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What stands out? The decline in oil prices should be helpful for India. Generally, lower edward.teather@ubs.com
oil prices transfer income from oil producers to oil consumers — helping to reduce +65-6495 5965

India's external deficit (Figure 1). The reduced cost of oil as an input into the production
process should also enhance potential growth. On the downside, part of the reason for
lower oil prices is weaker external demand and reduced oil-exporter surpluses may
retard the flow of petrodollar liquidity into global financial markets. Nevertheless, lower
oil prices make us more optimistic on Indian growth, more optimistic on lower inflation
and more confident in our call for lower market interest rates. Our view that inflation
would fall sharply was not predicated on lower oil prices — but lower oil prices should
make the process more palatable, like icing on the cake.

UBS outlook includes lower oil prices

We adjusted our Indian growth and inflation projections in Asian Outlook 2015-2016
to reflect Brent oil prices of around USD 85 a barrel. In that document we increased
forecast real GDP growth to 5.5% for FY 2014-15 and 5.8% for FY 2015-16 from
5.3% and 5.5% respectively. That still implies a moderation in the remainder of FY
2014-15 from the 5.7% yoy real GDP growth recorded in the June quarter (Figure 2).
Consistent with this, we note that corporates at the 10t Annual UBS India Conference
in Mumbai on 19-21 November were hopeful but expected positive sentiment to
translate into numbers only one or two quarters out, at the earliest. Our projected
current account balance for FY 2015-2016 was revised to -0.6% of GDP from -1.6% of
GDP previously and we revised lower our CPI forecast to 6.1% from 6.4% for FY 2015-
16. We now project inflation of 6.7% in January 2015 and 5.7% in January 2016,
below the RBI's goals of 8% and 6% respectively.

Inflation down, market interest rates lower, RBI easing round the corner
October CPlinflation at 5.5% and WPI inflation at 1.8% were the lowest prints for over
6 and 5 years respectively. This, plus lacklustre activity data in the September quarter,
has increased the weight of expectation on Governor Rajan to lower RBI policy rates.
We have expected for some time that the first (25bp) policy rate cut from the RBI will
come in the March quarter and this remains our base case. A policy rate cut on 2
December is possible, but we expect the RBI to underline its determination to achieve a
lasting decline in inflation by delaying the reduction in policy rates and moving only
gradually when policy rates are actually reduced. We note that CPI inflation excluding
food, fuel, transport and communication at 6.4% in October is still above the January
2016 goal of 6%, but down from over 8% on average in FY 2013-14. In any case,
market rates have already fallen since we argued, in a note published 27 August, for a
200bps decline in market interest rates within two years. 3m MIBOR has fallen about
30bp to 8.6% and 10 year government securities have fallen circa 40bps to 8.2% since
the end of August (Figure 3). We expect that dynamic to continue.

www.ubs.com/economics

This report has been prepared by UBS Securities Pte. Ltd. (Reg. No. 198500648C). ANALYST CERTIFICATION AND REQUIRED
DISCLOSURES BEGIN ON PAGE 30.


https://neo.ubs.com/shared/d1z1zYpNI9FTW
https://neo.ubs.com/shared/d1nrCvDWnG
https://neo.ubs.com/shared/d1wTDBWPTXN

Figure 1: Oil trade balance gains offset by gold
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Figure 2: Real GDP growth — upward momentum to pause
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Figure 3: Interest rates falling
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Lower oil prices are a positive for
India's economy, in part through
a narrower external deficit. The
trade balance gains were partially
offset in September and October
by higher gold imports. However,
we note that oil prices fell further
in November and the authorities
are considering fresh measures to
curb gold demand.

September quarter GDP is due on
28 November. We expect real
GDP growth momentum to slow
modestly after the manufacturing
and public sector led acceleration
in the June quarter.

