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Global outlook




US: Labour market remains out of balance

With strong demand in services sector

175000
US (Thousands) 1YR change in nonfarm payrolls
170000 } 5.1mn Leisure and hospitality

|
165000 /_/—\ Private education and health. . n————
160000 Professional and business serwc_es O
Manufacturing — ———
155000 Government ————
150000 Construction =——————
145000 Transportation and warehou;mg —
Other services m—
140000 Wholesale trade
135000 —=FEmployment levels + Job openings total nonfarm payroll Financial activities
130000 Civilian Labor Force Informatlon —
< < DD © © O ~MNOWOBO® D O OO A oA -dA NN M Retail trade
TR g AT A g g . i
@‘Gag%ggagggggﬂsag’ggga%g Mlnlngandloggl.ng-
s O=sgmmz<pnu AOsO0=Immz<pnL Utilities

o

200 400 600 800 1,000

IDFC FIRST
Bank

Source: CEIC, IDFC FIRST Bank Economics Research.
3/24/2023

3



US: Inflation pressures easing but still significantly above target

Consumption supported by household net worth

US CPI, YoY%
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» Core services inflation to take time to decline as labour market remains strong
» The fall in house prices take time to reflect in CPI

Source: CEIC, IDFC FIRST Bank Economics Research.
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US banking sector — Financial Stability risks

Small Domestically Chartered Commercial Banks as % of Assets 23.0% - Mortgage-Backed Securities (MBS)
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« Small domestic banks account for 30% share of overall banking sector assets

Source: Bloomberg, IDFC FIRST Bank Economics Research.
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US Banks importance in lending to non-financial sector

Small Domestically Chartered Commercial Banks

70% — Commercial and Industrial Loans
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+ Small domestic banks account for 34% share of overall banking sector loans
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Financial contagion risks

of foreign claims (immediate counterparty basis), by nationality of reporting bank
International claims

-_
maturit

By sector of
counterpart

Local positions in
local currencies

_ Banks Claims

03 2022 (US$ bn Foreign claims Total including one year

US and UK — higher risk of spread of financial stability

risks

« Foreign claims on US and UK banks are significantly
high at US$4tn plus (international claims plus local
currency claims)

Australia 745.3 | 282.4 200.4 96.5 | 462.9

AUSt_”a 445.9 I 216.6 i 52.3 I 229.3 Low chances of financial risk starting from India
Belgl_um 263.8 I 130.4 70 43.9 I 133.5 * Foreign claims on Indian banks remain low at
Brazil 118.7 I 68.2 41.9 45.5 I 50.5 US$104bn (immediate counterparty basis).
Canada 2.415.40 | 905.5 404.4 124.2 | 1,509.90

Chinese Taipei 431.1 | 315.1 121 128.5 | 116

Denmark 299.2 | 132.9 76.6 27.5 | 166.2

France 3,089.70 | 1,593.30 799 391 |  1,496.40

Germany 1,913.00 1,427.20 571 406.6 485.8

India 104.2 78.1 59 39.7 26

Italy 924.9 511.3 152.6 109.3 413.5

Japan 4,692.00 | 3,546.60 465.4 337.1 | 114540

Korea 262.4 | 209.4 108.3 65 | 53

Netherlands 1,408.40 | 692.5 466.5 111.6 | 715.9

Portugal 95.3 | 62 11.1 8.3 | 33.3

Singapore 649.3 | 349.9 \ \ | 299.4

Spain 1,903.00 | 570.2 275 143.3 | 133270

Sweden 403.8 141.2 95.5 25.9 262.6

ISwitzerland 1,504.40 1,000.00 662.1 259 500.6

United Kingdom

4.039.30

1,991.60

1.274.80

510

2,047.70

United States

3/24/2023

4.345.00

Source: BIS, IDFC FIRST Bank Economics Research.
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Fed rate hiking cycle nearly over

Dot plot indicates one more rate hike in May; Forward guidance on rate hikes much more muted

Summary of Economic Projections

Federal resene balance sheet (US$bn)

