Market Outlook 2023
Year of Investments

Message to Investors
Dear Investors,
It is hardly a surprise that, India continues a global
economic powerhouse despite testing times riddled
with volatility and uncertainty. When global markets and
indices tumbled, India stood resilient and is already the
fastest-growing economy in the world, clocking 5.5%
average gross domestic product growth over the past
decade. While the IMF predicts global growth to slow
from 6.0% in 2021 to 3.2% in 2022 and 2.7% in 2023, the
World Bank forecasts India to grow at 6.9% in FY23 and
6.6% in FY24.
While equity markets have faced 4 consecutive shocks
in the last 2 years in the form of Covid, high inflation,
geo-political strife and a sharp rise in interest rates,
the Indian economy has been able to withstand these
shocks relatively better than other economies, thanks to
the cyclical upturn, capex recovery, and manufacturing
tailwinds.
Over the medium term, the Indian economy should
be supported by a favourable policy environment, the
impact of PLI schemes, opportunities arising from the
shift of the global supply chain, Government thrust on
infrastructure spending, etc. Post strong 40% earnings
growth in FY22, we expect net profits of the Nifty-50
Index to grow by 10.8% in FY23, 16.3% in FY24 and 15.5%
in FY25.
The Rupee and almost all currencies witnessed huge
volatility this year. It was because of geopolitics and
the Central Bank trying to play catch up with surging
inflation. However, on a real adjusted basis or REER
terms, Indian Rupee has appreciated against a wide
basket of currencies, signifying that depreciation in
the Rupee has been less than the relative inflation
differential.
Gold, considered a safe haven during times of highinterest rates, also had a bumpy ride in 2022, like most
other commodities, as Russia Ukraine war pushed gold
prices to near all-time highs in Q1, while broad dollar
strength crushed the commodity to two-year lows in
Q3. However, domestic gold prices were more resilient,
particularly due to the sharp depreciation in Rupee,
which fell by more than 10% year to date. Following the
sharp increase in central bank demand for Gold in Q3,
the outlook for official sector demand for Gold may also

JAIDEEP HANSRAJ

MD & CEO- Kotak Securities
be resilient in 2023. Gold in the international market is
expected to trade in a range of $1670-2000/oz with a
positive bias in 2023.
Silver has witnessed a rollercoaster ride in 2022, thanks
to the increased volatility in gold and industrial metals.
After a shaky start to the year, silver hit a high of nearly
$27.5/oz in early March as a reaction to the onset of
the Russia-Ukraine war. The demand outlook for silver
remains solid amid the global green energy push,
boosting the industrial demand.
While presenting the market outlook, we have to
consider the 1-year forward outlook of EPS, and based
on that our base case target is 18,717 which is 17 times
FY25 estimated EPS of Rs1101. We are of the view that
equity and other asset classes such as debt, real estate,
or gold may provide investment opportunities during the
calendar year 2023, which would give a decent return in
the coming 2 to 3 years. We can consider CY23 as the
year of investment across various asset class.
Yes, times are still uncertain. However, I urge you all to
remain patient and believe in the Indian growth story. I
am glad to present the Market Outlook for 2023 where
our experts have shared their projections and views on
the stock market, commodities, and currencies.WISH
YOU ALL A VERY HAPPY NEW YEAR!

Jaideep Hansraj,
MD & CEO, Kotak Securities
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Global Markets

In CY22, global growth has been moderated due to
elevated inflation, slowing trade and tightening financial
conditions and this continue to weigh on economic
activities. US economy was better placed compared to
other developed markets supported by resilient retail
spending, steady consumer sentiment and tight labour
market. The elevated inflation kept most central banks
in tapering mode, and they continue to raise their policy
rates, although some central banks highlighted concerns
on growth and possibility of need for lower rate hikes. In
line with expectations, the US Fed hiked Federal Funds
rate by 50 bps to 4.25-4.5%.
We believe that, global equity markets seem to be
excessively focused on just a single ‘narrative’ in any
market, while largely ignoring other relevant variables.
The ‘one-trick’ variables are (1) the reopening in China;
(2) growth in India; and (3) US Federal funds ‘terminal’
rate in the US. We can only hope that these variables do
not disappoint, or some other negative narratives do not
swamp the current narratives.
CHINA: HOPES AROUND EXIT FROM
ZERO-COVID POLICY
The sharp rebound in the Chinese market in the past
one month would suggest that the market is reasonably
confident of China’s early exit from its zero-Covid
policy. We note that, official communication from China

continues to be mixed, although it seems to be preparing
for a gradual exit from its zero-Covid policy (ramp-up in
vaccination coverage for >60 years age group, relaxation
of controls in certain cities and provinces). Valuations of
the Chinese market look quite reasonable in the historical
context.
US: EXPECTATION OF TERMINAL RATE
The strong recovery in the US market in the past three
months (+5%) would imply that the market is quite
confident about a ‘pivot’ by the US Fed in its monetary
policy over the next few months. The dot plot showed
that FOMC members expected the terminal rate at more
than 5% in end-CY2023.
EUROZONE: LOWER ENERGY PRICES HAVE
TEMPORARILY STOPPED THE DOWNTURN
With lower natural gas prices on the back of the
unusually warm autumn weather, the downturn in
sentiment has been temporarily halted, though most
indicators are still weak. With retail sales falling sharply in
October, a recession over the winter quarters still looks
very likely, albeit, perhaps not as deep as we previously
penciled in. Thereafter, growth will be subdued at best,
as higher interest rates will start to bite, energy prices
are likely to remain at elevated levels, while budgetary
stimulus is bound to peter out in the course of 2023.
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Global Parameters
               UNITED STATES

Q1CY22

Q2CY22

Q3CY22

Q4CY22

GDP (% QoQ, annualised)

-1.6

-0.6

2.9

2.1

CPI headline (% YoY)

8

8.6

8.3

7.4

Federal fund rate (%)

0.5

1.75

3.25

4.5

10-year interest rate (%)

2.4

3

3.75

3.75

Gross public debt / GDP

99.9

               EUROZONE
GDP (% QoQ, annualised)
CPI headline (% YoY)
10-year interest rate (%)

2.7

3.1

0.8

-1.6

6

8

9.3

10.2

0.6

1.4

2.1

1.9

Gross public debt/GDP

98.7

JAPAN
GDP (% QoQ, annualised)

0.2

4.6

-1.2

3.2

CPI headline (% YoY)

0.9

2.4

2.9

3.8

0.25

0.2

0.25

0.25

10-year interest rate (%)
Gross public debt/GDP

270

CHINA
GDP (% YoY)

4.8

0.4

3.9

-0.4

CPI headline (% YoY)

1.1

2.3

2.5

2.1

10-year T-bond yield (%)

2.8

2.75

2.75

2.95

Public debt (% of GDP)

129

               UK
GDP (% QoQ, annualised)

2.8

0.9

-0.7

-0.05

CPI headline (% YoY)

6.2

9.2

10

10.9

10-year interest rate (%)

2.5

2.25

4.1

3.2

Fiscal balance (% of GDP)
Source: Various Central Banks
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Indian Context
     GLOBAL AND INDIAN GROWTH OUTLOOK
     AMIDST GEOPOLITICAL TENSIONS
Russia’s invasion of Ukraine and its effects on commodity
markets, supply chains, inflation, and financial conditions
have steepened the slowdown in global growth. One
key risk was the possibility of high global inflation
accompanied by tepid growth, reminiscent of the
stagflation of the 1970s, which eventually resulted in
a sharp tightening of monetary policy in advanced
economies, and lead to financial stress in some emerging
market and developing economies. Monetary policy
should stay the course to restore price stability, and
fiscal policy should aim to alleviate the cost-of-living
pressures while maintaining a sufficiently tight stance
aligned with monetary policy.
IMF predicts global growth to slow from 6.0% in 2021
to 3.2% in 2022, and 2.7% in 2023. This is the weakest
growth profile since 2001, except for the global financial
crisis and the acute phase of the COVID-19 pandemic.
Amongst all these factors, World Bank predicts India
to grow at 6.9% in FY23 and 6.6% in FY24. Also, Fitch
Ratings has retained India’s growth forecast at 7% in
FY23, 6.2% in FY24 and 6.9% in FY25. We (KIE) expect
Indian GDP to grow at 6.8% in FY23 and 6% in FY24,
while other EM economies are expected to grow at a
slower pace.

