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Key Takeaways

intact.

e Indian Market valuations have moved below the long term averages.
e Short term correction is an opportunity to invest in staggered manner for long term investors.

e Though there will be short term blips with regards to growth; India’s long term structural story continues to be

What Has happened

The recent correction in the global markets has been triggered by the fears

emanating from the spread of Corona Virus. All the global equity markets S‘;?J?:J Jan-20 Feb-20 March
have corrected between 30-35% in the last one month while the Indian Indices MTD
markets have corrected close to 37% in the same time period. S&P 500 0.16% 8.41% 24.26%
Along with equity markets, the Crude has seen the second biggest single day | PowJones | -0.99% | -10.07% ~26.83%
fall in the history with crude declining 31.5% in a single day, the biggest fall Nikkei -1.91% -8.89% -20.13%
since Gulf War in 1991. FTSE 100 -3.40% -9.68% -24.11%
Shanghai -9.95% 4.87% -7.64%
This has been prompted by decline in demand due to the globals fear and | NIFTY -1.68% -6.33% -32.06%
slowdown and also due to the breakdone of OPEC+ alliance with Russia not [ Dataas on 23rd March 2020 ;Source : Yahoo Finance

backing cut in crude prudction demanded by Saudi Arabia.

The biggest gainer in all this turmoil has been Gold. The metal has gained as
much as 6.7% in the first week of March20 itself due to safe haven buying.
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In the calendar year 2019, Gold has been the biggest gainer with 16% return
delivered by the yellow metal. 1,650
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Prices of other global commodities like steel and metals have also got |1450
affected due to anticipated lower demand in the coming months. 1,350
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The US Federal Reserve and other central banks unveiled emergency
measures to prop up the coronavirus-battered global economy. 1,150 S B rh o h > o O
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The US Federal Reserve attempted to stem the panic with drastic measures S <s =" & »w Oz a0 S &

announced by slashing its key interest rate to virtually zero in its second
emergency rate cut in less than two weeks in March.

Gold ($) per ounce

1,568

Mar-20

Source: Investing.com

While, the Reserve Bank of New Zealand (RBNZ) slashed rates to a record low; and Australia’s central bank pumped extra
liquidity into a strained financial system and said it would announce more policy steps in coming days.

On the other hand, The European Central Bank (ECB) decided not to cut interest rates but did announce measures to support
bank lending and expanded its asset purchase program by 120 billion euros ($135.28 billion).

In India, though the RBI has not yet announced an interest rate cut; however it has taken a slew of meaures to increase
liquidity in the system through Open Market Operation (OMO), Long Term Repo Operation (LTRO), Forex Swaps.
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Effect on Global Economy & Why China Matters

The epicentre of this outbreak has been China, which has been slowing down and facing economic headwinds due to trade
war with United States. The virus spread will lead to China’s economy to slow down further and take the world economy to
slower growth path. Economists polled by Reuters expect China’s growth rate to slump to 4.5 % in the Q1 of 2020 vas 6% in
Q4 2019, which would be slowest pace since financial crisis. The way markets are reacting to this is such a negative manner
is because of China’s position in the global economies demand and supply.

e China is the world’s second largest economy after United States

China Is the World's

with $ 14.4 trillion GDP.

Its share in the global economy has surged from 8% in 2002 to 19%
today.

China accounted for 28% of the global manufacturing output in
2018 and manufacturing account for nearly 30 % of the country’s

Manufacturing Superpower

Top 10 countries by share of global manufacturing

output in 2018"
China @

28.4%

United States €& 16.6%
total economic output. This makes China a vital part of global Japan ® 7.2%
Germany @ 5.8%

supply chain.

South Korea :e} 3.3%
e China is one of the largest exporters in the world and one of the India I 2.0%
fastest growing consumer markets in the world. Italy () [ 2.3%
e Chinais the world biggest oil importer. France () [l 1.9%
United Kingdom & = 1.8%
Mexico ) | 1.5%

All these point to the importance of China in the global trade and economy
and if the economy of this size comes to a halt then it would have a big
impact on global growth.

* output measured on a value-added basis in current U.S. dollars
Source: United Nations Statistics Division

The organisation for Economic Cooperation & Development (OECD) has downgraded the global growth forecast for 2020
from 2.4% from 2.9%. The effect of the coronavirus will be seen in growth rates of all countries including India

How Markets have reacted in the past with similar events

The intensity all such out breaks differ each time and so is the market reactions. While in the last Zika Virus outbreak in 2016
resulted in BSE Sensex falling 13%, the average fall has been closer to 10-12 % in the past such events. However, the markets
have been quick to recover within 3 months from the peak of the outbreak in the markets where the epidemic broke.