8,750
_ Unemploy _ PCE Qore ECE Fed funds 5 700 Total Assets
Meeting Real GDP mentrate inflation inflation rate :
8,650
2023 Mar-23 0.4 4.5 3.3 3.6 5.1 8,600
Dec-22 0.5 4.6 3.1 3.5 5.1 8.550
2024 Mar-23 1.2 4.6 2.5 2.6 4.3 8.500
Dec-22 1.6 4.6 2.5 2.5 4.1 8,450
2025 Mar-23 1.9 4.6 2.1 2.1 3.1 8,400
Dec22 1.8 4.5 2.1 2.1 3.1 8,350
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Forward guidance on rate hikes softened
* In the policy statement, ‘ongoing rate increases’ was replaced with ‘anticipate some additional policy firming’

Fed balance sheet expands by US$391.5bn over two weeks

» Banks tap liquidity facilities to meeting funding needs
* This is not restart of QE, as Fed is not buying securities to reduce long-term rates

IDFC FIRST
Bank

3/24/2023 Source: Fed, CEIC, IDFC FIRST Bank Economics Research.
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India outlook




Consumption recovery has held-up

Supported by urban

Urban economy indicators, (Jan 2020 =100)
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« Urban consumption supported by strong wage growth and employment creation

Source: Bloomberg, RBI, IDFC FIRST Bank Economics Research
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Rural — gradual recovery

Improvement in employment situation

Rural economy indicators, (Jan 2020 =100)

= Omestic tractor sales - Fertiliser sales

250 Two wheeler sales Diesel consumption
- Railway passenger
200
150
100 — —— — - —y — —~l—— "/
— a— —
/‘\/

50

0
-50

Jul-21

o o — -
§ o & o
o > c =
) ) © <
wn Z — =

May-21
Sep-21
Nov-21
Jan-22
Mar-22

May-22

Jul-22

Sep-22

Nov-22

Jan-23

« Urban consumption supported by strong wage growth and employment creation
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Source: Bloomberg, RBI, IDFC FIRST Bank Economics Research
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Investment supported by Central capex expenditure
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120 60% Capital expenditure growth (till December)
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Source: Bloomberg, RBI, IDFC FIRST Bank Economics Research
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Credit quality has held-up

Delinquency Rates in Aggregate Consumer Credit
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* Overall banking system GNPA has reduced to 5% as of Sept 2022 (7-yr low) v/s 5.8% in FY22 and 7.3% in FY21
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Source: Bloomberg, RBI, IDFC FIRST Bank Economics Research
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Growth heatmap
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FY?23 fiscal deficit expected at 6.5% of GDP

Slippage estimated at INR138bn from RE

INR bn
2nd Supplementary Demand for Grants (INR
Fiscal Deficit _ 138 crore) Revenue Capital Total
Fertilizer
P&K 15,000 0 15,000
Subsidy expenditure _ 263 Urea 11,325 0 11,325
Telecom 25,078 636 25,713
Disinvestment -189 _ -
Defence Services (Revenue) 6,500 0 6,500
B Estimate - Revised Estimate Pay and allowance 566 566
Non-tax 78 .
- Defence Pensions 33,718 0 33,718
GST compensation cess fund 33,506 0 33,506
Net tax . 27
Total 1,33,427 3,913 1,37,340
-300 -200 -100 0 100 200 300

» A second supplementary demand for grants was approved which implies additional expenditure of INR1.48tn over and above FY23 revised estimate. INR108bn has
been funded from contingency fund of India, mainly for ministry of Fertilizer. This doesn’t take into account savings made by the Government from lesser expenditure
on Centrally Sponsored Schemes. As per press reports till March 5th , payment of INR3.1tn has been made v/s Revised estimate of INR4.5tn .

» Fiscal deficit in FY23 is tracking higher by INR138bn over Revised Estimate, after building-in second supplementary demand for grants and savings from Centrally
Sponsored schemes. Disinvestment shortfall (INR189bn) and excess PSU dividend (INR75bn) has also been incorporated. As a % of GDP, the government will meet
the target of 6.5% in FY23.

