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Risk profile-based asset allocation

. Asset Allocation
Asset Class Overall View - - . A
Aggressive | Moderate | Conservative Note: Optimistic
Equity Funds 75% 55% 2504 Cautiously Optimistic
Debt Funds A 20% 40% 70% Cautious v
Gold A 5% 5% 5%

Category-wise view

MF Categories View MF Categories Views

Equity Oriented Funds -
Largecap Funds - Debt Oriented Funds
Large Cap Index Funds - Short Duration Funds/Medium Duration Funds e
Multi/Flexicap Funds -~ Banking & P5U Funds
Large and Mid Cap Funds Corporate Bond Funds .
Mid cap v Target Maturity Index Funds
sSmall cap w - -
FLSS Medium to Long / Long Duration Funds .
Value J/ Contra / Dividend Yield Funds Dvnamic Bond Funds e
Focused Funds Gilt Funds .
Aggressive Hybrid Funds / Dynamic Asset Allocation / - Ultra Short Duration,/Low Duration,/Money BMarket Funds
Eala-ncid {\dva'r;'rage Funds — Arbitrage Funds Y

quity Savings Funds — -
Business Cycle Funds rs Liquid/Overnight Funds
Sector/Thematic Funds Conservative Hybrid Funds
Multi Asset Allocation Funds s Credit Risk Funds
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Equity MF Strategy — May 2024

. The global economic growth has continued to show signs of robustness on the back of improved fundamentals, ample liquidity due to fiscal support by the governments, focus on improving manufacturing and infrastructure in key
economies to improve their self-reliance in key sectors, away from China.

. Ample liquidity provided by the US Government’s fiscal support has kept the US economy going. While interest rates in the US have peaked, the strong employment and inflation data is keeping the US fed from cutting the rates. Signs of
steadiness are being witnessed in the incoming data on Manufacturing and Services. Some hiccup was seen in the GDP growth numbers, which needs to be monitored for any further follow through. Going forward, a very important
element that all risk assets will have to pay attention to is how the focus of both the US Fed and the US Government move towards managing liquidity, rates and growth dynamics.

. Eurozone is showing early signs of stability due to easing of financial conditions, the continuation of which would be important. The ECB seems to be clearly hinting on cutting the interest rates as the inflationary pressure in the EU
abates.
. While the GDP growth in China remains below expectations led by the issues in their Real Estate sector, some key data points are showing gradual recovery, such as growth in consumer spending and PMI. The Chinese economy is also

witnessing fiscal and monetary support being provided by the Government. The Chinese government is also seemingly relaxing some policies to bring its real estate sector back from the slump. With the valuations in the Chinese markets
at multi year lows, any positivity that comes about due to the measures taken by the government, may drive global FPI flows in that market.

. With stable economic performance of the US and green shoots being witnessed in China, commodity prices are gradually seeing uptick from their recent lows; while the food price inflation globally is still weakening. The conflict in the
Middle East and tight supply by OPEC+ members have driven volatility in crude oil prices. The trouble in the Red Sea is has led to the rise in logistics costs for businesses across the world. Rising industrial commodity prices and logistics
costs can have a negative impact on margins of the consuming companies.

. Improved economic data from the US vs its peers and expectation of delay in policy rate cuts by the US Fed has led to uptick in the US dollar index, impacting foreign flows into the equity markets in the emerging economies.

. The overall economic indicators in India continued to remain strong. The GDP growth estimates have been upgraded by major multilateral agencies.

. Many of the key indicators like the strength in the real estate and construction activities bode well for rural economy, which has yet to fire completely. The unemployment rate for the rural labour also seems to be declining. With
monsoons likely to be normal in FY25, the rural consumption can spring a positive surprise.

. Urban demand trends have remained stable where the premiumisation trend continues. Indicators like personal loan growth, high hotel occupancy rates, and air passenger traffic have been strong. Passenger vehicle sales growth, led by

SUV’s, too has held strong.

. Corporate and Banking sector balance sheets in India have shown strong improvement. The Corporate debt to equity remains low and as the current capacity utilisation peaks in various sectors, it is supporting to fund incremental private
capex demand. With policies like PLI, preference by global corporations to diversify out of China into economies like India and others, need to create more energy assets and focus on import substitution by Indian government, the capex
cycle is expected to last long. The current cycle in the equity market seems to be largely driven by the capex upcycle and policy reforms by the Government and the fund managers playing this cycle have been able to create strong alpha.
However, valuations in the capex related sectors/companies have become quite rich and further rerating looks a tough ask.

