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Executive Summary

Global / US

India -
Equities

India - Fixed

Income

Economic growth likely to remain strong, albeit risks from Delta variant are rising

US Jobs data indicate likely economic resilience but also nearing Fed Taper

Trajectory of bond yields likely to determine the market move in US — Defensive vs Cyclical
Medium term valuation likely to mean revert from rising bond yields remain intact
Underperformance of Chinese Equities can reverse in medium term

Maintain Equal Weight (medium term) as economic activity expected to pick up
Local economic cycle far from peak, providing confidence of economic growth

Prefer exposure to Recovery themes
However, brace for some correction led by global factors amidst increasing valuations
Move Mid & Small to Under Weight given peak valuations and narrowing market breadth

All signs that rates may edge up over 6 to 12 months
Prefer medium duration portfolios

In line with long held view, Gold has underperformed, with probable some more
downside. Global gold stocks (unhedged gold exposure) are under consideration



Asset Allocation Positioning

Large Cap & Diversified

Mid & Small Cap

Global Equities*

Low Duration Debt
Short & Medium Term
Credit Fund

Duration

++

Strong Overweight
Overweight
Equal weight
Underweight

Strong Underweight

Previous Position



Historical Calls - Equity

Historical calls relative to Nifty Index

DecreaseWt  eseees Decrease Wt: Call that didn't add value
Low beta / Gradual accumlation ~ eeeees Low beta / Gradual accumalation: Call that didn't add value
IncreaseWt  eeeses Increase Wt: Call that didn't add value
Introduction of China Equities
16500 UW Mid & Small Caps >
Dec. Wt Global Qil Equities to Nil ($ 71/ bl)
15500
14500 OW Gold Introduction of Global
Oil Equities ($ 39/ bl)
1420/ 0O
13500 ($1420/ Ounce)
Decisive mandate led to l OW Mid & Small OW Fi s Introduction European
Double UW Mid & change of stance Caps Inancial Sector Equities
12500 Small Caps ~ ) _ UW Gold {$ 2027 / Ounce) Dec. Wt Global Oil Equities
11500 : ($74/bl)
10500 3
) ¥—_ Book Profits Pharma
“ Sect
9500 UW call would have helped. However, ector
Inc. Wt - Pharma Sector & US low beta stance & gradual accumulation 3,
8500 Markets (S&P 2351) led with allocation to Gold
e e Double OW Equities (Large, Mid & Small).
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UW - Underweight; OW - Overweight; Wt. — Weight; Inc. — Increase; Dec. — Decrease;
Double OW or UW are highlighted in Bold; Increase weight in Blue; Reduce weight in Red; Calls that didn’t add value in Orange;




Historical Calls - Fixed Income

Positive on Duration G-Sec 10 Year (%)
85 Portfolios

Can consider 10 Year roll
down and Longer duration
roll down strategies

Demonetization:
Tactical exposure to

Duration portfolios

Introduced Medium Term
Debt Portfolios with a 4
year view
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Exit duration

Duration Portfolios
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A Possible 34 Wave?




Delta variant well entrenched but hospitalization rates are key
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Note: US & UK have witnessed 50% & 59% of population being fully vaccinated respectively.
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The Delta Variant is now quite pervasive globally. US & lIsrael are showing lower efficacy of
vaccines in hospitalization rates whereas UK so far has been better. This may imply that Astra
Zeneca vaccine has been more effective in preventing hospitalization rates due to Delta variant

but needs to be watched further.
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Good news is that vaccines have been generally very effective in keeping fatality rates lower
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Share of Kerala rising in total India Covid cases
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Kerala has witnessed concentration of Covid cases in India. Experience of Wave 2 indicates that
there is a risk of further spread in other parts of the country



India: Vaccination supply is withessing a rise as expected

—=\/accine Doses Administered (mn) (7 Day avg.) =% Fully Vaccinated (RHS)

N W R OO0 NN 00 ©

—
—

16-Jan
31-Jan
15-Feb
2-Mar
17-Mar
1-Apr
16-Apr
1-May
16-May
31-May
15-Jun
30-Jun
15-Jul
30-Jul

Vaccination drive continues to pick up pace, in line with expectation with daily vaccination now
averaging ~ bMn




Risk-on rally — Growth, Inflation & Tapering
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Global markets outperformed led by Growth Stocks

Performance
Since 16-Jun*

Sector (%)

Total

Defensives

Dlscretlonary
Comm. Serv.
Health Care
Cons. Staples
Utilities

Cyclicals

Materials
Industrials
Real Estate
Financials

13
9
12
7

11
3
13

Energy
Note: *Fed policy

3

4 5 100 8 100
--—-

8 8 49 9 21 17

5 13 7 7 14 5 (4) 6 1

4 11 6 20 7 11 (12) 3 10

3 12 4 17 3 17 (8) 8 (3)

1 6 4 5 6 (7) 9 (0)

2 5 1 4 2 4 (17)
---m-m-
2 3 9 7
2 8 3 2 6 5 (3) 4 4
2 3 4 2 (13) 0 7
3 11 5 18 (2) 26 3
(8) 3 (9) 5 (5) 12 (6)

China’s share market has had outsized impact on EM performance, while India has outperformed off late
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Nifty 50: Recent market rally attribution

