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= Centre’s latest decision to dismiss vaccine decentralization and tiered-pricing is indeed an

optimal strategy to maximize welfare and minimize cost for general government. However, the
flipside is that Centre’s vaccination budget would swell to ~Rs450-550bn (0.2% of GDP) vs.
estimated Rs100-120bn based on the earlier arrangement between Centre and States

" In sum, Centre’s FY22 fiscal math is likely to get disturbed by ~0.5% to 7.3% of GDP. The fiscal
hit in the form of lower divestment, higher doles on food/fertilizer subsidy, health and NREGA
may outstrip buffers such as bumper RBI surplus and wholesale inflation-led higher nominal
GDP. Capex adjustment (cuts) could turn out to be the balancing/offsetting factor.

" FY22 Gross G-sec borrowings could increase by Rs650bn+ on top of Rs12.05tn. This, in
conjunction with additional issuances of Rs1.6tn for GST compensation to states, will ensure
pressure be felt across the G-sec curve. The GSAP+OMOs might have to be propped up beyond
Rs6tn to balance the ensuing supply-demand mismatch and keep yields range-bound.

" In the near term, we are neutral on bonds amid the central bank’s active support anchored at
the benchmark 10-yr paper. However, we see yields inching up in an orderly and gradual fashion
in H2FY22. We expect the yield curve to bear-flatten and see benchmark 10-yr yield in the range
of 6.0-6.40% for the remainder of FY22.

The cost of vaccination: changing dynamics?

Centre’s latest proposition to take over the vaccination drive from states is a welcome decision. We reckon
that the centralization of negotiations and administration will improve vaccine efficiencies. While this would
reduce net cost to general government, Centre’s health spending burden will increase. The total cost of
universal jabbing by Centre - which we assume will also include below-18 age category post Oct'21 - is
estimated to increase to ~Rs450-550bn (~0.2% of GDP), assuming: (1) majority of the supply remains
dominated by current domestic players at Rs150 per jab, but the costing landscape changes from Jul'21
and Nov'21 with enhanced role of foreign players; (2) private sector also covers 20-25% of the eligible
population; and (3) there is ~10% wastage and administration costs. This compares to budgeted cost of
Rs350bn for FY22, and is way above our initial estimated cost of Rs100-120bn in the earlier arrangement
where only 25% of the national population (45+) was being targeted by the Centre. Now additional fiscal
pressure on states will ease as most had not taken (high) vaccination cost in their budgets. Earlier strategy
would have disproportionately pained state finances, with UP, MP and Chhattisgarh leading the pack.

Centre’s fiscal deficit/GDP may slip ~0.5% from the budgeted 6.8% in FY22

Amid various push and pull, there is a likelihood of fiscal slippage to the tune of around 0.5% from the
initially budgeted 6.8%. Even accounting for positives budget buffers such as bumper RBI surplus and
higher nominal GDP on higher wholesale inflation, factors like (1) higher doles payouts than budgeted on
food, fertilizer subsidy, health and NREGA, (2) possible miss on ambitious divestment targets, and (3)
possible fading of the positive upside surprises on conservatively budgeted tax estimates will outweigh on
the fiscal math. As of now, we are not taking major cuts in Centre’s budgeted capex. The government
narrative is still capex-driven, pushing both CPSE and its own machinery for capex frontload. But we
reckon some capex cuts could be an offsetting factor. Despite the slippage, the effective fiscal impulse
will still be negative in FY22. Given the limited efficacy of monetary easing currently, continued
countercyclical fiscal policy support—and avoiding a premature consolidation—remains crucial.

Borrowings slippage by another ~Rs650-700bn; Bear-flattening of Gsec curve bias in H2FY22
As we move ahead, G-sec bond demand-supply dynamics may worsen across the curve. Amid the
expected fiscal slippage, we estimate the gross G-sec loans could increase by Rs650-700bn in FY22 over
and above Rs12.05tn budgeted and could pressure the belly of the curve (10-14yr). The supply will be
further compounded by recently announced additional G-sec issuances worth Rs1.6tn (likely in H2FY22)
to compensate states for GST shortfall and could likely be in the 3-5yr segment. With higher T-bill
issuances than budgeted, the shorter end (3M-1yr) may also see pressure.