Source: Bloomberg, RBI, IDFC FIRST Bank Economics Research
3/24/2023 15




FY24 fiscal deficit to reduce to 5.9% of GDP

Despite slower nominal GDP growth and tax revenue growth

o Central government fiscal deficit as % of GDP 20% Total expenditure as % of GDP
6 9.5%

189% W Capital exp Subsidy  ®Interest ®Revenue exp ex. subsidy and interest
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* Reduction in subsidy expenditure
* Reduction in revenue expenditure ex. subsidy and interest
* Nominal GDP growth at 10.9% in FY24 v/s 15.9% in FY23

Source: Bloomberg, RBI, IDFC FIRST Bank Economics Research
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Government securities - Demand-Supply dynamic
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Debt mutual funds will be impacted as
taxation benefits removed from FY24.

N

Ultra long bond demand impacted by
tax on 5 lac insurance premiums for
guaranteed return schemes

Will be taxed at par with bank deposits
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Dec-15

Insurance+ PFs and Pensions as % of outstanding g-sec

Jun-16

Dec-16

Jun-17

Dec-17

Jun-18

Dec-18

Jun-19

Dec-19

Jun-20

Dec-20

Jun-21

Dec-21

Jun-22

36.47

Dec-22

IDFC FIRST
Bank

3/24/2023

Source: Bloomberg, RBI, IDFC FIRST Bank Economics Research
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Government securities - Supply dynamic

| Netmarketissuance
INR bn FY22 FY23RE | FY24BE

Centre 8631 11082
State 4925 4604
Centre + State 13556 15686

* Supply dynamics to be less favourable with rise in SDL and corporate bond supply

IDFC FIRST
Bank

3/24/2023

Source: Bloomberg, RBI, IDFC FIRST Bank Economics Research
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Government securities - Demand dynamic

Net change in g-sec ownership (INR bn) 32 == Bank investment in government securities as % of deposits

Credit to deposit ~rhs 80.0
Commercial Banks
. I 31 78.0
Insurance Companies
Provident Funds - 30
76.0
|
Corporates -
Mutual Funds — X ' f 74.0
B FYTD23
Financial Institutions _ 28 | /\'
FYTD22
Non-Bank PDs - 7 ‘ / 72.0
Co-operative Banks i
_ _ Till December 2 70.0
Foreign Portfolio Investors |

RB| Me— 25 68.0
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« Demand not expected to deteriorate as majority of the rate hiking cycle is behind us
« Liquidity conditions expected to be in deficit in FY24, creating space for RBI to buy bonds if needed

Source: Bloomberg, RBI, IDFC FIRST Bank Economics Research
3/24/2023 19



RBI: Terminal repo rate expected at 6.75%

FY24 CPI inflation ~5.5% v/s 6.7% in FY23

CPI inflation YoY%, quarterly average 12.0%
IDFC FIRST Bank m RBI }
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Expect of 25bps hike in April

» Focus has shifted towards elevated core inflation, which could stay sticky as services sector recovery gains momentum
» As long as financial stability risks remain contained, Fed likely to hike in May 2023

+ 25Dbps hike in April ; stance likely to be retained as withdrawal of accommodation

Source: Bloomberg, RBI, IDFC FIRST Bank Economics Research
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RBI: Comfortable with tighter liquidity conditions

Large liquidity deficit expected in FY24, creating space for OMO purchase

- Call rate (weighted av
13.0 (weig 9)
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« Without RBI intervention liquidity deficit is expected to be large in FY24, ~INR2tn, based on normal currently leakage and mild BoP deficit
» This will create space for possible durable liquidity infusion by RBI inform of longer tenor variable rate repos and OMOs purchase

Source: Bloomberg, RBI, IDFC FIRST Bank Economics Research
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10-yr g-sec expected to rise to 7.5%

= 10-1Yr (bps) e avg +1 sd 1] sd
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* 10-yr g-sec yield can be contained at 7.5% only with support from RBI in the form of substantial OMO purchases. The supply-demand factors are likely to be less
supportive in FY24. We don’t expect RBI to cut rates in calendar year 2023

