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India Growth Reverting To Mean

18%
India’s nominal GDP (Real growth + 16% ‘
Inflation) has been trending down for /
nearly 10 years now. The pandemic
caused the growth to slump and a 14%

Average 13%

recovery has set in.

With most sectors of the economy now LA
trying to normalize, growth is reverting 11%
back to is mean. But the mean itself

has fallen over the last 10 years. 10% 10%

9%

After the volatile recovery in FY22 and
normalized recovery in FY23 it is likely o
., . 8%
that India’s nominal growth resets at a
number lower than its average of 13%.

9%
8%

6%

But who's complaining? It’s one of the
best in the world. =Nominal GDP 3Yr CAGR% =5 Yr Avg 5%

4%
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Higher Prices Led Growth To Real Economic Growth?

120
The post COVID recovery has been driven largely by higher commodity and 118
input prices. Real growth is now likely to pick up pace in FY23 and beyond.
A massive rally in commodity prices raises 115
the prices of all goods. But the volume 113
growth is contingent on real economic 110 +
recovery.
oo i
>
. . " . < I
Since the pandemic, India’s economic 00 105 :
growth has suffered significantly. The real S
GDP (GDP at constant prices) remains flat § 101
over the last two years. + 100
o]
With FY23 likely to see a significant N
reduction in pandemic led disruption the 25
real gdp is likely to see a revival.
This is positive for core sectors like Auto, 20
infra and engineering. -GST Collection -Real GDP -=Nominal GDP
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Steep, Steeper, Steepest — What next?

1.2 The spread between the two (the yield curve) is now
near its widest in history (0.85% as on 01 Feb 2022)

Post the budget announcement, the 10 1
vear Government Securities (G-Sec) vield 08
rose sharply while the impact on the 5 year '
G-Sec vield wasn’t much. This has lead to 0.6
the spread between the 10 year G-Sec —
vield & the 5 year G-Sec yield near to its all R 0.4
time high. Due to higher government 02
borrowing the 10 Year Gsec rates are high. [EECHEE

g O
What next ? % 05

L -0.
It RBI begins to raise rates or manages the i
borrowing program well, the curve will 04 If the spread narrows, 10 year
begin to loose its steepness hence there -0.6 G-Sec may have more reward
yvill be subdued impact on long term rates 09 Spread (10 year G-Sec - 5 year G-Sec) potential over 5 year G-Sec
in near future. Short term rates may go up, '
while long term rates may not move much. -1
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Can Small Savings Rescue High Gross Borrowing?

TN e Al R E SRR IR oo LRI IRI\:ll /ndia Global bond inclusion can bring in large inflows to 14.95

14.95 trn gross borrowing number. For India’s bond market which can keep rates from rising.

FY23, net market borrowings was sharply
up at INR11.2tn (versus expectations of

3.

13.3
Govt.’s use of NSSF helps it to borrow without

. S impacting the market’s demand & supply significantly.
INR10tn). Despite the sharp rise in market pacting pply signijicantly

15.3
1
11.
borrowings, there was no announcement
on measures towards inclusion in global
bond indices. 9.2
8.7
What is interesting is that the Govt has
utilized the small savings (NSSF) fund to 6.5
finance its market borrowing. In addition, 6.2 ' 6.0
the revenue projections for FY23 in the 47 4.8
union budget were conservative. 4.1 42 ' '
3.5 .

It the Govt. revenues are higher than 5 4
expected revenues and there is higher '
borrowing from NSSF the yields may not 10 1.3
rise as fast. 0.7

FY17/ FY18 FY19 FY20 FY21 FY22 BE FY22 RE FY23 BE
DSP m Net market borrowings M Gross market borrowings NSSF / Small Savings

9
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Source: Bloomberg, Budget Documents Feb 2022




FPI Debt Inflow Drought Needs Higher Yields to End?

3500 Inflows Massive flows to capture 9.5
Inflows Demonetization led low .
. 2500 vields
Can the recent run up in 10 Year Govt
Securities attract the FPIs back to ' - = S o 3.5
Indian debt market. 1500
\8
. o / ! \
FPIs have not utilized their limits to 500 ' |
buy Indian debt. In fact in the past the 7'\%
FPI debt flows have gone up only then \
rates were higher. -500 7
1
Barring the massive flows to capture 6.5y
N . . -1500 /
the Demonetization led disruption, 6/
FPI flows have been driven by higher
) No major cumulatlve /
rates. 2500 \ /
flows since DeMon \ y 22
. N ’
Keep an eye on FPI flows into debt 3500 Sl 27 g

markets in next few weeks & months.

< < < < < < < < < < < < < Y
O T S S R R QR N QR S RSO O QRS
-FPI Debt Investment Flows (USD Million) -India 10 Yr Gsec Yield
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Auto Sector — A Reversion To Mean Ahead!