. While the liquidity conditions in India have been tight, due to the focus of the RBI on withdrawal of accommodation. As the liquidity conditions ease, the growth trajectory of the economy could see further bump up.

. The Equity markets have moved to near all-time highs on Key indices, led by stable earnings performance and strong Domestic investor participation. Small and Midcap indices have rallied sharply post the recent correction. At an
aggregate level, the valuations of both Midcap and Smallcaps are markedly higher than Largecap indices.

. The initial Q4FY24 results have seen weak performance in many key sectors, ex Banking. While we await the full results for the quarter, weakness in the Revenue growth and the Profit growth in key sectors may not be good news
for investors. The differential of earnings performance between companies may see a gradual narrowing in the number of outperforming stocks in the equity market.

. The result of the general elections in India, expected on 4t of June, and the speculations around it may be the single biggest factor impacting the investor sentiments in the near term. While, in the long term, improving domestic macro
conditions, favourable demographics and higher capex investments could keep driving the Indian corporate earnings higher and support the equity markets.

. With Valuations still quite high, investment deployment strategy could be at 40% lumpsum and rest 60% to be staggered over the next 5-6 months. Investors can look to focus on categories like Largecap, Flexicap, Multicap, Equity

Hybrid and Multi-asset funds. In the Smallcap segment, investors need to be cautious and use only large dips to invest. All allocations should be done in line with the risk profile and product suitability of the investor.
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Debt Mutual Fund Strategy

= With bond yields rising recently, investors who are comfortable with volatility and have a longer horizon of 24 months or above can take
exposure to Dynamic Bond Funds and Gilt Funds to take advantage of improved fiscal deficit dynamics.

= Corporate Bond Funds, which typically have a higher yield to maturities, look a safe bet at the current juncture.

= Thus, investors can look at Corporate Bond Funds and Short duration funds for a horizon of 15 months and above.
= For lower volatility and a horizon of 3 months and above, investors can consider Arbitrage Funds.

= Whereas for a horizon of up to 3 months, investors can consider Overnight Funds and Liquid Funds.

= Investors can also look at Multi-asset allocation funds for a horizon of 36 months and above.

= Investors should invest in line with their risk profile and product suitability.
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Research presentation — Content

= Global growth projections remain upbeat

= US — Rising inflation pushes back Fed rate cut expectations, driving market volatility

= Euro Zone — Weak, but improving

= China — Economic downgrade continues to be driven by real estate sector...green shoots visible... valuations cheap
= Commodities: Tensions in the Middle East drive volatility...improving global growth, a tailwind

= Uptick in the US dollar index, impacting foreign flows into the emerging economies

= Indian Equity Markets volatility driven by rising geopolitical risk, jump in Dollar Index leads to FPI outflows...Small cap index bounces back
= Sectoral performance and FPI flows in April 2024

= India — Macro indicators remain in fine shape

= Urban demand remains steady...

= Rural India : Improvement visible

= Capex continues to drive India’s growth....

= Quarterly results

= General Elections - Key Variable

= India valuations — Elevated...Mid Cap & Small Cap valuations have bounced post the correction...Large Cap remains relatively reasonable
= Market Roundup — April 2024

= Sectoral outlook by fund managers — Part 1

= Sectoral outlook by fund managers — Part 2

= Monthly Sectoral Movement

= Key concerns for Indian equities

= Fixed Income Outlook

= Higher than expected inflation pushed US Treasury yields higher...

= ....Leading to delay in rate cut cycle in the US

= Falling Yen and rising inflation are driving rate hikes in Japan

= Inflation pulses are back due to escalating geopolitical tensions and uptick in global growth

= While most of the central banks are on the verge of rate cuts, few central banks have raised rates

= Domestic inflation under control on account of softening of food prices and continuous decline in core inflation...

= ... Expectations of normal monsoon to further pull down the food prices

= Liquidity continues to remain tight as the RBI ensures call rate remains around the repo rate

= Tax collection remains strong... supporting fiscal conditions

= Despite inflation remaining in control, yields rose, predominantly tracking the rise in US Treasury yields and FPI outflows
= Corporate bond spreads remained relatively higher while SDL spreads came off making SDL less attractive

= Disclaimer
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Global growth projections remain upbeat
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IMF's Global GDP growth projections

The IMF’s outlook highlights the robustness of the global economic landscape
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JPMorgan Global Composite PMI

Global composite PMI in expansion zone led by strong Macro data across key economies
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US - Rising inflation pushes back Fed rate cut expectations, driving market volatility