IDFC FIRST
Bank

Source: Bloomberg, RBI, IDFC FIRST Bank Economics Research
3/24/2023




Bank credit growth remains strong around 15.5%

Industry Services Retail Schedule Commercial Banks lending rates (%)
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« Bank credit growth remains strong at 15.5% as of February 24t

-sectorwise detail reveals | Y
credit growth pick-up seen across retail, services and industry

Outstanding loans weighted average lending rates 0.84

° Fresh loans weighted average lending rates 1.37
* Transmission of the rate hikes continues with interest rates on new loans rising by 1.37% 1Yr MCLR 1.10
over April to January and domestic term-deposits by 0.87% Domestic term deposit rates 0.87
Repo rate 2.25
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Source: Bloomberg, RBI, IDFC FIRST Bank Economics Research
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Bank Deposit remains slower than bank credit growth
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* Bank deposit growth holds steady at 10.1% as of February 24 2023, remaining consistently lower than credit growth

risen to 75.3% from 72.2% as of March 2022

* To mobilize more funds, CD issuances have risen in FY23 (till January) by 318.5%YoY

Source: Bloomberg, RBI, IDFC FIRST Bank Economics Research
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. As a result bank credit to deposit ratio has
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Cross-border positions on residents of India

Assets of Indian residents » India’s cross-border assets as of Q3 2022 stand at
03 2022, USD bn All sectors Of which: non-banks US$119.7bn. Mainly held in UK and US

_ _ » Exposure is mainly in terms of loans and deposits at
All instruments | and deposits | All instruments | and deposits

Cross-border positions 119.7 114.8 12.9 12.6
Australia 2.8 2.3 0.3 0.3
Belgium 0.7 0.6 0.1 0.0
Canada 0.9 0.8 0.5 0.5
France 5.1 3.6 0.2 0.1
Germany 1.7 \ \ \
Hong Kong SAR 12.7 11.0 0.5 0.4
Japan 2.3 \ 0.1 \
Korea 0.3 0.3 0.3 0.3
South Africa 0.3 0.1 0.0 0.0
Switzerland 1.3 1.3 0.1 0.1
United Kingdom 39.9 39.9 3.4 3.4
United States 26.2 26.1 2.2 2.2

IDFC FIRST
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Cross-border positions on residents of India

Assets of residents of India (US$ bn
Non-financial sector

General
Non-bank Non-financial governm | Unallocated
India Q3 2022 All sectors |Bank sector| financial corporations | Households ent non-financial

Cross-border
positions 119.7 105.7 3.8 6.7 3.2 2.3 0.4 0.8

By instrument

Loans and

deposits 114.8 102.1 3.7 6.4 3.1 2.3 0.4 0.7
Debt securities 0.2 0.1 0.0 0.1 0.0 0.0 0.0 0.0
Other instruments 4.7 3.5 0.0 0.1 0.1 0.0 0.0 0.0
Unallocated 0.0 0.0 0.1 0.1 0.0 0.0

« Sector-wise, Banks have the highest cross-border assets at US$105.7bn as of Q3 2022. By instruments Banks cross border assets are mainly in loans and
deposits at US$102.1bn. Debt securities is low at US$0.1bn

IDFC FIRST

3/24/2023 Source: BIS, IDFC FIRST Bank Economics Research. 26



FY24 CAD to narrow as oil prices remain ranged

Improvement limited by external demand weakness
17.0
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» Current account deficit to narrow as crude oil prices likely to remain ~US$85pb in FY24. However, weakness in exports to limit improvement. FY24
current account deficit expected at 2.2% of GDP v/s 2.4% in FY23
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Source: CEIC, IDFC FIRST Bank Economics Research
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Capital flows— FPI flows turn negative in Q4FY23

FDI still stable
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INR hasn’t benefited much from dollar weakness in March 2023
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Source: CEIC, IDFC FIRST Bank Economics Research

28



=
o

USDINR — maintain call for depreciation pressures on INR

USDINR expected to trade between 82 to 83.00 till March 2023 ; Between 83.00 to 84.50 post March 2023

USDINR 12 Month Onshore Forward Implied Yield ( Month
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Depreciation supported by

* Interest rate differentials between India and US at historical lows

* Improvement in Current account deficit to be limited by export weakness
* India to start FY24 with lower FX reserve cover

» Risk-off sentiment to keep portfolio flows volatile

* RBI intervention to limit volatility in USDINR.