Return [Contribution

SECiol (%) (%) Contributors | 72 Avg Return Contributionl . . : R((a;c/l:)rn Cont(rci’/b)ution
. o
-
Financials 374 HDFC 6.6 11.5 0.7 Bajaj Fin. 24 (1.7) (0.0)
IT 17.6 8.5 1.5 HDFC Bank 9.1 7.7 0.7 Ultratech 1.3 (2.1) (0.0)
Energy 11.7 4.5 0.5 Infosys 8.7 6.6 0.6 UPL 0.6 (4.4) (0.0)
Communc. Servc. 2.0 12.2 0.2 RIL 9.6 5.3 0.5 Maruti 1.3 (1.7) (0.0)
Cons. Discretionary 6.0 3 0.2 TCS 4.8 8.3 0.4 Shr. Cement 0.5 (3.2) (0.0)
Cons. Staples 7.8 2.2 0.2 Kotak Bank 3.6 8.2 0.3 Dr. Reddy's 0.8 (1.7) (0.0)
Industrials 3.5 4.9 0.2 Bharti 2.0 12.2 0.2 Asian Paints 1.9 (0.5) (0.0)
Health Care 3.6 4.2 0.2 Tech M 1.1 23.6 0.2 Grasim Inds 0.8 (1.8) (0.0)
Materials 8.7 1.3 0.1 HCL Tech 1.6 13.9 0.2 Coal India 0.4 (0.2) (0.0)
Utilities 1.7 4.7 0.1

Data since 28t July 2021

Market rally (since breakout from Nifty level of 15700 / 15800) has been led by Index heavy weight
sectors (led by Financials & IT) and stocks.




Commodity Prices withessing moderation
Recent times have started to withessed stabilisation in prices

Lumber
$/MT ﬁ%‘c(li:::)/ Metal Index Copper ($/000
board feet)
| 4w008 23 51 se41 162 219 473

Q1 20

Q2 20
Q3 20
Q4 20 7,195 1,920 2,632
Q1 21 47,071 3,678 61 8,483 2,093 2,749 761 918
Q2 21 47,441
Q321TD 47,789
Spot (Last traded) 47,464 b2

Q3 CY21 (YoY %)
Q3 CY21 (QoQ %)

Momentum in commodity prices have stabilized over last few months. The best case scenario for
markets is for Commodity prices to remain stable going forward. Any decline in Commodity prices,
while good from inflation perspective, can impact earnings growth expectations globally.

13



Economic surprise index has seen deceleration in recent past
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Economic Surprise Indices measure data surprises relative to market expectations. A positive reading
means that data releases have been stronger than expected and a negative reading means that data
releases have been worse than expected.

0 Lately, the positive surprise element in data releases have not been as stronger relative to recent past,

leading to reassessment of growth expectations, and partly contributing to range bound bond yields
14



US Senate passes landmark $1tn infrastructure package

$1tn spending bill that passed US Senate primarily focused on infrastructure funds aimed at building roads,
bridges and tunnels in constituencies across the country. Package includes about $550bn in new federal spending
over the next five years; the rest comes in funds that normally would be appropriated on an annual basis.

Key highlights mentioned below:

Infrastructure $110bn

Trains $66bn

High speed

internet $65bb

Clean Energy $73bn

1y

Roads, bridges, major projects - about a fifth of the federal spending in this bill (as 20% of major highways and
roads plus 45,000 bridges are considered to be in poor condition).

Public transport systems would receive $39bn & airports $20bn to improve runways & terminals, as well as
$5bn for air traffic control. Ports & waterways would receive $17bn, and infrastructure to support the charging
and procurement of electric vehicles $15bn.

Additional $55bn set out for water infrastructure, to replace lead pipes & ensure access to clean drinking water.

Upgrade passenger & freight rail, with grants as well for intercity and high-speed train services including
Amtrak, the national network.
Funds would also go towards connecting more areas with rail, beyond the eastern seaboard.

Allotment seeks to link up millions living in rural & lower-income communities with reliable internet access.
Companies who receive a share of this government funding will need to have lower-priced plans on offer and
allow customers to compare costs. A program to subsidize internet and related tech for low income families is
also on the books.

Towards new power lines, rebuilding old electric grids & expanding clean energy. Building new transmission
lines with higher-voltage capacities will be key to getting this clean energy out across the country.

Over a dozen billions in addition for electrifying public transportation & building more electric car chargers. Add
$21bn more to tally for cleaning up soil and groundwater in old mines and gas fields.
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US unemployment rate falls below long term historical average

US Unemployment Rate Total in Labor Force (%)
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Unemployment rate tracks no.
of unemployed persons as a
% of the labor force (total
number of employed plus
unemployed).

US labour market added
943,000 jobs in July &
unemployment rate dropped
to 5.4%, in a sign that some of
the worker shortages that
have hampered the economic
recovery have begun to ease.

Gains in July, which were the largest since August 2020, were most pronounced in the leisure &
hospitality sectors, with employment increasing 380,000 as restaurants and hotels raised wages and
ramped up hiring. Average hourly earnings for these workers have climbed 9.6% YoY in July. Education-
0 related local government jobs experienced a big boost too.

In 2014, tapering commenced when Unemployment rate was higher than current levels




Fed tapering changing expectations

United States

7:44 PM IST
Last Updated 11 hours

Reuters poll: Fed to unveil
bond-buying taper plan
next month; jobless rate to
fall slowly

THE WALL STREET JOURNAL.

MARKETS | HEARD ONTHE STREET

Jobs Report Risks Different Kind of Taper Tantrum

US central bank says it has made ‘progress’ towards its inflation and employment goals Robust jobs recovery could lead to pressure on the Fed to hasten a normalization of policy

Fed moves closer to decision on ‘tapering
massive stimulus

Jay Powell has repeatedly stressed that the economic recovery is closely tied to the trajectory of the pandemic © Financial Times

James Politi in Washington and Colby Smith in New York JULY 28 2021 [ ms E

US Fed tapering expectations are now well telegraphed, and expectations have moved towards a
announcement in September. Tapering is no longer a surprise
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Yield curve should have been much steeper by now!
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Yield curve was at its steepest level in Mar-21 (post-recession) but has since flattened i.e. 10-Year bond
yields have fallen relative to 2-Yr. Is this abnormal? As the data shows, this move isn't abnormal & similar
volatility was witnessed in early part of the cycle post 2008 recession. However, with the incoming data,
Yield curve should have steepened further, despite tapering risks clearly known by market. This
remains the biggest conundrum for market participants. 18