The stress on RBI will therefore intensify to keep bonds range-bound at current levels and GSAP+OMO
purchases may have to be propped up beyond Rs6 tn in FY22 (our current estimate Rs4.5-5tn). However,
this will likely be the story of H2FY22. In the near term, we remain neutral on G-sec bonds, helped by the
central bank’s visible and invisible hand. We reckon even as yields may inch up orderly and gradually
over the year, the curve will likely still flatten ahead, with the RBI keeping the 10-yr yield as rates
anchor. We expect the yield curve to bear-flatten and see the benchmark 10-yr yield in the range of 6.0-
6.40% for the remainder of FY22.
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Centralization of negotiations and administration to improve vaccine efficiencies

As we had argued earlier, vaccine decentralization and tiered-pricing are sub-optimal and centralized
negotiation, planning and coordination would lead to efficient pricing and quota bargaining with vaccination
producers (virtually a monopoly). This, in conjunction with the prioritization of delivery of vaccines,
appropriate supply to states as per population/population density/urban/rural ratio/wastage ratio etc., would
improve distribution and administration efficiencies. We note that the private sector will still have to negotiate
directly with vaccine producers for their 25% quota of vaccines produced. Our weighted measure of optimal
vaccine distribution depicts that states such as UP, Delhi and TN have a much lower current share than they
need, while GJ, RJ, and MH have received relatively more vaccines so far. (See our special report
“Opportunity cost of sub-optimal vaccine strateqy”, May 11,2021).

Exhibit 1: Higher doles and lower divestment to lead the fiscal slippage for Centre

Centre's expected budget slippage in FY22 (% of GDP)
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Source: India Budget, Emkay research estimates

Exhibit 2: Gross fiscal deficit to slip by 0.5% of GDP to 7.3% in FY22

% of GDP FY19 FY20 FY21P FY22BE FY22E
Receipts breakdown
Revenue receipts 8.2 8.3 8.3 8.0 8.0
Gross tax revenues 10.9 9.9 10.3 9.9 9.7
Direct taxes 6.0 5.2 4.8 5.0 4.7
Corporation tax 3.5 2.7 2.3 2.5 2.4
Income tax 2.5 2.4 2.4 2.5 2.3
Indirect taxes 4.9 4.7 5.5 4.9 5.0
Goods and Services Tax 3.1 2.9 2.8 2.8 2.8
Customs duty 0.6 0.5 0.7 0.6 0.6
Excise duty 1.2 1.2 2.0 15 1.6
Net tax revenues 6.9 6.7 7.2 6.9 6.7
Non-tax revenues 1.2 1.6 1.1 1.1 1.3
RBI transfer of surplus 0.4 0.7 0.3 0.2 0.4
Non-debt capital receipts 0.6 0.3 0.3 0.8 0.5
Disinvestments 0.5 0.2 0.2 0.8 0.4
Total Revenue receipts 8.8 8.6 8.6 8.9 8.5
Expenditure breakdown
Revenue expenditure 10.6 11.6 15.6 13.1 134
Interest payments 3.1 3.0 3.5 3.6 3.5
Subsidies 1.2 1.3 3.5 1.7 2.0
Capital expenditure 1.6 1.7 2.2 25 24
Total expenditure 12.2 13.2 17.8 15.6 15.8
Gross fiscal deficit 3.4 4.6 9.2 6.8 7.3

Source: India Budget, Emkay Research Estimates
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Exhibit 3: Consolidated fiscal deficit expected to rise above 12% in FY22 but impulse will still fade
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Source: CEIC, Emkay Research Estimates

Exhibit 4: Bond purchase amount might need to double from FY21 to keep yields range-bound
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Exhibit 5: Centre’s cost of jabbing for various age brackets

Exhibit 6: Realistically, universal population may be covered by Jul’22

% of universal population vaccinated

Estimated Centre
Vaccination Cost
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Source: Census, Emkay Research estimates

Note: This assumes: (1) 10% wastage, logistic and administration cost; (2) Foreign

supply will cost 5.5 times of domestic supply.