Source: CEIC, IDFC FIRST Bank Economics Research
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FY24 CAD at 2.2% of GDP v/s 2.4% In FY23

A. CURRENT ACCOUNT (I+11) -38.8 -82.6 -79.1
AS % of GDP -1.2 -2.4 -2.2
|. MERCHANDISE -189.5 -276.2 -258.4
AS % of GDP -6.0 -8.1 -7.2
Total exports 429.2 442.5 403.0
Total imports 618.6 718.7 661.4
Il. INVISIBLES (a+b+c) 150.7 193.6 179.3
a) Services 107.5 147.6 141.4
b) Transfers 80.4 88.0 75.2
c) Income -37.3 -42.0 -37.3
B Total Capital Account (1 to 5) 85.8 62.8 68.7
As % of GDP 2.7 1.8 1.9
1. Foreign Investment (a+b) 21.8 24.2 38.8
a) Foreign Direct Investment (i+ii) 38.6 31.2 31.2
b) Portfolio Investment -16.8 -7.0 7.6
2.Loans (a+b+c) 33.6 28.7 20.0
3. Banking Capital (a+b) 6.7 12.8 10.0
D. Overall Balance (A+B+C) 47.5 -20.0 -10.4
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Source: CEIC, IDFC FIRST Bank Economics Research
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FY?24 fiscal deficit target at 5.9% of GDP

_
Revenue Receipts 21699 22044 23484 26323 9.2% 8.5% 8.6% 8.7%
Gross tax revenue 27093 27578 30430.7 33609 11.5% 10.7% 11.2% 11.1%
Corporate tax 7120 7200 8350.0 9227 3.0% 2.8% 3.1% 3.1%
Income tax 6962 7000 8150.0 9006 3.0% 2.7% 3.0% 3.0%
CGST 5912 6600 7240.0 8118 2.5% 2.6% 2.7% 2.7%
Compensation cess 1048 1200 1300.0 1450 0.4% 0.5% 0.5% 0.5%
Customs 1997 2130 2100.0 2331 0.9% 0.8% 0.8% 0.8%
Excise 3908 3350 3200.0 3390 1.7% 1.3% 1.2% 1.1%
Tax Revenue (Net) 18048 19348 20867 23306 7.7% 7.5% 7.7% 7.7%
Non-Tax Revenue 3651 2697 2618 3017 1.6% 1.0% 1.0% 1.0%
--Dividends from PSE 593 400 430 430 0.3% 0.2% 0.2% 0.1%
--Dividend RBI & PSB 1014 739 410 480 0.4% 0.3% 0.2% 0.2%
Non-Debt Capital Receipts 394 793 835 840 0.2% 0.3% 0.3% 0.3%
-Disinvestment + others 146 650 600 610 0.1% 0.3% 0.2% 0.2%
Total Receipts 22093 22837 24319 27163 9.4% 8.9% 8.9% 9.0%
Revenue Expenditure 32009 31947 34590 35021 13.6% 12.4% 12.7% 11.6%
Capital Expenditure 5929 7502 7283 10010 2.5% 2.9% 2.7% 3.3%
Total Expenditure 37938 39449 41872 45031 16.2% 15.3% 15.4% 14.9%
Fiscal Deficit 15845 16612 17553 17868 6.8% 6.4% 6.5% 5.9%
Nominal GDP 234710 258000 272038 301751

Nominal GDP - growth 18.4% 9.9% 15.9% 10.9%
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Source: CEIC, IDFC FIRST Bank Economics Research
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Disclaimer

. Disclaimer: This Reportis published by the Financial Markets Group of IDFC FIRST Bank Ltd. for purpose of information dissemination and is meant for private circulation only. This document
does not constitute an offer or solicitation for the purchase or sale of any financial instrument or as an official confirmation of any transaction.