US Equities — Relative Valuation
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Our favorite chart which
compares Earnings Yield to Bond
Yields shows that market has
tended to peak out (& fall
thereafter) when this ratio touches
0.5. All else being equal, if US 10
Year Bond vyield were to rise to
beyond 2% (& swiftly), a
correction is natural to expect. If
the rise is gradual / orderly,
market may not witness very high
volatility as there is support from
‘Economic Growth’

Range bound US Bond Yields
are supportive of Equities
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To conclude: Watch the Bond Yields

Base case remains for US Bond Yields to gradually inch up

Moderating commodity price rise along with increasing jobs are indicative that Inflation may
indeed be ‘transitory’ as laid out by Fed but market opinion remains divided

Expectations high that Fed shall also indicate its plan to taper in its upcoming meeting

While Growth Stocks (including Tech) have outperformed as Bond Yields have fallen, base case
still continues for Cyclically oriented portfolios to add relative value

Key risk continues a sharp rise or fall in Bond Yields. An orderly rise towards 1.8% is best case
for markets

1y :



China: falling weightage in Global Equity Indices

100 100

Global 100

- Developed Markets 86 87 88
- Emerging Markets 14 13 12
North America 60 62 62
Europe 17 16 17
Japan 7 6 6

Asia Pac ex Jp 14 13 12

- China 5.5 4.6 4.1
- India 1.2 1.3 1.3

Latin America 1 1 1
CEEMEA 2 2 2

China’s share in Global Equity indices has fallen from a peak 5.5% to 4.1% recently, impacting
EMs as well. India seems to have benefitted though.
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MSCI Greater China — A reflection on extent of correction

Company P/ Sales
(wt. %) Avg. 3 Yr
Taiwan Semiconductor (9.5) 10 11 15 (12) 19.2 26.3 1.7 10.6 12.8 17.7 10.6
Tencent Holdings (9.3) 36 41 21 (42) 32.2 29.3 6.7
Alibaba (8.4) 46 44 60 (27) 17.7 21.1 8.6 4.5 21.3 16.2 5.6
Meituan (4.1) 96 L LtoP (53) 120.1 470.0 9.5 7.6 163.1 111.4 13.0
Wuxi Biologics (2.8) 59 107 28 (15) 73.7 165.7 41.3 76.4 164.1 2394 27.3
Ping An Bank (2.2) 6 6 20 (29) 9.2 10.5 1.2 1.5 3.2 29
Ping An Insurance (2.1) 13 21 12 (34) 7.8 6.7 1.1 0.8 3.7 2.1
Country Garden (2.1) 56 65 16 (32) 30.8 36.0 8.7 8.7 30.0 36.2 7.0
Hong Kong Exchng (2.0) 7 8 20 (7) 27.9 46.0 26.2 36.1 25.1 25.1 1.3
Pinduoduo (1.9) 229 L LtoP (57) 17.3 9.3 32.9 27.5 5.6

Most of the stocks have shown remarkable growth, with many expected to still witness good earnings
growth on forward basis, albeit susceptible to some downgrade in expectations given ongoing
regulatory action
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China market valuations are below average relative to World

1.10 MSCI China PE to World PE
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Relative Valuations
below long term
average:

Clearly the market is likely
to accord a higher
‘regulatory’ risk premium to
Chinese Equities, and thus,
while MSCI China looks
cheap vs. the world on
relative basis (P/E), it may
be some time before it
trades above average levels
(currently trading below its
average since 2010).

Given that the relative valuations are below average levels (yet can go further lower from here), it raises
the possibility of outperformance in medium term. It must be noted that China still commands ~4x

0 weightage of India in global equity indices, with nearly 5x per capita income.

23



China: Foreign flows have stabilized

1,500 Foreign Flows $ mn
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- After knee-jerk reaction, due to fall in China equity markets, foreign flows seems to have
ﬁ become stable.




India

Economic & Corporate cycle likely to support good earnings
growth
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UFI - Economic activity above pre-covid levels

120 Ultra Frequency Index
ICICI Bank'’s weekly UFI
110 moderated marginally with an index
reading of 102.7 vs. 103 in the
100 ) .
previous week, but remains above
90 pre-COVID level.
30 Indicators that witnessed a sequential
improvement include peak power
70 demand, mobility indicators and
labour force participation rate.
60

However, moderation seen in vehicle

50 registrations, E-way bill generations,

rail freight revenues along with a rise

o seen in unemployment rate weighed
2 on the index performance.
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With gradual opening up on the lockdown measures, almost all the states’ indices have recorded readings above
the critical 100-level mark expect for Maharashtra, Kerala, Tamil Nadu and Karnataka. Sustainability of the
recovery will be contingent upon the pace of vaccination in respective states. However, new cases for infections
0 for states such as Kerala and Maharashtra will remain important to watch from a recovery perspective, though a

gradual improvement over the next few months is unlikely to get arrested.
26
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Business cycle likely to continue uptrend

Economic parameters are on an upswing and are

underpinned by improving factors.
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Q1 FY22 - Earnings mid term review
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Q1 FY22 — mid term Earnings Review

Key trends for the Q1 FY22 were broadly in line to a marginal miss on earnings. Strong earnings growth
reported by companies in commodity sectors has led to robust growth in earnings on aggregate basis.

From the NSE 200 set of companies that have reported, revenue, EBITDA and net profit growth stood at 43%,
34% and 116% YoY, respectively. Ex-Bharti, Intergloble Aviation & Tata Motors, NSE 200 revenue and earnings
growth were ahead at 41% and 58%.

Margin pressures most visible in Consumer / IT sectors. Overall, commodities (materials and energy) beat on
margins while most consumers (staples & discretionary) have missed. Ex-Materials, EBITDA margins at
aggregate level have contracted by 123bp.

