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Rupee Rumination

Resilience Fuels Optimism for Appreciation

The Indian Rupee (INR) has demonstrated remarkable resilience, hitting a perceived
bottom of 83.5 against the US Dollar and now showing signs of a structural uptrend.
Factors such as narrowing CAD, robust FX reserves, and favourable inflation
disparities support this trajectory. While RBI intervention aims to maintain stability,
the overall outlook suggests a potentially appreciating INR in the years ahead, with
projections of USD/INR reaching 78 by FY2026.

Current Account Trends: Driving Forces Behind INR's Strength: A pivotal factor in
bolstering the INR is the narrowing of the Current Account Deficit (CAD), expected to
transition into a modest surplus within the next two years. This shift is propelled by
governmental initiatives incentivizing outbound shipments, targeting a combined US$2
trillion value in merchandise and service exports by FY30.

FX Reserves and Inflows, Safeguarding India's Economic Position: India's burgeoning
Foreign Exchange (FX) Reserves serve as a protective barrier against external
vulnerabilities, ensuring adequate coverage for external debt obligations. Additionally,
continuous inward remittances strengthen the nation's Balance of Payments position.

Market Dynamics: Foreign Capital Inflows to unlock upside potential for INR: Indian
Debt Markets are poised to attract substantial foreign capital inflows, projected at USD
100 billion over the next three years. Despite potential volatility risks, low Foreign
Institutional Investor (FIl) ownership of Indian Sovereign Debt mitigates concerns.
Similarly, India's Equity Markets, although not yet experiencing peak FIl inflows
observed in the early 2000s, offer significant potential for increased portfolio
investments.

FDI and Domestic Manufacturing: Catalysts for Economic Growth: India's focus on
domestic manufacturing aims to draw more foreign direct investments, particularly with
the global value chain moving towards Re-Shoring. This trend is expected to drive
Foreign Direct Investments as a percentage of India’s GDP higher.

Inflation Dynamics and Monetary Policies: Influences on INR Stability: Historically,
INR trends have been shaped by inflation disparities between India and the US.
However, with narrowing differentials and Indian inflation rates falling below the global
average, the scope for INR depreciation diminishes. Furthermore, a probable alignment
among major central banks on the reversal of hawkish monetary policies is anticipated
to maintain stability in sovereign yield spreads, curbing significant USD upside against
major currencies.

RBI Interventions, Balancing INR Appreciation: Reserve Bank of India (RBI)
interventions play a crucial role in shoring up FX reserves to counter INR appreciation.
Nonetheless, lower forward premia contribute to reduced INR volatility, fostering
stability in the currency market.
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Exhibit 1: The Indian Rupee seems to have bottomed around 83.5 against the USD and is due for a structural uptrend,
reflected by the resilience in the currency over the past 12 months
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Exhibit Z: Narrowing CAD has proven to be supportive for INR, with visibility of the Current Account turning into a
modest surplus over the next two years
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Exhibit 3: India’s Government is incentivizing the expansion of Outbound shipments, with Merchandise and Service
Exports seen totalling US$2 trillion by FY30
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Source: Bloomberg, YES Sec. Note: Projections for FY24-30
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Exhibit 4: Growing FX Reserves and augmenting domestic manufacturing will ensure that India’s import cover
remains within comfortable levels...
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Exhibit 5: ...FX Reserves are at adequate levels to cover External Debt
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Exhibit & Inward Remittances continue to swell, adding to the Balance of Payments
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Exhibit 7: Indian Debt Markets are seen receiving foreign capital inflows worth USD 100bn over the next 3 years.
Notwithstanding the hefty inflows, Fll ownership of Indian Sovereign Debt will be low, which will avert the risk of
high volatility
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Exhibit 8: India’s Fiscal Roadmap augurs well for the foreign capital inflows in Debt markets

% India Fiscal Deficit (% of GDP)
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Exhibit 9: India’s Equity Markets have not yet seen the same magnitude in Fll inflows when compared with the 2003-
07 period. The best is yet to come given that Fll Net Equity Flows as a percentage of Market Capitalization over the
last ten years have averaged well below 0.5%, much lower than the 2003-07 average of 2.5%

USD bn

FIl Net Equity Flows

10 . 16.1 14.4
14 . 0.7 .
(4.3)
165
[}
o
N

~N
N
©

(12.0)

2.

