“An investment in knowledge pays the best
interest.” — Benjamin Franklin
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Domestic Macros

Manufacturing
PMI

Services PMI 59.4 57.2 58.5 56.4 55.1 54.3

Consumer Price 6.44% 6.52% 5.72% 5.88% 6.77% 7.41%
Index

Federal Fiscal - 11,908 B 9,930 B 9,782 B 7,581 B 6,198 B

Deficit (INR)

Trade Balance -17.4 B -17.8 B -23.8B -23.9B -26.9B -25.7B

India’s Macroeconomic Outlook: The domestic PMI data is still in the expansionary territory with the
services sector expanding further but the manufacturing sector slowing down in its growth trajectory. The
domestic CPI has come lower than the previous month’s data point but is still higher than the comfortable
level as we may expect another minor rate hike by the RBI. The federal fiscal deficit is on the rise as it saw a
20% jump since the previous month as the government continues to boost the economy through fiscal policy
whilst the contractionary monetary policy aims to contain inflation. The trade balance is on the decline since
October 2022 as lower import bill for the month of February could signal the slacking domestic demand for

imports.




Global Macros

us a7.7 47.4 48.4 49 50.2 50.9

Manufacturing
PMI

U.S. Macroeconomic Indicators
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US Services PMI

55.1

55.2

49.6

56.5

54.4

56.7

US Consumer
Price Index

6.0%

6.4%

6.5%

7.1%

7.7%

8.2%

US Federal
Budget Balance
(USD)

-39 B

-85B

-249 B

-88 B

-430 B

US Trade
Balance

-68.3 B

-67.4B

-61.5B

-78.2B

-73.3B

Eurozone
Manufacturing
PMI

48.5

Eurozone Macroeconomic Indicators

48.8 47.8 47.1 46.4 48.4

Eurozone
Services PMI

52.7

50.8

49.8

48.5

48.6

48.8

Eurozone
Consumer Price
Index

8.5%

8.6%

9.2%

10.1%

10.6%

9.9%

Eurozone Trade
Balance

-30.6 B

-8.8B

-11.7B

-26.5B

-34.48B
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U.K. Macroeconomic Indicators

U.K. 49.3 47
Manufacturing

PMI

45.3 46.5 46.2 48.4

U.K. Services 53.5 48.7 49.9 48.8 48.8 50.0

PMI

U.K. Consumer - 10.1% 10.5% 10.7% 11.1% 10.1%

Price Index

U.K. Trade -
Balance

-17.9B -19.3B -15.6 B -1458B -15.7B

Global Macroeconomic Outlook: The US PMI data showcases its resilience amidst all the monetary tightening
done by the FED to contain inflation. The manufacturing PMI data is marginally better than the previous month and
the services PMI remains almost flat and in expansionary territory. This provides more legroom for Powell to
increase the interest rates further and keep them elevated for a longer period of time to bring down the PPI inflation
rate to the targeted 2%. The federal budget balance has reduced further in the month of January as the government
further risks the chance of a recession in the biggest economy of the world. The US trade deficit increased
marginally even though the dollar was marginally weaker.

The manufacturing sector in the European economy remains a cause for concern as the manufacturing PMI remains
in the contractionary territory and has actually come lower than the previous month. The services sector, on the
other hand, continues to expand further. Due to ECB’s persistent hawkish stance and tightening monetary policy,
the CPI in Eurozone has cooled down in the last 3 months. Its trade balance decreased by around 3.5 times amid
a Euro appreciation of around 1.5% helping the importers procure goods from the international market at a lower
rate.

The UK economy is in a similar condition to the European economy as the manufacturing sector remains in the
contractionary territory and the services sector showcases strength. Both sectors are better off when compared to
the previous month’s PMI data. The inflation rate has cooled down for the past 3 months as the BoE has increased
the interest rates by 175 basis points since September. The value of imports and exports both fell in the month of
January but the magnitude of change in imports was much greater than exports which is why the trade deficit
decreased by 7.2%.
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Equity Outlook

Nifty and Nifty PE
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Largecap vs Midcap vs Smallcap
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Equity Outlook: The difference between Nifty P/E and MSCI EM P/E has increased further to 8.46 which
translates into a greater divergence and therefore suggests the domestic market is valued higher when
compared to the other emerging markets.

The BEER ratio has remained constant at 1.52 since January and advocates for a certain level of overvaluation
in the equity markets as it has constantly been above the level of 1. This was one of the factors to justify the
correction of around 350 points in Nifty in February. The markets did not see a further downside due to the
FII's slowing down the pace of their selling by a much greater degree than DII’s buying in the cash market.