Exhib

Source: Census, Emkay Research estimates

Note: 18+age bracket comprises of 70% of total population. With 70% of population likely
to be completely jabbed by Mar’22, this age cohort can be assumed to be fully covered

it 7: Covishield to supply around 40% Nov’21 onward vs. 90% currently
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Exhibit 8: Daily vaccination pace has picked up to 2.7mn doses Exhibit 9: Almost 14% of population has taken at least one dose
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Exhibit 10: UP lags the vaccination pack... Exhibit 11: ...and needs higher share than currently allocated
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Source: CEIC, Emkay Research Source: CEIC, Emkay Research estimates
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Emkay Alpha Portfolio — Nifty

EAP-Nifty (25 stocks)

Company Name Nifty Weight  Nifty EAP Weight OWI/UW (%) OW/UW (bps)
Agri Input & Chemicals 0.69 0.52 -25% -17
UPL 0.69 0.52 -25% -17
Auto & Auto Ancillaries 5.46 8.13 49% 267
Bajaj Auto 0.82 0.81 0% 0
Eicher Motors 0.57 1.18 109% 62
Hero Motocorp 0.58 0.58 0% 0
Mahindra & Mahindra 1.14 0.00 -100% -114
Maruti Suzuki India 1.43 2.45 71% 101
Tata Motors 0.93 3.1 235% 218
BFSI-Banks 25.88 30.72 19% 484
Axis Bank 2.75 4.70 71% 195
Bandhan Bank 0.00 0.51 NA 51
HDFC Bank 9.49 9.36 -1% -12
ICICI Bank 6.52 6.50 0% -2
Indusind Bank 0.85 3.82 352% 297
Kotak Mahindra Bank 3.86 1.40 -64% -246
State Bank of India 2.41 4.42 84% 202
BFSl-Insurance 1.40 1.87 34% 47
HDFC Life 0.84 0.32 -61% -51
SBI Life 0.56 1.55 176% 99
BFSI-NBFCs 10.04 7.97 -21% -207
Bajaj Finserv 1.04 0.00 -100% -104
Bajaj Finance 2.24 0.00 -100% -224
Cholamandalam Investment 0.00 1.02 NA 102
HDFC 6.76 5.92 -12% -84
Shriram Transport Finance 0.00 1.03 NA 103
Cement & Building Materials 2.56 4.60 80% 204
Ambuja Cements 0.00 0.51 NA 51
Grasim Industries 0.84 0.84 0% 0
Shree Cements 0.57 1.60 182% 103
Ultratech Cement 1.15 1.64 43% 49
Consumer Goods & Retail 10.99 6.69 -39% -430
Asian Paints 1.94 1.45 -25% -49
Britannia Industries 0.62 1.14 82% 51
Hindustan Unilever 3.09 0.00 -100% -309
ITC 2.74 1.76 -36% -98
Nestle India 0.92 0.00 -100% -92
Titan Company 1.05 0.78 -26% -27
Tata Consumer 0.63 0.00 -100% -63
United Breweries 0.00 0.54 NA 54
United Spirits 0.00 1.03 NA 103
Engineering & Capital Goods 2.75 2.74 0% -1
Larsen & Toubro 2.75 2.74 0% -1
Information Technology 16.26 15.23 -6% -103
HCL Tech 1.54 2.54 65% 100
Infosys 7.69 7.66 0% -3
TCS 4.87 1.85 -62% -302
Tech Mahindra 0.96 1.98 106% 102
Wipro 1.20 1.19 0% 0
Metals & Mining 3.59 4.05 13% 47
Coal India 0.48 0.48 -1% 0
Hindalco 0.83 1.31 58% 48
JSW Steel 1.00 1.00 0% 0
Tata Steel 1.27 1.26 0% -1
Oil & Gas 12.29 8.15 -34% -413
BPCL 0.67 1.43 114% 76
Indian Oil 0.44 1.22 181% 79
ONGC 0.67 1.21 80% 54
Reliance Industries 10.52 4.29 -59% -622
Pharmaceuticals 3.52 4.95 41% 143
Cadila Healthcare 0.00 0.51 NA 51
Cipla 0.71 1.45 104% 74
Divi's Lab 0.79 0.00 -100% -79
Dr. Reddy's Lab 0.94 1.67 78% 73
Sun Pharma 1.08 1.32 23% 25
Ports & Logistics 0.94 0.00 -100% -94
Adani Ports 0.94 0.00 -100% -94
Power 1.69 1.94 15% 25
NTPC 0.81 0.81 0% 0
Power Grid Corporation 0.88 1.13 29% 25
Telecommunications 1.94 2.44 26% 50
Bharti Airtel 1.94 2.44 26% 50
Cash 0.00

