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MARKET DEVELOPMENTS

India’s Central Bank to Drain Cash to Raise Short-Term Yields

India’s central bank will start draining cash from the banking system as it seeks to revert to normal liquidity operations
from pandemic-imposed emergency measures.

The Reserve Bank of India will withdraw 2 trillion rupees ($27.3 billion) via a 14-day reverse repo auction on Jan. 15, it
said in a statement on Friday. The move will probably raise short-term rates, which had crashed in November due to
the glut of cash and risked distortions in the financial system.

“It has been decided to restore normal liquidity management in a phased manner,” the RBI said. “It is reiterated that
the Reserve Bank will ensure availability of ample liquidity in the system.”

The first steps to reset the price of liquidity
comes after surplus cash in the banking
system pushed short-term rates way below
the reverse repo rate of 3.35%, the lower
bound of the central bank’s interest-rate
corridor. Friday’s decision follows signs that
India’s economy is recovering from a strict
lockdown.

Traders had widely anticipated that the

central bank would take some steps at its
e Y 152 4av, 364 day tbill vields. December meeting to withdraw cash to
correct the anomaly in short-end rates, which can distort banks’ asset pricing. But the RBI had chosen to keep cash
conditions unchanged as it sought to prioritize growth. Nomura Holdings Inc. had said it expected the RBI to begin
liquidity withdrawal from the second quarter of 2021.

The decision restores implementation of the RBI’s new liquidity management framework announced in February 2020,
which was suspended due to the pandemic. Under that framework, RBI has tools including the variable rate repo and

reverse repo auctions to add or drain cash from the banking system.

Indonesian Bond Returns Powered by Juicy Real Yields

Indonesian bonds still have room to rally as continued low domestic inflation keeps real yield returns relatively high.

mprE—— ThoTJgh Indones.iafs in?‘lation rose for the fourth
Indonesia’s real yields are the highest in emerging-Asia after Malaysia straight montbh, it is still below the central bank’s
target inflation range of 2-4%. Even with the rally
taking the 10-year benchmark yield below the 6%
level, muted domestic inflation means relatively
high real yields. Rupiah bonds are offering close
to 4.20%, adjusted for inflation, which is the
second best in emerging-Asia after Malaysia. At
the other end of the spectrum is India with a
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Figure 2: Real yields in Asian countries.
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U.S. Initial Jobless Claims Remain Elevated Heading Into 2021
Applications for U.S. state unemployment benefits were little changed at elevated levels in the final week of 2020,

indicating the labor market remains battered with the pandemic dragging on.

Initial jobless claims in regular state programs fell by 3,000 to 787,000 in the week ended Jan. 2, Labor Department
data showed Thursday. On an unadjusted basis, the figure rose by 77,400.

Continuing claims for state programs -- a rough approximation of the number of people receiving those benefits --
declined by 126,000 to 5.07 million in the week ended Dec. 26. A Bloomberg survey of economists had called for
800,000 initial state claims and 5.2 million continuing claims on an adjusted basis.
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While initial claims dropped for a third

consecutive week, the figures underscore

a labor-market rebound that remains
Mediggoist- = fragile, with Friday’s jobs report forecast

Previous week revised higher | | to show a sharp slowdown in December
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Figure 3: Initial weekly unemployment claims. on businesses and activity, spurring
businesses to cut jobs.
Other indicators pointed to a slowing employment recovery in December. ADP Research Institute data show company
payrolls fell by 123,000 and figures from Challenger, Gray & Christmas showed 77,030 job cuts, a 134.5% increase from
a year earlier.
The recently signed $900 billion pandemic aid package will provide some relief for workers and businesses in the wait
for widespread vaccinations. The law extended jobless benefits for millions of Americans poised to lose that financial
support at the end of 2020. It also provided an additional $300 per week in unemployment aid through mid-March.
One of the programs set to expire, Pandemic Unemployment Assistance, saw 161,460 initial claims last week, a decline
of almost half from the prior week. The program provides jobless benefits to those not typically eligible like the self-
employed and gig workers. There were 8.38 million continued weeks claimed for PUA in the week ended Dec. 19,
down slightly from the prior week.

China Acts to Slow Gains by Strongest Yuan in Almost Three Years

There are growing signs that Beijing is keen to slow the ascent in China’s currency after it surged to the highest level
since mid-2018 against the dollar.

The People’s Bank of China set its fixing at 6.4604 per dollar on Wednesday, 0.06% weaker than the average estimate
in a Bloomberg survey. The onshore yuan fell 0.11% to 6.4620 as of 4:24 p.m. in Shanghai after gaining in the previous
two sessions. The move came after policy makers sent a string of signals suggesting they are growing uncomfortable
with the yuan’s strength.