US CP1 YoY (%) US Unemployment Rate (%) US Manufacturing & Services PMI
US inflation has surprised on the upside Labour market remains strong PMI activity remains in the expansion zone
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Dow Jones Industrial Average (DJIA) Movement Fed's dot plot suggests 75 bps of rate cuts in CY24
Delay in rate cuts has driven the equity market volatility in the month of April e
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Euro Zone — Weak, but improving

Eurozone Leading Economic Index YoY
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S&P Global Eurozone PMI Eurozone Industrial Confidence Indicator
While Manufacturing PMl is weak, Services PMI uptick visible Though business conditions have improved, it remains in negative territory
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China — Economic downgrade continues to be driven by real estate sector... green shoots visible... valuations cheap

Rolling 1 year Forward P/E for Chinese Market China Manufacturing & Services PMI

s Valuations remain reasonable PMI remains in expansionary zone which is a positive sign for the economy
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Commodities: Tensions in the Middle East drive volatility... improving global growth, a tailwind

Bloomberg Commodity Index

Drewry World Container Index per 40 Foot Box
Improvement in global growth estimates pulling demand for metal

Tensions in Red Sea is driving volatility in the frieght cost
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Uptick in the US dollar index impacting foreign flows into the emerging economies

US Dollar Index Emerging Markets - Net Flows In April 2024
(USD Million)

Improved macro data points from US & expectation in pushback of rate cuts
has led to jump in dollar index...
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Indian Equity Markets’ volatility driven by rising geopolitical risk... jump in Dollar Index leads to FPI outflows...Small cap index bounces
back

Nifty 50 price movement Nifty Midcap 100 price movement Nifty Smallcap 100 price movement
17500
23,000 51,500
22,800 >1,000 17000
50,500
22,600
22,400 49,500
22,200 49,000 16000
22,000 48,500
48,000 15500
21,800
47,500
21,600 ITIIIIIIIIIITIIGS | 15000
PrryrrEERRRRRLL 2322322222222 55 P33E33EEREEG
58833853383 33323323 848RKR23 5 833835 8 323345 23 8 8 R 23 s 88658 383 23 32 53 2 8 38R A

Source: Bloomberg Source: Bloomberg Source: Bloomberg

Net Flows In Equities (Rs Bn)

DlIs were net buyers while FPIs were net sellers in the month of April
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Sectoral performance and FPI flows in April 2024

S&P BSE Sectors - Absolute Return In April 2024 (%)

(Only the top and bottom 5 names shown)
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India — Macro indicators remain in fine shape
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Manufacturing activity hit a 16-year high
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Consumer confidence improved further
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Merchandise trade deficit at an 11-month low
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Urban consumption holding strong

Passenger Vehicles sales remain steady, led by Rising services exports is benefiting urban economy
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Rural India: Improvement visible

Demand for work under MGNREGS tapered
off... suggesting of improving employment

Two-Wheeler sales growth continues Lower inflation to help affordability
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Monsoon forecast to be normal in FY25, to support rural economy
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Capex continues to drive India’s growth
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State Govt expenditure is focusing more towards capex Rise in electronic exports shows Corporate Debt (% of GDP)
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Quarterly results

Net Sales - YoY Growth (%) EBITDA - YoY Growth (%) PAT - YoY Growth (%)

Q3FY24 Q4FY23| Q4FY24 Q3FY24 Q4FY23| Q4FY24 Q3FY24 Q4FY23
Auto & Auto Anc 2147 185 1874 4437 4197 3786 3577 3508 2011 |1+ Resultsthusfar,
BFS| 3257 3345 2876 6241 2375 1945|7448 3151 622 have been muted.
Cement & Products 11.60 794 1152 3935 10519  -19.86| 4992 14563 2661
Chem & Fert 2855 3424 2955 4144 5988 730 3349 5670 -149| | 2. Banking sector
FMCG & Retail 3.60 274 1334 5.6 371 1170 2.16 002 1564 performance
Healthcare 079 1211 881 -1726 5469  -1676| 770 5630  -24.69 remains strong.
T 2.02 237 1832 1.60 0.60 1462 819 210 9.75
Metal & Mine 7.22 173 511 1281 1534 3493 2457 671 8391 | 3. Chemicals, IT,
0il & Gas 11.13 3.85 2.63 759 1179 1515 008 1093  17.79 Telecom & Metal
Others 1722 1649 8639 2622 2514 64937 3016 1559  278.83 drives early
Telecom 2405 2326 690 441 0.2  415| 8426 34933 5294

weakness.