The next policy decision is on 2
December. Our base case is that
the RBI waits under the March
quarter before cutting policy
rates. However, market interest
rates are already falling. We
expect improved banking system
liquidity and 75bps of RBI rate
cuts to deliver a 10 year
government bond yield of 6.5%
within two years.
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Gross Domestic Product

What the numbers say: Real GDP growth in June quarter was the highest in 9 quarters at 5.7% y/y, above 4.7% in FY
2014 and 4.6% in the March quarter. Growth in June was driven on the expenditure side by exports and government
consumption which grew 11.5% y/y and 8.9% y/y respectively, the latter coinciding with elections. In terms of output,
manufacturing picked up after two quarters and construction strengthened, while community, social and personal
services jumped (to 9.1% y/y from 3.3% y/y in March) in line with government spending. Domestic demand improved
due to government consumption and investment while private consumption slowed. Exports continue to support growth.

What they mean: GDP is the broadest measure of economic activity. It is strongly correlated with the profit cycle and
provides important clues about inflation and the direction of policy. Strong GDP often suggests policy will tighten; weak
GDP implies a policy bias for pro-growth.

12-month outlook: We expect real GDP to grow 5.5% in FY15, which is sub-par but nonetheless an improvement on
the 4.7% recorded in FY14. Improving exports could give the economy a lift as could debottlenecked public investment
projects. There will be headwinds from a delayed monsoon this year. Investment activity should pick up given enthusiasm
regarding the new government. However, we do not expect a return to robust private investment growth in FY15 or
FY16. Balance sheet repair, lower inflation and successful economic reforms will be necessary for that.

Figure 4: Real GDP growth - the long run

Figure 5: Real GDP growth - recent history

12 9 %yly 12 7 Real GDP %0/ seas. adj. %yly
10 A 10 -
8 B
8 4
6 4
4 6 1
2 4
0 ¥
2
"2 1 Real GDP at factor cost (2004-05p)
4 - 0 4
-6 - 2 Jd
1962/63 1972/73 1982/83 1992/93 2002/03 Mar-04 Mar-06 Mar-08 Mar-10 Mar-12 Mar-14

Source: CEIC, UBS. Note: 2013/14 data is government advance estimate

Figure 6: Real and nominal GDP growth

Source: CEIC, UBS

Figure 7: Domestic and external demand
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Gross Domestic Product, continued

Figure 8: Real GDP growth - by expenditure contribution Figure 9: Real GDP growth - by industry contribution
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Figure 10: GDP by expenditure share over time Figure 11: GDP by industry share
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Consumption

=  What the numbers say: Private consumption growth slowed in the June quarter to 5.6% y/y from 8.2% in March
(which was the best in two years), but higher than c. 5% in FY13 and FY14. However, this is well below 9.2% in FY12.
Four wheeler sales growth, after picking up strongly in June and August following negative growth for over a year, fell in
October. Two wheeler sales growth too fell in October being strong from March to September. Air cargo has
strengthened while rail freight has improved. Consumer credit growth has slowed further to around 13% y/y in
September quarter after being around 17% in H1 FY13.

=  What they mean: Consumption is, ultimately, the end result of the production and income formation process. However,
the decision to consume output rather than accumulate capital can adversely impact future growth in output and income.
In India, consumption is 56% of GDP, a moderate level for an Asian economy.

= 12-month outlook: Lower inflation should support consumption in coming months. However, the lagged effects of
balance sheet repair on employment demand mean we do not expect a robust recovery over the next twelve months.

Figure 12: Real and nominal consumption growth Figure 13: Real consumption growth, household saving
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Figure 14: Real consumption growth & agri sector income  Figure 15: Consumption expenditure by type
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Consumption, continued

Figure 16: Consumer goods imports and real consumption Figure 17: Consumer credit and real consumption
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Investment

= What the numbers say. Real fixed investment growth picked up 7% y/y in the June quarter from -0.9% in March and
-0.1% in FY14. Capital goods import growth has stayed. Surveyed expectations of capacity utilisation improved in
September and December quarters after falling in June but business optimism fell over the same period. Our LEI and the
Indian composite PMI which strengthened for a while have fallen more recently (page 11). Infrastructure industry output
growth turned negative in October 2013 but improved since then, although the acceleration in the June quarter 2014
slowed in the September quarter.

= What they mean: High savings and investment ratios have long been the key ingredient to sustained high growth in
Asia. Asia’s investment to GDP ratio averages around 25% of GDP, which means India is above average. Investment is a
key driver of employment and income growth. While not as large as private consumption, it can have a larger impact on
the economic cycle due to higher volatility.

