India global bond index inclusion

Godot has arrived
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The much-anticipated inclusion of India in JP Morgan GBI-EM index will be effective
from 28 Jun’24, accounting for post-announcement operational lags. India’s weight
of 10% will be staggered over 10 months, leading to passive inflows of USD22bn
(USD26bn accounting for addition in other smaller indices). The actual flows though
may be higher, contingent on market dynamics and active flows. Structurally, this will
lower India’s risk premia/cost of funding, enhance the liquidity and ownership base
of G-Secs and help India finance its fiscal and CAD. This does not immediately pave
way for inclusion in FTSE and Bloomberg indexes, which have more stringent
conditions (FPI taxation/Euroclear). But it could have a demonstration effect in the
medium term as the lower risk premia could trigger positive externalities. Near term,
we expect bond yields and INR to reverse gains after the initial euphoria, tracking
global markets. However, the trend will again reverse in favour of bonds by end-
Mar’24, with 10-yr yield coming off well below 7%. For 2HFY24, we see USD-INR
ranging 82.25-84.25, with tactical RBI intervention keeping it middle of EM Asia pack.

India finally enters the global bond index universe with JPM GBI-EM

After having been on the watch list for nearly two years, India will be finally included in the
JPMorgan GBI-EM index suits. However, operation lags like setting up the new FPI accounts
implies inclusion from 28™ Jun’24. India has entered the GBI Global Diversified bond index with
10% weight cap (maximum limit) and other smaller JPM EM indices, which will be achieved in
a staggered manner over 10-months period. This could prompt overall ~USD26bn of passive
inflows as a one-off stock adjustment over the scale-in period, while actual flows may be higher,
depending on market dynamics.

Structurally positive for fiscal and CAD financing

Apart from the passive flows owing to the one-time stock adjustment, this move could lead to
fresh active flows in the debt market, which remains underpenetrated on external financing.
This will not only result in lower risk premia, but also help India to finance its fiscal and CAD as
well as enhance the liquidity and ownership base of G-Secs. Beyond the near-term euphoria,
this should structurally augur well for rates and FX markets, leading to lower cost of borrowings
for the economy at large and more accountable fiscal policy-making. We see upside risk to our
FY24E BoP surplus of USD10-12bn, but keep an eye on net flows, which may be influenced by
factors other than bond inclusion (such as global risk appetite, external growth dynamics).

Bonds & INR to reverse some gains; 10-yr yield to be well below 7% by end-Mar'24
The index inclusion rumors has helped India bonds to stay afloat, even as most of the EM
universe has followed global bonds sell-off since Apr'23. Thus, as initial euphoria fades, the 10-
year yield may reverse gains after having nearly reached our initial target of 7.05% by end Sep-
2023 — tracking global yields and Brent prices. However, we think the trend will again reverse
in favor of bonds by end-Mar'24, with 10-yr yield coming off comfortably to sub-7%. Meanwhile,
the INR has behaved relatively well, helped by the RBI, despite the widening trade deficit, higher
Brent prices and FPI equity outflows. Near-term, the balance of risk is tilted to a mildly weaker
INR. With our base case of bullish-to-neutral DXY ahead, we see USD-INR ranging 82.25-84.25
for 2HFY24, with tactical RBI intervention keeping INR in the middle of the EM Asia pack.

Investable universe via FAR for FPIs to increase over the years

The RBI introduced the Fully Accessible Route (FAR) in Mar'20, allowing FPIs to invest in bonds
without restrictions. About 35% of the outstanding G-Secs are FAR bonds (FAR outstanding:
~USD400bn/3% ownership from FPIs) and, incrementally, 75-80% of new issuances are FAR
bonds (5Y, 10Y and 30Y). At present, 23 FAR bonds with a combined value of USD330bn are
eligible for inclusion in the index. Given the index inclusion criteria (securities with residual
maturity >2.5yrs and notional O/S above USD1.0bn are included), we estimate the investable
universe for the index at ~USD490bn by end-FY25 (assuming ~USD40bn of FAR issuance during
H2FY24 and ~USD120bn during FY25).
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Key highlights:

" India’s JPM GBI-EM inclusion to
entail ~USD26bn passive flows

" India to enjoy lower risk
premia, deeper bond market
and easier financing of fiscal
and CAD
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84.25 range; 10-yr to be sub
7% by Mar'24
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India’s inclusion in the FTSE and Bloomberg indices still seems far-fetched

We note that India’s bond market is the third-largest after China among EMs, with a market
cap of more than USD1.2trn (nearly triple of Indonesia’s and almost similar to Brazil's).
Nonetheless, factors like capital controls, restricted market access and operational issues led
to the lack of inclusion in any major global bond index. FPI ownership of India G-Secs is <2%
(3% FPI holdings in FARs), significantly lower than EM peers’. However, the recent progress
on resolving operational issues, such as posting margin requirements and extended settlement
times, have been instrumental in India securing JPM GBI-EM inclusion. This was further
bolstered by Russia’s removal, which made the index slightly more concentrated, with India’s
inclusion helping to diversify holdings.

Changes to laws for taxing FPI capital gains, which would have helped India adhere to Euroclear
requirements, were not a major impediment for India’s inclusion in the JPM index. However,
this is still a major stumbling block for the Bloomberg indices, though not so much for the FTSE
indices. Nevertheless, we do not think India will be in a rush to become Euroclear-compliant in
the near future. India meets the minimum credit rating requirement for the FTSE EMGBI
(C/Ca), but is not compliant with the requirement for the broader FTSE GMBI (A-/A3).

However, we reckon that India’s inclusion in the JPM GBI-EM could have a demonstration effect
and the lower risk premia could trigger positive externalities in the medium term. For context,
assuming that it eases capital controls and other barriers, India is estimated to receive a ~0.5%
weight in the Bloomberg GAI, implying passive flows of ~USD10bn, given the estimated AUM
(USD2.3-2.4trn) of passive funds tracking the index.

Exhibit 1: Composition of the JP Morgan GBI-EM Global Diversified Index

JPM GBI-EM Global Diversified (Country Weights, %)
As of 31st As of 31st

Country Aug 2023 Mar 2025 ==
India 0 10 10

China 10 10 0

Indonesia 10 10 0

Mexico 10 9.99 -0.01
Malaysia 10 3.49 -0.51
Brazil 10 g -1

Thailand 9.79 8.14 -1.65
South Africa g8.11 6.75 -1.36
Poland 7.57 5.29 -1.28
Czech Republic 6.18 5.14 -1.04
Colombia 4.5 3.72 -0.78
Romania 3.84 3.2 -0.64
Hungary 3.09 2.57 -0.52
Peru 2.39 1.98 -0.41
Chile 2.01 1.67 -0.34
Egypt 1.04 0.87 -0.17
Turkey 0.74 0.62 -0.12
Serbia 0.29 0.24 -0.05
Uruguay 0.22 0.18 -0.04
Cominican Republic 0.17 0.14 -0.03
Fhilippines 0.06 0 -0.06

Source: JP Morgan, Emkay Research
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Exhibit 2: India has the third-largest government bond market among EMs
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Source: Bloomberg, Emkay Research

Exhibit 3: Indian government debt is among the least owned by foreign investors

TRY. JE Foreign ownership of govt debt (%)

IDR 2009Q4 m2022Q4

Source: IMF, Emkay Research

Exhibit 4: Indian government debt is overwhelmingly owned by domestic participants (~98%)
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Exhibit 5: While FPI flows have moderated in Sep-2023, they have stayed robust the whole year