Grand Total 1469 1252 1449 1085 9.91 703 2840  14.79 0.75
Fx-Financials 6.54 3.77 8.8 4.29 7.57 5.66 4.56 3.36 4.77

Data as on 29 April, 2024 and pertains to 47 companies within the Nifty 200 universe
Source: Capitaline, HDFC Bank Research
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General Elections - Key Variable

The 2024 Lok Sabha elections is being held in seven phases from April 19,
2024. The results will be announced on June 4, 2024. Adverse results PHASES POLLING DATES
may lead to weakening of market sentiments.
| (102 seats) April 19
BSE Sensex returns six months in run up to elections and Il ( 89 seats) April 26
six months post election results
o 38.4% 1l (94 seats) May 7
35.0% 31.0%
30.0% IV (96 seats) May 13
25.0%
20.0% 15.7%16.1% 9
e o ) 15.0% V (49 seats) May 20
9.9% 9.8% 10.9%
10.0%
50% l l = ? VI (57 seats) May 25
0.0% - * y
2004 2009 2014 2019 2024
B Returns Pre Election ~ B Returns Post Election i (57 SEATS) June 1

Note : Data for year 2024 is taken as of 22nd April as elections are on going currently...
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India valuations — Elevated... Mid Cap & Small Cap valuations have bounced post the correction... Large Cap remains
relatively reasonable

Nifty 50 - Forward EPS (Rs) Nifty Midcap 100 - Forward EPS (Rs)

Nifty Smallcap 250 - Forward EPS (Rs)

1235 800
2015
olo o 657 °/o
y 1594 2681% V
1083
FY25e FY26e FY25e FY26e FY25e FY26e
Source: Bloomberg Source: Bloomberg Source: Bloomberg
12M Expected Fwd PE of India vs. Indices — Return on Equity (ROE)
i . Higher ROE likely to support higher multiples
25.00 Emerging markets peers 12M Fwd P/E (x) Comparison By Market Cap & y RO Spport i P
19.86 18.00
20.00 13.00
15.00 13.96 8.00
oo 9.74 10.17 Nifty 50 19.86 18.34 3.00
: 7.38
. . -2.00
Nifty Midcap 100 |32.06 25.36
5.00 -7.00
I Nifty Smallcap 250 |24.11 19.82 R88FFIITFFIIFIIIIRIF
0.00 , 2385232882328 5238¢5z2
India Brazil China Malaysia Korea Source: B|E:Dmberg
e NSE 100 e NSE MIDCAP 100 === NSE SMALL CAP 100
Data as on 26™ April 2024 Source: Bloomberg

Source: Bloomberg Source: Bloomberg
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= Indian equities ended the month on a positive note. Large
cap-oriented S&P BSE Sensex and Nifty 50 ended higher to
the tune of 1.1% & 1.2% (MoM) respectively.

= While the S&P BSE Midcap & S&P BSE Small cap indices
ended higher by 7.1%, & 9.6% (MoM) respectively.

= In terms of BSE sectoral indices, Metals was the top

performer. In contrast, |IT, Healthcare and FMCG

underperformed the most.

= Indian equities ended the month on a positive note after
witnessing no major signs of escalation in tensions in West
Asia. Investors became more exposed to domestic equities
due to India's strong growth prospects and in expectation of

political stability in the upcoming general election.

Absolute Return In April 2024 (%)

12 4

9.61
10 4

2 4 1.24

S&P BSE Midcap S&P BSE Smallcap Nifty 50

Net Flows In Equities (Rs Bn)

1,879 1,768 1,710

1,703

2,000 A

1,000 4

-1,000 4
-1,214

-2,000 -

2020 2021 2022 2023

EFPIs HDlls
*For 2024, FPl and DIl data is up to 30th and 29th April, 2024, respectively
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Sectoral outlook by fund managers — Part 1

Financials View —Neutral to Positive
*  Valuations in most of the Banks are reasonable, especially the Largecap Private sector banks.
* NIM concerns have resurfaced as the cost of funds have risen due to tight liquidity scenario and with policy rates likely to be cut, further pressure to
NIM possible.
»  Credit cost (provisioning) are holding up, Unsecured loans are under scrutiny by the RBI.
*  Most fund managers are cutting underweights/ Equal weight in the sector. Pvt sector banks gradually being given preference due to lower valuations.

IT View — Negative to Neutral
*  QA4FY24 results have been weak. Large global bellwethers have suggested caution for growth going forward.
*  Order book growth holding up, margins need to sustain, execution cycle seem to be pushed back by customers.
»  Stocks are expected to consolidate going forward as valuations have run up.
*  Funds are taking tactical positions, but mostly running underweight.