An increased difference in Nifty and MSCI EM P/E alongside a BEER ratio greater than 1 suggests that
equities are marginally outstretched and certainly on the higher end of the valuations which is why investors
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should be extra cautious when investing in this asset class. DIl inflows declined in February, further cementing
the chances of a correction in the equity markets in the near future.

While considering the market capitalization, it can be induced that the Nifty mid-cap 150 was the best

performer given the selloff in the equity market indices. The small-cap index bled the most by shedding 3.64%
as compared to a 2.94% fall in the large-cap and 1.6% in the mid-cap.

US Equity Indices
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US Equity: Given how the US equity indices have fallen in recent times and entered into a bear market by
falling over 20%, the direction going forward is uncertain as both the major market indices diverged in the
month of February with S&P 500 shedding 2.61% and NASDAQ ending marginally higher by 0.42% The
negative sentiments revolving around the US banking sector post SVB's failure has raised concerns regarding
the state of other financial institutions in the economy as this failure may lead to a domino effect and escalate
this issue beyond FED’s grasp. This has, therefore, made the market participants more dovish regarding their
monetary tightening expectations with 0% anticipating a 50-basis points rate hike in the March FOMC anymore
and over 40% expecting a status quo.
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Debt Outlook

Yield Curve
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Corporate Bond Spreads?

6M 0.55 1.51 2.43 3.48 441

1y 0.49 1.45 2.37 3.42 4.35
3Y 0.4 1.36 2.28 3.33 4.26
5Y 0.34 1.99 291 3.96 4.89
10Y 0.49 2.14 3.06 4.11 5.04

! Corporate bonds data as of Feb 28"
*Weightage average yields; Source: CRISIL
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Debt Outlook: The yield curve flattened further in February due to the high levels of inflation and the Indian
yields following the US bond yields with respect to the consistently Hawkish FED. A flat yield curve suggests
that the market participants are expecting an easing monetary policy in the medium term as the RBI takes a
dovish stance. The RBI seems to have already started to ease down its monetary pressure to contain inflation
as the market liquidity has increased exponentially. Therefore, the market participants may increase their
expectations of a less hawkish or a slightly dovish stance by the RBI MPC in April 2023.

A higher and flatter yield curve alongside a BEER ratio of 1 provides a good opportunity to invest in 3-5 year
duration bonds to benefit from the upcoming interest rate cuts in the medium term. Given the decrease in the
yield spreads for AAA-rated corporate bonds it is wiser to invest in G-sec bonds. Investing in lower-rated
corporate bonds will increase a certain level of equity risk and should be avoided given the ongoing
recessionary fears.

Global Debt Outlook

February 2022 Yield Curves
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Global Debt Outlook: The US and Germany yield curves have inverted further with 06M and 01Y yields
being the highest respectively along the curve. Traditionally, an inverted yield curve signals an upcoming
major economic recession which is a major cause of concern for the global economy. The UK yield curve
(2Y and 10Y) is not inverted currently but the 03M, 06M, and 01Y bond yields are all higher than 10Y, which
suggests that the curve may get inverted soon. Even though the CPI for major economies has started to
show signs of cooling down, it is higher than the comfort levels, and therefore, the central banks have
maintained a hawkish stance.
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Other Asset Classes
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Mindspace | 273 Bn 292.1 6.22% 370.3 -78.2 88.3% 17% (MV)
REIT

Brookfield | 163.6 Bn 266.4 7.87% 337 -70.6 84% 31% (GAV)
REIT

Embassy 444 Bn 305 7.11% 400.7 -95.7 86% 26% (GAV)
REIT

Other Asset Classes Outlook: Precious metals were lower in February as recessionary fears loomed over
the global economy with high interest rates and persistent hawkish central bank stance in most major
economies. Gold was down 5.3% whereas Silver was down 11.8%. Due to the rupee depreciation the
downside in Gold and Silver futures in INR terms was capped as they fell 1.5% and 5.8% respectively.

Brent has declined further on the basis of recessionary fears and strong oil supply globally. It was primarily
range bound as it traded in a range of $87 to $77. The US crude inventories are on the rise which has reduced
the price of WTI and increased the difference between Brent and WTI.

REITS: All the REITs listed on domestic stock exchanges are trading lower due to increased recessionary
expectations and how it will affect the demand for corporate spaces and therefore the future cashflow of these
institutions. This increase in the distance from their NAV, therefore, provides a good opportunity to invest a
small proportion in these instruments and diversify your portfolio. The committed occupancy for Mindspace
and Embassy has increased by a percentage point and more and their net debt to market value has decreased
making these investments more lucrative at the current levels.

