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The world is rushing towards a “Safe Haven”, but is it too late now?

An extremely sharp reversal in bond inflows AND a large outflow from stocks is a

USD denominated fixed income securities 000 typical ‘risk-off’ indicator. A reversal from here means: Put your ‘Bullish Hat’ on!
have been receiving the highest number of - —_ '
foreign flows ever recorded. This is the classic 200 <

case of ‘risk-off” and a ‘flight to safety’. Data is
available till Jul’22 and we reckon it would

*

have been even more stark in Aug & Sep 22. 600

N\
4

What's the take? 400

1. ‘Flight to safety” may have hit an extreme.
This has negative implications for the US

. . 200
Dollar as it has seen many unlikely events
come to help it strengthen like the British

Pound crash. 0
. Foreign fund flows could reverse towards

‘riskier” assets like Emerging Market stocks -200

and bonds once ‘risk-off” sentiment abates.
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sentiment may have run its course for the time 2 200 fac 30032003200 dcg3ZF

being. Look for a less volatile winter ahead. =Foreigners Net Purchase of Treasury, Agency & Corp Bonds (12 Month Sum in USD Bn)
=Foreigners Net Purchase of US Stocks (12 Month Sum in USD Bn)

Source: DSP, US Treasury International Capital System Data As on Sep 2022



Being an Emerging Market investor hasn’t been easy in 2022 so far, but what’s ahead?

100%
Losses of more than 10% in both equity & 80%
debt markets for emerging market investors
are rare. In 2022, September to Date, equity 60%
losses are at 28%, Bond investors have lost
10% in broad EM indices. 40%
Historically, we saw better times for 20%
investors when such drawdowns were I I I II I I
observed. What's more, emerging markets I I I I I I C “ I L 0%
] C - 0
are at one of the cheapest levels they have
been over decades. Both on absolute and _ 2% S‘V 20%
. - o
relative terms to developed markets. -20%
- 0 _ o)
28% Sharp losses in both debt & equity | 28% l _40%
In a nutshell, expect better times for together aka ‘risk-off’ is followed
emerging markets ahead. Especially if the 5a% by swift rallies in EM assets 60%
‘risk-off” sentiment ebbs. L")
Don't forget the b ' ) 807
on‘t rorget the best Emerging Market S 1D O N 0 O O 3 &N O S 1 ON W D O o N M < W ON 0 O O o N
when it comes to earnings growth — India. S S A A A A S T A A Y
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B EM Bond Index ® MSCI EM Equity Index
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Source: Bloomberg Data As on Sep 2022



Is it time for Emerging Markets to make a comeback?

US Dollar is too strong vs its own

L - - history. Emerging markets too . A -
112 oversold, too cheap vs their own 112
US Dollar has strengthened to its peak 110 history & relative to US stocks. 1.2
REER level of 2002, marking one of its
strongest levels. This is the level around 105
which Emerging Markets bottomed & 1
entered the most ferocious ‘Bull market’ 00
ever seen In EM equities. 08
Will they enter another similar bull market 7 ’
is unknown. What'’s visible is that emerging 0.6
markets are trading at a trailing price to 90
earnings (P/E) multiple of under 10 which is 0
an 80% discount to the US equity valuation 85 |
multiple (which itself has fallen drastically). v
| 80 0.240 T NG 0.2352
Emerging Markets are cheap & oversold. Last time US Dollar REER peaked at
Look for the trajectory in the US Dollar & - this level, EM equity Index was here .

fund flows to ascertain when EMs turn for
AT R G - Y- AN IR S N N AR RN SN N- B N BN A S
F F F FFF L
=Citi Broad Real Effective Exchange Rate (REER) Index for US Dollar (LHS)

-MSCI Emerging Markets Index / S&P 500 INDEX (RHS)

g00d.
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Source: DSP, Bloomberg, Citi As on Sep 2022



US housing market is rolling over, fast

Home mortgage rates in US have risen sharply & are now flirting with 7% level while