Here are some charts reflecting investor confidence in the Chinese currency:
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eep the Party Going

hina's yuan this week traded at largest premium over fixing since November

Figure 4: Spread between onshore yuan and daily fixing.

Sustaining Optimism
The yuan has been stronger in offshore market for 26 days in a row

 Spread between onshore yuan and offshore yuar
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Figure 5: Spread between offshore & onshore yuan

Surging Inflows
Overseas investors have been snapping up Chinese bonds and equities
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Figure 6: Outstanding value of foreign holdings of Chinese equities.

This week, the onshore yuan traded at
the the
reference November,

largest premium over

rate since
reflecting strong demand for the
currency in the spot market. The fixing
limits the yuan’s movements by 2% on

either side.

The offshore yuan has been trading
at stronger levels than the onshore
rate for 26 days in a row, the longest
stretch since 2017. The currency
traded overseas is usually a better
gauge of investor sentiment, as it’s
subject to less official influence. So
the gap is a reflection of optimism
toward the yuan.

Overseas funds increased their
holdings of onshore bonds and
stocks by more than 30% in the nine
months through September, official

data showed.
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MAJOR MOVES THIS WEEKS
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Figure 7: The graph represents weekly Currency returns with respect to US Dollar as the base currency.
With the increasing crude oil prices, oil-dependent currencies have performed better this week. With an appreciation in the dollar index,
Euro, and other currencies have shown depreciation.
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Figure 8: The chart represents the weekly equity index returns.

With a democratic sweep pushing the risk sentiments higher, all the equities around the world have appreciated this week. Clean energy
indices all over the world have outperformed other sectoral indices. Small cap indices have outperformed large cap indices.
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Figure 9: The chart represents the weekly commodity returns.
A Surprise 1 million barrel per day production cut by Saudi Arabia has pushed brent crude to new highs. Most precious metals have
depreciated this week due to the dollar strength and the risk on sentiment. Industrial metals also appreciated this week owning to a risk on
sentiment.
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GLOBAL FUND MANAGERS’ STATEMENTS

1) Carl Icahn (Founder Icahn enterprises): “In my day I've seen a lot of wild rallies with a lot of mispriced
stocks, but there is one thing they all have in common. Eventually they hit a wall and go into a major
painful correction. Nobody can predict whether it will happen, but when it does happen, look out below.”
“Another thing they(Bullish Rally) have in common is it's always said, 'it's different this time'. But it never
turns out to be the truth.”” — Interview with Business Insider, 6™ January 2020.

GLOBAL WEEKLY ETF FLOWS .
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Please note that the Global ETF fund flows under Equity ETF weekly flows category will not be equal to the sum of their respective sub-
categories which are mentioned on their right side since there are other subcategories as well
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’S FUTURE OUTLOOK

al equities continues unabated, the EM currencies have started coming down
ave bottomed out. We believe that EM Equities and commaodities will be the next
probably be the last risk asset class to fall. We expect a blood bath in all risk assets
ary. The sharp moves down could begin as early as the latter half of the coming week."
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DISCLAIMER

The report and information contained herein is strictly confidential and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed,
in part or in whole, to any other person or to the media or reproduced in any form, without prior written consent. This report and information herein is solely for informational purpose
and may not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Nothing in this report constitutes
investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed and
opinions expressed in this report may not be suitable for all investors, who must make their own investment decisions, based on their own investment objectives, financial positions and
needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient. Each recipient of this document should make such
investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies referred to in this document (including the merits and risks
involved), and should consult its own advisors to determine the merits and risks of such an investment. The investment discussed or views expressed may not be suitable for all investors.
Certain transactions —including those involving futures, options, another derivative product as well as non-investment grade securities - involve substantial risk and are not suitable for
all investors. No representation or warranty, express or implied, is made as to the accuracy, completeness or fairness of the information and opinions contained in this document. The
Disclosures of Interest Statement incorporated in this document is provided solely to enhance the transparency and should not be treated as endorsement of the views expressed in the
report. This information is subject to change without any prior notice. The Company reserves the right to make modifications and alternations to this statement as may be required from
time to time without any prior approval. This document is being supplied to you solely for your information and may not be reproduced, redistributed or passed on, directly or indirectly,
to any other person or published, copied, in whole or in part, for any purpose. Neither the Firm, not its directors, employees, agents or representatives shall be liable for any damages
whether direct or indirect, incidental, special or consequential including lost revenue or lost profits that may arise from or in connection with the use of the information. The person
accessing this information specifically agrees to exempt PACE or any of its affiliates or employees from, any and all responsibility/liability arising from such misuse and agrees not to hold
PACE or any of its affiliates or employees responsible for any such misuse and further agrees to hold PACE or any of its affiliates or employees free and harmless from all losses, costs,
damages, expenses that may be suffered by the person accessing this information due to any errors and delays.
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