Across the board, input cost pressure has not dented earnings outlook yet indicating the ability to rationalize
and pass on cost. Going forward, cost pressures may rise as operations resume in full swing and raw material
prices continue to see upward pressure. But, as growth normalizes, operating leverage benefits should kick in
and support margins.

1y
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Q1FY22 — Mid term Earnings review - Powered By Commodities

Sector " No. | saks [ esmA | par |
Consumer Staples 565 450 122
Consumer Discretionary 20 1,567 760 106 113 17 560 (36) (120) -
Telecommunication Services 2 337 249 35 165 107 54 17 (152) -
Cement 5 265 179 48 71 46 54 35 18 94
Domestic non-cyclicals 40 2,734 1,638 67 471 268 76 100 (182) -
Health Care 15 388 324 20 108 96 12 58 25 133
Information Technology 12 1,378 1,171 18 342 279 23 241 192 26
Exports 1,766 1,495 450 375 299 216 38
mmmmm
PSU Bank 1, 167 1,007 532 440 147 69 113
Pvt Bank 11 918 801 15 448 433 4 179 151 19
NBFC 19 637 583 9 131 154 (15) 116 127 (8)
Insurance 252 212 (73) (70)
lmm—m“
Industrials 579 420 103 212
Utilities 7 717 573 25 182 161 13 71 40 75
Materials 5 999 515 94 272 46 493 149 (11) -
Energy 7 3, 979 2, 354 69 396 272 45 210 171 22
Others 6 187

Sub-Total Cyclicals mmmﬁ--a-
Total 144 | 13811 | 9,648 | 43 | 3001 | 2244 | 34 | 1,324 612 | 116

Total (Adjusted)* __141 12,849 9083 41 2834 2155 32 | 1,398 | 884 | 58

Note: *Ex-Bharti, Interglobe Avi. & Tata Motors

Metals sectors lead earnings growth aided by lower reported losses / turning loss to profit by Tata
Motors & Bharti Airtel
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Equity Strategy & Valuations

31



Retail participation in markets have risen significantly

Non Insti as share of Total Turnover
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Retail participation rose last year and continues to remain elevated. Tech-savvy new millennials find
ﬁ it very convenient to internet-based, mobile-enabled trading platforms.
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Retail participation in markets have risen significantly

Rise in retail participation
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Note: FY22 data till 315t July 2021

Number of demat accounts opened in the last few months is a clear reflection of rising retail
participation. At an industry level, the number of incremental demat accounts opened in
0 the last year is more than the accounts opened in the previous 3 years collectively.



Equity offering are rising with market upturn
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Equity offering have risen during last couple of years, given elevated market valuations. However,
history is replete with cases of IPO market euphoria coinciding with market peaks!



SmallCaps performance in times of changing spreads

Spread AA 5 Yr G-Sec
(bps)

Period ‘

Sep-06 | | | 8.8 7.6
Apr-07 | 20 16 | (3) 216 | 10.2 8.0
Jan-08 | 90 138 | 48 157 | 9.3 7.8
Jan-09 | (54) (72) | (18) 373 | 9.5 5.8
Aug-10 | 52 90 | 38 121 | 8.9 7.7
Aug-12 | (2) (14) | (13) 220 | 10.4 8.2
Feb-13 | 26 4 | (22) 119 | 9.2 8.0
Nov-13 | 2 (20) | (22) 161 | 10.3 8.7
Jun-14 | 43 112 | 70 73 | 9.4 8.6
Jan-15 | 33 18 | (15) 146 | 9.1 7.7
Nov-15 | (12) (1) | 11 66 | 8.5 7.8
Apr-16 | (11) (27) | (16) 170 | 9.0 7.3
Jan-18 | 22 40 | 18 96 | 8.3 7.3
Aug-19 | 0 (26) | (26) 181 | 8.1 6.3
Feb-20 | 21 33 | 11 119 | 7.4 6.3
May-20 | (65) (81) | (15) 192 | 7.5 5.6
May-21 | 60 115 | 55 64 | 6.4 5.8
Aug-21 | 50 92 | 42 107 | 6.8 5.7

vice-versa. Hence, if spreads were to widen, performance of smallcaps on a relative basis

0 Smallcaps have outperformed Largecaps in times of falling spreads and benign liquidity conditions and
may turn adverse.



Small Cap Volumes on the rise

 owmeeos | e | e

Jun-06 Jan-08 Bull 122 171
Jan-08 Mar-09 427 Bear 122 39 (68) (78)
Mar-09 Nov-10 611 Bull 39 88 123 305
Nov-10 Aug-13 1,000 Bear 88 36 (59) (52)
Aug-13 Jun-14 307 Bull 36 116 220 86
Jun-14 Nov-16 897 Flat 116 50 (57) 9

Nov-16 Jan-18 419 Bull 50 125 151 70
Jan-18 Dec-19 695 Bear 125 31 (75) (37)
Dec-19 Feb-20 57 Rising 31 51 63 12
Feb-20 Apr-20 Bear (47) (36)

I I I N T

Small cap are trending closer to previous cycle peaks basis volumes and historical returns during bull
phases

Average Peak




Mid & Small Mkt Cap vs Large Mkt Cap inching closer to highs
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Since Mar-20, Mid & Small caps out-performance has progressively increased given the rise in their
market caps relative to broader markets. Current technical indicator suggest Mid & Small cap weights

are closer to peak relative to history.
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Valuations: Mid & Small caps w.r.t. Nifty are relatively expensive

P/B — Nifty 500 / Nifty 50

1.10

1.05

1.00

0.95

0.90

0.85 ooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo

0.80
N 00O 00 OO OO O O «— — N N OO0 0 < < 1O O © © N N 0 0o oo oo o O «— «—
2R <2 QT T T TTTT LY LY LYTLTTLYOLTOL Y g g
o QO o QO o QO o QO o) QO o QO o QO o QO o) QO o QO o QO o QO o) QO o QO O
> o - oo - oo o o o O o 0 o o oo O o o o O oo O o o o o o o o
I L QLI L QUL gU UL oL gL g UL gL qgueguegueg

