Insights Unwrapped

Impact of Dollar Index (DXY) on Sensex Returns

SPROU

Research 18th January 2025



™

e As the "Invoicing” currency of the world, when the U.S. dollar appreciates,
other currencies essentially depreciate.

e A strong dollar can make US exports more expensive, potentially impacting
the profitability of multinational companies. It can also reduce the value of
foreign investments denominated in US dollars. Conversely, a weak dollar
can boost US exports and increase the value of foreign investments.

 International assets, including emerging market (EM) and Asian fixed
Income and equities, have historically benefited from a weaker USD.
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The US Dollar Index is a measure
of the value of the United States
Dollar (USD) relative to a basket of
foreign currencies:_Euro (57.6% W—
weight), Japanese Yen (13.6%), e
British Pound (11.9%), Canadian
Dollar (9.1%), Swedish Krona
(4.2%)_and Swiss Franc (3.6%).

GEP, 11.9%
r

I
e
&

P
N

ey
™

JPY, 12.6%



SPROU™

™

Research

Global Currencies

Why Indian Rupee (INR)_did not depreciate in

2024 to align with other currencies?

Since late 2022, the RBI has tried to intervene by
controlling the rupee’s exchange rate with the dollar.
This brought stability via a rapid buildup of foreign
exchange reserves, which rose by more than

USD180bn in the two years to October’24. (Forex

reserve source: Investing.com)

However, it also left the rupee overvaluec
against other trading partners, many of w

nich

allowed their currencies to adjust more fu

Currency movements

2024,vs. USD
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Source: FactSet, J.P. Morgan Asset Management; (Left) Reserve Bank of Australia; (Right) OECD.

*USD and AUD Index shows performance vs. a basket of trading partners. **DM is developed markets and the yield is a GDP-weighted average of the 10-year government

bond yields of Australia, Canada, France, Germany, ltaly, Japan, Switzerdand and the UK. Past performance is not a reliable indicator of current and future results.
Guide to the Markets — Australia. Data as of 31 December 2024
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SPRO UW India’s Forex Reserves and RBI Interventions

Research

FOREIG N EXCHANG E e India’s forex reserves, amounting to $635

RESERVES ($ bn) billion (as of 10th Jan’25), are substantial but
700 sustained RBI intervention is not a viable long-

689 2L term strategy.

660 e Since late 2022, the RBI has sought to curb
currency volatility by managing the rupee’s
620 exchange rate against the dollar.

e However, this has resulted in the rupee being

580 overvalued compared to other countries, many
Sep 8,23 Sep 6,24 of which permitted greater adjustments in their
' : currencies.

-5- Source: Business Standard
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US Dollar Index (DXY) sSensex USD/INR Bond Yields
Sensex Rupee _ _
DXY Sensex . L. US-10 India-10 Yield
Duration Time Range| Trou Peak Change Returns Returns in Begin End Depreciation YrBond YrBond Spread*
¢ é % ¢ % next 12 ¢ during this Yield (%) Yield (% ’ %
(%) months (%) phase (%) (%) (%) (%)
Dec-04 Nov-05 | 11 months 80.9 91.6 13% 33% 56% 43.3 45.9 -5.6% 4.5% 7.1% 2.6%
Apr-08 Nov-08 | 7 months 72.5 86.5 19% -47% 86% 40.4 49.6 -18.5% 2.9% 7.1% 4.2%
Nov-09 May-10 | 6 months /4.9 86.6 16% 0% 9% 46.5 46.4 0.2% 3.3% 7.6% 4.3%
Apr-11 May-12 | 13 months 72.9 83.0 14% -15% 22% 44.3 56.2 -21.2% 1.6% 8.4% 6.8%
Jun-14 Mar-15 | 9 months 79.8 98.4 23% 10% -9% 60.0 62.5 -4.0% 1.9% 7. 7% 5.8%
oep-16 Dec-16 | 3 months 95.5 102.4 7% -4% 28% 66.8 67.9 -1.6% 2.4% 6.5% 4.1%
May-21 Sep-22 | 16 months 89.8 112.1 25% 11% 15% 72.4 81.5 -11.2% 3.8% 7.4% 3.6%
Ongoing 4
Sep-24  Jan-25 mi nlthgs 100.8 109.6 9% -9% 83.7 86.5 -3.2% 4.8% 6.9% 2.2%
AVERAGE 9months -9% 3.9%
* Yield Spread: Interest rate Differential for India 10 YearVs US 10-Yryield “~~o__  _ _ -
Source: RBI, Koyfin, WSJ

Whenever the yield spread falls below the average mean (i.e., when U.S. yields rise), the dollar strengthens, resulting in a
sharp increase in the DXY. Consequently, the INR is likely to depreciate, triggering a flight of capital to risk-free asset

_6-

classes.
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DECLINING TRAJECTORY

== Sensex trailing P/E (X)

== US 10-yr bond yield (%) RHS It is common for rising bond yields in

4 4.6 23.0 : the U.S. to trigger a flight of capital

from riskier assets, including those In

30 | 6 . . .
emerging economies, which can result
2( M In a contraction of P/E multiples.
1018 _ ), Currently, Nifty P/E forward Is 21.5x
13.3 L.8 (from the peak of 24.4x in Sept'24).
: 0

Jun 98 Oct'23

Source: Bloomberg, BSE
_7- Compiled by BS Research Bureau
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This report has been prepared by Research Analyst and is solely for information of the recipient only. The report must not be
used as a singular basis of any investment decision. The views herein are of a general nature and do not consider the risk
appetite or the particular circumstances of an individual investor; readers are requested to take professional advice before
investing. Nothing in this document should be construed as investment advice.

Each recipient of this document should make such investigations as they deem necessary to arrive at an independent evaluation
of an investment in securities of the companies referred to in this document (including merits and risks) and should consult
their own advisors to determine merits and risks of such investment.

The information and opinions contained herein have been compiled or arrived at, based upon information obtained in good faith
from sources believed to be reliable. Such information has not been independently verified and no guaranty, representation of
warranty, express or implied, is made as to its accuracy, completeness or correctness. All such information and opinions are
subject to change without notice. Descriptions of any company or companies or their securities mentioned herein are not
intended to be complete. Research Analyst is not obliged to update this report for such changes. Research Analyst has the right
to make changes and modifications at any time.

This report is not directed to, or intended for display, downloading, printing, reproducing or for distribution to or use by, any
person or entity who is a citizen or resident or located in any locality, state, country or other jurisdiction where such
distribution, publication, reproduction, availability or use would be contrary to law or regulation or what would subject Research
Analyst or its affiliates to any registration or licensing requirement within such jurisdiction. If this report is inadvertently sent
or has reached any person in such country, especially, United States of America, the same should be ignored and brought to the
attention of the sender. This document may not be reproduced, distributed or published in whole or in part, directly or
indirectly, for any purposes or in any manner.

It should not be considered to be taken as an offer to sell or a solicitation to buy any security. This document is not, and
should not, be construed as an offer or solicitation of an offer, to buy or sell any securities or other financial instruments. This
report should not be construed as an invitation or solicitation to do business with Research Analyst.

Research Analyst do not take any responsibility, financial or otherwise, of the losses or the damages sustained due to the
investments made or any action taken on basis of this report.
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