= 12-month outlook: Weak investment growth is part of the adjustment in domestic demand forced by the reduction in
last year's current account deficit. The now reduced current account deficit implies less correction pressure. There are
still headwinds: (i) limited FDI, (i) non-performing loans, (iii) possible foreign borrowing difficulties, (iv) profits recession.
More time for balance sheet repair is probably needed but new government's strong mandate and policy adjustments
over the last year help (Cabinet Committee on Investment to expedite clearances and now inflation policy responses).

Figure 20: Real investment, infrastructure industry output  Figure 21: Real investment, UBS Lead Economic Indicator
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Figure 22: Fixed investment by investor Figure 23: Fixed investment by type and the savings rate
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Investment, continued

Figure 24: Real investment and capital goods imports

Figure 25: Real investment and capacity utilisation
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Figure 26: Real investment and business optimism Figure 27: Growth in prominent infrastructure industries
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Industrial Production

=  What the numbers say. The industrial production index, having moderated since June, picked up again in September.
This broadly echoes the recent pickup in exports. Motor vehicle production growth fell in October after picking up in H1
FY 2015. By sector, production growth in basic goods improved so far in 2014 while growth in intermediate goods
recovered in September after falling in August. Growth in capital goods picked up intermittently in June and September
but has been soft otherwise. Within the consumer goods space, growth in both durables and non-durables picked up in
May but has been weak after that, with durables in particular turning strongly negative again.

=  What they mean: Swings in manufacturing explain most of the employment cycle and the profit cycle. Hence, this
should be tracked closely to assess if profits margins are rising or falling, employment is likely to turn up/down, and
pressures on producer prices. In fact, we can generally assume that the manufacturing cycle reflects the profit cycle.

= 12-month outlook. A lack of domestic demand is still a drag for production despite improved exports. Improvement is
possible in H1 FY15 given the scale of pickup in exports and the seeming turn in the auto sector (although exports are
part of the story here). Better conditions in financial markets and infrastructure sectors are helpful and necessary for a
sustained recovery in domestically orientated production.

Figure 28: Industrial production and real GDP Figure 29: Industrial prod. & UBS Lead Economic Indicator
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Figure 30: Industrial production and USD export growth

Source: CEIC, UBS

Figure 31: Industrial production, motor vehicle production
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Industrial Production, continued

Figure 32: Ind. production by type - industrial goods Figure 33: Ind. production by type — consumer goods
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Figure 34: UBS Lead Economic Indicator and the India PMI  Figure 35: Industrial production - selected light industries
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Trade

What the numbers say: The trade deficit narrowed to USD 13.4bn in October from USD 14.2bn in September, below
the H1 CY 2013 average of USD 16bn. Export growth weakened after being strong for a while to -5% y/y in October
while imports moderated to USD 39.5bn (3.6% y/y) from USD 43.2bn (26% y/y). Lower oil prices probably helped lower
export and import growth, but the decline in oil imports was partially offset by higher gold imports. Gold imports, after
falling 26% y/y in July to USD 1.8bn, surged again from August to USD 4.2bn (280% y/y) in October, which could be due
to festive season demand. At their peak, gold imports averaged USD 5bn in Q1 2013.

What they mean. Exports are a key source of income for Asia and are a primary determinant of the Asian business
cycle. Trade links producers and consumers in one country with another, forming a channel through which income and
confidence dynamics can be transmitted. The impact of these linkages on the broader economy depends both on the net
trade position and on the share of the economy engaged in trade-related activities. The share of India’s economy exposed
to trade is trending higher but is still low by international standards.

12-month outlook: We project a current account balance of circa 0.6% of GDP in FY 2015, with the incremental
improvement being driven by oil prices. Gold imports will likely not be allowed to cause a blow out in the current
account. We assume Brent oil around USD 85 a barrel. Below par domestic demand should also help restrain the current
account deficit.