Relative valuations of Mid & Small caps (inferred from broader index Nifty 500) with respect to Nifty
has edged at above +1 Std dev. and is now moving closer to peak levels witnessed in Jan 2018.
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Trend in Mid & Small caps w.r.t. Large are aligned globally

Rolling 2 Yr outperformance of Mid & Small over Large (%)
—Russel 2000 over S&P ex-IT —NSE Mid & Small over Top 100

Divergence primarily due to QOil
bounty which led to

3.0 improvement in  domestic
macros & higher provisioning
R SN . inlarge financials.
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Mid & Small caps outperformance in India has followed Russel 2000 outperformance, albeit with a bit
of lag, but trend is largely aligned (barring 2013 — 2015 period). The falling outperformance of Russel
2000 (US Small Cap) in recent times is to be watched closely, despite differing company level
fundamentals
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Institutional Equity Flows remain below average

Institutional Flows as % to Market Cap (bps)
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Recent market up-move haven’t been led by Institutional Flows, which indicates a higher than usual
non institutional participation in the market
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India - Sectoral Valuation: Cyclicals are relatively well placed

Percantfe Rank _ FrwdPE 2588 Growth . PEG |
Real Estate 33.0 42

MNC 0.9 36.2 11.8 A
Next50 0.9 23.4 9.5 25
FMCG 0.9 31.8 14.0 2.3

Infra 0.4 15.5 7.2 2.1

IT 1.0 25.3 12.4 2.0
Pharma 0.9 24.3 13.8 1.8
Media 0.1 13.4 8.6 1.6
NSE500 1.0 19.5 15.5 1.3
Energy 0.2 9.3 7.5 1.2
Small250 o9 | 12 | 132 | 1.2
Mid -_ 1.2
Nifty 19 2 16 8 1.1
Financials 0.7 15.7 16.0 1.0

Bank 0.7 15.3 25.1 0.6

Auto 0.9 17.3 29.6 0.6
Metal 0.7 9.7 16.9 - 06

P/B

Bank 0.6 2.0
Energy 0.2 1.2
Metal 0.9 1.4

Small250 1.0 2.4

Nifty 1.0 2.8

Several sectors and stocks appears to be fairly valued and offering limited scope for re rating, returns will
likely follow roll forward (in earnings) or potential upgrades in earnings (as actual earnings follow expected
trajectory). Banking, Auto & Industrials are still relatively cheaper.
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Indian equity sentiment indicator

1 Yr Fwd Nseb00 Retrun (%) - RHS -=Sentiment Index (15 DMA)
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Lower Sentiment Index indicates a better buying opportunity given above avg 1 year forward return &
vice versa.




Relative valuations of Indian markets remains expensive

Relative PE of India to EM
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Valuations of Indian markets are relatively expensive, above +1 stdev, when compared to Emerging
markets
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Valuations remain expensive but earnings growth prospects
have improved too

155 NSE 500 Composite Valuation
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While valuations are decisively on higher side but may not cause markets to materially correct as long as global
markets and yields are stable and are well supported by superior earnings growth prospects. However, market
performance is likely to be lower than earnings growth as valuations are likely to mean revert over medium term.

ﬁ Theme ahead is likely to be stronger economy but volatile markets




Equity Strategy

We maintain Equal Weight position in Equities given the local business cycle is at an early stage of inflection with
far better balance sheets (for listed corporates), likely improving profitability and credit growth far below peak.

- Earnings are likely to hold up in immediate future albeit company level commentary shall be key to future earnings
upgrade

- Valuation de-rating (in equity multiples) towards mean is likely over medium term, they may not fall
materially below +1 Standard Deviation just as yet given the overall global & cyclical tailwind

*  Medium term, cyclical & economy facing sectors like Banking, Industrials / Capex, Energy, Auto etc. are still not in
outright expensive zone & offer reasonable growth prospects

- Defensive sectors (like IT, Pharma, FMCG & select Discretionary) exhibit stretched valuations.

- “Late recovery theme” can add value from a medium term perspective

Theme likely to be stronger economy but volatile markets with rising risk of time correction
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Risks

Higher relative valuations are now the biggest risk in medium term, yet can sustain in near term
unless there are external adverse shocks

Non institutional equity participation has been rising, quite likely enthused by very low volatility
observed in last several quarters. Mid & Small Caps are showing peak relative valuations

Rising cases of Covid, despite the 2020 learnings & template, do not necessarily offer room for complacence,
although our base case continues that the current spell shall be far less economically impactful vs H1FY21

Fed taper while well telegraphed, can still tighten financial conditions, resulting in higher volatility

46



Fixed Income
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RBI delivers status quo in line with expectations:

The Monetary Policy Committee in its August policy decided to keep rates unchanged yet again on
expected lines. The RBI retained its GDP growth projection for FY22 at 9.5% and pushed up its
inflation forecasts by 60 bps to 5.7%.

The MPC noted that aggregate demand is improving, but still weak and overcast by pandemic.
Output is still below the pre-pandemic levels. Inflationary pressures are largely driven by adverse
supply shocks which are expected to be transitory. Following were the key announcements:

1. Extension of the VRRR Program & G-SAP: The governor highlighted the success of the VRRR program due to
the higher yield prospects as compared to the fixed rate overnight reverse repo. The RBI has decided to
increase the quantum under the VRRR to Rs 4 lakh Cr in a phased manner. The G-SAP program was enhanced
with 2 fresh auctions of Rs 25,000 Cr each that will be conducted on August 12th & August 26th 2021.

2. Inflation expectation hiked to 5.7%: The MPC cited exogenous supply shocks which it believes are temporary
in nature to the spike in inflation. The MPC in its assessment raised its inflation target for the year even as it
believes the ongoing progress of the monsoons and a strong kharif crop would dissipate much of the inflation
towards the latter half of the year.