In 2022, home mortgage rates in US have home prices have started to contract sequentially for the first time in a decade 2:3
doubled to 6.8%. Mortgage rates in US are 3

now extremely high, home affordability is at

a 40 year low. Home prices have started to

fall sequentially but are still up nearly 7.5% 4 +2
ON a year-on-year basis. , ]
Even rents have begun to fall on a monthly ° J! 0.5
basis in US. Housing contributes 42% on a ‘
consolidated basis to US consumer price 6 / 0
inflation with nearly 32% of the overall f 0s
basket coming from home rentals. . |
\
\
\

/ -1
Both these data points are now indicating
that inflation in the US is likely to cool down -1.5
in the months to come. This is consistent 8
with our hypothesis on inflation. Read our 2
full report here: Inflation . Inverted series: Rising line denotes falling rates, falling line denotes rising rates. e
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A change in inflation trajectory will be the 2 2 2 2 2 2 2 %2 2 %2 ¢ 7 0 o¢odoCTodoToTow @0
most important event for financial markets. = = = 5= 5 5 2 =2 2 =2 5 5 5 =5 5 5 =5 =5 =3 3 =3 =3 -3

't will cause the ‘risk-oft” behavior to take a . . .
back seat. Watch out! —(Inverted Series) US Home Mortgage 30 Year Fixed National Avg (LHS)

=S&P Corelogic Case-Shiller 20-City Composite City Home Price SA Index MOM% (RHS)

Source: DSP, St Louis fed, Data As on Sep 2022


https://www.dspim.com/media/pages/latest-literature/4ddad87d9f-1657793470/the-coming-collapse-of-inflation-and-how-to-benefit-from-it-july-2022.pdf

Easing of demand-supply gap structurally points to lower inflation in the US

Inflation peak?
The gap between demand & supply growth Most likely.
rates measured by the difference in growth

rate of retail sales (demand) and index of 25
industrial production (supply) is easing. This
means less incremental demand for each

30

Demand-supply gap is close to

unit of incremental supply. average now. Why not inflation? ?0
The reasons include both a slowing demand \ -
and a rising supply. In such a scenario, how
can structural inflation survive?
10
Personal consumption expenditure inflation
s significantly down, consumer price index
(CPI) inflation has turned downwards on Y- >
o-Y and M-o0-M basis.
(L W1 e .. 0
We believe lead indicators are aligned for | "
a sustained downtrend period in inflation
numbers from the current extremities. i 5
S & 8 8 5 8 83 2 4 8 2 3 &8 3 3 ¥ 2 R SN AN
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EDemand- Supply (Retail Sales- IIP)- RHS  =CPI YOY Index- LHS

DSP Source: DSP, FAO Data As on June 2022



Valuations: Where are we?

P/E Ratio of Indices

32 US large caps at average valuation, 0>
while small caps are cheap
30 55
25 ‘/ 45
20 / * 35
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=S&P 500 INDEX (LHS) -S&P Midcap 400 Index -S&P Small Cap 600 Index

DSP

Source: Bloomberg Data As on Sep 2022



Valuations: Where are we?

P/E Ratio of Indices

30
India large caps at average valuation,
while small caps are cheap

25
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=Nifty Midcap 100 -=Nifty Smallcap 100 -=NIFTY 50
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Source: Bloomberg Data As on Sep 2022



Valuations: Where are we?

P/E Ratio of Indices

25
Emerging Markets Are Cheap(est)

21

17

13

- MSCI Emerging Market index

DSP

Source: Bloomberg Data As on Sep 2022



India: Why the Outperformance?

DSP



India’s growth continues to diverge from global growth

Expansion

India: Steady Ship In Choppy Waters
N
India is emerging as one of the relatively 7 -
better-off economies in the post-covid world. Phe
s

The collateral damage of external headwinds

_ _ \

S

s visible in slow export & high import growth
which is pushing FY23 Current account deficit
to upwards of 3%.