<o)
o
o]
N

2000
2001
2002
2003
2004
2005
2006
2007
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021
2023

%

o

Fll Net Equity Flows as a % of Avg India Total MCap

3.1 5yrAvg:2.45%
24
2.3 M e 19 20 21,
1.6 ) ) 10yr Avg: 0.38%

0.9 12 1.2 1.1

’ 0.6 l 02 | 02 0.4 0.7 0.6

. . . 0.1
. - QRN R . R R -
| | -

(0.0) 02)
. (0.5)

(1.1)
o B N ™ < n O ™~ © o o i N ™ < n O N [ce) o o i N ™
o o o o o o o o o o — -~ i - - - - — - -~ N N N N
o o o o o o o o o o o o o o o o o o o o o o o o
N N N N N N N N N N N N N N N N N N N N N N N N
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Exhibit 10: Foreign ownership of Indian Equities remains low, implying ample scope for higher portfolio inflows
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Exhibit 11: Indian FDI as % of GDP is now higher than China’s, unlike 10 years ago. Indian Government’s Emphasis on
domestic manufacturing will continue to lure Foreign Investments
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Exhibit 12: The broader Trend in the Indian Rupee has largely been driven by inflation differentials between India
and the US. An average 3.5% inflation differential has resulted in an average 3% annual depreciation in Indian Rupee
over the last 2 decades. However, the inflation differential has narrowed and is projected to stay well below the
historical average, underpinning the Indian Rupee...
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Exhibit 13: ...India’s Headline and Core Inflation have moved below the Global average, ensuring less scope for
depreciation in the Rupee
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Exhibit 14: Hawkish Monetary policies have narrowed the spread between the yields on the US Treasury and German
Bunds/ UK Gilts. BoE and ECB are likely to synchronise the reversal of their monetary policies with the Fed, keeping
the spread with the US Treasury in a familiar range, which does not justify any strong upside in the Greenback against
major currencies...
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Exhibit 15: ... awider US Fiscal deficit cannot justify a stronger US dollar. US Fiscal shortfall is seen averaging 7% over
the next ten years when compared with the average of 3% during the last 3 decades...
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Exhibit 1&: ...while Rising US Government Debt accompanied by falling foreign ownership of US Treasuries takes
away the impetus for a Stronger US dollar
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Exhibit 17: Persistent interventions by the Reserve Bank of India to build FX reserves are restricting the appreciation
of the Indian Rupee...
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Exhibit 18: ...though Lower forward premia translates into stable trajectory for INR
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DISCLAIMER

Investments in securities market are subject to market risks, read all the
related documents carefully before investing.

The information and opinions in this report have been prepared by YSL
and are subject to change without any notice. The report and
information contained herein are strictly confidential and meant solely
for the intended recipient and may not be altered in any way,
transmitted to, copied or redistributed, in part or in whole, to any other
person or to the media or reproduced in any form, without prior written
consent of YSL.