INDIA SURPASSES GLOBAL GROWTH
India is already the fastest-growing economy in the
world, having clocked 5.5% average gross domestic
product growth over the past decade. Three megatrends - global off-shoring, digitalization and energy
transition are setting the scene for unprecedented
economic growth in the country. India is set to surpass
Japan and Germany to become the world’s third-largest
economy by 2027 and will have the third-largest stock
market by the end of this decade. India’s GDP could be
more than double from $3.5 trillion today to surpass $7.5
trillion by 2031.

IMF GDP PROJECTIONS FOR DIFFERENT COUNTRIES AS ON OCTOBER 2022 IN %
COUNTRY

CY21

CY22E

CY23E

Global

2.9

3.0

3.0

Advanced Economies

2.6

2.2

1.9

United States

2.5

2.4

2.0

Euro Area

2.5

1.9

1.9

Japan

1.7

1.3

0.6

China

4.3

5.2

5.1

Indonesia

5.1

5.3

5.3

Thailand

2.9

4.3

3.9

India

7.5

7.1

6.5

Turkey

2.3

3.2

4.0

Brazil

1.5

0.8

2.0

South Africa

2.1

1.5

1.8

Source: IMF
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Indian Macros and Micros and Equity Market
Equity markets have faced four consecutive shocks
in the last two years in the form of 1) COVID, 2)
High inflation (disruption in global supply chains), 3)
Geopolitics (Russia-Ukraine war) and 4) Sharp rise
in the interest rates. The Indian economy has been
able to withstand these shocks relatively better than
other economies. This is led by a) Cyclical upturn in
many sectors (Real Estate, Auto, Banking, Telecom
etc.), b) Manufacturing tailwinds led by China+1 &
PLI (Production-Linked Incentive), c) Capex recovery
(India Inc. Balance Sheets have strengthened) and d)
Consolidation (formalization).

print, we maintain our FY23E and FY24E real GDP growth
estimates at 6.8% and 6% respectively, with downside
risks.
RESILIENT INR
The FX space worldwide has been adversely impacted
by the strengthening of the US dollar, elevated
commodity prices and geopolitical uncertainties,
spiraling into slower growth-higher inflation trends. While
the EM currencies have been severely affected amid the
fading risk appetite, the DM space has also remained
significantly under pressure. Despite the headwinds, the
INR has remained quite resilient, led largely by the RBI’s
heavy intervention. Tracking the EM peers, we expect
the INR to remain under pressure as markets continue to
assess the extent of spillovers from the Fed’s hardening
policy stance. While India’s FX buffer should be sufficient
to shield the economy against any major external shock,
we expect the RBI to become more prudent in H2FY23
while intervening in the FX market, and allow the INR to
move in sync with global trends. We pencil in the INR to
range within 79 - 83 for the rest of FY23 and average
around 80.2 in FY23E.

The Q2-FY23 real GDP growth came in line with
expectations amid fading base effects and declining
manufacturing activity. Contact-based services
continued to improve from pandemic lows to boost
growth. Contact-based services including trade, hotels,
transport etc. led the growth within services at 14.7%
(Q1-FY23: 25.7%) followed by financial, real estate etc.
growing by 7.2% (Q1-FY23: 9.2%). GST collections also
remained strong with over Rs1.4 lakh cr per month, for
October (collected in November). GST stood at Rs1.459
lakh cr (September: Rs1.517 lakh cr)

VOLATILE DOLLAR INDEX

High frequency indicators are showing resilience in
activity in Q2-FY23 so far. Bank credit growth also
remained strong for last four months and grew at 17% for
fortnight ending November 18, 2022. However, downside
risks are increasing from global factors and the lagged
impact of monetary tightening. Factoring in the latest

The US dollar index remains up about 9.5% for the year
so far, but is down more than 6% for the fourth quarter,
putting it on track for its biggest percentage quarterly
decline since the third quarter of 2010, when it
dropped 8.5%.

Rupee - Annual % gain on REER and NEER terms
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Strong Capex
The Private Corporates’ capex in the listed space nudged
up further to an all-time high of Rs 7 lakh crore on a TTM
(trailing twelve-month) basis vs Rs 6.4 lakh cr in FY22
driven by capital intensive industrial corporates.
The Combined government capex (center + states) has
risen to an all-time high of Rs 12.3 lakh cr on a TTM
basis (Centre Rs 7 lakh cr and states Rs 5.3 lakh cr)
and is likely to exceed Rs 14 lakh cr in FY23E going by
Budget estimates and current trends. Central capex
includes special assistance as loans to states for capex
(Rs 1 lakh cr) which so far has seen sub-par spending
going by the overall loans disbursed under the ‘capital
expenditure‘head.
The said trends are reflected in the ‘investment rate’
along with construction activity leading the GDP
recovery post FY21, which is expected to continue in
FY23 and FY24. Key positive drivers for the capex cycle
in India currently are: (a) Buoyancy in capital-intensive
sectors such as energy, power, mining, infrastructure,
construction materials, real estate, digital infrastructure,
PLI-incentivized sectors etc.; (b) Ample availability
of financial resources (internal cash generation, tax
buoyancy and bank credit) and relatively low interest
rates; and (c) Rising capacity utilization (72.4% in Q1FY23) and credit growth (18.4% in Oct’22).

CAPEX OF LISTED COMPANIES AND GOVERNMENT
(CENTER + STATES) IN LAKH CRORE
States

Center

Listed
Corporates

FY10

1.4

1.1

4.2

FY11

1.5

1.6

5.9

FY12

1.8

1.6

5.6

FY13

2.0

1.7

5.2

FY14

2.2

1.9

5.3

FY15

2.7

2.0

4.7

FY16

3.3

2.5

4.6

FY17

3.9

2.9

5.2

FY18

3.8

2.6

5.3

FY19

4.2

3.1

6.3

FY20

3.9

3.4

5.5

FY21

4.1

4.3

5.5

FY22

5.3

5.9

6.4

September TTM

5.3

7.1

7.0

FY23E

6.3

7.5

7.3

Financial Year

Source: CEIC, Capitaline
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SIP Flows remain strong

The inflows into Indian Markets through SIP have been growing above Rs 12,000-crore mark since May. Average for the
last 7 months of FY23 is around Rs 12,300. In FY22, average monthly inflow was at around Rs 10,000 crore. The total
inflow has reached to Rs 87,300 crore in the first seven months of FY23. This came following an inflow of over Rs 1.24
lakh crore in FY22. We believe that the staggered investment approach through SIP in equity markets is a solution to ride
the wave of uncertainty as corrections would bring down the average cost of total investments, or in case the Bull Run
continues, investors would not lose out on opportunity cost. Strong SIP flows also underpin investors’ faith in the Indian
Economy. Such flows also support the markets in case of outflows by FPI/FII.