. The information contained herein is from publicly available data or other sources believed to be reliable. While we would endeavor to update the information herein on reasonable basis, the
opinions and information in this report are subject to change without notice and IDFC FIRST Bank, its subsidiaries and associated companies, their directors and employees (“IDFC FIRST Bank
and affiliates”) are under no obligation to update or keep the information current. Also, there may be regulatory, compliance, or other reasons that may prevent IDFC FIRST Bank and affiliates
from doing so. Thus, the opinions expressed herein should be considered those of IDFC FIRST Bank as of the date on this document only. We do not make any representation either express or
implied that information contained herein is accurate or complete and it should not be relied upon as such. The information contained in this document has no regard to the specific investment
objectives, financial situation or particular needs of any specific recipient. This document is prepared for assistance only and is not intended to be and must not alone be taken as the basis for
an investment decision. The investment discussed or views expressed in the document may not be suitable for all investors. Investors should make their own investigations as they deem
necessary to arrive at an independent evaluation of an investment in the securities referred to in this document (including the merits and risks involved) and investment decisions based upon
their own financial objectives and financial resources. Investors assume the entire risk of any use made of the information contained in the document. Investments in general involve some
degree of risk, including the risk of capital loss. Past performance is not necessarily a guide to future performance and an investor may not get back the amount originally invested.

. Foreign currency-denominated securities are subject to fluctuations in exchange rates that could have an adverse effect on the value or the price of, or income derived from, the investment. In
addition, investors in securities, the values of which are influenced by foreign currencies, effectively assume currency risk.

. Affiliates of IDFC FIRST Bank may have issued other reports that are inconsistent with and reach different conclusions from, the information presented in this report. This report is not directed
or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication,
availability or use would be contrary to law, regulation or which would subject IDFC FIRST Bank and affiliates to any registration or licensing requirement within such jurisdiction. The securities
described herein may or may not be eligible for sale in all jurisdictions or to a certain category of investors. Persons in whose possession this document may come are required to inform them
of, and to observe, such applicable restrictions.

. Reports based on technical analysis centers on studying charts of a stock's price movement and trading volume, as opposed to focusing on a company's fundamentals and, as such, may not
match with a report on a company's fundamentals.
. IDFC FIRST Bank and affiliates, their directors, officers, and employees may from time to time have positions in, purchase or sell, or be materially interested in any of the securities mentioned

or related securities. IDFC FIRST Bank and affiliates may from time to time solicit from, or perform investment banking, or other services for, any company mentioned herein. Without limiting
any of the foregoing, in no event shall IDFC FIRST Bank, any of its affiliates or any third party involved in, or related to, computing or compiling the information have any liability for any
damages of any kind including but not limited to any direct or consequential loss or damage, however arising, from the use of this document. Any comments or statements made herein are
those of the analyst and do not necessarily reflect those of IDFC FIRST Bank and affiliates.

. This document is subject to changes without prior notice and is intended only for the person or entity to which it is addressed and may contain confidential and/or privileged material and is not
for any type of circulation. Any review, retransmission, or any other use is prohibited.

. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. IDFC FIRST Bank will not treat recipients as customers by virtue of their
receiving this report. Additional Disclosures of interest:

. IDFC FIRST Bank and its affiliates (i) may have received compensation from the company covered herein in the past twelve months for investment banking services; or (ii) may expect to receive
or intends to seek compensation for investment-banking or any other such services from the subject company in the next three months from publication of the research report.

. Affiliates of IDFC FIRST Bank may have may have managed or co-managed in the previous twelve months a private or public offering of securities for the subject company.

. IDFC FIRST Bank and affiliates collectively do not hold more than 1% of the equity of the company that is the subject of the report as of the end of the month preceding the distribution of the
research report.
. IDFC FIRST Bank and affiliates are not acting as a market maker in the securities of the subject company.

. Copyright in this document vests exclusively with IDFC FIRST Bank.
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