Nifty 100.00 100.00

Source: Emkay Research; Note: *We have internally capped single stock exposure to 10% in our EAP
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Sector portfolio NAV

Base Latest

1-Apr-19 9-Jun-20 8-Dec-20 9-Mar-21 7-May-21 8-Jun-21

EAP - Nifty 100.0 85.5 109.1 124.3 123.2 131.7
Nifty50 100.0 86.1 114.8 129.4 127.0 134.9

*Performance measurement base date 15 April 2019
Source: Emkay Research

Price Performance (%)

1m 3m 6m 12m
EAP - Nifty 6.9% 5.9% 20.7% 54.0%
Nifty50 6.2% 4.3% 17.5% 56.7%
Source: Emkay Research
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Please see our model portfolio (Emkay Alpha Portfolio): SMID

“Emkay Alpha Portfolio — SMID and Nifty are a supporting document to the Emkay Alpha
Portfolios Report and is updated on regular intervals”
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Emkay Rating Distribution

Ratings Expected Return within the next 12-18 months.
BUY Over 15%

HOLD Between -5% to 15%

SELL Below -5%

Completed Date: 09 Jun 2021 19:46:45 (SGT)
Dissemination Date: 09 Jun 2021 19:47:45 (SGT)

Sources for all charts and tables are Emkay Research unless otherwise specified.

GENERAL DISCLOSURE/DISCLAIMER BY EMKAY GLOBAL FINANCIAL SERVICES LIMITED (EGFSL):

Emkay Global Financial Services Limited (CIN-L67120MH1995PLC084899) and its affiliates are a full-service, brokerage, investment banking, investment
management and financing group. Emkay Global Financial Services Limited (EGFSL) along with its affiliates are participants in virtually all securities trading
markets in India. EGFSL was established in 1995 and is one of India's leading brokerage and distribution house. EGFSL is a corporate trading member of
Bombay Stock Exchange Limited (BSE), National Stock Exchange of India Limited (NSE), MCX Stock Exchange Limited (MCX-SX). EGFSL along with its
subsidiaries offers the most comprehensive avenues for investments and is engaged in the businesses including stock broking (Institutional and retail),
merchant banking, commodity broking, depository participant, portfolio management, insurance broking and services rendered in connection with
distribution of primary market issues and financial products like mutual funds, fixed deposits. Details of associates are available on our website i.e.
www.emkayglobal.com

EGFSL is registered as Research Analyst with SEBI bearing registration Number INH000000354 as per SEBI (Research Analysts) Regulations, 2014.
EGFSL hereby declares that it has not defaulted with any stock exchange nor its activities were suspended by any stock exchange with whom it is registered
in last five years, except that NSE had disabled EGFSL from trading on October 05, October 08 and October 09, 2012 for a manifest error resulting into a
bonafide erroneous trade on October 05, 2012. However, SEBI and Stock Exchanges have conducted the routine inspection and based on their
observations have issued advice letters or levied minor penalty on EGFSL for certain operational deviations in ordinary/routine course of business. EGFSL
has not been debarred from doing business by any Stock Exchange / SEBI or any other authorities; nor has its certificate of registration been cancelled
by SEBI at any point of time.