Pharma View — Overweight
* Reasonable valuations, domestic demand holding up well.
* US is seeing abatement of price erosion in the generic space and some shortage of drugs has built up, which should be positive for Indian pharma
stocks.
»  Decline in the raw material prices to drive margins and earnings.
* Fund Managers expect the sector to outperform on the back of improved earnings given lower base and relative under ownership.

Auto View — Overweight
»  Passenger vehicle demand to sustain, but on a high base the volume growth likely at low single digits.
+  2-Wheeler stocks are seeing renewed traction and driving alpha. Once the base is high, the volume growth can taper.
*  SUV oriented companies expected to still hold on to earnings growth, as improved product mix in the sales would help drive earnings.
* Initial signs of weakness seen globally in the EV theme. Indian policymakers still supportive of this segment.
+  Commercial vehicle sales getting sluggish, fund managers underweight.
*  Auto ancillaries gaining due to China+1, Europe+1, PLI and EV initiatives.
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Sectoral outlook by fund managers — Part 2

Construction & real estate

Consumption

Capital goods, industrials, utilities

Metals

View — Positive

*  Favourable demand scenario for housing in terms of volume growth.

*  Government’s focus on infrastructure and investment cycle.

* Real estate stocks are also finding space in the Fund Portfolios, as growth in the sector quite strong.

Approach followed by most AMCs - Prefer investing in this space through proxy sectors such as housing finance companies, cement,
steel, pipes, and building materials, among others. Though some are gradually building exposure into direct Real Estate stocks.

View — consumer services -Positive, consumer durables and FMCG- negative

*  Staples — Low volume growth, pricing power weak, Valuations high. Funds generally underweight.

* Hotels/Travel — Valuations rich, funds holding on to their overweight. Earnings visibility is strong.

*  Consumer Durables — Funds are looking to bottom fish, as they expect turnaround of demand.

* Retail and Quick Service Restaurant: Retail demand expected to improve, while QSR’s near term performance expected to be weak,
finding favour in portfolios due to expectations of change in consumer behaviour in long term.

Long-term positives

* Rising per capita income.

*  Premiumization across categories.

View — Neutral

»  Capex cycle uptick implies that domestic capital goods are gaining traction.

*  Export prospects appear promising, albeit on a bottom-up basis.

. Order books are robust, and earnings remain stable.

* New ideas also emerging and some old themes getting churned.

. Power, Automation, Electronics continues to be the dominant theme for capex.

* Valuations are steep, while earnings momentum holding up. Funds with high exposure not keen on raising further weights,
trimming/churning at margin.

View — Positive
*  With outlook of Chinese economy improving, US economy continuing to see growth, metal stocks are finding favour with the Fund
managers. Fund manager have reduced their underweight positions and are gradually getting upbeat on the sector.
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Monthly Sectoral Movement

Absolute Monthly Return By Sector (%)

Oct-23 MNov-23 Jan-24 Mar-24
S&P BSE 500 7.08 3.51 3.86 3.80 -0.81 2.04 -2.93 6.75 8.01 1.90 1.93 0.84 3.43
Auto 10.29 7.94 6.70 3.14 -1.40 3.60 -1.25 10.08 5.43 4.18 8.12 4.96 3.92
Bankex 9.18 2.11 0.12 1.85 -4.01 0.35 -3.44 3.47 8.12 -4.38 1.92 2.02 4.64
Basic Material 7.83 1.70 2.39 3.19 1.06 1.70 -3.70 7.25 11.39 0.33 -0.42 1.06 7.86
Capital Goods 9.71 1.21 9.79 8.15 2.60 6.20 -4.07 8.88 11.21 1.88 -1.21 6.15 3.42
Consumer Discretionary 9.25 7.18 5.94 4.46 2.10 2.40 -1.38 9.30 5.91 2.35 4.89 1.69 5.05
Consumer Durables 2.91 6.47 5.67 -0.25 4.24 3.18 -2.32 7.42 6.11 0.70 0.00 2.00 5.09
Energy 7.19 -0.07 -0.24 0.89 -4.38 3.20 -2.17 9.17 11.06 12.18 6.18 -0.19 3.33
FMCG 6.81 5.89 2.47 1.28 -2.75 0.97 -0.86 3.08 6.24 -2.81 -2.33 -0.67 1.52
Finance 9.05 2.13 1.97 3.16 -2.64 1.08 -3.09 4.82 6.92 -2.40 0.47 1.35 4.93
Healthcare 6.33 2.81 9.71 1.45 0.57 2.45 -4.30 10.92 3.87 7.18 2.94 -0.08 1.01
IT -0.13 6.70 2.16 1.34 4.13 2.62 -3.13 6.77 8.38 3.74 3.38 -7.20 -4.35
Infra 6.00 0.89 4.51 10.73 1.64 8.45 -3.38 10.40 14.88 18.15 1.23 0.48 7.03
Metal 7.21 -2.94 3.99 7.88 -1.64 7.45 -4.17 8.74 11.35 -0.82 1.15 4.95 10.83
Qil & Gas 6.39 -1.64 0.27 6.67 -5.03 1.23 -4.17 12.51 12.02 12.57 0.80 -0.07 4.83
Power 5.37 2.01 4.33 9.20 -0.63 2.96 -4.90 11.16 18.24 8.27 4,33 1.70 7.73
Realty 15.64 7.67 9.35 9.01 -1.50 2.21 3.70 15.99 9.37 9.37 9.16 -1.21 7.52
Telecom 8.44 4.12 9.08 2.61 3.20 10.55 -5.69 7.21 6.15 6.94 1.44 1.81 8.30
Utilities 6.22 -0.559 5.02 10.36 -0.64 7.20 -3.98 11.85 20.00 9.71 3.01 0.25 8.84