Currency: Rupee is primarily range bound between 82.99 and 81.62 amidst the turmoil caused in the US
banking sector with Silicon Valley Bank and Signature Bank’s collapse due to the sudden increase in the
interest rates. Due to this reason alongside minor weakness shown by the labor market in the US, there is a
shift in hawkish expectations by the market participants as the anticipation of 50 basis points rate hike in the
March FOMC are 0%.

We believe that the US treasuries will continue to be in demand in the medium term as they are considered
to be the safe haven in any economic meltdown. Therefore, dollar could remain supported against majors and
could strengthen against commodity currencies in particular. Asian currencies should remain under pressure
but we expect the Rupee to continue to outperform.
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IFA Market Mantra

Golden Month for Investors:

The month of March provides a golden opportunity to invest in debt mutual funds to enjoy extra indexation:
benefits and save your tax liability by up to Rs. 13.8 Lakhs (on an investment of Rs. 10 cr. and invested for a
period of 3 years) when compared to the same investment done in the month of April.

The same investment done in the month of March will reduce your tax liability by a whopping Rs. 84.8 Lakhs
as compared to a Fixed Deposit which does not provide any indexation benefit. This translates into a 9.2%
higher cumulative return without taking any additional risk on your investment.

Market Outlook:

The latest market expectations have taken a U-turn from a hawkish FED’s outlook to a less hawkish to neutral
stance altogether as the expectations of a 50 basis points rate hike in March FOMC are all the way down to
0% from 70% as on 7th March 2023. The expectations for a status quo have also increased from 0% to 41.7%
in the same period. These less hawkish expectations and the economic turmoil caused because of SVB and
Signature Bank’s failure to cope up with interest rate hikes should alarm the investors that further rate hikes
are unlikely and quantitative easing could be anticipated sooner than we thought.

Therefore, this provides us with the appropriate opportunity to invest in multiple-duration long-term bonds to
benefit from capital gains once these rate cuts begin. Given a further decrease in the corporate yield spread
for AAA bonds, it is highly advisable to invest in long-term G-sec instead to avoid taking unnecessary equity
risk in the current risk-off market.

Current high-interest rates and the expected recessionary fears amid this mayhem in the US banking sector
equity as an asset class should the major focus of the portfolio. An increase in the P/E differential between
Nifty and MSCI EM shows how the domestic markets might be outstretched towards the higher end of the
valuation cycle and therefore a further correction could be anticipated. International equities, on the other
hand, particularly US equities provide a good opportunity to invest currently and diversify your portfolio further
as they have corrected massively and should provide a good return in the medium to long term. These
exposures to international equities should however be managed cautiously as they are extremely sensitive to
the current geopolitical scenario.

Investing a small chunk of the portfolio in Gold and REITs after the minor correction they have recently is also
a good approach to diversify your portfolio further and mitigate the unsystematic risk in this period of high
inflation and economic uncertainty. An appropriate diversification according to an individual’s risk appetite will
help maximize their risk-adjusted return.

2 Calculation based up on an annual Inflation rate of 5%
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IFA Global Research Academy (an initiative by IFA Global)

H-125, 1st Floor, Kanakia Zillion, LBS Marg,
CST Road Junction, Bandra Kurla Complex Annexe, Kurla West, Mumbai-400070
For further information
Contact:

+91 90049 12952
purav.radia@ifaglobal.net / info@ifaglobal.net

https://lwww.ifaglobal.net

Disclaimer

While every effort has been made to ensure that the data quoted and used for the research behind this
document is reliable, there is no guarantee that it is correct, and IFA Global can accept no liability whatsoever
in respect of any errors or omissions, or regarding the accuracy, completeness or reliability of the information
contained herein. This document does not constitute a recommendation to sell and/or buy any financial
products and is not to be considered as a solicitation and/or an offer to enter into any transaction. This
document is a piece of economic research and is not intended to constitute investment advice, nor to solicit
dealing in securities or in any other kind of investments. Although every investment involves some degree of
risk, the risk of loss trading off-exchange forex contracts can be substantial. Therefore, if you are considering
trading in this market, you should be aware of the risks associated with this product so you can make an
informed decision prior to investing. The material presented here is not to be construed as trading advice or
strategy. IFA Global makes a strong effort to use reliable, expansive information, but we make no
representation that it is accurate or complete. In addition, we have no obligation to notify you when opinions
or data in this material change. Any prices stated in this report are for information purposes only and do not
represent valuations for individual securities or other instruments.

Our mission is to improve profits of our clients by 10 percent using

-
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