/&3 BOBCAPS

TRUST | INNOVATION | EXCELLENCE

FIRST LIGHT

02 June 2022

RESEARCH

BOB Economics Research | Currency Outlook Daily macro indicators

Pressure on INR Indicator 30-May  31-May Chg (%)
Us 10y

India Strategy | Monthly Wrap yield (%) 2.74 284 11bps

: India 10Y

Mixed outlook yield (%) 741 7.42 1bps
USD/INR 77.54 77.64 0.1

Consumer Durables Brent Crud 1)

rent Cruae

FY22 Review — Margin gains elusive (US$/bbl) 1217 1228 10
Dow 33213 32990 0.7
Hang Seng 21,124 21,415 14
Sensex 55,926 55,566 (0.6)

SUMMARY India FIl Chg
(US$ mn) 27-May  30-May (§ mn)

India Economics: Currency Outlook FiI-D (37.0) 484 853
FIl-E (403.9) 294.3 698.2

With easing lockdown restrictions in China and stimulus measures announced by
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UK and China, global growth concerns abated. As a result, DXY eased and other ource: Bank of Bafoda Economics Resea

global currencies edged up. Investors have also pared back expectations of
aggressive rate hikes by Fed, while ECB is expected to kick-start the rate-hike cycle
sooner than expected amidst record-high inflation. In India, INR depreciated to a
record-low of 77.73/$ in the last fortnight but has since found support at the 77.5/$
level. However, higher domestic inflation, FPI outflows, risks to domestic growth
outlook and a widening trade deficit continue to weigh on the Rupee. We expect INR
to trade in the range of 77.5-78/$ in the next fortnight with a depreciating bias.

Click here for the full report.

India Strategy: Monthly Wrap

= Indian benchmarks underperformed their global peers in May; locally, autos,
consumers and financials outperformed

=  Commodity prices appear to have largely peaked, though oil & gas may remain
elevated near term; India better placed to absorb volatility

=  Global clean energy initiatives remain at the fore despite the Russia-Ukraine
war; we continue to prefer domestic sectors

Click here for the full report.
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Consumer Durables

=  War, inflation, supply chain disruptions and Covid all dented consumer durable
margins, but likely to be transient

Management commentary cautious as companies walk a fine line between raising
prices to combat RM inflation and preserving demand

Pricing power and cost control vital in an inflationary climate; prefer leaders with a
demonstrable record — VOLT, HAVL, POLYCAB

Click here for the full report.
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https://www.barodaetrade.com/Reports/ConsumerDurables-SectorUpdate1Jun22-Research.pdf

INDIA ECONOMICS

CURRENCY OUTLOOK

Pressure on INR

With easing lockdown restrictions in China and stimulus measures announced by UK and
China, global growth concerns abated. As aresult, DXY eased and other global currencies
edged up. Investors have also pared back expectations of aggressive rate hikes by Fed, while
ECB is expected to kick-start the rate-hike cycle sooner than expected amidst record-high
inflation. In India, INR depreciated to a record-low of 77.73/$ in the last fortnight but has since
found support at the 77.5/% level. However, higher domestic inflation, FPI outflows, risks to
domestic growth outlook and a widening trade deficit continue to weigh on the Rupee. We

expect INR to trade in the range of 77.5-78/$ in the next fortnight with a depreciating bias.
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How have currencies fared?

Improvement in global risk-appetite drove global currencies higher in the last fortnight.
Fears of global growth slowdown eased as China ended lockdown restrictions in
Shanghai and also announced several measures aimed at supporting the economic
recovery. DXY fell by 2.7% as safe-haven demand waned. Further, investors also
pared back expectations of aggressive rate hikes by Fed. This was consistent with a
decline in US treasury yields.

