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US: Government debt has risen and HH debt to GDP reduced

Low risk to consumer debt
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Private sector debt has reduced
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Source: CEIC, IDFC FIRST Bank Economics Research.
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US: Growth stronger than expected

Consumption supported by wealth effect
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» Wealth effect remains supportive of US household’s consumption * Household debt to GDP ratio remains low
demand

Source: CEIC, IDFC FIRST Bank Economics Research.
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US: Inflation pressures easing but still significantly above target
On pause till December 2023

US CPlI inflation YoY
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Core services inflation to take time to decline as labour market remains
strong

» Slowdown in bank credit growth to reduce the need for Fed
hawkishness

Source: CEIC, IDFC FIRST Bank Economics Research.
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Post the rate hiking cycle, growth differentials to drive currencies
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» Markets are pricing-in Fed remaining on pause till 2023-end; rate cut expectations pushed out to 2024

» Commentary from Fed members remains hawkish

» Once the rate hiking cycle ends globally, dollar is likely to get support from relative strength of the US economy which outweighs other DMs

8/10/2023 Source: Fed, CEIC, IDFC FIRST Bank Economics Research.
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RBI: Terminal repo rate expected at 6.50%

FY24 CPI inflation ~5.4% v/s 6.7% in FY23

CPI inflation YoY%, quarterly average
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On pause till at least December 2023
» As inflation remains above target in FY24 and growth conditions remain strong
+ Stance change not expected anytime soon with liquidity remaining comfortable till Q3FY24

Source: Bloomberg, RBI, IDFC FIRST Bank Economics Research
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RBI: Liquidity in focus

Surge led by RBI’'s FX intervention
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* RBI has absorbed FPI inflows in Q1FY24, which has resulted in INR liquidity injection

+ Liquidity conditions are likely to stay comfortable till Q3 FY24 even after assuming no further support from BoP and rise in currency leakage
+ RBI’s Liquidity management focus on keeping overnight rates near repo rate

Source: Bloomberg, RBI, IDFC FIRST Bank Economics Research
8/10/2023
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Improvement in company profitability as input costs reduce

Industrial raw materials ~ ——Non-food manufacturing
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Manufacturing 15.8% 36.7% 16.3% 23.5% 25.0%
Electricity, Gas, Water Supply
and Other Utility Services 4.6% 38.0% -2.4% 34.5% 15.0%
Construction 12.5% -4.0% 12.3% 24.2%
Services 23.6% 17.9% 4.2% 78.8% 5.0%
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Communication and Services -5.0% 0
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» Sector-wise growth led by services with pick-up in ‘trade, hotels and transportation’ and ‘real estate and financial services’
« Manufacturing sector growth supported by reduction in input cost pressures

* In Q1FY24 company profitability likely to get further support from fall in input cost pressures and output prices remaining stable due to strong domestic demand

Source: Bloomberg, RBI, IDFC FIRST Bank Economics Research
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Credit growth remains strong across sectors

Retail
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Source: Bloomberg, RBI, IDFC FIRST Bank Economics Research
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* Alarge part of the transmission of the rate hikes has already taken place
» Credit growth remains strong across sectors despite better transmission

12



10-yr g-sec expected to rise to 7.25%

by September

1180 INR India Sovereign Curve Last Mid YTM 12:02:19
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Source: Bloomberg, RBI, IDFC FIRST Bank Economics Research
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G-sec 10-yr yield to rise to 7.25% by September 2023

3000 FYTD24: Gross g-sec and SDL supply (INR bn)
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* In FY24, there has been a rise in gross duration supply from Centre and state governments

» The upward pressure on ultra-long bond yields remains contained with buying from long-only investors (insurance and PFs)

* We expect 10-yr g-sec yield to rise to 7.25% by September, as net supply of g-sec continues to rise. SDL supply which tends to be duration heavy, is expected to be
higher in FY24 as states will not get support from GST compensation cess.

Source: Bloomberg, RBI, IDFC FIRST Bank Economics Research
8/10/2023 14



RBI intervention is limiting volatility in USDINR
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Interest rate differentials between India and US at historical lows
* INR supported by pick-up in FPI inflows and narrow CAD
* RBI intervention to limit volatility in USDINR

Source: CEIC, IDFC FIRST Bank Economics Research
8/10/2023
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Till Dec 2023: USDINR expected to remain between 82-83.25
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Depreciation pressures led by:

* Interest rate differential between India and US
» Fed likely to stay higher for longer

» Upward pressure on crude oil prices

Support to INR:
+ India’s better growth and macro stability indicators
* FX reserves are adequate to support RBI intervention

Source: Bloomberg, RBI, IDFC FIRST Bank Economics Research
8/10/2023 16



By March 2024— USDINR likely to strength to 81.50

Implied Overnight Rate & Number of Hikes/Cuts
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» Fed rate cutting cycle could start next year from March / May 2024, markets are pricing-in 85bps cut till mid-2024
* INR tends to rally on rate cut expectations
* BoP is usually surplus in Q4 of FY

Source: Bloomberg, RBI, IDFC FIRST Bank Economics Research
8/10/2023 17



Forward premiums — likely to widen next year

Fed rate cuts next year — start earlier and sharper

[EnN
o

O P N W » 01 O N 00 ©

11
USDINR Month Onshore Forward Implied Yield

e Repo rate = Fed funds rate (Upper bound) 10
9 "y\
g\ — 3] e— G\ 12M
° '\
7 ;
| m
6 - *
5 j\A Aﬁ
a5
4 W ij
2003 Taper tantrum
3
2 \
1
M < T 0O N O© O DN OWO®WMO®O OO0 4 d NN M m
8885888:.'2&\&&8:228&&& S g d g g dy g gy gd
© © © © © © O O O O O O O O O O O O O o S £ S5 £ 5 £ S £ 5 £ S5 £ S5 £ S £ S £ S5 €S
N N N N N N 0 N N NN NN NN NN ﬂgﬂg”g“gﬂgﬂg”g“g"’gﬁg”

» Sharp reduction in forward premiums with Fed hiking interest rates by 500bps since last year and RBI by 250bps
» Forward premiums could reduce further in 2023 if Fed hikes policy rates; RBI expected to stay on pause till December 2023
* In 2024, premiums are likely to rise with Fed expected to lead rate cut cycle

Source: CEIC, IDFC FIRST Bank Economics Research
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Asia — Bond performance

1) Bonds 07) Spreads 93) Curves
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Asia Equity Performance
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We would love to hear from you. For any further queries and feedback please drop us a
mail at Nodaldesk@idfcfirstbank.com
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. 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.
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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
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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
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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
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