SIP contribution (in Rs crores)
MONTH

FY23

FY22

FY21

FY20

FY19

FY18

FY17

87,275

1,24,566

96,080

1,00,084

92,693

67,190

43,921

March

12,328

9,182

8,641

8,055

7,119

4,335

February

11,438

7,528

8,513

8,095

6,425

4,050

January

11,517

8,023

8,532

8,064

6,644

4,095

December

11,305

8,418

8,518

8,022

6,222

3,973

November

11,005

7,302

8,273

7,985

5,893

3,884

TOTAL DURING FY

October

13,041

10,519

7,800

8,246

7,985

5,621

3,434

September

12,976

10,351

7,788

8,263

7,727

5,516

3,698

August

12,693

9,923

7,792

8,231

7,658

5,206

3,497

July

12,140

9,609

7,831

8,324

7,554

4,947

3,334

Jun

12,276

9,156

7,917

8,122

7,554

4,744

3,310

May

12,286

8,819

8,123

8,183

7,304

4,584

3,189

April

11,863

8,596

8,376

8,238

6,690

4,269

3,122

Source: AMFI
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FII flows – total and sector wise
Recent data for November and December 2022 showed
that foreign investors turned positive and emerged as net
buyers as investors are expecting a moderation in the
pace of rate hikes and loosening of Covid-19 restrictions
in China. Out of their net purchase of Rs 36,239 crore
last month, Rs 30,682 crore were in just six sectors financials, FMCG, oil and gas, IT, consumer services and
auto. This includes biggest investment of Rs 14,205 crore
in Financial services and second biggest investment of
Rs 3,956 crore in FMCG. Oil and Gas sector was their
third biggest bet at Rs 2,774 crore, followed by IT (Rs
3,859 crore), Consumer Services (Rs 2,837 crore) and
Auto (Rs 3,051 crore).

MONTH

NET SELLERS IN CY22
Amid a rising interest rate cycle and depreciating rupee,
FIIs have been net sellers of Indian equities to the tune
of Rs 1.25 lakh crore in 2022 till date. However, they have
turned positive in November and December (till date)
after a weak September and October.

INR Crores
Equity

Debt

Debt-VRR

Hybrid

Total

January

-33303

5194

-2114

1697

-28526

February

-35592

-3073

487

110

-38068

March

-41123

-5632

-3244

-68

-50068

April

-17144

-4439

-1175

69

-22688

May

-39993

-5506

9043

-62

-36518

June

-50203

-1414

87

108

-51422

July

4989

-2056

-785

-176

1971

August

51204

3845

2997

-1525

56521

September

-7624

4012

-1455

1112

-3955

-8

-3532

762

-301

-3080

36239

-1637

-540

-214

33847

8017

2053

-90

25

7266

-124541

-12185

3973

775

-134720

October
November
December (ongoing)
Total in CY22
Source: NSDL
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Sr. No.

Rs Cr

As on 15th
November

As on 30th
November

Flows from
1st to 15th
November

Flows from
15th to 30th
November

Sectors

Equity

Equity

Equity

Equity

For entire
November

1

Automobile and Auto
Components

2,68,885

2,71,908

2,251

800

3,051

2

Capital Goods

1,27,902

1,29,454

1,640

1,098

2,738

3

Chemicals

1,04,566

1,05,523

675

69

744

4

Construction

69,615

73,356

545

612

1,157

5

Construction Materials

83,133

84,868

623

468

1,091

6

Consumer Durables

1,68,881

1,69,845

-436

-839

-1,275

7

Consumer Services

1,17,351

1,18,749

1,680

1,157

2,837

8

Diversified

1,603

1,583

-2

17

15

9

Fast Moving Consumer Goods

3,18,667

3,33,231

3,514

442

3,956

10

Financial Services

15,85,145

16,12,810

11,452

2,753

14,205

11

Forest Materials

1,825

1,903

34

69

103

12

Healthcare

2,38,048

2,41,739

719

537

1,256

13

Information Technology

5,30,608

5,34,674

3,005

854

3,859

14

Media, Entertainment &
Publication

22,356

22,560

18

-218

-200

15

Metals & Mining

1,69,021

1,67,640

1,620

798

2,418

16

Oil, Gas & Consumable Fuels

5,65,227

5,83,358

1,765

1,009

2,774

17

Power

2,36,483

2,26,118

-162

-938

-1,100

18

Realty

55,687

55,488

-61

-107

-168

19

Services

79,773

81,236

203

-301

-98

20

Telecommunication

1,32,451

1,33,294

-95

-989

-1,084

21

Textiles

20,535

20,833

-123

-111

-234

22

Utilities

404

620

3

172

175

23

Sovereign

0

0

0

0

0

24

Others

11,793

15,690

22

-2

20

49,09,960

49,86,480

28,888

7350

36,238

Grand Total
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RISK

DOWNSIDE RISKS TO INDIAN GDP GROWTH
INCREASING
The Q2-FY23 real GDP at 6.3% came in line with
expectations amid fading base effects and declining
manufacturing activity. Contact-based services
continued to improve from pandemic lows to boost
growth. High frequency indicators are showing resilience
in activity in Q3-FY23 so far. With favorable base effects
disappearing, growth is expected to normalize over the
coming quarters. Additionally, lower crude oil prices
should begin contributing positively to terms of trade.
However, downside risks are increasing from global
factors and the lagged impact of monetary tightening.
Moreover, private sector capex is likely to be delayed
given the uncertain global and domestic demand
conditions. Factoring in the latest print, we maintain our
FY23E and FY24E real GDP growth estimates at 6.8%
and 6% respectively, with downside risks.
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MONETARY POLICY AND RBI
The RBI MPC, as expected, hiked the repo rate by 35 bps
while remaining concerned on inflation and comforted
on the growth front. The December policy retained
the focus on inflation with increased concerns on the
persistence of elevated core inflation. We view this policy
as the RBI retaining its hawkish bias given the concerns
on the domestic inflation trajectory. We see the February
policy decision is likely to be finely split between a last
25 bps hike and a pause with a bias towards a hike given
that, (1) concurrent inflation readings at the February
policy will be above 6%, and (2) H1FY24 inflation outlook
remains skewed towards the 5 - 5.5% range. Given the
uncertain global outlook, we continue to monitor risks
from (1) volatile crude oil prices, (2) elevated domestic
core inflation, (3) pass-through of input costs to prices,
(4) increasing likelihood of a global recession, and (5)
lagged impact of monetary policy tightening.

REPO RATES FOR THE LAST 10 YEARS

Repo rate and Reverse Repo Rate for last 10 years
9
8
7
6
5
4
3
2
1

Jun-11
Sep-11
Dec-11
Mar-12
Jun-12
Sep-12
Dec-12
Mar-13
Jun-13
Sep-13
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Mar-14
Jun-14
Sep-14
Dec-14
Mar-15
Jun-15
Sep-15
Dec-15
Mar-16
Jun-16
Sep-16
Dec-16
Mar-17
Jun-17
Sep-17
Dec-17
Mar-18
Jun-18
Sep-18
Dec-18
Mar-19
Jun-19
Sep-19
Dec-19
Mar-20
Jun-20
Sep-20
Dec-20
Mar-21
Jun-21
Sep-21
Dec-21
Mar-22
Jun-22
Sep-22
Dec-22

0

Series1

Series2

Source: RBI

INTEREST RATES MAY STAY HIGHER

OIL PRICES MAY STAY HIGHER

We believe that, the point about long-term interest rates
has not received sufficient attention as the market has
largely focused on peak interest rates in the current
cycle and the pivot by central banks. We assume that
the world is not going to zero nominal or large negative
real interest rates, which have been the norm for the
past several years. Central banks will likely to act a lot
faster and harder on incipient inflation in the future after
their humbling experience of the past two years. We
doubt any of the central banks will make a quick pivot to
reducing rates without assessing the nature of inflation
(breadth, depth and duration). They may probably need
to keep rates at high levels (plateau) in the medium term.
In addition, we expect them to target positive real rates
in the long term.

Oil prices have fallen below $80 a barrel for the first time
since Russia invaded Ukraine in late February, as concern
has mounted about how much a slowing economy will
impact global energy demand. With energy prices having
receded, market-based expectations for inflation have
relaxed as well.