FPI flows into FAR eligible securities (INR bn)
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Source: CCIL, Emkay Research; Note: Data for the latest month is as of 21-Sep-2023
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Exhibit 6: DM bonds have sold off heavily since Apr-23... Exhibit 7: ...pressuring Asian bonds, though India is an outlier
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Exhibit 8: The INR has been one of the best-performing currencies in Asia in 2023
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GENERAL DISCLOSURE/DISCLAIMER BY EMKAY GLOBAL FINANCIAL SERVICES LIMITED (EGFSL):

Emkay Global Financial Services Limited (CIN-L67120MH1995PLC084899) and its affiliates are a full-service, brokerage, investment banking, investment
management and financing group. Emkay Global Financial Services Limited (EGFSL) along with its affiliates are participants in virtually all securities trading
markets in India. EGFSL was established in 1995 and is one of India's leading brokerage and distribution house. EGFSL is a corporate trading member of
BSE Limited (BSE), National Stock Exchange of India Limited (NSE), MCX Stock Exchange Limited (MCX-SX), Multi Commodity Exchange of India Ltd (MCX)
and National Commodity & Derivatives Exchange Limited (NCDEX) (hereinafter referred to be as “Stock Exchange(s)”). EGFSL along with its [affiliates]
offers the most comprehensive avenues for investments and is engaged in the businesses including stock broking (Institutional and retail), merchant
banking, commodity broking, depository participant, portfolio management and services rendered in connection with distribution of primary market issues
and financial products like mutual funds, fixed deposits. Details of associates are available on our website i.e. www.emkayglobal.com.

EGFSL is registered as Research Analyst with the Securities and Exchange Board of India ("SEBI”) bearing registration Number INHO0O0000354 as per SEBI
(Research Analysts) Regulations, 2014. EGFSL hereby declares that it has not defaulted with any Stock Exchange nor its activities were suspended by any
Stock Exchange with whom it is registered in last five years. However, SEBI and Stock Exchanges had conducted their routine inspection and based on their
observations have issued advice letters or levied minor penalty on EGFSL for certain operational deviations in ordinary/routine course of business. EGFSL
has not been debarred from doing business by any Stock Exchange / SEBI or any other authorities; nor has its certificate of registration been cancelled by
SEBI at any point of time.

EGFSL offers research services to its existing clients as well as prospects. The analyst for this report certifies that all of the views expressed in this report
accurately reflect his or her personal views about the subject company or companies and its or their securities, and no part of his or her compensation was,
is or will be, directly or indirectly related to specific recommendations or views expressed in this report.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is
its accuracy or completeness guaranteed. This report and information herein is solely for informational purpose and shall not be used or considered as an
offer document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the clients
simultaneously, not all clients may receive this report at the same time. The securities discussed and opinions expressed in this report may not be suitable
for all investors, who must make their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient.

EGFSL and/or its affiliates may seek investment banking or other business from the company or companies that are the subject of this material. EGFSL may
have issued or may issue other reports (on technical or fundamental analysis basis) of the same subject company that are inconsistent with and reach
different conclusion from the information, recommendations or information presented in this report or are contrary to those contained in this report. Users
of this report may visit www.emkayglobal.com to view all Research Reports of EGFSL. The views and opinions expressed in this document may or may not
match or may be contrary with the views, estimates, rating, and target price of the research published by any other analyst or by associate entities of
EGFSL; our proprietary trading, investment businesses or other associate entities may make investment decisions that are inconsistent with the
recommendations expressed herein. In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise
to real or potential conflicts of interest including but not limited to those stated herein. Additionally, other important information regarding our relationships
with the company or companies that are the subject of this material is provided herein. All material presented in this report, unless specifically indicated
otherwise, is under copyright to Emkay. None of the material, nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or
distributed to any other party, without the prior express written permission of EGFSL . All trademarks, service marks and logos used in this report are
trademarks or registered trademarks of EGFSL or its affiliates. The information contained herein is not intended for publication or distribution or circulation
in any manner whatsoever and any unauthorized reading, dissemination, distribution or copying of this communication is prohibited unless otherwise
expressly authorized. Please ensure that you have read “Risk Disclosure Document for Capital Market and Derivatives Segments” as prescribed by Securities
and Exchange Board of India before investing in Indian Securities Market. In so far as this report includes current or historic information, it is believed to
be reliable, although its accuracy and completeness cannot be guaranteed.