The information and opinions contained in the research report have
been compiled or arrived at from sources believed to be reliable and
have not been independently verified and no guarantee, representation
of warranty, express or implied, is made as to their accuracy,
completeness, authenticity or validity. No information or opinions
expressed constitute an offer, or aninvitation to make an offer, to buy or
sell any securities or any derivative instruments related to such
securities. Investments in securities are subject to market risk. The value
and return on investment may vary because of changes in interest rates,
foreign exchange rates or any other reason. Investors should note that
each security's price or value may rise or fall and, accordingly, investors
may even receive amounts which are less than originally invested. The
investor is advised to take into consideration all risk factors including
their own financial condition, suitability to risk return profile and the
like, and take independent professional and/or tax advice before
investing. Opinions expressed are our current opinions as of the date
appearing on this report. Investor should understand that statements
regarding future prospects may not materialize and are of general
nature which may not be specifically suitable to any particular investor.
Past performance may not necessarily be an indicator of future
performance. Actual results may differ materially from those set forthin
projections. Registration granted by SEBI and certification from NISMin
no way guarantee performance of the intermediary or provide any
assurance of returns to investors.

Technical Analysis reports focus on studying the price movement and
trading turnover charts of securities or its derivatives, as opposed to
focussing on a company’s fundamentals and opinions, as such, may not
match with reports published on a company’s fundamentals.

YSL, its research analysts, directors, officers, employees and associates
accept no liabilities for any loss or damage of any kind arising out of the
use of 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 YSL and associates 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 certain category of investors. Persons in whose
possession this document may come are required to inform themselves of
and to observe such restriction.

YES Securities (India) Limited distributes research and engages in other
approved or allowable activities with respect to U.S. Institutional
Investors through SEC 15a-6 rules and regulations under an exclusive
chaperone arrangement with Brasil Plural Securities LLC. The views and
sentiments expressed in this research report and any findings thereof
accurately reflect YES Securities (India) Limited analyst’s truthful views
about the subject securities and or issuers discussed herein. YES
Securities (India) Limited is not registered as a broker-dealer under the
Securities Exchange Act of 1934, as amended (the "Exchange Act") and is
not a member of the Securities Investor Protection Corporation ("SIPC").
Brasil Plural Securities LLC is registered as a broker-dealer under the
Exchange Act and is a member of SIPC. For questions or additional
information, please contact Gil Aikins (gil.aikins@brasilplural.com) or call
+1212 388 5600.

This Research Report is the product of YES Securities (India) Limited. YES
Securities (India) Limited is the employer of the research analyst(s) who
has prepared the research report. YES Securities (India) Limited is the
employer of the YES Securities (India) Limited Representative who is
responsible for the report, are responsible for the content of the YES
Securities (India) Limited Research Report; any material conflicts of
interest of YES Securities (India) Limited in relation to the issuer(s) or
securities discussed in the YES Securities (India) Limited Research Report.
This YES Securities (India) Limited Research Report is distributed in the
United States through Brasil Plural Securities LLC (BPS). The research
analyst(s) preparing the research reportis/are resident outside the United
States (U.S.) and is/ are not associated persons of any U.S. regulated
broker-dealer and therefore the analyst(s) is/are not subject to
supervision by a U.S. broker-dealer, and is/are not required to satisfy the
regulatory licensing requirements of FINRA or required to otherwise
comply with U.S. rules or regulations regarding, among other things,
communications with a subject company, public appearances and trading
securities held by a research analyst account. This report is intended for
distribution by YES Securities (India) Limited only to "Major Institutional
Investors" as defined by Rule 15a-6(b)(4) of the U.S. Securities and
Exchange Act, 1934 (the Exchange Act) and interpretations thereof by
U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a
6(a)(2). If the recipient of this report is not a Major Institutional Investor
as specified above, then it should not act upon this report and return the
same to the sender. Further, this report may not be copied, duplicated
and/or transmitted onward to any U.S. person or entity. Transactions in
securities discussed in this research report should be effected through
Brasil Plural Securities LLC (BPS) or another U.S. registered broker
dealer/Entity as informed by YES Securities (India) Limited from time to
time.

YES Securities (India) Limited

Registered Address: 2™ Floor, North Side, YES BANK House,
Off Western Express Highway, Santacruz East,
Mumbai - 400 055, Maharashtra, India.

Correspondence Address: 7t" Floor, Urmi Estate Tower A, Ganpatrao
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