The markets post policy have remained range-bound, largely unchanged as policy action was priced
going into today’s policy.

1y
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Yields across the curve have gone up CYTD

Call Rate 3.28 3.35 3.05 0.23
Repo

_—_—

3M T-Bill 3.37 3.24 3.01 0.36

6M CD 3.85 3.77 3.5 0.35

6M CP 4.35 4.30 0.55
“————

1 Year Gilt 3.96 3.87 3.50 0.46

2 Year Gilt 4.65 4.54 4.25 0.40

5 Year Gilt 5.85 5.84 4.99 0.86

10 Year Gilt 6.23 6.12 5.83 0.40

10 Year SDL 6.80 6.69 6.43 0.37
. CopBORPRs | | | |

1 Year AAA 4.35 4.30 3.90 0.45

3 Year AAA 5.15 5.10 4.68 0.57

5 Year AAA 6.20 5.95 5.50 0.70

1 Year AA 7.0 6.95 6.70 0.30

3 Year AA 7.93 7.86 7.44 0.49

Yields went up in the month of June with shorter end of the curve (2-3 years) rising faster than longer end
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Carry opportunity in 6-8 year bucket

G-Sec Yields (%)
10

7 Year =1 Year
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The yield curve is steep. As compared to 1 year yield of close to 4%, 6-8 year yields are close to 6.1-
6.4%.

Funds which are targeted towards portfolio maturity 2026-2028 are appropriate for lower risk investors
seeking higher visibility of returns over holding period horizon.
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Interest Rate Cycle and Portfolio Return (Chart-I)

Medium Term Fund & Interest Rate Cycle
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Since 2012, interest rates were on gradual decline till May-13, however post that due to Fed taper
tantrum, the rates inched up significantly and remained at those levels for almost a year and then started
to decline gradually.

0 Investors who invested at lower yields with investment horizon of more than 3 years were able to

significantly outperform Net YTM, as full interest rate cycle played out, despite lower return in short terrBr}



Interest Rate Cycle and Portfolio Return (Chart-Il)

Medium Term Fund & Interest Rate Cycle
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Interest rates again bottomed close to demonetization in Nov-16, and started to move up since mid of
2017 and further impacted by downgrades/ defaults in few of the names. Interest rates stared to come
down since mid-2019.

0 Investors who invested at lower yields in end 2016, with investment horizon of more than 3/4 years were

able to significantly outperform Net YTM as the full interest cycle played out. -



Interest Rate Cycle and Portfolio Return (Chart-lil)

Medium Term Fund & Interest Rate Cycle
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CAGR from Nov 2020 e \edium Term (I) -Net YTM

While interest rates bottomed out in Nov-Dec 2020, there has been slight upmove in rates since then and
has been volatile.
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Fixed Income Strategy

MPC Policy has been on expected lines and markets had already begun pricing in a status quo. VRRR increase
(variable rate reverse repo) too was on expected lines, though it may not materially move the needle as far as

overnight rates are concerned

The MPC continues to remain watchful on growth while the concerns on inflation has increased — next set of
inflation data points are key to shaping up policy decision making going forward.

Given low rates & expectation of gradual upward movement in short term yields over time, investors should
consider products with duration lower than investment horizon. Following is preferred strategy:

For investment horizon upto 3 months: prefer liquid funds. Individual investors can consider bank savings
upto 3 months as other categories can be volatile.

For longer investment horizon (upto 1 year): investors can consider Ultra Short Term Funds, Arbitrage
Funds & Deposits.

Horizon of more than 3-4 years -
Prefer funds with reasonable mix of AAA and AA (medium term portfolios) which have net yields
of more than 5.5%. As highlighted, strategy can outperform the current net yield over 3-4 years, and

also 3 year roll down / AAA strategies.
One can also consider 5-7 year roll down strategies, for investors with horizon of more than 4 years

bottoming out, interest rates tend to rise, only to moderate — the overall cycle being 3 to 4 years. Hence,

0 We reiterate that the experience of last decade is instructive towards the interest rate cycle. After
its critical to have a 4-year horizon for longer term investors.
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Disclaimer: “Mutual Fund investments are subject to market risks, read all scheme related documents carefully”. The products, services and benefits referred to herein are subject to the terms and
conditions governing them as specified by ICICI Bank / third party from time to time. Nothing contained herein shall constitute or be deemed to constitute an advice, invitation or solicitation to
sell/purchase any products/services of ICICI Bank / third party and is not intended to create any rights and obligations. ICICI Bank is acting merely as a distributor of third parties for mutual funds. Any
investment in such third party products shall constitute a contract between the investor and the third party. Participation by ICICI Bank's customers is on a purely voluntary basis and there is no direct or
indirect linkage between the provision of the banking services offered by ICICI Bank to its customers and their investment in third party products. ICICI Bank shall not be liable or responsible for any loss
resulting from third party’s products.

ICICI Bank distributes Mutual Fund schemes of its affiliates and group companies.

Please visit http://www.icicibank.com/Personal-Banking/investments/mutual-funds/disclosure.html for important information on Mutual Fund investments.

This report and the information contained herein are strictly confidential and are meant solely for the selected recipient to whom it has been specifically made available by ICICI Bank Limited (“ICICI
Bank”). If you are not the intended recipient of this report, please immediately destroy this report or hand it over to the nearest ICICI Bank office. This report is being communicated to you on a
confidential basis and does not carry any right of publication or disclosure to any third party. By accepting delivery of this report you undertake not to reproduce or distribute this report in whole or in
part, or to disclose any of its contents (except to your professional advisers) without the prior written consent of ICICI Bank. The recipient (and your professional advisers) will keep information
contained herein that is not already in the public domain permanently confidential.

