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Higher For Longer to0 Dec 2022

As predicted in last month’s commentary titled ‘Key Narratives’, the US Fed hiked
rates by 50 bps which was the lowest quantum of a rate hike post a series of 75 bps
rate hikes delivered across four consecutive meetings. US headline CPI meanwhile
continued its downtrend , falling to 7.1% in Nov'22 from 7.7% in the previous month .
However, US Jobs, wages and unemployment levels continued to post robust growth.
US Non-Farm payrolls witnessed new job additions at 2,63,000 (against expectations
of 2,00,000 job additions) while wages grew by 5.1% (against expectations of 4.6%).
US unemployment numbers remained flat at 3.7% , same as last month. Core CPI also
posted a marginal decline from 6.3% in Oct’22 to 6% in Nov'22 (forecast 6.1%).

The overall data release failed to dent the US Fed’s view on interest rates, and they
continued to uphold their stance on reigning in inflation ‘within the target range of
2%’. The much awaited ‘Dot Plot’ (shown below) highlighted the terminal rates inching
higher to 5.1% as compared to September’s projections of 4.6%, with rate cuts
anticipated only in 2024.

Resultant Impact: Bond market participants expect the US FED to be unable to hold
on to their hawkish rhetoric with both US 2-Year and US 10-Year bonds witnessing
decline in yields by 6 and 7 bps, respectively. Risk assets however seem to concur with
the US FED’s stance with Dow Jones and S&P 500 down 4.2% and 4.9% respectively.
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US Recession Fears

As highlighted above, US Bond market participants expect the US FED to ‘pivot’
sooner than the dot plot indicates. The chart below may tell us why:

Recession probability as of 2008 Recession probability as of 2020

and as on Dec’22
Source : Bloomberg, Lighthouse Canton

As the chart above highlights, the probability of a recession in the US has surpassed
the peak seen during Covid’'19 and is almost near the previous peak witnessed during
the Global Financial Crisis back in 2008.

Precious Metals Back in Reckoning

With recession fears gaining ground, precious metals especially Gold have recovered
sharply over the past month and in USD terms has gained nearly 12% (from the lows
of 3" Nov'22) while Silver prices in USD terms has gained by almost 21% during the
same period. We anticipate current recessionary backdrop aiding Gold prices. Silver
prices meanwhile will be closely tracking developments with respect to the reopening
of the Chinese economy to further gain momentum after the recent sharp uptick in
prices.
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Indian Equity Update

Nifty continued its upward move in the month of Nov'22 as the index closed the
month higher by 4.14% at 18,758. The Indian market performance has shown
resilience in last few months and outperformed major global markets on the back of
strong economic growth expectations and inflation prints not getting out of hand. In
Nov'22, foreign institutional investors (Flls) turned out marginal buyers with net
purchases of INR 22,546 crs. On the other hand, Domestic institutional investors
(Dlls) turned out sellers with net sales of INR 6,301 crs in Nov'22 (Source - Money
control).

All sectoral indices closed on a positive note except Auto & Healthcare. The biggest
recovery was seen in banking names, especially PSU banks which reported healthy
loan growth, improvement in asset quality and strong NIMs.

With the recent upwards move, the Nifty 50 is trading at 12-month trailing PE of ~23
times (Source - Bloomberg), above the long-term averages. Thus, we believe the
current market levels may not in favour of an investor in terms of risk reward. We
would continue to recommend a staggered or tactical deployment approach.

Indian Fixed Income Update

The RBI MPC meeting was scheduled in the first week of December. As we had
pointed out in our commentary last month titled ‘ Key Narratives’, the MPC delivered
on a 35-bps rate hike, taking benchmark Repo rates to 6.25%. While the rate hike
was in line with market expectations, the RBI Governor’'s stance on controlling
inflation in times of resilient domestic growth led market participants to believe that
the overall commentary was more hawkish than market expectations.

We believe that the RBI may deliver another rate hike of 25 bps in their Feb’23
meeting (the last MPC meeting for FY’23) which perhaps could be the peak interest
rate for the economy followed by a prolonged pause.

For a detailed take on RBI’'s monetary Policy decision, we request readers to kindly go
through our RBI Policy Note released on 8th Dec’22

Indian Bond yields declined over the past month and a half, buoyed by a fall in Indian
and US CPls, as well as fall in Crude and Commodity prices. The Indian 10Y
benchmark 7.26% 2032 fell from 7.45% levels as on 315t Oct’22 to 7.22% levels as on
2nd Dec’22 before surrendering some of the gains post hawkish commentaries from
US Fed and RBI MPC decisions and is currently trading at 7.29% levels (as on 19t
Dec’2?2) . The spread between 5-yr. and 10-yr. sovereign bond yields continue to
hover in the narrow band of 10-12 bps, making long duration trades relatively
unattractive currently.
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INVESTMENT OUTLOOK

