens in place, do 4
you own capital goods in your portfolio?

Jun-11 Jun-12 Jun-13 Jun-14 Jun-15 Jun-16 Jun-17 Jun-18 Jun-19 Jun-20 Jun-21 Jun-.

Industrial companies' orderbook 4QMA
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Defence Is the New Offence?

’_—~~

Total defence exports N /350bn °
» . . x time> S
India’s defence sector is coming of age. GR over 7 yea_[ﬁ;____e__;@ ————————————
The Government’s focus to cut import < 31% CA _____________________________
dependence is creating a large market < T
opportunity for Defence PSUs (DPSUs). - T 0 178
91 84
DPSUs have a quasi monopoly in the sector 19 51 15 47
as it takes years, it not decades, to get an
approved defence product from ideation to FY15 FY16 FY17/ FY18 FY19 FY20 FY21 FY22 FY25 target
launch stage.
1,500 S
e Y Y . 65°
India’s defence capex (actuals) has expanded diture as 3 %_Qf_t_o_té‘! . ?5 A:/
at a 3Y CAGR of 13.3%. However, as a % of 1,200 eeeel In d-‘g_eno\,x_s_e_)SE“—l"_‘ ————————
GDP it is far lower than many developed/ large | BGog l_—--=- 97
countries. Indigenization, large orderbooks 200~ .~ >b1
and lack of competition is likely to keep this 420
sector bubbling with opportunities. With a 600 308 283 322 339 349 .
mindful blend of respectable valuations and 311 569 230 254 401
thoughtful earnings, investors can reap 300 - . 509 184 134 198 289
benefits from this sector. 259
NI 109 104 139 145 224 221 219 118
FY13 FY14 FY15 FY16 FY17 FY18 FY19 FY20 FY21 FY22  FY23 (B.E)
DSP HArmy Navy @ Air Force
—— Source: Nuvama Group As on Oct 2022




Invest With Purpose

There Is Little Merit
In Outperforming

Your Peers But Not
reaching Your Goal

DSP

‘There is a whole B
lot more to racing .
‘than just winning!-

&



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/ statistics 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 and should not
be construed as any research report/ 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
risks or uncertainties associated with our expectations with respect to, but not limited 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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