This report has not been reviewed or authorized by any regulatory authority. There is no planned schedule or frequency for updating research report relating
to any issuer/subject company.

Please contact the primary analyst for valuation methodologies and assumptions associated with the covered companies or price targets.

Disclaimer for U.S. persons only: Research report is a product of Emkay Global Financial Services Ltd., under Marco Polo Securities 15a6 chaperone
service, which is the employer of the research analyst(s) who has prepared the research report. The research analyst(s) preparing the research report is/are
resident outside the United States (U.S.) and 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 Financial Institutions Regulatory Authority
(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 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, which is not the Major Institutional Investor. In reliance on the exemption from
registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to conduct certain business with Major Institutional
Investors. Emkay Global Financial Services Ltd. has entered into a chaperoning agreement with a U.S. registered broker-dealer, Marco Polo Securities Inc.
("Marco Polo"). Transactions in securities discussed in this research report should be effected through Marco Polo or another U.S. registered broker dealer.
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RESTRICTIONS ON DISTRIBUTION

This report is not directed to, 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 or regulation. Except otherwise restricted by
laws or regulations, this report is intended only for qualified, professional, institutional or sophisticated investors as defined in the laws and regulations of
such jurisdictions. Specifically, this document does not constitute an offer to or solicitation to any U.S. person for the purchase or sale of any financial
instrument or as an official confirmation of any transaction to any U.S. person. Unless otherwise stated, this message should not be construed as official
confirmation of any transaction. No part of this document may be distributed in Canada or used by private customers in United Kingdom.

ANALYST CERTIFICATION BY EMKAY GLOBAL FINANCIAL SERVICES LIMITED (EGFSL)

The research analyst(s) primarily responsible for the content of this research report, in part or in whole, certifies that the views about the companies and
their securities expressed in this report accurately reflect his/her personal views. The analyst(s) also certifies that no part of his/her compensation was, is,
or will be, directly or indirectly, related to specific recommendations or views expressed in the report. The research analyst (s) primarily responsible of the
content of this research report, in part or in whole, certifies that he or his associated personsl may have served as an officer, director or employee of the
issuer or the new listing applicant (which includes in the case of a real estate investment trust, an officer of the management company of the real estate
investment trust; and in the case of any other entity, an officer or its equivalent counterparty of the entity who is responsible for the management of the
issuer or the new listing applicant). The research analyst(s) primarily responsible for the content of this research report or his associate may have Financial
Interests2 in relation to an issuer or a new listing applicant that the analyst reviews. EGFSL has procedures in place to eliminate, avoid and manage any
potential conflicts of interests that may arise in connection with the production of research reports. The research analyst(s) responsible for this report
operates as part of a separate and independent team to the investment banking function of the EGFSL and procedures are in place to ensure that confidential
information held by either the research or investment banking function is handled appropriately. There is no direct link of EGFSL compensation to any
specific investment banking function of the EGFSL.

L An associated person is defined as (i) who reports directly or indirectly to such a research analyst in connection with the preparation of the reports; or (ii)
another person accustomed or obliged to act in accordance with the directions or instructions of the analyst.

2 Financial Interest is defined as interest that are commonly known financial interest, such as investment in the securities in respect of an issuer or a new
listing applicant, or financial accommodation arrangement between the issuer or the new listing applicant and the firm or analysis. This term does not
include commercial lending conducted at the arm’s length, or investments in any collective investment scheme other than an issuer or new listing applicant
notwithstanding the fact that the scheme has investments in securities in respect of an issuer or a new listing applicant.