This report provides general information on global financial markets and trends and is intended for general circulation only. This document does not have regard to the specific investment objectives,
financial situation and the particular needs of any specific person. Investors should seek advice from a financial adviser regarding the suitability of an investment, taking into account the specific
investment objectives, financial situation or particular needs of each person before making a commitment to an investment. This report is not an offer, invitation or solicitation of any kind to buy or sell
any security and is not intended to create any rights or obligations in any jurisdiction. The information contained in this report is not intended to nor should it be construed to represent that ICICI Bank
provides any products or services in any jurisdiction where it is not licensed or registered or authorised to do so.

Nothing in this report is intended to constitute legal, tax, securities or investment advice, or opinion regarding the appropriateness of any investment, or a solicitation for any product or service. The use
of any information set out in this report is entirely at the recipient’s own risk. No reliance may be placed for any purpose whatsoever on the information contained in this report or on its completeness.
The information/ views set out herein may be subject to updating, completion, revision, verification and amendment and such information may change materially and we may not (and are not obliged
to) notify you of any such change(s). ICICI Bank is not acting as your advisor or in a fiduciary capacity in respect of the products and services referred to in this report, and accepts no liability nor
responsibility whatsoever with respect to the use of this report or its contents.

The information set out in this report has been prepared by ICICI Bank based upon projections which have been determined in good faith and sources considered reliable by ICICI Bank. There can be no
assurance that such projections will prove to be accurate. Except for the historical information contained herein, statements in this report, which contain words or phrases such as 'will', 'would, etc., and
similar expressions or variations of such expressions may constitute forward-looking statements'. These forward-looking statements involve a number of risks, uncertainties and other factors that could
cause actual results to differ materially from those suggested by the forward-looking statements. The forward looking statements contained in this report as regards financial markets and economies is
not to be construed as a comment on or a prediction of the performance of any specific financial product. ICICI Bank does not accept any responsibility for any errors whether caused by negligence or
otherwise or for any loss or damage incurred by anyone in reliance on anything set out in this report. The information in this report reflects prevailing conditions and our views as of this date, all of
which are subject to change. In preparing this report we have relied upon and assumed, without independent verification, the accuracy and completeness of all information available from public sources
or which was provided to us or which was otherwise reviewed by us. Past performance cannot be a guide to future performance.

Please note that ICICI Bank, its affiliated companies and the individuals involved in the preparation of this report may have an interest in the investment opportunities mentioned in this report which may
give rise to potential conflict of interest situations. Employees of ICICI Bank may communicate views and opinions to our clients that are contrary to the views expressed in this report. Internal groups of
ICICI Bank may make investment decisions contrary to the views expressed herein.

If you intend to invest in investment opportunities, if any, mentioned here or act on any information contained herein, we strongly advise you verify all information through independent authorities and
consult your financial, legal, tax and other advisors before investment.
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ICICI Bank Limited's Bahrain Branch is licensed and regulated as an overseas conventional retail bank by the Central Bank of Bahrain (“CBB”), located at Manama Centre, Manama, P.O. Box-1494,
Bahrain.

We are guided by the extant guidelines issued by CBB from time to time. The document is for the benefit of intended recipients only and is not being issued/passed on to, or being made available to the
public generally. No public offer of investment product is being made in the Kingdom of Bahrain.

This offer is on a private placement basis and is not subject to or approved in terms of the regulations of the CBB that apply to public offerings of securities, and the extensive disclosure requirements
and other protections that these regulations contain. This product offering is therefore intended only for Accredited Investors as per CBB rule book.

The investment products offered pursuant to this document may only be offered in minimum subscription of US$100,000 (or equivalent in other currencies) to customers with financial assets more than
USD 1 million only. The CBB assumes no responsibility for the accuracy and completeness of the statements and information contained in this document and expressly disclaims any liability whatsoever
for any loss arising from reliance upon the whole or any part of the contents of this document. The Board of Directors and the Management of the issuer accepts responsibility for the information
contained in this document. To the best of the knowledge and belief of the Board of Directors and the Management, who have taken all reasonable care to ensure that such is the case, the information
contained in this document is in accordance with the facts and does not omit anything likely to effect the reliability of such information.

In case of any doubt regarding the suitability of the products and any inherent risks involved for specific individual circumstances, please contact your own financial adviser. Investments in these
products are not considered deposits and are therefore not covered by the Kingdom of Bahrain’s deposit protection scheme

“This marketing material is distributed by ICICI Bank Ltd., Dubai International Financial Centre (DIFC) Branch and is intended only for ‘professional clients’ not retail clients. The financial products or
financial services to which the marketing material relates to will only be made available to a ‘professional client’ as defined in the DFSA rule book via section COB 2.3.2. Professional clients as defined by
DFSA need to have net assets of USD 500,000/- and have sufficient experience and understanding of relevant financial markets, products or transactions and any associated risks. The DIFC branch of
ICICI Bank Ltd., is a duly licensed Category 1 Authorized Firm and regulated by the DFSA”.

Investors are requested to read the offer document carefully before investing and note that the investment would be subject to their own risk. Capital Market Authority (“CMA") shall not be liable for the
correctness or adequacy of information provided by the marketing company. CMA shall not be responsible for any damage or loss resulting from the reliance on that data or information. CMA shall not
be liable for the appropriateness of the security to the financial position or investment requirements of any person. Investors may note that CMA does not undertake any financial liability for the risks
related to the investment.

ICICI Securities Limited, Oman Branch (“I-Sec”) has been granted license in the category “Marketing Non Omani Securities” activity by CMA in the Sultanate of Oman. I-Sec shall be marketing products
and services that are offered through ICICI Group, including third party products. I-Sec / ICICI Bank are not licensed to carry on banking, investment management or brokerage business in the Sultanate
of Oman. The services and products of I-Sec / ICICI Bank and their marketing have not been endorsed by the Central Bank of Oman or the CMA, neither of which accepts any responsibility thereof. I-Sec
/ ICICI Bank is offering such products and services exclusively to carefully selected persons who satisfy strict criteria relating to solvency & creditworthiness, having previous experience in securities
market and who comply with applicable laws and consequently such offering shall not be deemed to be a public offer or marketing under applicable law. Persons receiving this documentation are
instructed to discuss the same with their professional legal and financial advisers before they make any financial commitments and shall be deemed to have made a reasoned assessment of the
potential risks and rewards of making such a commitment. I-Sec / ICICI Bank accepts no responsibility in respect of any financial losses in respect of investments in bonds, notes, funds, listed and
unlisted stocks, other financial securities or real estate or arising from any restriction on disposing of any of the foregoing at any time.