In this context, it would be interesting to see where
multiples settle as and when the market adjusts to this
‘new’ reality of higher interest rates. Rich valuations of
the Indian market and most stocks would suggest that it
is yet to accept this ‘changed’ reality.

There is still plenty of uncertainty over Russian oil supply
given the EU’s ban on Russian crude oil and refined
products. However, we believe that, Russian supply will
fall significantly early next year. This supply loss coupled
with continued OPEC+ supply cuts suggests that the oil
market will tighten over the course of 2023. US supply
growth will not be able to fill the gap, with US producers
showing a lot more capital discipline. As a result, Brent
crude will get lot of support and touch $100/barrel again.
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VALUATION AND NIFTY TARGET
Over the medium term, Indian economy should be
supported by favourable policy environment, impact of
PLI schemes, opportunities arising from shift of global
supply chain, Government thrust on infrastructure
spending etc. Further, conditions for private sector capex
remain conducive given the low corporate leverage,
rising capacity utilization, broad-based improvement in
profitability and robust balance sheet of banking sector.

a PE of 22.8x FY23E, 19.6x on FY24E and 16.9x on
FY25E. Base case: we value NIFTY at 17x on FY25 EPS
of Rs1,101, and arrive at Dec’23 NIFTY Target of 18,717.
Bull Case: we value Nifty at 19x and arrive Dec’23 Nifty
Target at 20,919. Bear Case – we value Nifty at 15x and
arrive Dec’23 Nifty Target at 16,515.

Case

Base
case

Bull
case

Bear
case

FY25 Nifty EPS

1101

1101

1101

17

19

15

18717

20919

16515

FY23E

FY24E

FY25E

EPS

816.2

949.5

1101.2

Nifty*

18610

18610

18610

22.8

19.6

16.9

Post strong 40% earnings growth in FY22, we expect
net profits of the Nifty-50 Index to grow by 10.8% in
FY23 and by 16.3% in FY24. In FY23E, we expect net
profit growth across sectors (except metals & mining
and oil & gas). However, sectors like automobiles, banks,
diversified financials and telecom will likely to contribute
to the bulk of growth in net profits. At 18610, Nifty- 50
index is trading at a PE of 22.8x on FY23E and 19.6x on
FY24E. India’s economic and earnings recovery coupled
by capital expenditure cycle, (including PLI scheme) is
expected to keep Indian markets attractive over the long
term.

Nifty Target for
Dec 2023

NIFTY BASE CASE TARGET AT 20922 BY CY23 END
We estimate NIFTY EPS at Rs.816, Rs.950 and Rs.1,101
for FY23E, FY24E and FY25E which shows a growth
of 10.8%, 16.3% and 15.5% for FY23, FY24 and FY25
respectively. At 18,610, Nifty- 50 index is trading at

Multiple accorded

Source: KIE and KS PCG research

PE

Source: KIE as on 9th December 2022; Nifty closing as on 8th Dec, 2022

Nifty 50 Index Valuation
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Source: Kotak Institutional Equities
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Gold

TO GET THE RECESSION IT NEEDED, TO GLITTER IN 2023

The yellow metal was having a bumpy ride in 2022, like
most other commodities, as Russia-Ukraine war pushed
the gold prices to near all-time highs in Q1, while broad
dollar strength crushed the commodity to two-year lows
in Q3. After touching a high of $2,078.8/oz post-war,
COMEX gold fell to a two-year low of $1,618.3/oz, as the
Federal Reserve took the Fed funds rate to the highest
since 2008. Domestic gold prices were more resilient,
particularly due to the sharp depreciation in Rupee,
which fell by more than 10% year to date.

of 114.77 in September 2022 and is up more than 7%
year to date. US 2-year treasury yields surged past
4.5%, while 10-year yields crossed 4% in October,
as Fed maintained extreme hawkishness. Increasing
risks to the global economy have forced market
players to shun riskier assets and move to the safety
of the US dollar.
Higher yields and positive real rates in the US kept
the investment demand in check during 2022. Gold
investors were cautious amid persistent strength in
the US dollar and the monetary tightening outlook of
major central banks. Global financial conditions have
tightened, and the Fed has raised interest rates at
the fastest rate in history, pushing US real yields to
their highest levels since the Great Financial Crisis.
Expectations of Fed funds terminal rates above 5%
and easing inflation in 2023, took the real rates to as
high as 1.74% in November before easing a bit. SPDR
gold ETF saw an outflow of nearly 75 tonnes a year
to date.

Gold’s movement in the last few months showed that it
has behaved more as a commodity rather than a safe
haven asset. Given the strong correlation between gold
and the US dollar, trends in the US currency dictated
gold prices throughout 2022. The yellow metal couldn’t
hold on to the gains from the geo-political tensions, as
Fed started front-loading rate hikes, delivering 375 bps
of rate hikes in the last six FOMC meetings and hiking
by a three-quarter percent four times in a row. Gold,
which is said to perform well during the high inflation
era, disappointed investors, as a hawkish Fed reduced
gold’s shine. Since March, US Federal Reserve has been
aggressively raising interest rates to cool down the
hottest inflation in decades.

Having said that, gold demand firmed in Q3 and was
up 28% y-o-y at 1,181 tonnes, according to World
Gold Council. Year-to-date demand increased by 18%
v/s the same period in 2021. Healthy Q3 was driven
by stronger consumer and central bank buying,
helping year-to-date demand recover to pre-COVID
norms. Turkey was the biggest gold buyer in the third
quarter, followed by Uzbekistan and India. Central

Russia’s war in Ukraine led to a short-term spike in prices
and since then gold has been continuously falling till Q3,
as US yields and the dollar skyrocketed, weighing on the
non-yielding yellow metal. The greenback touched a high
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banks globally have accumulated gold reserves this year
at a pace never seen since 1967, amid surging inflation
and weakening global growth prospects.
The dollar was the only play in town until late 2022.
However, prospects of the Fed pivot to slower pace
changed the entire game plan. The greenback has
fallen more than 8% from the September peak, as Fed
indicated a slower pace of rate hikes from December.
The dollar index typically peaks out well before peak
Fed funds and thus recent Fed tilt has prompted a
profit booking in the greenback and US treasury
yields, bolstering a year-end rally in bullion
commodities. Amid the backdrop of easing US
inflation and a looming global recession, investors
are expecting Fed to start cutting rates in
2023. Money markets swaps are indicating a
terminal rate of 4.9% and two 25 bps rate
cuts in 2023. The dollar index has already
peaked or might peak in Q1 of 2023.
Gold might finally get the recession it
needed, to glitter in 2023. Out of seven
US recessions since 1973, gold performed
well during three: 1973-75, 1979-80, and 2020. Its
performance was somewhat less distinguished during
the two: 1981-82 and 1990-91. During the 2001 and 2008
recessions, gold held up relatively well, but fell short of
outperforming, and rallied only during early recovery.
The recessions where gold outperformed were triggered

SPDR Holdings trend
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by exogenous shocks: the oil crises of 1973 and 1979,
and Covid-19 in 2020, which weighed on supply chains.
Russia’s protracted war in Ukraine, the subsequent
energy cost-push, and de-globalization may become
long-run exogenous shocks, weighing on global growth
while still being inflationary.
World Gold Council research suggests that the yellow
metal has been a top performer among asset classes
during periods of stagflation. A period of stagflation
is a reasonable scenario for 1H23, though regional
differences exist. In Europe, energy prices could stay
high when growth is slowing, while China might start
recovering and bring an end to zero covid as early as
Q1 2023. Together, with a looming recession, reasonably
higher inflation, a falling dollar, and a highly uncertain
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geo-political situation, gold is expected to perform
well in 2023. Fed tightening might cast a dark shadow
until at least Q1 2023. Physical demand for Gold bars
and coins remains strong, spurred by ongoing inflation
concerns and geo-political and financial market risks.
ETF inflows might start gaining momentum as Fed is
likely to approaching the final leg of rate hikes in the
current cycle. Jewelry demand should also be steady
amid China’s reopening. Following the sharp increase in
central bank demand for Gold in 3Q22, the outlook for
official sector demand for Gold may also be resilient in
2023. Gold in the international market is expected to
trade in a range of $1670-2000 / oz with a positive bias
in 2023. On the MCX, Gold may trade in a range of Rs.
48500-60000/10 grams.
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Yield curve inversion near Volcker era highs
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HISTORY HAS PROVED THAT YIELD CURVE INVERSIONS WERE ACCOMPANIED BY RECESSIONS
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Silver