45.0 35.0%
| | Mean reversion in PV sales would mean 40 4
The aut.omo.blle sector has seen massive 40 0 a jump from lows of -8.35 to long term 30.0%
disruption since the COVID outbreak. average of ~11%. That’s a sizeable jump
3t 0 343 25.0%
At tirst the demand soured for autos ' 322
and then the semiconductor shortage 31.4 31.2 20.0%
exacerbated the slowdown. 30.0
| 15.0%
The passenger vehicle sales, a 25 0
bellwether, for the auto sector has seen - — - - +=1086 "~~~ = - - - 10.0%
° S'“”.”p' PV sales are down 1o levels last 20.0 Favourable financial §onditions
seen in FY12. 5 0%
The last three slump in PV sales 15.0 0.7% 0.0%
bottomed between 0% to -3% CAGR t |
over 3 year period. The most recent low 10.0 -3.27% -5 0%
was set at -8.3%. t o
5.0 337 1 0.0%
With economic growth recovering and t I
semiconductor issues resolving, this
sector is likely to see better days ahead. 0.0 -15.0%
FY87 FY9?2 FYO7 FYO2 FYO7 FY12 FY17 FY22 YTD

Passenger Vehicles Sales ( Nos in Lakh) (LHS) =3 Year CAGR % RHS
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Aggressive Fed Rate Hike Looks Unlikely

10 1
The last time the US Federal Reserve hiked
2 interest rates by 50bps or 0.5% was in May
The US Federa |. Reserve has been /2000. That’s more than 2 decades ago.
very conservative when it comes to 8 0.5
tightening of monetary policy. 0.5
7

There have been market debates and
an expectation of a 50bps hike from 6
the US Fed in its March 2020 policy.

5 0

For a similar hike we will have to go

back to May 2000. Since then the 4

Fed has adopted a more balanced

approach. It has seldom deviated 3

from its forward guidance. -0.5
2

If there is a 50bps hike it will be a

wild surprise. But the chances look 1

slim. Be prepared for a slow

normalization. 0 -1

Feb-92 Feb-95 Feb-98 Feb-01 Feb-04 Feb-07 Feb-10 Feb-13 Feb-16 Feb-19 Feb-22

BRate Hike / Cut (in %) —Fed Funds Target Rate (Upper Bound) % (LHS)
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Source: Bloomberg; Data as on 315t Jan 2022




World Banking Stocks As An Indicator For Rates

230
5
Rising rates coincide with aggressive 210
growth and strong credit offtake.
Historically banking stocks and bond
vields move together. 4
170
Recently there has been a sharp
focus on direction of interest rates. 150 3
One way to know and confirm the
trend is to look at the performance 130
of the banking sector.
2
For now the baking sector remains [EaY
near the levels it has historically
found difficult to breach. 90
1
?o?rziia dkeO\L/JVti tIE gabnrlélgfoittofok: r?taexg 70 Banking stocks do well when rates rise /
and possible growth. 50 0

P FP P PDNN NN DN N QDD D g
SR I R LIRS I S R SRS R I T R R R RS
DSP Bloomberg World Banks Index (LHS) =US 10 yr Treasury Yield % (RHS)
E— Source: Bloomberg as on 31sr Jan 2022




US Shale Output Is Rising, Again!

After suffering a major blow due to COVID the US
90 Shale production is now coming back sharply 10

~80% rise in Shale Oil production in US

qo between late 2016 and end 2019 caused 9.5
Once touted as th f Crude Oil prices to collapse before the .
Cracs:f\in?gqui\ p?’isc o Se LrJeSaSS ﬁ QI eor pandemic brought in demand side issues.
production is making a comeback. /0 8.5

The price war between OPEC and US
Shale was a prime driver of a long 60 +80%
bear market in crude oil.

Recent numbers for US shale >0
production are encouraging with both
output & rig counts rising swiftly. 40

Crude Qil bulls should watch this

carefully. Rising Shale Oil production is et
negative for Crude Oil prices. ‘ ‘ | | | ‘ ‘ | | | ‘ ‘
. ([T
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DSP BUS Shale Oil Production  =Brent Crude Oil S Per Barrel

E—— Source: Bloomberg; Data as on 315t Jan 2022
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Semiconductors — A structural Theme

Machine > Human

Crossover Semiconductors usage

growth is just beginning

Semiconductors may have got a
huge boost due to the pandemic
led supply disruption but the
theme is structural.

App Centric World Data Centric World

< >

S

The data generation and eventual
use case for semiconductors is

likely to see an accelerated 55
adoption in the next 5 years. Data generation by -
Category (Zettabytes
This is a Megatrend. gory { ytes) 30
15 .

7 —

1 0 1 2 3

2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

B Human Industrial IOT MW Home IOT W Automotive Total
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Source: Applied Materials AR 2021




Today.

20 Yekes

Focus on today.

Not for ‘Noise’ but
for what you can
be In future.

Beumlor Gae

DSP



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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