Figure 36: Exports — contribution by country Figure 37: Imports — contribution by country
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Figure 38: Trade balance - by country
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Trade, continued

Figure 39: Exports — contribution by sector

Figure 40: Imports — contribution by sector
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Balance of Payments

=  What the numbers say: The current account deficit in the June quarter was at 1.7% of GDP (USD 7.8bn), up from
0.3% of GDP in the March quarter (USD 1.2bn) and close to the FY 2014 deficit of 1.7% of GDP (USD 32.4bn). This is
however well below the average deficit of USD 22bn in FY 2013. The seasonally adjusted deficit increased only marginally
to 1.4% of GDP from 1.3%. FX reserves have increased by around USD 43bn since their August 2013 low. The RBI's

policy focus is now inflation, not the current account balance.

= What they mean: The balance of payments includes information on the real economy’s competitive position — the
current account. It also shows the capital flows into and out of the economy — signalling if the economy has excess or

insufficient savings to fund investment. If a central bank is intervening to stabilise a currency, current account and capital
flow data will signal the strength and direction of pressures on the currency.

= 12-month outlook: Into FY 2015 and FY 2016, we project the current account to stay much narrower (at around

0-1.0% of GDP) than in FY 2013 on weak imports, lower oil prices and a gradual export recovery. Things that would
boost overall balance of payments are: lower oil and improved global demand for exports. Potential headwinds include: a

higher oil price, overly simulative domestic policy or a deterioration of the external demand environment.

Figure 42: Merchandise trade

Figure 43: Trade balance and non-oil trade balance
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Figure 44: Exports & imports - levels

only due to timeliness.

Figure 45: Global lead indicators and export growth

50,000 7 USD mn 60 1 3mma, %yly PMilevel [ 20
50 A
exports $ 15
40 A
40,000 A imports $ f\%
30 - F 10
——————— non-oil imports A
20 A w / (\ kj i L 5
30,000 A 10 4 IA
0 - M, . . . \ ,A O
-10 4 V L 5
20,000 A 20 4 Exports (goods) (LHS)
-10
-30 1 Global manufacturing PMI: orders less
inventories (RHS)
10,000 T T T T -40 - -15
Mar-07 Mar-09 Mar-11 Mar-13 Mar-15 Jan-95 Jan-98 Jan-01 Jan-04 Jan-07 Jan-10 Jan-13
Source: CEIC, UBS; Note: Custom clearance trade data Source: CEIC, UBS
APAC Economic Perspectives 24 November 2014 & UBS 14



Balance of Payments, continued

Figure 46: Current account by component

Figure 47: Balance of current and financial accounts

30 qUS$ bn

0 Il

-30 4

mmmmm Transfers & Income s Services

mmmm Trade bal Current Accodnt

-60 4

Jun-06 Sep-07 Dec-08 Mar-10 Jun-11 Sep-12 Dec-13

Mar-15

40 -

30

US$ bn

.

=g

\
\ \ 1 l‘
\
AUNER

)
1
1
1

. A
-20 1 SN "\“
w3l other capital s ECB & loans, |
1
-30 { == Portfolio FDI “,'
BopP  meeeee- Current a/c
40 4
Jun-04 Jun-06 Jun-08 Jun-10 Jun-12 Jun-14

Source: CEIC, UBS estimate

Figure 48: Balance of current and financial accounts, USD

Source: CEIC, UBS

Figure 49: Capital composition, % GDP

billion
25 Uss bn % GDP (4QMT)
20 | = Net Foreign Direct Investment (FDI)
= Net Portfolio Investment (PI) 6
15 4
10 A 3 [
b I” “|I ‘ " AL
oJl.l...'.l...l..l.!...l... I 'I | | S,
- II' I i l s | 0ans, bank capital & other
5 -3 mmmm Net Portfolio Investment (Pl)
mmmmm Net Foreign Direct Investment (FDI)
210 4 6 Current a/c
Jun-03 Jun-05 Jun-07 Jun-09 Jun-11 Jun-13 Jun-15 Mar-00 Mar-02 Mar-04 Mar-06 Mar-08 Mar-10 Mar-12 Mar-14

Source: CEIC, UBS

Source: CEIC, UBS

APAC Economic Perspectives 24 November 2014

$UBS 15



Inflation

=  What the numbers say. CP| inflation moderated for the third month to 5.5% in October from 8% in July, driven by low
food (mainly vegetable) and fuel prices. Core CPI too fell to 5.8% in October from 8% early this year. WPI headline
inflation (with a lower food weight of 14.3% vs. 50% in the CPI) decreased to 1.8% in October from 5.4% in July. Non-
food manufacturing WPI inflation measure fell to 2.5% in October from an average of 4% in H1 2014. Broader measures
of national accounts deflator price inflation descended to 7-8% and then 5.5% in the March quarter but increased to
6.2% in the June quarter.

