asset

- 360

~

. ‘.!‘ l
. . 4

~ pa

ncrama ...



asset

Key Insights: 36<z)

US-China decoupling presents an opportunity to boost India’s manufacturing
* China’s share of US imports declined by 8 percentage points between 2016 and 2024

* India’s share of US imports has increased by just 1 percentage point since 2016

+ China still accounts for a very high market share of US imports for various products

* India has a negligible market share in these products and presents potential for growth

» China is also diversifying its export markets to offset the decline in US demand

* China’s weak domestic demand and overcapacity across multiple industries raise the risk of dumping
* India risks being stuck in low-value mfg., reliant on Chinese inputs, with only the final assembly done locally
 China holds a monopoly on rare earth elements, producing 70% of the minerals and processing nearly 92%

Large caps offer a better risk-reward ratio than small- and mid-caps
* India’s Mcap/GDP has expanded faster than the recovery in the PAT/GDP

» Mid- and small-caps have seen faster Mcap/GDP expansion than large caps

o

 Relative P/B to large cap also suggests stretched small- & mid-cap valuations
 Earnings yield spread also suggests a negative risk premium for small and mid-caps over large caps

» Small and mid-caps could lose much of their earlier gains during a market downturn
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US-China decoupling is an opportunity to boost India’s manufacturing 360

However, China’s exports will also seek other markets beyond the US, presenting potential risks of dumping |-|-|

Change in US Import Share from 2016 to 2024 The US and China are undergoing
economic decoupling, with China’s share in

US imports declining by 8 percentage
5% points since 2016
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Change in China Export Share from 2016 to 2023
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Source: UNCTAD, 360 ONE Asset Research
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India has achieved limited success in penetrating the US market so far 360
Telecom equipment, specific electronic components, and mechanical parts have seen a notable market share increase %
Key US Imports from India - 2024 India's Share in Total US Imports - 2024 Increase in India’s Share since 2016

Medicaments [ NI 122 B 3% B 2%

Telecom Equipment | o.0 B s I
Diamonds | 6.9 I /5% I o
Jewellery [N 35 B 24% B 4%

Petroleum Oils | 3.2 B 5% 1% il
Bed & Table Linen [ 2.2 R 36% B 2%
Vehicle Parts [ 2.1 B 2% B 1%
Crustaceans [ 1.9 N 27% N 5%
Diodes, LEDs [} 1.7 B 7% B %
Gears, Bearings [JJj 1.2 USD bn B 0% B %
0 5 10 15

Note: Total US imports from India in 2024 amount to US$91 billion, with the above key imports accounting for 48% of the total

Source: UNCTAD, 360 ONE Asset Research
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The US has a very high dependence on China for various products
Apart from telecom equipment, India has a negligible market share in these products and presents potential for growth
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Key US imports from China - 2024

Telecom Equipment [ NNGEGEGEGEGEGEEE 515
computer Hardware || NNEGGQgG 36.7
Batteries [ 181
Games & Toys [ 14.4
seats [l 7.5

Game Consoles [JJJij 7.2
Electrial Appliances [JJJj 7.0
TV & Monitors  [JJij 7.0
Plastic Products ] 6.9
Plastic Household Articles [JJjj 6.9 USD bn

- 20 40 60

China’s Share in Total US Imports

I 5%
I 26%

India’s Share in Total US Imports

N s
0%
| 0%
B 1%
B 1%
| 0%
| 0%
| 0%
B 1%

I 1%

Note: Total US imports from China in 2024 amount to US$463 billion, with the above key imports accounting for 35% of the total

Source: UNCTAD, 360 ONE Asset Research
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Chinese has overcapacity across multiple industries 36<z)

China’s weak domestic demand environment further increases the risk of Chinese dumping into other markets m

Sector

China Overcapacity

Steel and Ferrous Metals

Solar PV Panels

Electric Vehicles

Lithion lon battery

Legacy Semiconductors

Electrolyzers

Other Sectors

China's steel sector is currently grappling with an overcapacity of more than 50 million tonnes (Mt), a figure projected to rise to 250
Mt over the next decade, according to a report by Wood Mackenzie.

According to the IEA, China accounts for over 80% of all solar panel manufacturing stages. By end-2023, its annual solar module
capacity reached 861 GW, over double the global installations of 390 GW, per the China Photovoltaic Industry Association.

China has an annual vehicle manufacturing capacity of 40 million units but sells only around 22 million, according to Automobility.
This oversupply has led manufacturers to cut prices and seek overseas markets.

