Economic Research Group
For private circulation only

New virus strain: Putting a “strain” on risk sentiment
As the world was getting a grip on COVID-19, and moving from despondency to some degree of buoyancy, the news of
the novel strain has led to some marring in sentiment. While there is fair bit of uncertainty regarding the details of the
new strain, the high infection rate, (reported around 70% more infectious), could lead to some reversal in trends both in
markets and the real economy. Whether this will derail the considerable recovery we have seen so far remains
unknown, and may be unlikely, but the immediate impact will be in the form of heightened uncertainty and proactive
measures from all Governments, including ours, to curb any untoward manifestations on health, and prevent a spread.
We could see the impact of the new strain panning out through the following channels:




Real economy: News of the more virulent strain led to sharp international reaction of strict travel bans to and from
the UK. Given that there is a high likelihood that the new strain has been present since September, it is possible
that it has already spread to other countries. This could lead to imposition of more stringent local lockdowns as
well as further travel and trade bans, bringing about headwinds to global growth. The impact on the Indian
economy would be dependent on the persistence of the new strain, with the first channel of impact being felt
through trade. Exports that were already on a weak footing, could see further downside. In the possible
circumstance that the strain has already entered the country, and in the event of a sharp surge in infections,
localized lockdowns cannot be ruled out (though this is not our base case for the moment), leading to some
downside risks to growth.
Impact on financial markets: While the impact on the real economy will be contingent on several factors, the
exuberance seen in financial markets could be put on hold. The timing of the new strain could not have been
worse, with current sentiment being driven by positive news on vaccine deployment, continued support from the
Fed and the US stimulus package. To add to it are the thin trading volumes around the holiday season.
o Equity markets in India have been largely buoyed by foreign flows with FYTD (April – present) ~USD 28 bn with
nearly USD 18 bn inflows being seen since October 2020 – present. These trends could see some reversal in
the short-term with the advent of the increasing risk averse environment. The news of the novel strain, along
with the fact that market trends have been diverging from economic fundamentals could accentuate the
volatility in the markets.
o The fixed income markets could see some divergence in trends. Fears of increased lockdowns and ensuing
additional fiscal support measures with expectations of higher allocation towards vaccine deployment (need to
disseminate the vaccine at a faster pace than initially planned could also emerge) and health infrastructure
could add upside pressures in the long-end. This would be accentuated on the back of expectations of a high
supply of Government paper from both Centre and States for the next fiscal as well, with our early estimates
indicating Gross General Government borrowing of higher than 8.5% of GDP for FY22. While this news does
not change our call on a long pause on rates and a possible shift to a neutral stance in the June 2021 policy, we
will be mindful of the developments and revise our call accordingly. Persistence and rise in the new strain and
possible spread to India could lead the central bank to remain on an accommodative stance for much longer
than our current base view. Moreover, given that global central banks could continue with easy policy on the
front foot (with any expectations of unwinding of ultra-easy monetary policies taking a backseat for the
moment), could also make the RBI continue to maintain surplus liquidity in the system. Overall the curve could
see continued steepening bias with our expectations of the 10-year ranging between 6.0-6.50% in FY22.
o USD/INR: The Rupee is presently seeing weakness in a situation of increased risk aversion, given the concerns
surrounding the new strain, and the subsequent flight to havens like the Dollar. The destruction in risk
sentiment will have an impact on all Emerging Market currencies, including the Rupee. In conjunction with this,
some paring of portfolio inflows is also weighing on the sentiment for the Rupee at the moment. The USD/INR
is likely to move toward the 74 handle and could possibly move beyond that as risk aversion worsens. The RBI
may probably allow some weakening in the domestic currency, while checking for undue volatility. The trading
range in the USD/INR will likely shift upward for a while, and, as holidays keep trading volumes thin, volatile
moves are possible with knee-jerk reactions as more news emerges on the new strain and its implications.
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Disclaimer
Any information in this email should not be construed as an offer, invitation, solicitation, solution or advice of any kind to buy or sell any
financial products or services offered by ICICI Bank, unless specifically stated so. ICICI Bank is not acting as your financial adviser or in a
fiduciary capacity in respect of this proposed transaction with you unless otherwise expressly agreed by us in writing. Before entering into any
transaction you should take steps to ensure that you understand the transaction and have made an independent assessment of the
appropriateness of the transaction in the light of your own objectives and circumstances, including the possible risks and benefits of entering
into such transaction. You may consider asking advice from your advisers in making this assessment. No part of this report may be copied
or redistributed by any recipient for any purpose without ICICI’s prior written consent.
Disclaimer for US/UK/Belgium/Canada residents
This document is issued solely by ICICI Bank Limited (‘’ICICI’’). The material in this document is derived from sources ICICI believes to be
reliable but which have not been independently verified. In preparing this document, ICICI has relied upon and assumed, the accuracy and
completeness of all information available from public sources ICICI makes no guarantee of the accuracy and completeness of factual or
analytical data and is not responsible for errors of transmission or reception. The opinions contained in such material constitute the judgment
of ICICI in relation to the matters which are the subject of such material as at the date of its publication, all of which are expressed without
any responsibility on ICICI’s part and are subject to change without notice. ICICI has no duty to update this document, the opinions, factual or
analytical data contained herein. The information and opinions in such material are given by ICICI as part of its internal research activity and
not as manager of or adviser in relation to any assets or investments and no consideration has been given to the particular needs of any
recipient.