=  What they mean: Inflation provides critical hints about the direction of monetary policy. High inflation, when combined
with above-trend economic growth and low unemployment, typically provokes monetary tightening, whereas low
inflation, when coupled with below-trend economic growth and high unemployment, tends to produce the opposite
policy. The RBI has an unofficial inflation target of circa 5% for inflation (often interpreted with regard to WPI non-food
manufacturing inflation).

= 12-month outlook: Slow growth suggests inflation should be on a downward path. The latest inflation prints probably
exaggerate the downward trend due to declines in volatile commodity prices and food. Inflation should rise back above
6% in the March quarter 2015. We expect CPI inflation to average 6.1% in FY 2016 and 5% in FY 2017.

Figure 50: CPI inflation - recent history Figure 51: CPI inflation - long run
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Figure 52: Alternative inflation measures Figure 53: WPI inflation, headline and core
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Inflation, continued

Figure 54: Official CPI weights

Figure 55: WPI weights
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Figure 56: WPI food prices

Source: CEIC, UBS

Figure 57: Contribution to WPI inflation
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Government

= What the numbers say: The final FY 14 central government deficit was at 4.5% of GDP, lower than the initially
budgeted 4.8% of GDP. Including the states, the government deficit for FY 14 was at 6.9% of GDP. The FY 2015 Budget
presented on 10 July by the new government retained the ‘vote on account’ budget deficit target of 4.1% of GDP and
targets 3.6% in FY 16. September data showed the year to date deficit to be 83% of the full-year FY 2015 budget
estimate (79% same time last year) from 45% in May. Revenue appears weak but spending seems restrained since June
after the new government assumed office, except in September which could be due to state elections held recently.

=  What they mean: Governments typically try to provide infrastructure and services where markets are unable or unwilling
to participate appropriately. In doing so, governments may attempt to replace deficient private sector demand or may
compete with the private sector for resources, bidding up the price of money or materials.

= 12-month outlook: Official projections for the FY 2015 budget are consistent with trend consolidation of the deficit by
0.5ppts a year to 3% by FY 2017. Achieving the FY 2017 target will be difficult because some of the deficit improvement
in recent years was achieved by pulling forward revenues from and pushing back spending to future budgets. However,
we believe the new government will stick to the fiscal consolidation framework as part of its reform program and to keep
a lid on inflation. Subsidy reform remains an important driver of future deficit consolidation as does GST and efficiency
gains (regarding both tax and spending).

Figure 58: Government budget Figure 59: Central government fiscal balances
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Figure 60: Central govt. revenue and expenditure growth  Figure 61: Central and state government debt
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Government, continued

Figure 62: Key central government expenditure items

Figure 63: Central govt. revenue and expenditure gap
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Figure 64: Central government deficit by month

Source: CEIC, UBS

Figure 65: Government borrowing by type
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Monetary policy

What the numbers say. The RBI left policy rates unchanged on 30 September, in line with expectations. The central
bank acknowledged improved growth prospects but reiterated its focus on disinflationary goals. It cut the liquidity under
Export Credit Refinance (ECR) facility to 15% from 32% of eligible export credit, after slashing it in June from 50% to
32% and introducing a special term repo facility up to 0.25% of NDTL to offset this. In August, it cut the banks' Statutory
Liquidity Ratio (SLR) further by 50 bps to 22% of Net Demand and Time Liabilities (NDTL) after the 50bps cut in June.
Earlier, the RBI increased liquidity under 7-day and 14-day term repos from 0.5% of NDTL to 0.75%, and decreased
provision under overnight repo from 0.5% of NDTL to 0.25%. In January the RBI adopted a revised policy framework that
focuses on CPI inflation and aims for a disinflationary process with a near term objective of 8% inflation in January 2015
and 6% inflation in January 2016. On 30 September, the RBI emphasised the January 2016 objective.