According to Rhodium Group, China produced 1.9 times more lithium-ion batteries than it installed domestically in 2022. Benchmark
Source reports China holds the largest 2030 pipeline, nearing 6,300 GWh—67% of global capacity.

According to Merics, China is rapidly building capacity in legacy semiconductors. TrendForce projects it will hold 39% of global
mature node capacity by 2027, with further growth expected beyond that.

According to the International Energy Agency (IEA), in 2023, production capacity in China reached 13 Gigawatts (GW), or about 60
percent of global capacity, compared to 1.8 GW in electrolyzer output in China - a utilization rate of around 14 percent.

China also has overcapacity in chemicals, pharmaceuticals, industrial machinery, glass, and several other sectors.

Source: 360 ONE Asset Research
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India risks remaining trapped in low-value manufacturing
Cases in point are electronics and solar panels, which depend on Chinese inputs, with only final assembly done in India ppy
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Source: Ministry of Commerce, 360 ONE Asset Research

India - Electronics Trade

USD Bn
H Electronic Exports  m Electronic Imports Net Exports
-50 -44 -45 60 -55 -60 -62
FY19 FY20 FY21 FY22 FY23 FY24 FY25
USD Mn India - Solar PV Cells and Modules Trade
m Exports m Imports

FY19 FY20 FY21 FY22 FY23 FY24 FY25E

Note: E - Estimated

Despite a pickup in India’s electronics
manufacturing and exports, the net
electronics trade deficit has remained flat,
as imports have also risen significantly

This is likely due to heavy reliance on
imported inputs, which limits domestic
value addition

Similarly, for solar panels, India imports PV
cells from China and assembles them into
modules domestically

This assembly is supported by the
Approved List of Models and
Manufacturers (ALMM), which restricts
eligible suppliers

India’s exports are primarily directed to
the US market, which has imposed anti-
dumping duties on solar cells and modules
from China
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China has a monopoly on rare earth elements 36<z>

China produces about 70% of rare earth minerals and processes nearly 92% of the world’s rare earth elements m

Rear Earth Mineral Production — 2024

Rear Earth Mineral Reserves

Thailand 1l Thailand Rare earth elements, derived from rare
Tanzania Tanzania |l earth minerals, are a group of 17 metallic
. South Africa | elem_ent_s th_at are vital in  various
South Africa _ applications, including electronics, energy,
Russia | Russia [l and defence, due to their unique magnetic,
Nigeria Nigeria fluorescent, and conductive properties
Madagascar | Madagascar China accounts for roughly 70% of rare
India | India N earth mineral production and holds the
largest reserves
Greenland Greenland i
China I chira EEEEEE——— e R
around 92% of the world's rare earth
Canada Canada | elements
Burma |1 Burma
Brazil Brazil
Australia B Australia 1B
0 100 200 300 0 20,000 40,000

Source: United States Geological Survey, 360 ONE Asset Research
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Small and Mid Cap
Valuations
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India’s Mcap/GDP has expanded faster than the recovery in the PAT/GDP 360

Mcap/GDP is above the 2008 peak, while PAT/GDP is still below 2008 levels |-|-|

Total Market Capitalization

o 170% The market capitalization to GDP ratio
PAT/GDP ——Mcap/GDP (RHS) 125% (Mcap/GDP) remains close to its all-time
5% 120% high (as of May 2025)

5%
However, the profit after tax to GDP ratio
3% 70% (PAT/GDP) is still below the levels
recorded in 2008, suggesting that market
valuations have outpaced underlying
1% 20% earnings growth
2003 2005 2007 2009 2011 2013 2015 2017 2019 2021 2023 2025

Large Cap
6% 110%
PAT/GDP ——Mcap/GDP (RHS) 0 o
5% 78%  90% For large caps, the Mcap/GDP ratio is
20% close to the high witnessed in 2008, even
4% ° though the PAT/GDP ratio remains below
3.5% 5oy the 2008 level
3% 30%
2% 10%
2003 2005 2007 2009 2011 2013 2015 2017 2019 2021 2023 2025
Source: I-sec Research Note: The years refer to financial years ending in March, except for 2025, which is based on the twelve-month trailing period ending May 2025
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Mcap/GDP expansion has been swifter for mid- and small-caps 36<z)
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Signaling that valuations in the mid and small-cap segments are significantly stretched
Mid Cap
28%
PAT/GDP ——Mcap/GDP (RHS) 23% o4y
20%
0.7%
16%
12%
8%
4%
0%
2011 2013 2015 2017 2019 2021 2023 2025
Small caps
28%
— 0
PAT/GDP Mcap/GDP (RHS) 23% o
18%