The below table shows 1 year returns post correction during previous outbreak of epidemics of India and US markets:

. Estimated period of Returns during outbreak (%) 1-year return post outbreak (%)
Virus outbreak
outbreak US S&P 500 Sensex US S&P 500 Sensex
SARS Jan 2003 to Mar 2003 -3.6 -10.1 +32.8 +83.4
Avian Influenza Jan 2004 to Aug 2004 -0.7 -12.2 +10.5 +50.3
Ebola Dec 2013 to Feb 2014 +3.0 +1.6 +13.2 +39.0
Zika Nov 2015 to Feb 2016 -6.3 -13.1 +21.3 +24.1

Returns are absolute. Source: Bloomberg, Mint Research

Returns during outbreak (%) 1-year return post outbreak (%)

Virus outbreak | Estimated period of outbreak

US S&P 500 Sensex US S&P 500 Sensex

Coronavirus 01 Jan 2020 to 23 Mar 2020 -31.3 -37.1 NA NA

Returns are absolute. Source: ICRA MFI and Investing.com
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Impact On Indian Markets & Trade

The Indian markets have corrected in tandem with global | Indian Equity Jan-20 | Feb-20 March
markets with Nifty correcting by 32% March till date. While, all | Indices MTD
the indices have corrected significantly; the Bank Nifty has | Nifty 50 -1.68% | -6.33% -32.06%
fallen the most due to both global and domestic issues like Yes | NIFTY Midcap 150 5.38% -5.63% -33.04%
Bank default. Nifty Small cap 100 6.73% -8.72% -39.67%
Nifty Bank -4.13% | -5.47% -41.05%
The small cap stocks have fallen the most followed by midcaps Nifty Auto 196% | 14.41% | -32.78%
and large caps. Nifty Metal -8.29% | -12.28% | -31.60%
Data as on 23rd March 2020; Source: NSE Website

While, markets have fallen in the last one month; the selling

has been mostly driven by Fll.

The Mutual Funds have been buyers to the extent of approx. | Segment Jan-20 | Feb-20 | March MTD

Rs 23,000 cr; while, FllIs sold significantly worth Rs 53,000 cr of | MFs (Rs. crs.) 1,384 9,863 23,047

from March till date. Flls (Rs. crs.) 12,123 | 1,820 -52,960
Data as on 23rd March 2020; Source: ICRA MFI

Impact on Trade

According to UN, India is among the 15 most affected economies due to coronavirus epidemic and slowdown in
production in China with a trade impact of $348 million.

However, the trade impact on India has been less as compared to other economies as EU, US, Japan, Russia.

For India, the trade impact is estimated to be the most for the chemicals & automotive followed by electrical
machinery, air conditioners, electronic items leather products, metals and wood products.

Positives for India

80
e The biggest boost to India can come from crash in the crude oil . Brent Crude ($/bbl)
prices if the crude remains at lower levels for some time. With 70 :
India importing 80% of its crude requirements the savings for 60
India on this front can be quite large. 50
40
e Crude has fallen by over 59% in this calendar year — from $66 30
bbl to $27 bbl, on top of it; the government has announced an
20 $27.03

increase in excise duty. This will help the government to
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Source: Investing.com

Along with this it may help India gain in the long run with lot of multinationals shifting their production bases to
countries like India in order to hedge the concentration risk of having product in only one country being China in current
scenario. With corporate tax cut also announced by the govt earlier India could become a favourable place to set up
manufacturing facilities.
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The Market cap-to-GDP ratio of India has fallen
P , 160% 146% Mcap / GDP
below long term average (i.e 80%) as represented .
by the orange line and is at 2008 financial crisis 140%
level. 120% 95% 95% 103%
100% %
809 9
From Dec-19 to Mar-20; the market cap-to-GDP | gqo S— 74% 74% % 78%
ratio has fallen from 78% to 55%. This indicates that 60% 52% 549 o 01% 55%
markets are nearing its bottom. And accumulating 40%
(]
at these levels might lead to a good upside for 20%
investors who have a long term horizon. Valuations 0
0%
have now turned favourable for large caps after the ~ 0 @& O o N M < 1 © ~ o o o
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Source: Motilal Oswal
At 2.2x, the Nifty Trailing P/B is well below the historical average of 3.6 x.
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Nifty 12-month trailing P/E of 17.2x at a 14% discount to its Long Term average of 19.6x
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What an investor should do?

Equity markets are discounting mechanisms and the discounting happens quickly in anticipation of positive or negative
events. Also, markets tend to swing between extreme pessimism and optimist at various points in time. While it may be very
difficult and premature to guess the direction of the markets in such uncertain times, an investor can do the following to
make the portfolios better and ready for the up move as and when the market rebounds:

1) Remain Invested

The nature of the equity markets is such that in every 2-3 years there is a period of high volatility due to global or domestic
events. History has proven that all these events by and large have been short-lived and the economy and markets have
bounced back from these setbacks. Long term investors should not book losses at these levels and hold on to current equity
investments.