The obovementioned sectoral indices pertain to the 5&F BSE universe
Colour scales assigned vertically
Source: Ace MF, HDFC Bonk Research

| G HDFC BANK
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Key concerns for Indian equities

® Results of the Indian General Elections

® Low growth in consumer demand

® Expectation of weakening margin profile for corporates

® Delay in rate cuts by Global Central Banks

® Upward pressure on food inflation (El Nino, export restrictions by some nations)
® Rising commodity prices, especially Crude Oil

® Rising tensions in Middle East

® Movement of global liquidity

® The impact of Dollar Index and US Bond Yields on FPI flows in emerging markets

HDFC Bank Research |
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Fixed Income Market
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Fixed Income Outlook

The Reserve Bank of India (RBI) is keeping banking system liquidity tight to ensure that the call money rates remain around the repo rate. The RBI is expected to remain nimble in liquidity management and utilise
tools such as VRRR or VRR as needed. Going forward, the inclusion of G-secs in JPMorgan’s Government Bond Index-Emerging Markets is likely to improve liquidity unless the RBI decides to sterilise inflows.

Consumer Price Index (CPI)-based inflation slowed to below 5% YoY after four months due to a decline in food and fuel prices. Additionally, moderation across broad-based categories and base effect kept the
pressure off the inflation print. On the core inflation front, the easing continues as the core CPI came in lowest at 3.25% YoY in March 2024 as against 3.34% YoY in February 2024, which remains positive for the
market. The subdued momentum in the core CPI can be attributed to lower input price pressure and rangebound global commodity prices. However, the recent uptick in gold, silver, and other commodities prices
and sustained growth momentum can reaccelerate inflation. Additionally, the escalations in geopolitical tensions may adversely impact inflation due to supply constraints. Nonetheless, the RBI's lower inflation
forecast suggests that inflation will likely ease in the coming months. The favourable base effect will also likely reduce the pressure over inflation print.

The merchandise trade deficit narrowed to an 11-month low in March 2024 as exports were almost flat on a sequential basis, but imports fell. For FY24, while exports declined due to a slowdown in global demand
and geopolitical tensions, the falling imports kept the merchandise trade deficit in check. On the other hand, the resilient services exports provided a cushion against the wider merchandise trade deficit. The trend
of services exports will likely continue and strengthen the external sector.

India seems to be in a Goldilocks scenario of low inflation and high growth. However, the RBI seems to be apprehensive about cutting rates as food price shocks exhibit significant volatility to headline inflation.
Thus, the RBI is likely to track the update on the upcoming monsoon for its impact on food inflation, and it is also likely to wait for the headline inflation to trend downwards on a durable basis before cutting rates.
Nonetheless, the rate cuts are likely to be shallow. The RBI is also likely to take cues from the monetary policies of the major global central banks, as early cutting of rates may have repercussions on currency.

The narrowing of fiscal deficit remains positive for the bond market as this would lead to lesser market borrowing by the government, thus limiting the supply of bonds and pulling the yields down.

In the US, while the Fed's median projection in March 2024 policy suggested three policy rate cuts (total 75 bps) in CY24, the recent upside surprises on inflation and the labour market are likely to push the rate
cuts forward, resulting in fewer rate cuts in this calendar year. Thus, while the current rate cycle has peaked, there is uncertainty regarding the timing and quantum of rate cuts. On the other hand, the Fed is likely
to slow down the pace of balance sheet reduction, which is expected to loosen the financial conditions marginally.