GOOD DEMAND OUTLOOK TO SUPPORT IN 2023

Silver has witnessed a rollercoaster ride in 2022, thanks
to the increased volatility in gold and industrial metals.
After a shaky start to the year, silver went on to hit a
high of near $27.5/oz in early March as a reaction to the
onset of the Russia-Ukraine war, but failed to hold on to
the gains and corrected to a two-year low of $17.4 / oz in
September. Silver is a precious metal that has the most
usage in the industrial sector and hence it gets affected
by trends in both gold and industrial metals. Industrial
metals also rallied earlier this year as the Russia-Ukraine
war fueled supply and inflation concerns. We, however,
saw a sharp correction on concerns about the health
of the Chinese economy as virus-related restrictions
hampered economic activities. At the same time, Fed’s
pledge to curb inflation led investors to favor the dollar
instead of non-interest-bearing bullion assets.
The most significant factor that has kept silver prices in
check is the lack of investor interest. Silver’s 2020 rally
was coupled with a sharp rise in ETF holdings. However,
since the beginning of 2022, ETF holdings have
witnessed a net outflow of almost 10%, as aggressive
central bank rate hikes and a looming recession in the
advanced economies roiled investor sentiments. Being
an industrial metal, the deteriorating global economic
outlook played a major headwind for silver. UK, Eurozone
and Chinese factory activity have been in contraction for

the past couple of months, while the US has joined the
club recently. According to IMF, the global economy is
expected to grow at a slower 2.7% in 2023, down from
2.9% in the previous forecast, as high inflation, tightening
financial conditions, Russia’s invasion of Ukraine, and
the lingering COVID-19 pandemic remained as main
challenges. China’s strict zero covid policy has also had a
fatalistic effect on silver prices, though PBOC stepped in
multiple times to aid the covid-battered economy.
According to Silver Institute, Global silver demand is
expected to reach a new high of 1.21 billion ounces
in 2022, up by 16% from 2021. Each key segment
of demand, except photography, is set to post a
new peak. Industrial demand is on course to grow
to 539 million ounces. US FERC (Federal Energy
Regulatory Commission) forecasts 67.1 GW of new
US solar capacity over the next 3 years. Meanwhile,
the European Commission in May 2022 announced
a mandate for rooftop solar panels to be installed on
public and commercial buildings in the next five years,
with an aim to boost the target for EU solar capacity by
10%. Demand for silver in the manufacture of electric
vehicles is also set to rise to 70 million ounces in 2030,
up from roughly 45 million ounces in 2017, according
to the Silver Institute. Developments such as ongoing
vehicle electrification (despite sluggish vehicle sales),

2022 generates a multi-decade high deficit
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growing adoption of 5G technologies, and government
commitments to green infrastructure will have industrial
demand overcome macro-economic headwinds
and weaker consumer electronics demand. Physical
investment in 2022 is on track to jump by 18% to 329
million ounces, which would also be a new record. The
rise was boosted further by a (near-doubling) of Indian
demand amid a recovery from a slump last year.

might offer a helping hand. Beijing is expected to bring
an end to its strict zero covid policy by Q1 2023, which
might fuel the slowing economy in the coming quarters.
Demand outlook for silver remains solid amid the global
green energy push, boosting the industrial demand.
Silver might trade in a range of $19/oz - 30/oz in 2023,
with an upside bias. Silver on the MCX may trade in a
range of 55000-84000/kg.

On the supply front, output from Mexico will rise most
significantly as several major new silver projects that
have come online in recent years continue to ramp up to
full production rates. By product silver production from
existing mines and new projects in Chile will also be a
major contributor to growth. Partially offsetting these
rises will be lower output from major silver producers
such as Peru, China, and Russia. Rising inflation,
particularly from higher oil and natural gas prices, has put
significant upward pressure on costs for miners in 2022.
The global silver market is forecast to record a second
consecutive deficit this year. At 194 million ounces, this
will be a multi-decade high and four times the level seen
in 2021 (Source: Metal Focus). Going forward, China’s
reopening, Fed stance, and global growth are going to
be the key drivers of the silver prices. The US economy
may enter a mild recession, however, prospects of a Fed
pivot amid the backdrop of easing inflation in the US

Industrial demand setting a new high
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Crude Oil

A YEAR OF WILD PRICE SWINGS

Trend of Crude oil and US DJIA index
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CRUDE OIL MANAGES TO HOLD ON TO GAINS IN 2022
Volatility is not unusual when it comes to crude oil,
however, wild price swings in 2022 added to investors’
anxiety as Russia-Ukraine conflict led to both demand
and supply side repercussion. The year 2022 was
expected to be a year when global market was expected
to be well-balanced as demand growth was expected to
normalize while supply was expected to pick up pace.
This market assumption was however shattered by
Russia’s attack on Ukraine. Crude oil was one of the best
performing commodities as NYMEX and Brent Crude,
both went on to hit a 14-year high of near $130/bbl
and $135/bbl respectively in early March as supply side
imbalances outweighed demand concerns on fears that
Russian supply may be impacted with no easily available
replacements.
However, oil prices could not sustain at higher levels
and slipped to near $93/bbl by early April on easing
tightness fears as Russia-Ukraine talks continued while
European Union refrained from imposing any restrictions
on Russian crude and US and other IEA members
announced release of emergency stocks. Markets were
in for a rollercoaster ride as prices bounced back to near
$115 in May 2022 as Russia-Ukraine talks stalled and EU
proposed a plan to ban Russian crude exports only to
decline for the next four consecutive months.