What they mean: The RBI is targeting a disinflationary trajectory for CPI inflation. Intermediate targets are below 8%
inflation in Jan 2015 and below 6% inflation in Jan 2016. Thereafter a 4% +/-2ppt inflation target is recommended.
Money and credit are pro-cyclical and correlate strongly with inflation in the long term. Part of base money growth is
driven by foreign reserve accumulation. Foreign reserves are also an important macro prudential indicator and in Asia a
key source of changes in base money. Thus, rising FX reserves necessarily mean upward pressure on domestic liquidity.

12-month outlook: RBI's monetary policy focus is on CPI inflation. This is a shift from a multi indicator approach. The
goal is a disinflationary process. We expect excess capacity to deliver inflation below the RBI's objective rate of 8% in
January 2015. However, the RBI's focus on the January 2016 goal with a view to ensuring lower medium term inflation
means we only expect a 25bp cut in the March quarter and 50bp of cuts in FY 2015-2016. Key risks to the potential for
lower rates are the weather and oil prices pose risks. Next RBI meeting: 02 December.

Figure 66: Key interest rates Figure 67: Policy rates
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Monetary policy, continued

Figure 70: Liquidity Management Facilities

Figure 71: Official Cash Reserve Ratio and liquidity ratio
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Figure 72: Monetary base adjusted for CRR and cont.

Source: CEIC, Haver, UBS

Figure 73: Foreign exchange reserves
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Money and Credit

= What the numbers say: Bank credit to the commercial sector has been slow for almost a year now. Monetary
growth, after improving in the December quarter and most of the March quarter, has been slow thereafter. Loan to
deposit ratios remain elevated but has come down slightly since July.

=  What they mean: Money and credit are pro-cyclical and correlate strongly with inflation in the long term.

= 12-month outlook: Credit growth should continue to slow on weak growth and balance sheet repair. Money growth
is low relative to history and should help underpin a deceleration in inflation over the coming quarters.

Figure 74: Base money growth adjusted for CRR changes

Figure 75: Central bank money and M3
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Figure 76: Key bank balance sheet ratios

Source: CEIC, UBS

Figure 77: M3 and counterpart contributions
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Money and Credit, continued

Figure 78: Credit by type

Figure 79: Industry credit by type
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Figure 80: Personal credit by type

Source: CEIC, UBS

Figure 81: Credit to GDP
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Interest Rates

=  What the numbers say: 3-month MIBOR is below 9% and drifting lower. The yield curve is flat. Credit spreads, which
indicate stresses (or the lack thereof) in the financial system, are low.

= What they mean: Low interest rates are often used to stimulate or restrain economic growth via different channels;
e.g., portfolio shifts in assets, asset price appreciation, reduced debt-service burden, lowering the cost of finance for
investment or durable consumption, etc.

= 12-month outlook: We suspect prospects for lower policy rates as inflation falls more than hoped may appear by mid
FY 2015. That and the credibility we expect to ultimately be attached to the RBI's disinflation policy should ultimately
bode well for lower long term bond yields, which are at the high end of their historical ranges. We look for 10 year
yields to fall to 6.5% from 8.5% in less than 2 years.

Figure 82: Long term govt. bond yields and swap rates Figure 83: Credit spreads
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Figure 84: Yield curve Figure 85: Yield curve shape
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Exchange Rate

=  What the numbers say: The rupee has strengthened by almost 10% from its lowest point at end August 2013, after
falling by around 20% from June 2013. The improvement in India’s external balance position appears to have helped

delink it from 'Fragile Five' currency movements.

= What they mean: Obviously exchange rates affect inflation and trade. However, one of the reasons to look at
exchange rates in Asia is because most central banks like to “lean against the wind” and in doing so affect domestic
liquidity conditions. Many Asian central banks, RBI included, buy US dollars (increasing foreign reserves) when their
currencies are under pressure to appreciate and this causes the domestic money supply to expand, which then must be
sterilized usually with central bank debt or by adjusting reserve requirement ratios on deposits. The process flows in the
other direction when currencies are under pressure to depreciate.