In Japan, the falling of the Japanese Yen vis-a-vis the US Dollar is likely to warrant rate hikes or intervention by the Bank of Japan (BoJ) in the currency market. The rising inflation may also lead to further rate
hikes by the BoJ. However, if BoJ raises rates rapidly, the reversal of carry trade may put upward pressure on US Treasury yields as Japan is one of the largest holders of US Treasuries. The revival of the
Chinese economy needs to be monitored for the resurgence in commodity demand, as it may bring back global inflationary pulses.

Domestically, the recent uptick in bond yields in India can be attributed primarily to the expectations of a delay in rate cuts in the US. In the medium term, the market is likely to take cues from the US market, the
flows related to the JP Morgan bond index inclusion, and the liquidity measures of the RBI. The trend of food inflation, the forecast of the upcoming monsoon and heat waves, and geopolitical tensions are also
likely to affect the domestic G-sec yields due to their effect on inflation. The Indian G-sec yields are expected to move in a range with a declining bias due to favourable supply-demand dynamics, and fund
managers who can navigate the volatility and play duration are likely to generate substantial alpha.

With the G-sec yields rising in the mid to longer end, investors who are comfortable with volatility and have a longer horizon of 24 months and above can take exposure to Dynamic Bond Funds and Gilt Funds to
play the improved fiscal deficit dynamics.

Corporate Bond Funds continue to look like a safe bet at the current juncture for investors looking to invest in shorter-tenure funds. Hence, investors can look at Corporate Bond Funds and Short duration funds for
a horizon of 15 months and above.

For a horizon of 3 months and above, investors can consider Arbitrage Funds. Whereas for a horizon of up to 3 months, investors can consider Overnight Funds and Liquid Funds.
Investors can also look at Multi-asset allocation funds for a horizon of 36 months and above. Investors should invest in line with their risk profile and product suitability.
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Key Fed inflation measure exhibiting signs of flaring

US inflation print came in higher than the market expectations
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Q1 GDP growth fell short of expectations and requires monitoring for impact

US Treasury yields surged on the back of elevated inflation

on labour market and demand
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....Leading to delay in rate cut cycle in the US

While Fed’s dot plot suggested 75 bps of rate cuts in CY24... ... Reversal in inflation trend and strong labour market seems to have pushed rate cuts further
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Japanese yields moving higher due to rising inflation

Falling Japanese Yen may warrant BoJ’s intervention
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Rising rates may affect carry trade as Japan’s holding of US Treasury is high

BolJ raised rates due to depreciating Yen and rising inflation

1350

o o o o o o o

o wn o n o wn o

[20] o N — — o o

i — i i — i i
(ug asn)

8uipjoH Aunseau] sn s,ueder

—

® © <% o o
o o o o

(%) @3eY Y31ulaAQ rog

vz-9od
€2-22Q
€210
€z-8ny
gz-unr
€C-1dy
€2-994
[44=Cld
44z =lo]
t-8ny
ze-ung
Ceudy
7994
12-%2Q
12120
1Z-8ny
Te-unf
Tgudy
12-994
0z-%2a
0Z-10
0z-8ny
oz-unt

vg-ady
€7-1dy
ge-dy
1Z-4dy
0¢z-1dy
6T-4dy
8T-4dy
LT-4dy
9T-4dy
ST-4dy
y1-4dy
€T-4dy
TT-dy
TT-4dy
0T-4dy
60-1dy

80-4dy

N
<

[
e
9]

o
£
o

o

)
a
o
g
=]
o

wv

-
2
a
o
O
[*9
o
T
L
e
o
@
(b}
)
(¢D]
4
4
C
T
m
@)
LL
a)
T

Source: Bloomberg




Classification - Public

tical tensions and uptick in global growth

ing geopo

Inflation pulses are back due to escalat

Deflationary nature of commodities seems to be nearing its end

Crude oil prices moved higher due to Middle East tensions

¥¢-1dv-6¢
yg-ady-ze
vg-ady-ST
¥z-1dv-80
¥¢-1dv-TO
¥T-1BIN-GT
vZ-1eN-8T
vT-IBN-TT
vT-1BN-70
¥2-924-9¢
vz-9°4-61
vZ-094-7T
¥2-924-50
yg-uer-6¢
yg-uer-ze
yg-uer-GT
¥¢-uer-g0
vz-uer-1o
€2-290-5¢
€2-290-81
€7-99Q-T1T
€2-290-%0
€T-NON-LT
€T-NON-0T
€T-NON-€T
€C-NON-90
£2-10-0€
€T-P0-€T
€2-P0-91
£2-10-60