2) Align Portfolios to the decided asset allocation as per the risk-taking capacity

For example, a balanced profile investor may have 50% allocation each to Equity and Debt. In times, like these the debt
portfolio would be valued at more than 50% of the portfolio and hence has got tilted from the desired asset allocation. It
would be prudent to slowly shift money from debt to equity in such times when the equity markets are going down, and
valuations are turning cheaper by the day.

3) Invest in Equities for long term goals

Equity investments tend to be volatile and hence are suitable for long term horizons, an investor should look at equity as
an asset class with minimum 4-5 years’ investment horizon and the Indian markets past data suggest that with horizon of
more than 5 years the chances of losing money in very low in equity markets. For short term needs debt funds could be a
better place to park money.

4) Shift to better Quality funds

This is a good time to sell underperforming equity funds and buy to the right funds in the portfolio. This would make the
portfolio healthier and ready to bounce back faster as and when the markets rebound. Many times, loss aversion prevents
investors from booking losses in their weak investments but if implemented most of the times this strategy would yield
better results than holding on to your losers.

5) Continue with SIP

The idea behind Systematic Investment plans (SIP) is to invest at regular intervals over longer periods. This helps to provide
better cost averaging to investors and accumulate units at different price levels. The corrections in the markets today is
one such opportunity where units can be bought at cheaper valuations and this would help to give better returns over
longer periods.

Additionally, investors should also look to increase their SIP allocations during such times.

6) Add to Investments in a Staggered Manner

Long term investors should invest in a staggered manner in the next 2-3 months in good quality funds to take advantage
of this correction. Often the entry point in the markets have a significant impact on the final returns that an investor makes
in his portfolio.
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All equity categories have witnessed significant corrections in the last one month. Looking at the current correction and
state of the Indian economy, investors can look at investing in mutual fund categories which have significant large cap
exposure. Accordingly, funds in the following categories can be considered:

Large cap

Large & Mid cap
Multi cap Funds
Focussed Funds
Value

These categories have 50-85% of the portfolio in the large cap stocks and the rest spread out between mid and small cap
categories. Investing in these categories would provide long term investors opportunity to invest in India’s largest companies

at lower valuations along with some high-quality midcap companies.

The below table shows the spilt of each of the categories across market cap viz, large, mid, small and others. Apart from
Large cap mutual funds (87%), the highest share in Large caps is in Focused (73%) followed by Multi cap mutual funds (68%).

Large & Mid Cap Funds

Category
Large Cap Funds

Multi Cap Funds
Focused
Value

Large Cap

87.05%
51.62%
67.90%
73.15%
53.34%

Data as on 28-Feb-2020 Source: ICRA MFI

Mid Cap
7.32%
37.48%
19.76%
13.18%
21.00%

Small Cap

1.36%
5.70%
9.25%
6.40%
17.83%

Debt & Others
4.26%
5.20%
3.08%
7.27%
7.83%
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Disclaimer

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation
advice to you. TATA Capital Financial Services Limited (‘TCFSL’) is not soliciting any action based upon it. Nothing in this research
report shall be construed as a solicitation to buy or sell any security or product, or to engage in or refrain from engaging in any such
transaction. It does not constitute a personal recommendation or take into account the particular investment objectives, financial
situations, or needs of the reader.

This research report has been prepared for the general use of the clients of the TCFSL and must not be copied, either in whole or in
part, or distributed or redistributed to any other person in any form. If you are not the intended recipient, you must not use or
disclose the information in this research report in any way. Though disseminated to all the customers simultaneously, not all
customers may receive this report at the same time. TCFSL will not treat recipients as customers by virtue of their receiving this
report. Neither this document nor any copy of it may be taken or transmitted into the United States (to US Persons), Canada or
Japan or distributed, directly or indirectly, in the United States or Canada or distributed, or redistributed in Japan to any residents
thereof. The distribution of this document in other jurisdictions may be restricted by the law applicable in the relevant jurisdictions
and persons into whose possession this document comes should inform themselves about, and observe any such restrictions. This
report is solely for the purpose of providing information about various financial products available in the market. While we make
reasonable efforts to ensure the accuracy of information contained within this report, we cannot guarantee such accuracy and do
not accept any liability arising out of the use of this report. The information detailed in the report may be provided by third parties
(i.e. respective registrar’s, transfer agents, Asset Management Companies and/ or other offering entities).