Crude oil prices have largely remained under pressure
since May 2022, weighed down by aggressive monetary
policy tightening and fragile global economic outlook.
Global growth outlook has been challenged by higher
price pressure, ongoing Russia-Ukraine war and China’s
struggle with the virus spread. Not only this, Fed and
other major central banks are caught up in a race to hike
rates to get inflation under control, thereby reducing
liquidity and support measures, in order to slow down
economic activity and in turn, demand.
Oil prices got a much-needed respite in October as
OPEC decided to cut oil output by 2 million barrels of
oil a day, equal to 2 per cent of global oil supply, in their
biggest reduction since the pandemic, when Opec+
slashed production by ten million barrels a day, or about
a tenth of global supply, after lockdowns. Saudi led
coalition said the agreement would remain in place until
the end of next year, unless the market changes. This
did not go well with the US as it had been lobbying for
months to ensure stable supplies with the kingdom.
Democratic chairman of the US Senate Foreign Relations
Committee called for a freeze on cooperating with
Saudi Arabia, including on most arms sales, accusing
the kingdom of helping to underwrite the Russian war in
Ukraine. Also, IEA criticized the OPEC+ plan saying that
decision to sharply curtail oil supplies has derailed the
Kotak Securities - Market Outlook 2023 | 25
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growth trajectory of oil supply through the remainder
of this year and next, resulting higher price levels
exacerbating market volatility and heightening energy
security concerns.
Coupled with the OPEC cut, US President Joe Biden’s
comment on US plans to repurchase oil for the reserve if
prices fall enough, was looked as supportive of demand
in the long run. He announced that 15 million barrels of
oil release in December from the Strategic Petroleum
Reserve (SPR) would be the last sale from the planned
sale of 180 million barrels of oil, announced shortly after
Russia invaded Ukraine in February. Also, it needs to be
noted that massive release from the Strategic Petroleum
Reserve has brought the US’ emergency supply of crude
oil to the lowest level since 1984, at 405 million barrels
from 612 million barrels, before the release program
began in March. Already, markets are bothered if supply
may tighten sharply after EU’s sanctions on Russian
crude and oil products taking effect in December 2022
and February 2023 respectively.
Having said that, this year Crude oil prices are currently
35% off highs touched in March as major headwinds
persist in the form of uncertain global economic situation
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and fears of a looming recession. This has pushed
EIA, IEA and OPEC, all to revise oil demand growth
expectations lower for 2023. Going ahead, if we look at
US EIA estimates, global market is expected to switch
from, to a narrower deficit in 2022. The World Bank
too expects energy prices to decline by 11% in 2023
after this year’s 60% surge following Russia’s invasion
of Ukraine, although slower global growth and COVID
restrictions in China could lead to a deeper fall. In its
latest Commodity Markets Outlook, World Bank projected
a Brent crude average price of $92/bbl in 2023, easing to
$80 in 2024 but well above the five-year average of $60.
Taking note of the same, OPEC as well decided to stick
to its 2 million bpd output cut policy till the end of 2023
in line with group’s top exporter Saudi stance of sticking
with output cuts and even takes further steps to balance
the market. Besides, the G7 and Australia implemented
the price cap of $60 on the price of Russian oil from 5
December after European Union agreed on the price
cap. Since the proposal needed the agreement of all
EU states, reluctance of Poland was a major roadblock.
However, Poland gave in after much persuasion and
reassurance that the cap would be kept at 5% lower
than the market rate. Nonetheless, impact of this cap

on prices will not be seen immediately as the members
imposing the sanctions have already stopped buying
Russian crude and cap may turn out to be effective,
considering the functioning of the price cap mechanism
will be reviewed every two months to respond to
developments in the market.
Crude oil prices are expected to remain volatile in 2023
as EU will have to find a replacement for Russian Crude
while economic activity remains subdued. Bets that the
inflation may have peaked might prompt major central

banks to soften their monetary policy stance. Overall,
there are demand and supply concerns, both of which
are unlikely to dissipate soon which may lead to more
price swings. We however do not expect a sustained
decline unless supply risks improve or there are signs
of a significant slowdown in demand. WTI Crude Oil is
expected to trade in a range of $60/bbl-$100/bbl. and
MCX Crude is expected to trade in a range of 4700-8300
with a sideways to positive bias.
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Copper

MACRO CONCERNS WEIGH ON DR. COPPER IN 2022

Following ~25% gains for last two consecutive years,
Copper prices reversed its trend in 2022. LME Copper
currently stands near $8400/tonne, 13% lower YTD
while downside in MCX Copper was limited to 6%,
thanks to Indian Rupee depreciation against US Dollar.
In 2022, Copper, which is widely known as an economic
barometer, has been weighed down by repeated
COVID-19 flare-ups in China and global growth concerns.
Prices have seen wild swings amid escalation of tensions
between Russia and Ukraine since late February. Initial
reaction was euphoric as metals, energy and raw
material prices all soared to multi-year or record high
levels in March on fears of further supply tightness. Since
Russia accounts for 4% of global refined Copper output,
Copper too rallied to a record high of $10,845/tonne and
Rs 886/kg on the LME and MCX respectively, in March
2022.
However, resurgence of COVID in late March renewed
demand side concerns that far outweighed supply side
discrepancies, leading to a sharp pullback in prices in Q2.
China’s commitment to COVID Zero policy turned out to
be very costly along with a lingering real estate sector
crisis, forcing the authorities to set its 2022 growth
target at 5.5%, lowest level in nearly three decades.

The third quarter was no different either as fears of
recession, unfavourable growth inflation dynamics and
fragile economic recovery in China amid worsening
COVID-19 situation pushed LME Copper prices to
19-month low at $6955/tonne in mid-July. Economic
indicators from China too point to an uneven recovery
marred by recurrent COVID lockdowns, struggling
property market and power crisis.
Chinese economy showed some recovery in the thirdquarter with the GDP rebounding 3.9% Y-o-Y, beating
expectations, but this offered markets no major reason
to rejoice as year-to-date growth still slacked at 3%, well
below the official target of around 5.5% while all major
indicators beat expectations. However, some important
indicators from China showed deterioration of economic
activity in October, namely, Retail Sales, Industrial
Production and Fixed Asset Investment, indicating
weaker momentum at the start of fourth quarter. Data
released by National Bureau of Statistics showed Retail
sales fell by 0.5% Y-o-Y in October, down sharply from
2.5% growth in September dragged lower by significant
decline in sales of home appliances, catering and
apparel. Fixed Asset Investment growth slowed to 5.8%
Y-o-Y in the first ten months, compared to 5.9% in Jan-

Price move in Copper in 2022 (YTD)
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Sep’22 while industrial output growth dropped sharply
to 5% Y-o-Y in October from 6.3% a month ago. Also,
National Bureau of Statistics reported China’s Industrial
profits fell 3.0% in the first 10 months of 2022 Y-o-Y
compared with a 2.3% drop for January-September with
decline seen in 22 of China’s 41 major industrial sectors.
China’s Refined Copper imports in the first ten months
stand at 3.13 million tonnes, 10% higher compared
to 2.86 million tonnes in the same period last year.
Unwrought copper and copper product imports into
China, including anode, refined, alloy and semi-finished
copper products, totalled 404,414 tonnes in October
2022, 21% lower compared to 509,954 tonnes in
September 2022 and 1.5% lower Y-o-Y, partly due to a
drop in speculation activities as the Shanghai Futures
Exchange was closed in the first week due to the Golden
Week holiday.
Copper supply side fundamentals have remained tight for
a while now. World’s top producers, Chile and Peru, which
together represent about 40% of the global supply, have
been witnessing major supply disturbances in 2022.
Biggest Copper producer, Chile Copper output rose 2.2%
Y-o-Y to 485,447 tonnes in October, first rise since July
2021 while manufacturing output in the Andean nation