Except for the historical information contained herein, statements in this document, which contain words or phrases such as 'will', 'would', etc.,
and similar expressions or variations of such expressions may constitute 'forward-looking statements'. These forward-looking statements
involve a number of risks, uncertainties and other factors that could cause actual results to differ materially from those suggested by the
forward-looking statements. ICICI Bank undertakes no obligation to update forward-looking statements to reflect events or circumstances after
the date thereof. Nothing contained in this publication shall constitute or be deemed to constitute an offer to sell/purchase or as an
invitation or solicitation to do so for any securities or financial products of any entity. ICICI Bank and/or its Affiliates, ("ICICI Group") make
no representation as to the accuracy, completeness or reliability of any information contained herein or otherwise provided and hereby
disclaim any liability with regard to the same. ICICI Group or its officers, employees, personnel, directors may be associated in a
commercial or personal capacity or may have a commercial interest including as proprietary traders in or with the securities and/or
companies or issues or matters as contained in this publication and such commercial capacity or interest whether or not differing with or
conflicting with this publication, shall not make or render ICICI Group liable in any manner whatsoever & ICICI Group or any of its
officers, employees, personnel, directors shall not be liable for any loss, damage, liability whatsoever for any direct or indirect loss
arising from the use or access of any information that may be displayed in this publication from time to time. This document is intended
for distribution solely to customers of ICICI. No part of this report may be
copied or redistributed by any recipient for any purpose without ICICI’s prior written consent. If the reader of this message is not the
intended recipient and has received this transmission in error, please immediately notify ICICI Economic Research, E-mail:
erg@icicibank.com or by telephone at +91-22-2653-7233 and please delete this message from your system.
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DISCLAIMER FOR DUBAI INTERNATIONAL FINANCIAL CENTRE (“DIFC”) CLIENTS:
“This marketing material is distributed by ICICI Bank Limited., Dubai International Financial Centre (DIFC) Branch, a category 1 Authorized Firm
and regulated by the Dubai Financial Services Authority and located at Central Park Building, Office Tower 27-31, Level 27, DIFC, P.O. Box
506529, Dubai, U.A.E.
This marketing material is intended to be issued, distributed and/or offered to a limited number of investors who qualify as ‘Professional
Clients’ pursuant to Rule 2.3.3 of the DFSA Conduct of Business Rulebook, or where applicable a Market Counterparty only, and should not be
referred to or relied upon by Retail Clients and must not be relied upon by any person other than the original recipients and/or reproduced or
used for any other purpose. ‘Professional Clients’ as defined by DFSA need to have net assets of USD 1,000,000/- and have sufficient
experience and understanding of relevant financial markets, products or transactions and any associated risks.
The DFSA has no responsibility for reviewing or verifying any marketing material or other third party investment documents in connection
with the marketing material / report. Accordingly, the DFSA has not approved the marketing material or third party investment documents nor
taken any steps to verify the information set out in the same, and has no responsibility for it.
The securities to which this document relates may be illiquid and/or subject to restrictions on their resale. Prospective purchasers of the
securities offered should conduct their own due diligence on the securities.
If you do not understand the contents of this document, you should consult an authorised financial adviser.”
DISCLOSURE FOR RESIDENTS IN THE UNITED ARAB EMIRATES (“UAE”):
This document is for personal use only and shall in no way be construed as a general offer for the sale of Products to the public in the
UAE, or as an attempt to conduct business, as a financial institution or otherwise, in the UAE. Investors should note that any products
mentioned in this document, any offering material related thereto and any interests therein have not been approved or licensed by the
UAE Central Bank or by any other relevant licensing authority in the UAE, and they do not constitute a public offer of products in the
UAE in accordance with the Commercial Companies Law, Federal Law No. 8 of 1984 (as amended) or otherwise.

DISCLOSURE FOR RESIDENTS IN HONGKONG
This document has been issued by ICICI Bank Limited (“ICICI”) in the conduct of its Hong Kong regulated business for the information of
its institutional and professional investor (as defined by Securities and Future Ordinance (Chapter 571)) customers; it is not intended for
and should not be distributed to retail or individual investors in Hong Kong. ICICI Bank Limited, India is regulated by the Reserve Bank of
India. ICICI Bank Limited, Hong Kong branch is regulated by the Hong Kong Monetary Authority. The information contained in this
document is intended for the exclusive use of the intended recipient and may contain proprietary, confidential or legally privileged
information. Any person who is not a relevant person should not act or rely on this document or any of its contents. Persons distributing
this presentation must satisfy themselves that it is lawful to do so.