0.5%

0.0%

Source: I-sec Research

2003

2005

2007

2009

0.8% 13%
8%

3%
2011 2013 2015 2017 2019 2021 2023 2025

Mid-cap Mcap/GDP is significantly higher
than the 2008 level, even though PAT/GDP
remains broadly in line with the 2008 level

For small caps, PAT/GDP remains below
the previous peak, while Mcap/GDP is
significantly higher

Hence, valuations for both mid- and small-
caps appear far more stretched than
those for large caps

Note: The years refer to financial years ending in March, except for 2025, which is based on the twelve-month trailing period ending May 2025
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Relative P/B to large cap also suggests stretched small & mid-cap valuations 360
Mid-cap valuations appear significantly more elevated than small-cap valuations |-|-|

Relative Price to Book
14

12 ——BSE Mid Cap/Sensex = ----- Average —— BSE Small Cap/Sensex

1.0

0.8

0.6

04
Jan-16 Jan-17 Jan-18 Jan-19 Jan-20 Jan-21 Jan-22 Jan-23 Jan-24 Jan-25

Source: Bloomberg, 360 ONE Asset Research
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Earning yield spread suggests negative risk premium for small & mid-caps 360
Earnings yields spread also suggests stretched small & mid-cap valuations relative to large caps |-|-|

Mid/Small Earning Yields over Large Cap
10%

—Mid Small
8%

0
6% High risk premium - Attractive zone

Unattractive zone

0% /\/"\,\// ,\'\/\/\ J

MR

High risk premium - Attractive zone

Risk-discount -

4% '
Unattractive zone

2%

-2%
Dec-04 Dec-06 Dec-08 Dec-10 Dec-12 Dec-14 Dec-16 Dec-18 Dec-20 Dec-22 Dec-24

Source: I-sec Research
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A market downturn could trim earlier strong gains in small- and mid-caps 360
Large caps offer a better risk-reward ratio, as small and mid-cap valuations have surged significantly compared to large caps %
BSE SmallCap Index
150% CAGR:-15%  127% CAGR: 15% CAGR: 9% CAGR: 23% CAGR: 4% CAGR: 28%
94% |
100% . 69% 0
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0% = — | ] | — —_ ] B ]
-50% . O 11% oay  T% 2%
3 -43% |
-100% -12% ! ! ! ! !
2006 2007 2008 @ 2009 2010 2011 @ 2012 2013 : 2014 2015 2016 @ 2017 2018 2019 @ 2020 2021 2022 @ 2023 2024
BSE MidCap Index
CAGR: -10% CAGR: 17% CAGR: 14% CAGR: 22% CAGR: 8% CAGR: 19%
150%
- 108%
100% 69% | 3
- O5% 48% 3 - 46%
50% 31% 16% ‘ 39% : X - 20% 39% 3 | 26%
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| 6% qa0n 3% |
] - =
-100% -67% : |
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Source: Bloomberg, 360 ONE Asset Research
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Disclaimer 36<z)
m

This document constitutes confidential and proprietary material and may not be reproduced or further distributed in part or full to any other person without the written
permission of 360 ONE AMC. This document is the property of 360 ONE AMC and must be returned to 360 ONE AMC or its affiliates upon request. This document is provided for
assistance only and is not intended to be used for taking investment decisions or otherwise. This document is not investment, legal, tax, or accounting advice. The recipients
should also inform themselves, and should take appropriate advice, on the legal requirements and shall not rely on this document for any subscription, purchase, holding,
exchange, redemption or disposal of any investments. The opinions expressed herein are the personal opinions of the author. Past Performance is not an indicator/guarantee of
future returns. Investment in securities are subject to market risk. Whilst every care has been taken in preparing this document, 360 ONE AMC and its affiliates and agents to the
fullest extent permitted by applicable law disclaim any liability or responsibility for any error or omission or inaccuracy or mistake of any nature or any consequences of the use
of the material/ information displayed on this document. Notwithstanding the aforesaid, nothing set out above shall exclude liability for any undertaking, representation, warranty
or other assurance made fraudulently. The information given in this document is not exhaustive and is subject to change without notice.
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