It is confirmed that, the author of this report has not received any compensation from the companies mentioned in the report in
the preceding 12 months. No part of the compensation of the analyst(s) was, is, or will be directly or indirectly related to the
inclusion of specific recommendations or views in this research. The analyst(s), principally responsible for the preparation of this
research report, receives compensation based on overall revenues of TCFSL and TCFSL has taken reasonable care to achieve and
maintain independence and objectivity in making any recommendations.

Neither TCFSL nor its directors, employees, agents, representatives shall be liable for any damages whether direct or indirect,
incidental, special or consequential including lost revenue or lost profits that may arise from or in connection with the use of the
information contained in this report.

The report is based upon information obtained from sources believed to be reliable, but TCFSL does not make any representation
or warranty that it is accurate, complete or up to date and it should not be relied upon as such. It does not have any obligation to
correct or update the information or opinions in it. TCFSL or any of its affiliates or employees shall not be in any way responsible for
any loss or damage that may arise to any person from any inadvertent error in the information contained in this report. TCFSL or
any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding any matter
pertaining to this report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and
non-infringement. The recipients of this report should rely on their own investigations. This information is subject to change without
any prior notice. TCFSL reserves at its absolute discretion the right to make or refrain from making modifications and alterations to
this statement from time to time. Nevertheless, TCFSL is committed to providing independent and transparent recommendations
to its clients, and would be happy to provide information in response to specific client queries.

Certain transactions -including those involving futures, options and other derivatives as well as non-investment grade securities -
involve substantial risk and are not suitable for all investors. Reports based on technical analysis centers on studying charts of a
stock’s price movement and trading volume, as opposed to focusing on a company’s fundamentals and as such, may not match with
a report on a company’s fundamentals.

Before making an investment decision on the basis of this research, the reader needs to consider, with or without the assistance of
an adviser, whether the advice is appropriate in light of their particular investment needs, objectives and financial circumstances.
There are risks involved in securities trading. The price of securities can and does fluctuate, and an individual security may even
become valueless. International investors are reminded of the additional risks inherent in international investments, such as
currency fluctuations and international stock market or economic conditions, which may adversely affect the value of the
investment. Neither TCFSL nor the director or the employee of TCFSL accepts any liability whatsoever for any direct, indirect,
consequential or other loss arising from any use of this research report and/or further communication in relation to this research
report.

We and our affiliates, officers, directors, and employees worldwide may: (a) from time to time, have long or short positions in, and
buy or sell the securities thereof, of company (ies) mentioned herein or (b) be engaged in any other transaction involving such
securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the company (ies)
discussed herein or act as advisor or lender / borrower to such company (ies) or have other potential conflict of interest with respect
to any recommendation and related information and opinions.

Investments in securities are subject to market risk; please read the SEBI prescribed Combined Risk Disclosure Document prior to
investing. Derivatives are a sophisticated investment device. The investor is requested to take into consideration all the risk factors
before actually trading in derivative contracts. Our research should not be considered as an advertisement or advice, professional
or otherwise.
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General Disclosure

Wealth Management is a service offering of Tata Capital Financial Services Limited (TCFSL) and is offered at its sole discretion. Terms
and conditions apply.

Loans are referred by Tata Capital Wealth Management and may be offered by Tata Capital Financial Services Limited (“TCFSL”),
Tata Capital Housing Finance Limited (TCHFL) or other entities. All loans are at the sole discretion of the entities offring the loans.
Tata Credit Card is a white label credit card issued, established and operated by SBI Cards and Payments Services Pvt. Ltd. It is
marketed and distributed by TCFSL. Terms and Conditions apply. All products other than the foregoing are only marketed by TCFSL
and are brought to you by various entities at the sole discretion of those entities and the said entities would be solely responsible
for all disputes or claims in regard to them.

TCFSL is also registered with the Securities and Exchange Board of India (“SEBI”) as an Investment Adviser bearing Registration no.
INA000002215.

TCFSL is also engaged in Mutual Fund Distribution business and is registered with The Association of Mutual Funds in India (“AMFI”)
bearing ARN No. 84894. Please note that all Mutual Fund Investments are subject to market risks, read all scheme related
documents carefully before investing for full understanding and details.

TCFSL bearing License no. CA0O076 (valid till 31st Mar 2022), acts as a composite Corporate Agent of various Insurance Companies
as permitted under IRDAI (Registration of Corporate Agents) Regulations 2015. TCFSL does not underwrite the risk or act as an
insurer. For more details on the risk factors and terms & conditions, please read the sales brochure carefully before concluding the
sale.

Registered office: 11th Floor, Tower A, Peninsula Business Park, Ganpatrao Kadam Marg, Lower Parel, Mumbai 400 013, India.