dropped 9.2% in the month, the largest drop since May
2020, following a 3.4% drop in September. However,
output in the first 10 months of 2022 stands at 4.64
million tonnes, 6% lower Y-o-Y. So, it is likely that Chile
may see a fourth consecutive annual output decline in
2022 following 2021 output of 5.623 million tonnes which
was the lowest since 2017.
On the other hand, Copper production in second biggest
producer Peru rose 3% Y-o-Y to 1.729 million tonnes in
Jan – Sep 2022 from 1.679 million tonnes in the same
period last year. Although Peru has reported marginally
higher production figures, 20% of its output is still at risk
owing to lingering tensions at major mines, most notably
MMG’s Las Bemba’s mine and Southern Copper’s Cajon
mine. Also, several major producer companies have cut
their production guidance for 2022, notably Glencore,
Southern Copper and BHP Billiton.
International Copper Study Group (ICSG) expects the
global copper market to have a deficit of approximately
325,000 tonnes this year as continued COVID-19 related
restrictions and workforce absenteeism, operational and
geotechnical issues, strikes, water restrictions in Chile,
lower than anticipated head grades, and community
actions in Peru have constrained mine output at a
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number of operations this year. However, ICSG expects
a surplus of 155,000 tonnes in 2023 and revised refined
usage growth lower for both 2022 and 2023 owing to
deterioration in the global economic outlook.
LME and MCX Copper price, which have been
languishing below $8000/tonne and Rs.680/kg since
early August, breached those levels in the second
week of November as cooler inflation figures from the
US hinted that price pressures may have peaked and
shifted market expectations towards smaller rate hikes.
Now, markets will closely watch Fed rate outlook and
economic projections in mid-December for clues on rate
trajectory next year.
Alongside, increasing COVID cases in China in November
has called for desperate supportive measures and
the mainland nation responded via additional stimulus
support, like 16-point plan for the real estate sector
addressing the liquidity crisis faced by developers and
a “temporary” easing of a signature restriction on bank
lending. Further, three state-owned banks and three
other lenders together pledged at least $162 billion
in fresh credit to cash-strapped property developers
responding to the state council call for support. Besides,
People’s Bank of China reduced the reserve requirement
ratio or amount of cash that banks must hold as reserves
for the second time this year for most banks by 25 basis
points. The cut came into effect from Dec. 5 and the
central bank injection of 500 billion yuan ($70 billion) of
liquidity into the economy, was implemented in order
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to support economy amid surging Covid cases and a
continued property downturn.
Overall, Copper fundamentals are positive as increasing
Copper premiums highlight solid copper demand.
Codelco has reportedly proposed a premium of $140
a tonne for 2023 supplies to at least two Chinese
customers, a 33.3% increase from this year, up from
$105 a tonne this year. On top of that, Codelco is likely
to cut copper sales to China by 50% as Chuquicamata
smelter is running at a limited capacity and is overdue for
maintenance. Aurubis, Europe’s biggest Copper smelter,
too lifted the premium it charges European customers by
85% to $228 per tonne for deliveries next year.
Further, optimism due to recent easing of some COVID
curbs in China buoyed hopes of reopening next year
that may be supportive for global risk appetite. Having
said that, COVID situation still remains a major threat to
economic recovery and in turn Copper demand. China’s
2022 GDP target of 5.5%, lowest in more than 3 decades,
already looks farfetched, since growth in Jan-Sep 2022
was just 3%.
Gains in Copper may be largely dependent on COVID
policy updates from China as markets’ focus shifts more
to demand amid lingering fears of recession. Hence, any
extended slowdown in growth in 2023 will limit upside in
copper. LME Copper is expected to trade in a range of
$6700-$9700 and MCX Copper is expected to trade in a
range of 580-810 with a sideways bias.

Aluminium

HIGHER CHINESE SUPPLIES AND FRAGILE DEMAND WEIGH ON LIGHT METAL

After being the top performer in the metals pack in
2021, Aluminium has switched to a negative territory
this year due to the deepening economic slowdown in
China owing to recurring COVID flare-ups and resultant
stringent COVID Zero policy weighed on demand outlook.
LME Aluminium 3M jumped to an all time high at
$4073.5/tonne in early March as Russia-Ukraine conflict
put nearly 6% of global Aluminium supplies at risk with
Russia being the significant producer (~4 million tonnes).
However, prices could not sustain at higher levels amid
macro-economic concerns and a stronger dollar. Prices
collapsed more than 10% to below $2100 / tonne in
September as Chinese government stuck to its stringent
COVID Zero policy ahead of Chinese Communist Party
Congress hurting construction demand that typically
picks up pace in September and October. LME Aluminium
prices have recovered from those levels and currently
stand near $2500/tonne but still trade 9% lower so far
this year while MCX price declines were limited to 4%,
thanks to sharp 10% Indian Rupee depreciation against
the US Dollar.
Real estate market is a major demand driver for
Aluminium and that sector has remained stressed for
some time now with disappointing Chinese home sales
figures along with weak economic recovery, mortgage
boycott and developer debt crisis. This has weighed
on buyer confidence and reflects in decline in average

home prices for the 14th consecutive month in October.
The National Bureau of Statistics reported China’s 70city index of home prices dropped 1.6% Y-o-Y, biggest
decline since August 2015. New home prices dropped
in 58 out of 70 cities and secondary-market prices
fell in 62 cities, an increase of four cities and one city,
respectively, compared with September.
Since Aluminium is an energy intensive metal and its
smelting accounts for almost 15% of total power usage
in China, sharp surge in coal prices increased the
cost of producing the light metal. This was one of the
primary reasons behind Aluminium’s rally last year. Coal
prices have remained under pressure this year, thereby
depriving Aluminium of any energy cost related price
gain. China is targeting an increase in Coal output this
year above record high levels seen in 2021 and is also
strictly monitoring for all price related discrepancy. As
per the official China Energy News, Coal Output could
reach 4.4 billion tonnes in 2022, compared to 4.07 billion
tonnes in 2021, driven by faster capacity expansions at
major mines.
Japanese Aluminium premiums, which set the benchmark
for Asian region, have been set lower for all four
consecutive quarters of 2022. Japanese aluminium
buyers reportedly agreed to pay a premium of $99 per
tonne over the benchmark price for October-December
shipments, down 33% from the previous quarter,

Price move in Aluminium in 2022 (YTD)
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as supply chain disturbances continue to weigh on
automakers demand while Aluminium stocks at major
Japanese ports stood at a six year high near 377,200
tonnes in end October, well above the healthy inventory
levels of 270,000 – 280,000 tonnes.
Major Japanese automakers have announced
production cuts this year citing supply chain issues,
logistical problems due to COVID, and a shortage of
semiconductors. The Society of Motor Manufacturers
and Traders (SMMT) expects supply issues to ease in
the second half of the year but lowered 2022 outlook for
new car registrations to 1.6 million from a prior forecast
of 1.72 million.
While demand side has clearly witnessed a setback in
2022, supply continued to grow steadily in the biggest
producer China despite all the output curbs and cuts.
China’s output has consistently grown in the eight
consecutive months to October 2022, compared to last
year. As per data from the National Bureau of Statistics,
China produced 33.33 million tonnes, up 3.3% from the
corresponding period in 2021, in January-October 2022
while aluminium imports were 1.88 million tonnes, down
27% from the corresponding period last year.
Aluminium saw limited output growth in China in the
second half of 2022 as production in China’s Sichuan
province was cut by 920,000 tonnes in August owing to

power supply shortages for industrial and commercial
usage. Although restrictions were eased in late August,
production recovery from Sichuan was slower and
returned to its pre power rationing capacity after a
month. Coupled with this, forced production cuts in
China’s Yunnan province kept Aluminium output from
rising sharply.
Aluminium smelters in China’s Yunnan province were
forced to reduce activity due to a drought-induced
shortage of hydropower. Most smelters were ordered
to lower output by 10% and the duration and scale of
the cuts will depend on the power supply. Yunnan’s
operating capacity currently stands at 5.22 million mt,
accounting for 13% of China’s total aluminium capacity,
and production still remains restricted because of tight
hydro-power supply.
Besides, rainy season (May – November) and volatile
political situation in Guinea, which accounts for nearly
50% of total Chinese Bauxite imports, negatively
impacted the supplies as protests against the ruling
Junta party turned more deadly.
As per World Bureau of Metal Statistics (WBMS),
calculated market balance for primary aluminium for
the period of January to September 2022 was a deficit
of 822 kt following a deficit of 1600 kt recorded for
the whole of 2021. Demand for primary aluminium for
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January to September 2022 was 51.84 million tonnes,
30 kt less than in the comparable period in 2021 while
global production of primary aluminium rose in January
to September 2022 by 332 kt compared with the same
period in 2021. This indicates a narrower deficit for 2022
as China, which currently accounts for about 59% of
the world production total, saw its output increase 2.5%
Y-o-Y to 29.88 kt with the country recording higher
availability of imported feedstocks during the early
months of the year.
The recent gains in Aluminium from $2200/tonne in
late October to $2500/tonne at present can be largely
attributed to real estate stimulus measures and hopes of
reopening of Chinese economy as China is pushing for
vaccination of the elderly. China Securities Regulatory
Commission introduced five new measures and lifted
some multi-year restrictions on stock sales by developers
to support the “stable and healthy” development of the
sector. Some discreet easing has already been done
as China’s state news agency said people who stay
home don’t need frequent Covid tests, while elderly and
students taking online classes were exempted from daily
tests in Guangzhou and movement restrictions imposed
in Beijing to trace the source of Covid or identify those
infected generally must not exceed 24 hours.