N\

Contraction S
Since India didn’t have massive dole-outs “
during the pandemic, the current growth is ' .
not on crutches and is shielded from policy Indian economy continues to show
withdrawal syndrome. signs of steadiness, even as the

world economy slows considerably.
We will continue to stick to data to assess the
extent of strength in the Indian economy.

Aug-19
Dec-19
Apr-20
Aug-20
Dec-20
Apr-21
Aug-21
Dec-21
Apr-22
Aug-22

Risks from a slowing globe remain, but India’s
resilience needs to be tracked carefully.

=Global Composite PMI =India Composite PMI

DSP

Source: Bloomberg, DSP Data As on Sep 2022



Can Indian equity earnings growth improve?

Nifty’s EPS growth has lagged the aggregate profit Financials with a 38% share of overall market cap have
One of the reasons for Indian equities’” ‘pricy’ growth of companies because of equity dilution & seen the highest equity dilution in the last 5 years. This
levels is 3 Iarge expansion in the PE multiple poor earnings of the high weighted BFSI sector may not continue in the next 5 years as the balance
over the years. In the last 10 years, the 13.2% sheet strength of banks comes into play. 8.7%

average PE multiple for Nifty Index has : . 12.5%
. 4.1% diff EPS °
expanded by ~200bps. Lower interest rates erenee 12.2% /'
Highest dilution® and one 5.7%
of the worst performers.
to remain a function of interest rates alone. 10.5% 3.2%
2.4%

However, we note that a large amount of 1.0%1.2%

equity dilution has led to lower earnings

¢ , ) | Growth & PAT Growth
are often cited as the sole reason & | over last 10 years
arguments are made that valuations are likely

growth although aggregate profit growth for 8.1% I g = o-g,*yO 0%
. . . (o) . .
the universe Cor?tlnues. above nominal GDP -0.8%0'5/6 ’ One of the best performers.
growth levels. High weight of the BFSI sector A17% €— - — .. — .. —  No dilution but buybacks
which was undergoing a balance sheet clean
up also contributed to poor earnings growth \
X NO LoD Q 5 S S @ .LO N
at an aggregate level. Nominal PAT  Nifty Total Mcap &@Q ,&’b &\‘“‘0 o‘q" (?* @Q\Q Q}\’b 4‘\& (:,s& ¥ &
| | . change GDP growth Return change 06 @@\ & 0‘9 & & &
In the next few years, if equity dilution Growth Index N Y ¢® S <&
tapers, which is likely, earnings growth for C
[aleIETaR=Io SNSRI GIVATe R o ISR ISIiSIRMIS NN  “The orange bars represent the number of equity shares dilution by sector. Sectors include all listed equity stocks.
for stocks. Equity dilution occurs when a company issues new shares to investors & holders of stock options exercise their right to purchase
stock. This means each existing common stock owner now owns a smaller or diluted % of the company, also diluting their profit
D SP share. Since the total number of shares goes up but the company’s earnings after tax stay the same, earnings per share go down.

Source: Investec, DSP, Bloomberg, Data As on Sep 2022



RBI has used record amount of FX reserves to support INR

+171 Bn over 8 years RBI accumulated $161bn in last 3
RBI’s intervention in the FX market is often ' \ years. A near record when compared 87.7
looked at closely. In 2022, RBI has utilized 74.9 to previous pre crisis period
nearly S39Bn (as of Jul’22) to help ease +161 Bn
Rupee volatility. over 3 years

+110 Bn
But we note, RBI FX reserve is merely a over > years
derivative. CAD & Portfolio outflows are the 36.6
orimary drivers of currency movements. If 32.5 28 0
: 26.4
the outflows continue, then the RBI FX 19.9 0.6
reserves will come down naturally & diminish 14.0
its ability to get the outcomes it wants. I 8.4 I I
1.9 1.8