0864208
- O OO OO0
LB I I I I |

xapu| Ajpowwo) Siaquoo|g
¥¢-1dy-67
yz-1dy-zz
¥z-1dy-ST
v¢-1dy-80
¥¢-1dy-10
vT-JeIN-ST
¥¢-JeIN-8T
vZ-1eN-TT
¥2-1eN-v0
¥7-994-92
¥7-9°4-61
vz-9°4-¢1
¥Z-994-50
yz-uer-67
yg-uer-ze
yg-uer-st
¥Z-uer-go

vc-uelr-10
n o n o n (=}
o ) 0 3 ~ ~

(1g9/asn) aining apnJ) juaig

Source: Bloomberg

Source: Bloomberg

Benign food prices keeping overall inflation under check
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Strong global growth outlook has started pulling metal prices higher _
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While most of the central banks are on the verge of rate cuts, few central banks have raised rates

Monetary policy of the DM economies to guide policy of the EM economies
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Domestic inflation under control on account of softening of food prices and continuous decline in core inflation...

Headline inflation moved below 5% While food inflation moderated, vegetables prices

Majority of the states continued to record inflation in 4-6% range
8 remain high
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- RBI Governor Shaktikanta Das
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... Expectations of normal monsoon to further pull down the food prices

...However, heatwaves could adversely affect farm productivity and vegetable prices

Above Normat [ [ [

35 45 55 65 75 [

Early indication of above normal monsoon augurs well for the kharif season...
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Summer sowing remains higher than the last year
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Liquidity continues to remain tight as the RBI ensures call rate remains around the repo rate

Net LAF (INR bn)
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CP/CD rates reacted to liquidity conditions
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Overnight rates moved within the policy corridor
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Tax collection remains strong... supporting fiscal conditions

Tax collection for FY24 surpassed the revised estimates Robust GST collection trend continues in FY25, with April 2024 collection
- - surpassing the Rs 2 trillion mark 510
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Despite inflation remaining in control, yields rose, predominantly tracking the rise in US Treasury yields and FPI outflows

FPIs turned net sellers after being net buyers for a year Higher US Treasury yields and FPI outflows pulled the yields higher
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Corporate bond spreads remained relatively higher while SDL spreads came off making SDL less attractive

% YoY

SDL vs G-sec spread in bps
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Demand for bank credit remains strong
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Source: Bloomberg

Lower supply and higher demand for SDLs led to narrowing of spreads
making SDL less attractive
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Higher demand for spread assets has pulled the corporate bond spreads
down, yet they remain attractive at the shorter end
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Tight liquidity keeping the corporate bond yield curve inverted
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Disclaimer: This document has been prepared on the basis of publicly available information, internally developed data and other sources believed to be reliable. HDFC Bank Limited ("HDFC Bank") does
not warrant its completeness and accuracy. This information is not intended as an offer or solicitation for the purchase or sale of any financial instrument / units of Mutual Fund. Recipients of this
information should rely on their own investigations and take their own professional advice. Neither HDFC Bank nor any of its employees shall be liable for any direct, indirect, special, incidental,
consequential, punitive or exemplary damages, including lost profits arising in any way from the information contained in this material. HDFC Bank and its affiliates, officers, directors, key managerial
persons and employees, including persons involved in the preparation or issuance of this material may, from time to time, have investments / positions in Mutual Funds / schemes referred in the
document. HDFC Bank may at any time solicit or provide commercial banking, credit or other services to the Mutual Funds / AMCs referred to herein.

Accordingly, information may be available to HDFC Bank, which is not reflected in this material, and HDFC Bank may have acted upon or used the information prior to, or immediately following its
publication. HDFC Bank neither guarantees nor makes any representations or warranties, express or implied, with respect to the fairness, correctness, accuracy, adequacy, reasonableness, viability for
any particular purpose or completeness of the information and views. Further, HDFC Bank disclaims all liability in relation to use of data or information used in this report which is sourced from third
parties.

HDFC Bank House, 1 st Floor, C.S. No. 6 \ 242, SenapatiBapatMarg, Lower Parel, Mumbai 400 013. Phone: (91)-22-66527100, ext 7111, Fax: (91)-22-24900983 \ 24900858

HDFC BANK is an AMFI-registered Mutual Fund Distributor & a Corporate Agent for insurance products.

Mutual Fund investments are subject to market risks, read all scheme related documents carefully.
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