EM currencies rose sharply by 2.3%. Chinese Yuan (CNY) also rose by 1.8%, after
declining by 2.7% in the fortnight before. Brazilian Real (BRL) was the highest gainer,
appreciating by 6.9% supported by higher global commaodity prices. Expectations of
further rate hikes by Brazil's central bank also supported gains in the currency. On the
other hand, Turkish Lira (TRY) depreciated sharply by 5.6% amidst surging inflation
and widening current account deficit. Even so, Turkey’s central bank has kept interest
rate steady at 14% for the fifth straight month. It must be noted that inflation in Turkey
surged to ~70% in Apr'22, much above the central bank’s target of 5%.

New Zealand dollar (NZD) too gained by 3.8% as Reserve Bank of New Zealand
(RBNZ) raised its official cash rate by 50bps to 2%. This was the second consecutive
rate hike by RBNZ. Further, it is estimated that the cash rate is likely to double to 4%
over the coming year and stay at that level until CY24. EUR gained by 3.1% as surging
inflation in the Euro Area (Euro Zone’s inflation soared to a record-high of 8.1% in
May’22), led to expectations that the ECB may hike rates sooner than expected. GBP
too gained by 2.8% as UK announced a slew of fiscal measures to tide over the cost-
of-living crisis.
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INDIA STRATEGY

MONTHLY WRAP Volume #4
Mixed outlook
= Indian benchmarks underperformed their global peers in May; locally,

autos, consumers and financials outperformed

= Commodity prices appear to have largely peaked, though oil & gas may
remain elevated near term; India better placed to absorb volatility

= Global clean energy initiatives remain at the fore despite the Russia-

Ukraine war; we continue to prefer domestic sectors
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Nifty remains southbound: Indian equities underperformed major global
benchmarks. RBI’s surprise 40bps rate hike raised the cost of equity for Indian
borrowers and put further pressure on the market. Amongst sectoral indices, auto,
consumer and financials outperformed while commodities, realty and IT lagged. Our
analysis of market behaviour during volatile phases indicates that auto, private banks
and commaodities typically beat the index when the market is emerging from a bottom
(see our note: Navigating index peaks and troughs).

Centre announces measures to ease inflation: Excise duty was cut on petrol/diesel
by Rs 8/Rs 6 and subsidies were raised on fertiliser and LPG. Export duty was

imposed on iron ore and steel products and import duty was lowered on coal and coke.

We maintain that commaodity prices largely peaked in March this year. The run-up was
clearly a result of supply still anchored to the pandemic while demand started returning
to pre-pandemic levels. A better alignment of supply chains coupled with slowdown in
China and rate hikes in the US have put downward pressure on commodity prices.
Nevertheless, we believe oil & gas prices could remain elevated through to the winter,
more so when the EU is now banning seaborne Russian oil imports in six months.

RBI’s FY22 annual report optimistic on economy: The central bank believes the
Indian economy is relatively better placed to sustain recovery post Covid. It cited
strong domestic demand, robust reserve buffers, a buoyant FDI pipeline and proactive
policies as factors that will help the economy withstand adverse global spillovers.

EU doubling down on climate targets: Contrary to market expectations that the
ongoing Russia-Ukraine war would force the EU to go slow on its transition to clean
energy, the region has doubled down on its green targets. The European Commission
has announced a US$ 220bn plan to wean the EU away from Russian energy — only
5% of this fund is allocated for fossil fuel while the balance is for clean energy.

Outlook: We believe the Indian economy is poised for a resurgence as a favourable
macro environment and key building blocks are in place (see our note: India at takeoff
point). However, the trigger is likely to be a capex upcycle that is still a few quarters
away. We continue to favour sectors linked to domestic as opposed to export demand.
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Valuation now closer to 5Y average