However, foreign investment outflows have
become less onerous recently & a fall in -5.8 86

crude oil prices is likely to give some respite '11 4 _15 9
on the current account. This means some
respite in the next few months is likely for Highest amount of US Dollars sold
] ] __>
the Rupee. to counter Rupee depreciation -38.9
However, this remains a key monitorable risk
for financial stability.
O N A OO X X LA DD O O DN AT D ™ v O D@D O 0 N
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N
. V
DSP India RBI Net Purchase of US Dollars USD Bn S
—— Source: RBI, DSP Data As on Sep 2022



India’s Credit Impulse is a positive

India Credit Impulse
Incremental Non-food credit of the banking sector as a % of nominal GDP

3%

Banking credit is rising once again. India’s 0% 2.9%,
credit impulse has weakened over the last
decade, and this is the first time we are 39 A strong credit impulse is the
seeing a meaningful revival in credit. bedrock of economic growth and
broader market earnings growth
Credit Impulse represents the flow of new 2%
credit issued from the private sector as a % 1.7%
of GDP. It is the second derivative of credit
growth & arguably the largest driver of 2% 1.5%
economic growth.
This is positive for not just lenders but also 1%
for sectors where the end consumer uses
credit. Consumption items such as 0.6%
Automobiles & Housing can benefit from 1%
this trend. Investment implications are
significant for these sectors. 0o,
N = R S B I B I R R B B B T M I B AN RN
S8 58558535558 88858853555838583553

DSP

Source: DSP, RBI, Data As on Sep 2022



India Sectors: Banks likely to outperform

Banking sector stocks outperform when 22

Indian equities are in a structural uptrend.

In past instances of market crashes and

macro economic trouble the Indian IT index 2 /
has outperformed Banks. This happened as Secular uptrend /
IT earnings were stickier & banking sector !
earnings are more closely linked to the II
Indian economy’s performance. 1.5

Secular uptrend,

/
/

/

Outperformance
begins

IL&FS fiasco
In the last three quarters the banking sector

has begun to make a comeback. High 1 Global Financial

icindi Crisis _ ,
freque?cy mactrpecodnotm kl)gl]tnd}czi;orsl a C;e india twin ®
suggesting continued stability in the Indian '
gg g % 2004 election B/S problem COVID crash
economy. outcome
0.5

With strong credit growth, healthy balance

sheet trends & improving asset quality the

baking sector outperformance may have 0

many more quarters to run. S & 9 % % § % 8 8§ & <9 S oo 9 9 o o S 5o oS 8§ § ]
Q. Q. Q. Q. Q. Q. Q. Q. Q. Q. Q. Q. Q. Q. Q. Q. Q. Q. Q. Q. Q. Q. Q.
() () () () () () () () () () () () () () () () () () () () () () ()
g 0p) (Vg (Vg g 0p) (Vg (Vg g 0p) (Vg (Vg (Vg 0p) (Vg (Vg (Vg 0p) (Vg (Vg (Vg 0p) (Vg

Positive for lenders.

-BankNifty Index / NSE IT Index

DSP

Source: DSP, Bloomberg, Data As on Sep 2022



India Sectors: Capital Goods, a noughties redux?

India’s investment winter has been long. It
has run for more than 11 years. But things
are now changing with capacity utilization
levels beginning to rise and remain higher,
corporate loan growth recovering and
government’s capital expenditure numbers
looking healthy.

This is being reflected in outperformance
of BSE Capital Goods Index over the
broader market.

Historically, once this outperformance
becomes sticky, it gives a longer horizon
for investors to benefit from the capital
goods sector.

Currently, it does appear that Capital
Goods sector is likely to continue to do
well over the long term but with its fair
share of volatility.

DSP
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Source: DSP, Bloomberg, Data As on Sep 2022
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For the entire length of the
bull market, BSE Capital -
Goods Index traded 1

standard deviation above
the ratio in the noughties /”
(2000-2009) ’

For the 15t time in 15 years,
=~ - BSE Capital Goods Index has
been outperforming (+1SD)
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Systems over solitary goals

‘ SYSTEMS «

Make winning
a Process, 0

nOt dll Event‘ "You do not rise to the level of your goals.

You fall to the level of your system.”
‘ -- James Clear




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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