Taking the cue from our previous publications, we would like to reiterate that investors
are encouraged to adhere to ‘Asset Allocation’ and calibrate investment decisions by
carefully monitoring the ever evolving economic and geopolitical data points. Marrying
our inhouse Asset Allocation framework (comprising 4 quadrants -Asset Growth,
Return Stability, Inflation Hedge and Volatility Hedge) with our current stance on
markets (as explained above), we build an investment outlook as follows -

® We continue to have higher allocations to volatility hedges through market neutral
strategies. Central bank policy making and developments on geopolitical front
would be the foremost reasons for higher volatility in risk assets and we expect long
short fund managers to benefit from dispersion in returns across sectors.

® On return stability quadrants, we continue to prefer allocations to short-term bond
funds and/or roll down funds (match funds duration with the investment time
horizon). As mentioned above, we believe the RBI may continue to hike rates
towards 6.5% (repo rate currently stands at 6.25%). Short term bond funds have
become attractive with the upward move in yields in recent months across the 1-3-
year segment. Investors who are looking for visibility of returns could invest in high
quality roll down strategies across a 3-5 years duration. Investors could also look to
invest in well managed credit funds (on the AIF platform) where the focus is on
capital preservation and current income.

® We continue to avoid lumpsum deployments in equities - part of the asset growth
quadrant and we prefer a staggered approach.

® For long term investors who prefer to invest more tactically, we previously
recommended a strategy in our July publication titled “Revalidate”, to deploy the
first 1/3rd of the money in July on account of more reasonable valuations and
improved macroeconomic condition in India. We would invest the remaining two
tranches (1/3rd each) in the periods of Jan-Mar'23 and Q2-Q3 CY23.

® Funds which benefit from domestic growth led by government spending and
policies and selective consumption and export opportunities could be considered as
an investment opportunity. Allocation to the asset growth quadrant should be
consistent with the risk profile of an investor.

® Allocation to gold which is a part of inflation hedge quadrant should be maintained
in one’s portfolio. Gold has an inverse relationship with real rates and gold also acts
as a good hedge against economic uncertainty, and it may even attract buying from
central banks especially in times of de-dollarization.
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Disclaimer

The contents of this document are confidential and are meant for intended recipient only. If
you are not the intended recipient, please delete all copies of this document and notify the
sender immediately.

This document, provided as a general commentary, is for informational purposes only and is
not to be construed as an offer to sell or solicit an offer to buy any financial instruments in any
jurisdictions. This does not constitute any form of regulated financial advice, and your
independent financial advisor should be consulted prior to taking any investment decision(s).
This document is based on information from sources which are reliable but has not been
independently verified by LC Capital India Private Limited (“LCIL”). LCIL has taken reasonable
steps to verify the contents of this document and accepts no liability for any loss arising from
the use of any information contained herein. Please also note that past performances are not
indicative of future performance.

This document is prepared by LC Capital India Private Limited (“LCIL”) which is incorporated in
India and is an Association of Mutual Funds in India (“AMFI”) registered Mutual Fund
Distributor (License No. ARN 171014) and a registered Authorized Person with Axis Securities
Ltd. (BSE: AP01316301116454; NSE: AP2064002463). The contents of this document may not
be reproduced or referenced, either in part or in full, without prior written permission of LCIL.

LC Capital India Private Limited (“LCIL”) is not affiliated to Lighthouse Canton Pte Ltd
(“LCPL"), Singapore, and any views and/or advice provided by LCIL does not represent nor
constitute as the views held by LCPL. Lighthouse-Canton brand and logo are owned by
Lighthouse Canton Investment Holdings Pte Ltd (“LCIH”) and have been granted for use to
LCIL and LCPL by means of Licensing agreements.

Common Risk Factors: Investments in securities are subject to market risks. The value of the
Portfolios can go up or down depending on various market factors. Past performance of the
Portfolio Manager does not indicate the future performance of the Products or any other
future Products of the Portfolio Manager. There are no assurances or guarantees that the
objectives of any of the financial product(s) / instrument(s) will be achieved.

The investments may not be suited to all categories of investors. Investors are not being
offered any guaranteed or indicative returns through any of the products/recommendations.
The names of the Products do not in any manner indicate their prospects or returns. The
performance of the Products may be adversely affected by the performance of individual
issuer companies, changes in the market conditions, micro and macro factors and forces
affecting capital markets like interest rate risk, credit risk, liquidity risk and reinvestment risk.
Derivative/future and options products are affected by various risks including but not limited
to counter party risk, market risk, valuation risk, liquidity risk, basis risk and other risk.

Please read the Disclosure Document of the proposed investment before investing.

MF Specific Risk Factors: Mutual Fund investments are subject to market risks, read all
scheme related documents carefully.