Having said that, slowdown concerns will dominate the
headlines next year as global growth outlook remains
gloomy for 2023 with major agencies downgrading GDP
forecast to ~3%. Amid demand concerns, Aluminium
market is expected to switch to surplus in 2023 after
witnessing narrower deficit this year compared to
1.2 million tonnes in 2021. Also, any major near-term
tightness concerns were eased after LME decided
against banning Russian metal from being traded and
stored in its system, as a significant portion of the
market is still planning to buy the country’s metal in
2023. Following this move, Russian aluminium producer
Rusal said they have picked up additional contractual
sales for 2023, with sales already exceeding 76% of
its primary aluminium and value-added production for
2023. Some pick up in demand can be seen in late first
quarter post China’s Lunar New Year holidays and as
infrastructure activity picks up ahead of rainy session but
only an economic rebound may help Aluminium to see
sustainable gains. LME Aluminium is expected to trade in
a range of $1953-$3041 and MCX Aluminium is expected
to trade in a range of 175-260 with a sideways bias.
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Cotton

YEAR 2022 PROVED TO BE THE MOST VOLATILE
WORLD DEMAND PROJECTIONS TO DICTATE PRICES
IN THE EVENT OF ADEQUATE AVAILABILITY

Year 2022 proved to be the most volatile for the cotton
price.
Domestic cotton price in 2022 started on a positive
note reaching an all-time high of over Rs.50,000 per
bale in Apr-May. Domestic prices surged on limited
supplies as cotton production dropped to 13-year
low due to erratic weather conditions and lower area.
During the same period, ICE cotton prices also surged
to 12-year high to over 155 cents per pound supported
by inflationary pressures amid extended war situation
in Ukraine, logistic challenges across the world and
persistent drought conditions in the US cotton-growing
region of West Texas. However, prices quickly corrected
more than 45% to 83 cents within a month as US
banned textiles originating from the Xinjiang province in
China. Price again moved higher to above 117 cents on
reports of lower cotton production in US due to record
abandonment of cotton area owing to drought.

Cotton Price Movement in Domestic & International Market
Pri ce: Rs /bale
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2022/23 DOMESTIC COTTON SEASON STARTS ON A POSITIVE NOTE AMID LIMITED SUPPLIES
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Price jumped more than 16% during November on limited
arrivals of new season cotton in the physical market. As
per Cotton Association of India (CAI), as of November 25,
cotton arrivals reached 35 lakh bales compared to 77.76
lakh bales last year. This year, only 10% of the crop has
arrived in the market during the first 2-months, based on
production estimates. Arrivals are slower than anticipated
as farmers are holding cotton, expecting higher prices
during the off-season. Moreover, lower opening stocks
from the last season are also supporting higher prices
coming into the new season.
WORLD MILL USAGE TO DECLINE FOR A THIRD
CONSECUTIVE YEAR WHILE OUTPUT EXPECTED TO
IMPROVE FOR A SECOND YEAR IN A ROW IN 2022-23
SEASON
As per USDA’s latest monthly report, global cotton
consumption in 2022/23 was revised lower to 114.95
million bales in November monthly report, down by
2.4 million bales from 2021/22. Global mill usage has
also been cut by 2 million bales to 117.4 million bales
for the last year improving global stock levels. Cotton
consumption reduced across many countries as
global economic growth in 2022 and 2023 limits the
consumption demand from across the globe. China
cotton and yarn imports were at lowest levels in a

decade reflecting slowdown in global apparel demand.
As per USDA, world cotton production in 2022/23 is
projected at 118.1 million bales, higher by 2.5 million bales
or 2% compared to 2021/22 production. As per survey
conducted by China’s Ministry of Agriculture and the
China National Cotton Reserves Corporation, China’s
total cotton production is expected to increase by 5.8%
Y-o-Y to reach 6.138 million tonnes in 2022.
DOMESTIC PRODUCTION ESTIMATES HIGHER BUT
EXPORT AND CONSUMPTION HEADING FOR A
RECORD FALL
As per the government figures, cotton area during kharif
2022/23 was above 130 lakh hectares, up 5% on year.
Production is expected to be around 340-350 lakh bales,
up by more than 12% Y-o-Y and consumption is predicted
to be lower at around 300 lakh bales. Despite higher
production and lower consumption estimates, prices of
cotton in domestic market jumped more than 15% during
the month of November. The main reason for price
increase is lack of arrivals in the physical market.
As per press release by the CAI, India may export only
30 lakh bales in Cotton Year 2022/23 which is down by
30% compared to last year’s exports. Exports from the
country will be down for the second consecutive year
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World Cotton Stock Position (in 000 Bales of 480 lbs)
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amid higher prices and lower availability of cotton in the
domestic market. Moreover, lack of world demand for the
yarn is also dragging the export volumes lower since last
two years.
In 2022-23, India’s cotton exports are down by about
90% mainly on back of higher prices in domestic market
as farmers’ delay sales.
PRICE OUTLOOK
Currently, domestic prices are trading higher by about
40%, compared to minimum support price (MSP)
declared by government, mainly due to limited supplies.
Moreover, weakening global demand for textile and
clothing due to looming recession fears might limit
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export volumes from the country. Exports are also
sluggish this season as domestic prices are trading at
premium compared to international prices. Thus, there is
a projection of higher ending stocks in India on forecast
of higher production and lower global and domestic
consumption scenario.
Fundamentally, global supplies are expected to be
sufficient based on the forecast of higher production in
China, India and the US. Thus, in the coming months,
the price might be mostly driven by the demand side
triggers as in US ending stocks are expected to be 20%
lower, and it accounts for 30% share in world exports.
This marketing season, we expect ICE cotton to trade in
a range of 70 – 108 cents.
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Currency Outlook
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USDINR: Volatility could be lower in 2023,
but upside risk remains
After a low volatility in 2022, Rupee and almost all
currencies may witness huge volatility in 2023. In 2022,
it was a cocktail of geo-politics and central banks trying
to play catch up with surging inflation. Geo-political risk,
during the first half of the year drove oil and commodity
prices higher with crude oil reaching the highest levels
since August 2008. After several decades, we observed

that, inflation in Europe and America consistently ran
higher than stable emerging markets like India, China
and others, indicating that the policy hawkishness was
unprecedentedly high for central banks like the US
central bank, when compared with their peers in the
emerging market.
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Rupee - Annual % gain on REER and NEER terms
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There are two ways to measure performance of the Indian Rupee, one is on a nominal basis, which does not
consider the effect of inflation across currencies, and then there is performance on a real basis, which considers the
impact of inflation. On a nominal basis, Indian Rupee has been an underperformer, and interestingly the bulk of the
underperformance occurred over the past three months. However, on a real adjusted basis or REER terms, Indian Rupee
has performed appreciably against a wide basket of currencies, signifying that depreciation in the Rupee has been less
than the relative inflation differential.
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Food prices

Brent Crude
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If 2022 was the story of high inflation, then 2023 could be a year of low inflation and weaker growth. Commodity prices
have peaked, shipping rates have eased as supply chain bottlenecks are removed, tight monetary policy and fiscal
discipline, coupled with high base of last 12 months should allow for a sharp drop in the inflationary pressure. Weaker
global growth will add to the downward momentum in inflation. A low inflation and weak growth together can lead to
reversal in the interest rate cycle during the second half of 2023.
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USDINR SPOT CHART
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USDINR generally tends to consolidate after a sharp run up to an all-time highs. In 2022, USDINR had rallied nearly 10%
to an all time high of 83.25 on spot. In 2022, we could see prices form a sideways to upward range. We expect an overall
range of 79.50 and 86.50 on spot.
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