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RBI keeps repo rate unchanged; all eyes on upcoming Q2FY 18 earnings season..

The benchmark Nifty gained 0.92 per cent on Friday, ahead of the outcome of the Goods
and Services Tax (GST) Council meet. This rally helped markets register their first weekly
gain in the past three weeks. The benchmarks gained 1.2 per cent during the week.
Previous week, they were down two per cent.

However, in our view caution should be exercised as situation could still be precarious, as
foreign portfolio investors (FPIs) are continuing to take money off the table. FPIs have sold
shares worth ~2,668 crore during the week. However, the EM fund outflow picture changed
marginally for markets such as Brazil that saw an inflow of almost US$200 million. Fund
flow in many Asian markets was tepid as they were closed for holidays. South Korea,
however, saw an outflow of over US$480 million. While FIIs broadly remain cautious on
EMs, the MSCI EM has inched higher again to its three year high (up over 2%) and currently
above 1100.

The six-member Monetary Policy Committee (MPC) of Reserve Bank of India, headed by

Governor Urjit Patel, on Wednesday left the short-term lending rate, also known as repo
rate, unchanged at 6 per cent. The committee also did not tweak the cash reserve ratio
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(CRR), which remained unchanged at 4 per cent, but cut statutory liquidity ratio (SLR)
requirement by 50 basis points to 19.5 per cent. The projection of real GVA growth for
2017-18 has been revised downward to 6.7 per cent from an August 2017 projection of 7.3
per cent, with risks evenly balanced.

On the domestic front, real gross value added (GVA) growth slowed significantly in Q1 of
2017-18, cushioned partly by extensive frontloading of expenditure by the central
government. GVA growth in agriculture and allied activities slackened quarter-on-quarter in
the usual first quarter moderation, partly reflecting deceleration in the growth of livestock
products, forestry and fisheries. Post the RBI monetary policy outcome in which key interest
rates were kept unchanged, the index witnessed a round of profit booking.

There are factors that continue to impart upside risks to this baseline inflation trajectory,
RBI said. Advance estimates of kharif foodgrains production are early setbacks that impart a
downside to the outlook. The implementation of the GST so far appears to have had an
adverse impact, rendering prospects for the manufacturing sector uncertain in the short
term.

Friday’s gain was led by metal stocks. The benchmark BSE Sensex rose 0.7 per cent and the
National Stock Exchange’s Nifty 50 gained 0.9 per cent at the close in Mumbai. All 19 sector
gauges compiled by BSE advanced, paced by the S&P BSE Metal Index’s 3.1 per cent rally.
Tata Steel climbed 4.6 per cent to its highest closing since January 2011, after posting a
quarterly surge in domestic sales.

Mutual funds (MFs) garnered investor flows in excess of Rs 20,000 crore for the second
straight month in September, taking the year-to-date inflow tally beyond Rs 1 lakh crore.

Last month, the equity schemes saw net inflows of Rs 22,233 crore, including Rs 2,404
crore pocketed by tax-saving MF schemes, according to data released by the Association of
Mutual Funds in India on Friday.

Rupee depreciation

The rupee has reversed its depreciation momentum and is likely to remain in consolidation
in the range of 64.5-65.7. A move beyond 65.7 could again trigger some sell-off in the debt
segment (may be a key trigger for the weakness in equity segment as well). However, a
close tab should be kept on Gol 10 year yield, which is shooting towards 6.8%. A move
beyond this level could trigger weakness in the rupee while equity and FII may sell equity
and debt.

Ajcon’s view

In Q1FY18, Nifty companies reported high single-digit aggregate sales growth in the June
quarter, but margins have contracted sharply leading to a decline in profitability. There has
to be a dramatic improvement in the coming quarters if the double-digit profit growth
estimates for FY18 have to be achieved.

The investment cycle also has shown no signs of upturn as evident from the fall in capex to
GDP ratio. While government spending has gathered pace in pockets like roads, railways
etc., private sector is not investing enough. With a million Indians reaching the employment
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age every month, flagship projects like “Skill India”, “Make in India” etc. need to start
showing results. The only remaining engine of growth, namely consumption, can only power
the economy so much. The services sector will not be able to create enough jobs, since
tectonic shifts are taking place in sectors like information technology, an important
contributor to India’s consumption engine so far.

September has been good for markets as the Nifty moved aboved the psychological 10,000-
mark despite sluggish economic growth in Q1FY18, driven by domestic liquidity.
Additionally, expectations from the GST Council meet to get reduction in rates and faster
refund gave thrust to small-cap and mid-cap stocks to outperform. Global market remains
positive due to better outlook on the US employment data and tax reforms.

With the US Fed starting its balance sheet unwinding in the coming week, the reaction from
the market will be the key. Additionally, progress on tax reform coupled with data like
change in nonfarm payrolls, etc., will determine the direction not only for US markets but
also for global markets

We recommend investors to be stock specific and consider companies with good earnings
visibility at a decent valuation.