EGFSL offers research services to clients as well as prospects. The analyst for this report certifies that all of the views expressed in this report accurately
reflect his or her personal views about the subject company or companies and its or their securities, and no part of his or her compensation was, is or will
be, directly or indirectly related to specific recommendations or views expressed in this report.

Other disclosures by Emkay Global Financial Services Limited (Research Entity) and its Research Analyst under SEBI (Research Analyst) Regulations,
2014 with reference to the subject company(s) covered in this report

EGFSL and/or its affiliates may seek investment banking or other business from the company or companies that are the subject of this material. Our
salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions that
are contrary to the opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that may be
inconsistent with the recommendations expressed herein. In reviewing these materials, you should be aware that any or all of the foregoing, among other
things, may give rise to real or potential conflicts of interest including but not limited to those stated herein. Additionally, other important information
regarding our relationships with the company or companies that are the subject of this material is provided herein. This report is not directed to, or intended
for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where such
distribution, publication, availability or use would be contrary to law or regulation or which would subject EGFSL or its group companies to any registration
or licensing requirement within such jurisdiction. Specifically, this document does not constitute an offer to or solicitation to any U.S. person for the purchase
or sale of any financial instrument or as an official confirmation of any transaction to any U.S. person. Unless otherwise stated, this message should not
be construed as official confirmation of any transaction. No part of this document may be used by private customers in United Kingdom. All material
presented in this report, unless specifically indicated otherwise, is under copyright to Emkay. None of the material, nor its content, nor any copy of it, may
be altered in any way, transmitted to, copied or distributed to any other party, without the prior express written permission of EGFSL . All trademarks,
service marks and logos used in this report are trademarks or registered trademarks of EGFSL or its Group Companies. The information contained herein
is not intended for publication or distribution or circulation in any manner whatsoever and any unauthorized reading, dissemination, distribution or copying
of this communication is prohibited unless otherwise expressly authorized. Please ensure that you have read “Risk Disclosure Document for Capital Market
and Derivatives Segments” as prescribed by Securities and Exchange Board of India before investing in Indian Securities Market. In so far as this report
includes current or historic information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed.

e This publication has not been reviewed or authorized by any regulatory authority. There is no planned schedule or frequency for updating research
publication relating to any issuer.

» Please contact the primary analyst for valuation methodologies and assumptions associated with the covered companies or price targets

Disclaimer for U.S. persons only: This research report is a product of Emkay Global Financial Services Limited (Emkay), which is the employer of the
research analyst(s) who has prepared the research report. The research analyst(s) preparing the research report is/are resident outside the United States
(U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to supervision by a U.S. broker-
dealer, and is/are not required to satisfy the regulatory licensing requirements of Financial Institutions Regulatory Authority (FINRA) or required to otherwise
comply with U.S. rules or regulations regarding, among other things, communications with a subject company, public appearances and trading securities
held by a research analyst account. This report is intended for distribution to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the U.S.
Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof by U.S. Securities and Exchange Commission (SEC) in reliance on
Rule 15a 6(a)(2). If the recipient of this report is not a Major Institutional Investor as specified above, then it should not act upon this report and return the
same to the sender. Further, this report may not be copied, duplicated and/or transmitted onward to any U.S. person, which is not the Major Institutional
Investor. In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to
conduct certain business with Major Institutional Investors.
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ANALYST CERTIFICATION BY EMKAY GLOBAL FINANCIAL SERVICES LIMITED (EGFSL)

The research analyst(s) primarily responsible for the content of this research report, in part or in whole, certifies that the views about the companies and
their securities expressed in this report accurately reflect his/her personal views. The analyst(s) also certifies that no part of his/her compensation was, is,
or will be, directly or indirectly, related to specific recommendations or views expressed in the report. The research analyst (s) primarily responsible of the
content of this research report, in part or in whole, certifies that he or his associate does not serve as an officer, director or employee of the issuer or the
new listing applicant (which includes in the case of a real estate investment trust, an officer of the management company of the real estate investment
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