= 12-month outlook: Ultimately the INR should benefit from the RBI's focus on inflation. However, the INR is still
vulnerable due to: (1) higher than trading partner inflation (2) oil prices and the potentially resurgent trade gap, (3)
headwinds to domestic reform (4) slow domestic economy (5) general US dollar strength. On balance we expect a
slightly weaker INR against a stronger USD in FY 2015 and FY 2016.

Figure 86: USDINR - recent moves

Figure 87: Manufacturing competition — INR and CNY
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Figure 88: Services competition — INR and PHP

Source: CEIC, UBS (data
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Figure 89: Trade weighted and effective exchange rates
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Asset Markets

=  What the numbers say. Asset prices weakened alongside global and regional markets in recent months but picked up
since May on optimism about the new government. Foreign funds flowed out of the bond market until November 2013
but turned positive since (except for an outflow in April). Foreign investors continued to show interest in equities but net
investment turned negative in October.

= What they mean: Asset prices, valuations and yields reflect investor perceptions of risk and return. Rising asset prices
imply a reduced cost of capital, which should support the economy.

= 12-month outlook: With the current account curtailed, capital flows pose less of a risk — but are still a risk. The macro
issue domestically could be the government and RBI's pursuit of lower inflation in the face of threats from weather
phenomena and oil prices. If the authorities are successful, foreign investors could be attracted to the bond market.

Figure 90: Stock market cap

Figure 91: Wholesale debt market cap
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Figure 92: Stock and bond markets vs. net foreign buying

Source: CEIC, UBS

Figure 93: House prices
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Macroeconomic data and forecast

Year starting April 1 08/09 09/10 10/11 11/12 12/13 13/14E 14/15E 15/16E 16/17E
National Accounts (% YoY)

Nominal GDP at factor cost, INR bn 53,035.7 61,089.0 72,488.6 83,916.9 93,888.8 104,728.1 116,671.5 129,708.7 143,574.7
Nominal GDP at factor cost, USD bn 1,156.9 1,289.0 1,593.3 1,755.3 1,727.2 1,735.3 1,909.7 2,063.0 2,217.4

GDP per capita, USD 1,006.1 1,105.2 1,343.6 1,460.3 1,419.3 1,408.3 1,539.0 1,599.6 1,721.9
Real GDP (% YoY) 6.7 8.6 8.9 6.7 4.5 4.7 5.5 5.8 6.5

Agriculture (% YoY) 0.1 0.8 8.6 5.0 1.4 4.7 1.8 3.2 4.1
Industry (% YoY) 4.4 9.2 7.6 7.8 1.0 0.4 4.5 6.1 7.0

- Mining (% YoY) 2.1 5.9 6.5 0.1 -2.2 -1.4 33 5.8 73

- Manufacturing (% YoY) 43 11.3 8.9 7.4 1.1 -0.7 3.7 5.8 6.7

- Electricity (% YoY) 4.6 6.2 5.3 8.4 2.3 5.9 7.8 5.0 7.1

Services (% YoY) 10.0 10.5 9.7 6.6 7.0 6.8 6.7 6.3 6.7
Financial Markets
Exchange Rate - INR/USD, year-end 48.58 46.40 44.80 53.01 54.86 61.92 62.00 63.00 65.00
Exchange Rate - INR/USD, year-average 4339 48.34 45.64 46.62 53.36 58.49 61.02 62.63 64.25

3M MIBOR (Period End) 8.89 4.60 9.00 9.84 8.92 9.06 8.00 7.10 6.35
Repo rate (Period End) 6.50 4.75 6.25 8.50 8.00 1.75 1.75 1.25 6.00
Balance of Payments (US$ bn)

Exports (US$ bn) 185.3 178.8 251.1 306.0 300.4 3144 3238 335.2 355.3
Exports (US$, % YoY) 13.7 -3.5 40.5 21.8 -1.8 4.7 3.0 35 6.0
Imports (US$ bn) 303.7 288.4 369.8 489.3 490.7 450.2 445.7 450.2 4712
Imports (US$, %YoY) 20.8 -5.0 28.2 323 0.3 -8.3 -1.0 1.0 6.0