Dr. Ashok Ajmera, FCA
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Disclaimer

Ajcon Global Services Ltd. is a fully integrated investment banking, merchant banking, corporate
advisory, stock broking, commodity and currency broking. Ajcon Global Services Ltd. research
analysts responsible for the preparation of the research report may interact with trading desk
personnel, sales personnel and other parties for gathering, applying and interpreting information.

Ajcon Global Services Ltd. is a SEBI registered Research Analyst entity bearing registration Number
INHO00001170 under SEBI (Research Analysts) Regulations, 2014.

Individuals employed as research analyst by Ajcon Global Services Ltd. or their associates are not
allowed to deal or trade in securities that the research analyst recommends within thirty days before
and five days after the publication of a research report as prescribed under SEBI Research Analyst
Regulations.

Subject to the restrictions mentioned in above paragraph, we and our affliates, officers, directors,
employees and their relative may: (a) from time to time, have long or short positions acting as a
principal in, and buy or sell the securities or derivatives thereof, of Company mentioned herein or (b)
be engaged in any other transaction involving such securities and earn brokerage.

Ajcon Global Services Ltd. or its associates may have commercial transactions with the Company
mentioned in the research report with respect to advisory services.

The information and opinions in this report have been prepared by Ajcon Global Services Ltd. and are
subject to change without any notice. The report and information contained herein is strictly
confidential and meant solely for the selected recipient and may not be altered in any way,
transmitted to, copied or distributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of Ajcon Global Services Ltd. While we would
endeavour to update the information herein on a reasonable basis, Ajcon Global Services Ltd. is under
no obligation to update or keep the information current. Also, there may be regulatory, compliance or
other reasons that may prevent Ajcon Global Services Ltd. from doing so. This report is based on
information obtained from public sources and sources believed to be reliable, but no independent
verification has been made nor is its accuracy or completeness guaranteed. This report and
information herein is solely for informational purpose and shall not be used or considered as an offer
document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments.
Though disseminated to all the customers simultaneously, not all customers may receive this report at
the same time. Ajcon Global Services Ltd. will not treat recipients as customers by virtue of their
receiving this report. Nothing in this report constitutes investment, legal, accounting and tax advice or
a representation that any investment or strategy is suitable or appropriate to your specific
circumstances. The securities discussed and opinions expressed in this report may not be suitable for
all investors, who must make their own investment decisions, based on their own investment
objectives, financial positions and needs of specific recipient. This may not be taken in substitution for
the exercise of independent judgment by any recipient. The recipient should independently evaluate
the investment risks. The value and return on investment may vary because of changes in interest
rates, foreign exchange rates or any other reason. Ajcon Global Services Ltd. accepts no liabilities
whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance
is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure
Document to understand the risks associated before investing in the securities markets. Actual results
may differ materially from those set forth in projections. Forward-looking statements are not
predictions and may be subject to change without notice. Ajcon Global Services Ltd. or its associates
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might have managed or co-managed public offering of securities for the subject company or might
have been mandated by the subject company for any other assignment in the past twelve months.

Ajcon Global Services Ltd. encourages independence in research report preparation and strives to
minimize conflict in preparation of research report. Ajcon Global Services Ltd. or its analysts did not
receive any compensation or other benefits from the companies mentioned in the report or third party
in connection with preparation of the research report. Accordingly, neither Ajcon Global Services Ltd.
nor Research Analysts have any material conflict of interest at the time of publication of this report.

It is confirmed that CA Ashok Ajmera or any other Research Analysts of this report has not received
any compensation from the company mentioned in the report in the preceding twelve months.
Compensation of our Research Analysts is not based on any specific merchant banking, investment
banking or brokerage service transactions.

Ajcon Global Services Ltd. or its subsidiaries collectively or Directors including their relatives, Research
Analysts, do not own 1% or more of the equity securities of the Company mentioned in the report as
of the last day of the month preceding the publication of the research report.

It is confirmed that CA Ashok Ajmera research analyst or any other Research Analysts of Ajcon Global
do not serve as an officer, director or employee of the companies mentioned in the report.

Ajcon Global Services Ltd. may have issued other reports that are inconsistent with and reach
different conclusion from the information presented in this report.

Neither the Research Analysts nor Ajcon Global Services Ltd. have been engaged in market making
activity for the companies mentioned in the report.

We submit that no material disciplinary action has been taken on Ajcon Global Services Ltd. by any
Regulatory Authority impacting Equity Research Analysis activities.

Analyst Certification

I, CA Ashok Ajmera, research analyst, author and the names subscribed to this report, hereby certify
that all of the views expressed in this research report accurately reflect our views about the subject
securities. I also certify that no part of compensation was, is, or will be directly or indirectly related to
the specific recommendation(s) or view (s) in this report.
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For research related queries contact:

Mr. Akash Jain — Vice President (Research) at research@ajcon.net

CIN: L74140MH1986PLC041941

SEBI registration Number: INHO00001170 as per SEBI (Research Analysts) Regulations, 2014.
Website: www.ajcononline.com
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