Nothing contained in this document shall constitute or be deemed to constitute an offer to sell/purchase or as an invitation or solicitation
to do so for any securities of any entity. ICICI has based this document on information obtained from sources it believes to be reliable,
but which it has not independently verified. ICICI makes no representation as to the accuracy, completeness or reliability of any
information contained herein or otherwise provided and hereby disclaim any liability with regard to the same. ICICI (including its
affiliates, and related corporations) do not provide any financial advice, and is not your fiduciary or agent, in relation to the securities.
The contents of this document do not take into account your personal circumstances. Before entering into any transaction, you should
take steps to ensure that you understand the transaction and have made an independent assessment of the appropriateness of the
transaction in light of your own objectives and circumstances, including the possible risks and benefits of entering into such transaction
and should seek your own financial, business, legal, tax and other advice regarding the appropriateness of investing in any securities.
ICICI and/or its affiliates and/or their directors, officers, associates, connected parties and/or employees, may have, or have had, interests
in the securities (or any related securities) and may from time to time add to or dispose of, or may be materially interested in, any such
securities. Furthermore, ICICI may, but shall be under no obligation to, make a market or provide quotes in relation to the securities (or
any related securities). ICICI and/or its affiliates may have, or have had, other business relationships (including lending or participating or
investing in other financing transactions or other commercial banking or investment banking or other relations) with the issuer and/or
guarantor (if any) of the securities or any other person connected with the securities and may from time to time seek to provide financing
or other commercial banking or investment banking or other services to such persons.
ICICI Bank and/or its affiliates are full service financial institutions engaged in various activities which may include securities trading,
commercial and investment banking, financial advice, investment management, principal investment, hedging, financing and brokerage
activities. In the ordinary course of their various business activities, ICICI Bank and/or its affiliates may make or hold (on its own account,
on behalf of clients or in its capacity of investment adviser) a broad array of investments and actively trade debt and equity securities (or
related derivative securities) and financial instruments (including bank loans) for its own account and for the accounts of its clients and
may at any time hold long and short positions in such securities and instruments and enter into other transactions, including credit
derivatives (such as asset swaps, repackaging and credit default swaps) in relation thereto. Such transactions, investments and securities
activities may involve securities and instruments of the issuer or its affiliates or of other entities, and may be entered into at the same
time or proximate to offers and sales of securities or at other times in the secondary market and be carried out with counterparties that
are also purchasers, holders or sellers of securities or other clients of ICICI Bank or its affiliates. As a result, you should be aware that a
conflict of interest may exist. In accordance with the regulatory requirements and its own conflicts of interest policies, ICICI Bank has in
place arrangements to manage conflicts of interest that arise between itself and its clients and between its different clients. Where it
does not consider that the arrangements under its conflicts of interest policies are sufficient to manage a particular conflict, it will inform
you of the nature of the conflict so that you can decide how to proceed.
DISCLOSURE FOR RESIDENTS IN SINGAPORE
ICICI Bank Limited, India (“ICICI India”) is incorporated under the laws of India and is regulated by the Reserve Bank of India. ICICI Bank
Limited, Singapore branch (“ICICI”) is regulated by the Monetary Authority of Singapore. The information contained in this e-mail and/ or
any attachments thereto are intended for the exclusive use of the intended recipient and may contain proprietary, confidential or legally
privileged information. If you are not the intended recipient, please note that you are not authorised to disseminate, distribute or copy
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this e-mail or any parts of it or act upon/rely on the contents of this e-mail and/ or attachments in any manner. Please notify the sender
immediately by e-mail and destroy all copies of this e-mail and any attachments.
The contents of this e-mail and/ or attachments do not take into account your personal circumstances. You must accordingly make their
own independent evaluation of the information contained herein and of the securities and consider your own investment objective,
financial situation and particular needs and seek your own financial, business, legal, tax and other advice regarding the appropriateness
of investing in any securities. ICICI India (including ICICI, affiliates and related corporations of ICICI India) do not provide any financial
advice, and is not your fiduciary or agent, in relation to the securities. The contents of this information do not take into account your
personal circumstances. Before entering into any transaction, you should take steps to ensure that you understand the transaction and
have made an independent assessment of the appropriateness of the transaction in light of your own objectives and circumstances,
including the possible risks and benefits of entering into such transaction and should seek your own financial, business, legal, tax and
other advice regarding the appropriateness of investing in any securities. As mentioned, ICICI India is regulated by the Reserve Bank of
India. Hence, in relation to your dealing with ICICI India, you understand that your interest will be subject to protection of local laws and
regulations in India, which may offer different or diminished protection than available under Singapore laws and regulations. You also
understand that the Monetary Authority of Singapore will be unable to compel the enforcement of the rules of the local regulators.
Please also note that ICICI India or ICICI is unable to exercise control or ensure or guarantee the integrity of/over the contents of the
information contained in e-mail transmissions and / or attachments and that any views expressed in this e-mail and / or attachments are
not endorsed by/binding on ICICI. Before opening any attachments please check them for viruses and defects and please note that ICICI
accepts no liability or responsibility for any damage caused by any virus that may be transmitted by this email and/ or attachments
thereto.
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