COMPANY-SPECIFIC / REGULATORY DISCLOSURES BY EMKAY GLOBAL FINANCIAL SERVICES LIMITED (EGFSL):

Disclosures by Emkay Global Financial Services Limited (Research Entity) and its Research Analyst under SEBI (Research Analyst) Regulations, 2014 with
reference to the subject company(s) covered in this report-:

1. EGFSL, its subsidiaries and/or other affiliates and Research Analyst or his/her associate/relative’s may have Financial Interest/proprietary positions in
the securities recommended in this report as of May 12, 2023

2. EGFSL, and/or Research Analyst does not market make in equity securities of the issuer(s) or company(ies) mentioned in this Report
Disclosure of previous investment recommendation produced:

3. EGFSL may have published other investment recommendations in respect of the same securities / instruments recommended in this research report
during the preceding 12 months. Please contact the primary analyst listed in the first page of this report to view previous investment
recommendations published by EGFSL in the preceding 12 months.

4. EGFSL, its subsidiaries and/or other affiliates and Research Analyst or his/her relative’s may have material conflict of interest in the securities
recommended in this report as of May 12, 2023

5. EGFSL, its affiliates and Research Analyst or his/her associate/relative’s may have actual/beneficial ownership of 1% or more securities of the subject
company at the end of the month immediately preceding the May 12, 2023

6. EGFSL or its associates may have managed or co-managed public offering of securities for the subject company in the past twelve months.

7. EGFSL, its affiliates and Research Analyst or his/her associate may have received compensation in whatever form including compensation for
investment banking or merchant banking or brokerage services or for products or services other than investment banking or merchant banking or
brokerage services from securities recommended in this report (subject company) in the past 12 months.

8. EGFSL, its affiliates and/or and Research Analyst or his/her associate may have received any compensation or other benefits from the subject
company or third party in connection with this research report.
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OTHER DISCLAIMERS AND DISCLOSURES:

Other disclosures by Emkay Global Financial Services Limited (Research Entity) and its Research Analyst under SEBI (Research Analyst)
Regulations, 2014 with reference to the subject company(s) -:

EGFSL or its associates may have financial interest in the subject company.
Research Analyst or his/her associate/relative’s may have financial interest in the subject company.

EGFSL or its associates and Research Analyst or his/her associate/ relative’s may have material conflict of interest in the subject company. The research
Analyst or research entity (EGFSL) have not been engaged in market making activity for the subject company.

EGFSL or its associates may have actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately
preceding the date of public appearance or publication of Research Report.

Research Analyst or his/her associate/relatives may have actual/beneficial ownership of 1% or more securities of the subject company at the end of the
month immediately preceding the date of public appearance or publication of Research Report.

Research Analyst may have served as an officer, director or employee of the subject company.

EGFSL or its affiliates may have received any compensation including for investment banking or merchant banking or brokerage services from the subject
company in the past 12 months. . Emkay may have issued or may issue other reports that are inconsistent with and reach different conclusion from the
information, recommendations or information presented in this report or are contrary to those contained in this report. Emkay Investors may visit
www.emkayglobal.com to view all Research Reports. The views and opinions expressed in this document may or may not match or may be contrary with
the views, estimates, rating, and target price of the research published by any other analyst or by associate entities of Emkay; our proprietary trading,
investment businesses or other associate entities may make investment decisions that are inconsistent with the recommendations expressed herein. EGFSL
or its associates may have received compensation for products or services other than investment banking or merchant banking or brokerage services from
the subject company in the past 12 months. EGFSL or its associates may have received any compensation or other benefits from the Subject Company or
third party in connection with the research report. EGFSL or its associates may have received compensation from the subject company in the past twelve
months. Subject Company may have been client of EGFSL or its affiliates during twelve months preceding the date of distribution of the research report and
EGFSL or its affiliates may have co-managed public offering of securities for the subject company in the past twelve months.
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