“This Financial Communication is issued by ICICI Bank Limited, QFC Branch, P.O. Box 24708, 403, QFC Tower, West Bay, Doha, Qatar and is directed at Clients other than Retail Customers. The specified
products to which this financial communication relates to, will only be made available to customers who satisfy the criteria to be a “Business Customer” under QFC Regulatory Authority (“QFCRA")
regulations, other than the retail customers. An individual needs to have a liquid net worth of USD 1 Million (or its equivalent in another currency), and a company/corporate needs to have a liquid net
worth of USD 5 Million (or its equivalent in another currency) to qualify as a “Business Customer”. The QFC Branch of ICICI Bank Limited is authorized by the QFCRA.”
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DISCLOURE FOR QATARI RESIDENTS

For the avoidance of doubt, whilst we provide support advisory services to our Clients who are resident in Qatar, as we do not carry out business in Qatar as a bank, investment company or otherwise
we do not have a licence to operate as a banking or financial institution or otherwise in the State of Qatar.

DISCLOSURE FOR RESIDENTS IN THE UNITED ARAB EMIRATES (“UAE"):

This document is for personal use only and shall in no way be construed as a general offer for the sale of Products to the public in the UAE, or as an attempt to conduct business, as a financial
institution or otherwise, in the UAE. Investors should note that any products mentioned in this document, any offering material related thereto and any interests therein have not been approved or

licensed by the UAE Central Bank or by any other relevant licensing authority in the UAE, and they do not constitute a public offer of products in the UAE in accordance with the Commercial
Companies Law, Federal Law No. 8 of 1984 (as amended) or otherwise.

DISCLOSURE FOR UNITED KINGDOM CLIENTS:

ICICI Bank UK PLC (Company No: 04663024) is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and Prudential Regulation Authority. Its registered
office is One Thomas More Square. London E1W 1YN. It is subject to the laws of England and Wales.

ICICI Bank UK PLC, (“ICICI Bank”) provides products and services on an 'execution-only' basis, which is solely limited to transmission or execution of investment instructions and does not provide
investment advisory services or act in a fiduciary capacity in this or any other transaction.

DISCLOSURE FOR SOUTH AFRICAN CLIENTS:

ICICI Bank is incorporated in India, registered office “Landmark” Race Course Circle, Vadodara 390 007, India and operates in South Africa as a Representative Office of a foreign bank in terms of the
Banks Act 94 of 1990. The ICICI Bank South Africa Representative Office is located at the 3rd Floor, West Building, Sandown Mews, 88 Stella Street, Sandton, 2196. Tel: +27 (0) 11 676 7800 Fax: +27
(0) 11 783 9748. All Private Banking offerings, including ICICI Bank Limited Private Banking products and services are offered under the “ICICI Bank Private Banking” brand. ICICI Bank is registered as
an external company in South Africa with the registration number 2005/015773/10. ICICI Bank is an Authorised Financial Services Provider (FSP 23193) in terms of the Financial Advisory and
Intermediary Services Act 37 of 2002. This report is not an offer, invitation, advice or solicitation of any kind to buy or sell any product and is not intended to create any rights or obligation in South
Africa. The information contained in this report is not intended to nor should it be construed to represent that ICICI Bank provides any products or services in South Africa that it is not licensed,
registered or authorised to do so. Contact the South African Representative Office or one of its relationship managers for clarification of products and services offered in South Africa.

DISCLOSURE FOR RESIDENTS IN SINGAPORE:

We ICICI Bank Limited, Singapore Branch ("Bank") located at 9, Raffles Place #50-01 Republic Plaza, Singapore 048619, are a licensed Bank by the Monetary Authority of Singapore. Our representative,
who services your account, and who acts on the Bank's behalf, is authorized to deal in securities and securities financing activities. Nothing in this report constitutes any advice or recommendation for
any products or services. Nothing in this report shall constitute an offer or invitation for, or solicitation for the offer of, purchase or subscription of any products, services referred to you. This research
report is being made available to you without any regard to your specific financial situation, needs or investment objectives. The views mentioned in this report may not be suitable for all investors.
The suitability of any particular products/services will depend on a person's individual circumstances and objectives. It is strongly recommended that you should seek advice from a financial adviser

regarding the suitability of any market trends/opportunities, taking into account your specific investment objectives, financial situation or particulars needs, before making a commitment to purchase
such products/services.

DISCLOSURE FOR RESIDENTS IN INDIA

There is no direct or indirect linkage between the provision of the banking services offered by ICICI Bank to its customers and their usage of the information contained herein for investing in product /
service of ICICI Bank or third party. Any investment in any fund/securities etc described in this document will be accepted solely on the basis of the fund's/ securities’ Offering Memorandum and the
relevant issuing entity’s constitutional documents. Accordingly, this document will not form the basis of, and should not be relied upon in connection with, any subsequent investment in the fund/
security. To the extent that any statements are made in this document in relation to the fund/ security, they are qualified in their entirety by the terms of the Offering Memorandum and other related
constitutive documents pertaining to the fund/ security, which must be reviewed prior to making any decision to invest in the fund/ security

THIRD PARTIES MARKETING ICICI BANK’S PRODUCTS:

In addition to the Information, disclosures & conditions above, this report is sent to you because we feel that the information contained herein may be of interest to you and may further assist you in58
understanding our products and the markets we operate in.