Nifty 12M fwd PE

------- +-1SD

10

— T T T T
NN~ ®© 0 O O O O — —
TN L T T T Y@
IS N N - S
S ®© ® © ®m © ™m & ®™m o &
2T 0 =2=2=2=2=

Source: Bloomberg, BOBCAPS Research


https://www.barodaetrade.com/Reports/IndiaStrategy-MarketOutlook30May22-research.pdf
https://www.barodaetrade.com/Reports/IndiaStrategy-MacroMicro11Jan22-research.pdf
https://www.barodaetrade.com/Reports/IndiaStrategy-MacroMicro11Jan22-research.pdf

SECTOR UPDATE

CONSUMER DURABLES

FY22 Review: Margin gains elusive
= War, inflation, supply chain disruptions and Covid all dented consumer
durable margins, but likely to be transient

= Management commentary cautious as companies walk a fine line

between raising prices to combat RM inflation and preserving demand

= Pricing power and cost control vital in an inflationary climate; prefer
leaders with a demonstrable record — VOLT, HAVL, POLYCAB
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Vinod Chari | Tanay Rasal

Someel Shah

researchreport@bobcaps.in

Multiple pressure points on margins: FY22 will be remembered as a year when
margin gains proved elusive for consumer durable players as they grappled with the
impacts of war, inflation, supply chain hurdles and the pandemic. If the first half of
the year was marred by Covid-related stress, the second half saw raw material
headwinds. The Russia-Ukraine conflict, supply shortages and logistical issues as
well as the shutdown of key business and transportation hubs in China due to the
Omicron wave all contributed to higher input costs for companies. Inflation, which
has a direct impact on discretionary spending, topped this heady cocktail.

Commoditised businesses did better: Our analysis of subsegments within
consumer durables shows that relatively commoditised businesses such as cables and
wires have outperformed the brand- and distribution-led segments of appliances and
light electricals. For the former, copper is a key input and players were able to pass on
the rising prices, as evidenced by strong sales growth for companies such as HAVL
and POLYCAB About 70-80% of the sales growth comes from pricing and the rest
from volumes. In contrast, appliances players faced challenges — for example, in the
AC space, BLSTR and Lloyd outpaced VOLT but only by sacrificing margins.

Pricing to pose a key challenge in FY23: The biggest challenge ahead for the
consumer durables sector is striking the delicate balance of raising prices to combat
raw material inflation without upsetting demand. Most managements are cautious on
pricing. While some like VOLT and BLSTR have alluded to a small 3-5% range,
others like Lloyd may refrain from hikes in order to sustain volume growth.

Prefer leaders in an inflationary scenario: Pricing power and cost management
are crucial in a high-inflation environment as these factors will determine cash flow
yields. We prefer leaders that have a demonstrable track record, viz. VOLT (BUY,
TP Rs 1,250) and HAVL (BUY, TP Rs 1,500) among the durable names. POLYCAB
(BUY, TP Rs 3,000) is our pick among cables and wires where pass-through is
easier. In the contract manufacturing business, we like DIXON (BUY, Rs 4,600) for
its business model.
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Recommendation snapshot

Ticker Price Target Rating
AMBER IN 2,633 3500 HOLD
BLSTRIN 1,024 1,200 HOLD
CROMPTON IN 361 500 BUY
DIXON IN 3,859 4,600 BUY
HAVL IN 1,202 1,500 BUY
ORIENTEL IN 280 350 HOLD
POLYCAB IN 2442 3,000 BUY
VGRD IN 234 250 HOLD
VOLT IN 1,018 1,250 BUY

Price & Target in Rupees | Price as of 31 May 2022

Consumer durables: Q4 result reviews

Company Result review link

VOLT IN Structural story intact
HAVL IN Plenty of positives - BUY
DIXON IN A play on PLI

POLYCAB IN Wired for growth
CROMPTON IN :i?:(e)T cost management
BLSTRIN Gunning for market share
ORIENTEL IN Premiumisation is key
VGRD IN Margin pressure continues
AMBER IN Components business

remains in focus

Source: BOBCAPS Research


https://www.barodaetrade.com/Reports/Voltas-Q4FY22ResultReview9May22-research.pdf
https://www.barodaetrade.com/Reports/HavellsIndia-Q4FY22ResultReview5May22-research.pdf
https://www.barodaetrade.com/Reports/DixonTechnologies-Q4FY22ResultReview30May22-research.pdf
https://www.barodaetrade.com/Reports/PolycabIndia-Q4FY22ResultReview11May22-research.pdf
https://www.barodaetrade.com/Reports/CromptonGreaves-Q4FY22ResultReview30May22-research.pdf
https://www.barodaetrade.com/Reports/CromptonGreaves-Q4FY22ResultReview30May22-research.pdf
https://www.barodaetrade.com/Reports/BlueStar-Q4FY22ResultReview6May22-research.pdf
https://www.barodaetrade.com/Reports/OrientElectric-Q4FY22ResultReview11May22-research.pdf
https://www.barodaetrade.com/Reports/V-GuardIndustries-Q4FY22ResultReview20May22-research.pdf
https://www.barodaetrade.com/Reports/AmberEnterprises-Q4FY22ResultReview13May22-research.pdf
https://www.barodaetrade.com/Reports/AmberEnterprises-Q4FY22ResultReview13May22-research.pdf

FIRST LIGHT %j BOBCAPS

TRUST | INNOVATION | EXCELLENCE

Disclaimer

Recommendation scale: Recommendations and Absolute returns (%) over 12 months

BUY — Expected return >+15%

HOLD - Expected return from -6% to +15%

SELL - Expected return <-6%

Note: Recommendation structure changed with effect from 21 June 2021

Our recommendation scale does not factor in short-term stock price volatility related to market fluctuations. Thus, our recommendations may not always be strictly in
line with the recommendation scale as shown above.

Rating distribution

As of 31 May 2022, out of 116 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 69 have BUY ratings, 25 have HOLD ratings, 5 are
rated ADD*, 1 is rated REDUCE* and 16 are rated SELL. One company rated ADD has been an investment banking client in the last 12 months. (*Our ADD and
REDUCE ratings are in the process of being migrated to the new recommendation structure.)

Analyst certification

Each of the analysts mentioned in this research report certify, with respect to the sections of the report for which they are responsible, that (1) all of the views expressed
in this report accurately reflect his/her personal views about the subject company or companies and its or their securities, and (2) no part of his/her compensation was,
is, or will be, directly or indirectly, related to the specific recommendation(s) or view(s) in this report. Analysts are not registered as research analysts by FINRA and are
not associated persons of BOBCAPS.

Important disclosures

This product is a compilation of previously published research notes. To view the complete report along with the associated Analyst certifications and Company-specific
disclosures, please click on the hyperlink accompanying each excerpt.

General disclaimers

BOBCAPS is engaged in the business of Institutional Stock Broking and Investment Banking. BOBCAPS is a member of the National Stock Exchange of India Limited
and BSE Limited and is also a SEBI-registered Category | Merchant Banker. BOBCAPS is a wholly owned subsidiary of Bank of Baroda which has its various subsidiaries
engaged in the businesses of stock broking, lending, asset management, life insurance, health insurance and wealth management, among others.

BOBCAPS’s activities have neither been suspended nor has it defaulted with any stock exchange authority with whom it has been registered in the last five years.
BOBCAPS has not been debarred from doing business by any stock exchange or SEBI or any other authority. No disciplinary action has been taken by any regulatory
authority against BOBCAPS affecting its equity research analysis activities.

BOBCAPS has obtained registration as a Research Entity under SEBI (Research Analysts) Regulations, 2014, having registration No.: INH000000040 valid till
03 February 2025. BOBCAPS is also a SEBI-registered intermediary for the broking business having SEBI Single Registration Certificate No.: INZ000159332 dated 20
November 2017. BOBCAPS CIN Number: U65999MH1996G0I1098009.

BOBCAPS prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or derivatives of
any companies that the analysts cover. Additionally, BOBCAPS prohibits its analysts and persons reporting to analysts from serving as an officer, director, or advisory
board member of any companies that the analysts cover.

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions contrary to the
opinions expressed herein, and our proprietary trading and investing businesses 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. Additionally, other important information regarding our relationships with the company or companies that are the subject of this material is provided herein.

This material should not be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be
illegal. We are not soliciting any action based on this material. It is for the general information of BOBCAPS’s clients. It does not constitute a personal recommendation
or take into account the particular investment objectives, financial situations, or needs of individual clients. Before acting on any advice or recommendation in this
material, clients should consider whether it is suitable for their particular circumstances and, if necessary, seek professional advice.

The price and value of the investments referred to in this material and the income from them may go down as well as up, and investors may realize losses on any
investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may occur. BOBCAPS does not
provide tax advice to its clients, and all investors are strongly advised to consult with their tax advisers regarding any potential investment in certain transactions —
including those involving futures, options, and other derivatives as well as non-investment-grade securities —that give rise to substantial risk and are not suitable for all
investors. The material is based on information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied on as such.
Opinions expressed are our current opinions as of the date appearing on this material only. We endeavour to update on a reasonable basis the information discussed
in this material, but regulatory, compliance, or other reasons may prevent us from doing so.

We and our affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of this material, may from time to time have “long” or
“short” positions in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein and may from time to time add to or dispose
of any such securities (or investment). We and our affiliates may act as market makers or assume an underwriting commitment in the securities of companies discussed
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in this document (or in related investments), may sell them to or buy them from customers on a principal basis, and may also perform or seek to perform investment
banking or advisory services for or relating to these companies and may also be represented in the supervisory board or any other committee of these companies.

For the purpose of calculating whether BOBCAPS and its affiliates hold, beneficially own, or control, including the right to vote for directors, one per cent or more of the
equity shares of the subject company, the holdings of the issuer of the research report is also included.

BOBCAPS and its non-US affiliates may, to the extent permissible under applicable laws, have acted on or used this research to the extent that it relates to non-US
issuers, prior to orimmediately following its publication. Foreign currency denominated securities are subject to fluctuations in exchange rates that could have an adverse
effect on the value or price of or income derived from the investment. In addition, investors in securities such as ADRs, the value of which are influenced by foreign
currencies, effectively assume currency risk. In addition, options involve risks and are not suitable for all investors. Please ensure that you have read and understood
the Risk disclosure document before entering into any derivative transactions.

In the US, this material is only for Qualified Institutional Buyers as defined under rule 144(a) of the Securities Act, 1933. No part of this document may be distributed in
Canada or used by private customers in the United Kingdom.

No part of this material may be (1) copied, photocopied, or duplicated in any form by any means or (2) redistributed without BOBCAPS’s prior written consent.

Other disclosures

BOBCAPS does not have any financial interest in the subject company. BOBCAPS does not have actual/beneficial ownership of one per cent or more securities in the
subject company at the end of the month immediately preceding the date of publication of this report.

BOBCAPS is not engaged in any market making activities for the subject company.
BOBCAPS or its associates may have material conflict of interest at the time of publication of this research report.

BOBCAPS'’s associates may have financial interest in the subject company. BOBCAPS'’s associates may hold actual / beneficial ownership of one per cent or more
securities in the subject company at the end of the month immediately preceding the date of publication of this report.

BOBCAPS or its associates may have managed or co-managed a public offering of securities for the subject company or may have been mandated by the subject
company for any other assignment in the past 12 months.

BOBCAPS may have received compensation from the subject company in the past 12 months. BOBCAPS may from time to time solicit or perform investment banking
services for the subject company. BOBCAPS or its associates may have received compensation from the subject company in the past 12 months for services in respect
of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory services in a merger or
specific transaction. BOBCAPS 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.
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