Trade Balance (US$ bn) -118.4 -109.6 -118.6 -183.4 -190.3 -135.8 -121.9 -115.0 -121.9

Current Account (US$ bn) -27.9 -38.2 -45.9 -78.2 -88.2 -32.4 -17.9 -13.0 -11.9

Current Account (% of GDP) -2.3 -2.8 -2.7 -4.1 -4.7 -1.7 -0.9 -0.6 -0.5
FDI (USD bn) 224 18.0 9.4 221 19.8 216 20.0 25.0 30.0

Other Capital Flows -15.0 33.7 52.6 45.7 69.5 27.2 50.0 10.0 10.0
Balance of Payments -20.1 13.4 13.1 -12.8 3.8 15.5 52.1 22.0 28.1
FX Reserves 2414 254.7 2743 260.1 259.7 276.4 3285 350.5 378.6
Prices and Money (% YoY)

Consumer Prices, year-average 9.1 123 10.5 8.8 10.2 9.5 7.0 6.1 5.0
M3 (% YoY, Average of Period) 20.5 19.2 16.2 15.9 13.5 13.5 13.0 15.0 15.0

Credit, year-average 24.0 14.5 214 18.5 16.3 15.0 10.0 10.0 12.0
Fiscal Accounts (% of GDP)

Revenue 9.6 8.8 10.1 8.3 8.7 8.9 93 9.5 10.0

Overall Balance -6.0 -6.5 -4.8 5.7 -4.8 -4.5 -4.1 3.6 3.0
Primary Balance -2.6 -3.2 -1.8 -3.0 -1.8 -1.2 -0.8 -0.3 0.3
Public Debt (% of GDP)

General government Debt 50.5 49.2 45.7 46.3 46.9 46.8 46.4 45.2 439
External 4.7 4.3 3.9 3.9 3.6 3.6 3.6 3.6 3.6
Domestic 45.8 45.0 41.8 42.4 43.3 43.2 42.8 41.6 40.3

Total Public Sector Debt 76.7 74.9 70.5 70.1 70.5 70.4 70.0 68.8 67.5
External Debt (US$ bn)

Total Private and Public External Debt 224.5 260.9 317.9 360.8 409.4 442.2 467.1 487.1 517.1
Public 58.4 62.7 70.6 72.5 715 73.1 73.0 73.0 73.0
Private 166.1 198.2 247.3 288.2 337.9 369.1 394.1 414.1 4441

Short-term 43.3 52.3 65.0 78.2 96.7 89.2 95.0 100.0 105.0
Medium- and Long-term 181.2 208.6 2529 282.6 312.7 353.0 3721 387.1 4121

Credit Ratings
Moody's Baa3 Baa3 Baa3 Baa3 Baa3 Baa3 N/A N/A N/A

S&P BBB- BBB- BBB- BBB- BBB- BBB- N/A N/A N/A
Fitch BBB- BBB- BBB- BBB- BBB- BBB- N/A N/A N/A

Note: Fiscal data and public debt data is for central government only; Exchange rate and repo rate forecasts are for calendar year-end.
Source: CEIC, Bloomberg, UBS estimates
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Analyst Certification: Each research analyst primarily responsible for the content of this research report, in whole or in
part, certifies that with respect to each security or issuer that the analyst covered in this report: (1) all of the views expressed
accurately reflect his or her personal views about those securities or issuers and were prepared in an independent manner,
including with respect to UBS, and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to
the specific recommendations or views expressed by that research analyst in the research report.

UBS Global Credit Strategy and Research: Rating Definitions
UBS ranks potential investment opportunities within non-government fixed income markets and sectors. Issuers
are rated on one or both criteria shown below, and specific securities may be recommended as well.

UBS Terminology Time Horizon Definition

Issuer Ratings

Credit Rating AAA, AA, A, BBB, BB, B, CCC, CC, C (+-)  Jpto12 UBS' assessment of a company's
months creditworthiness

Outlook Positive; Stable; Negative Up to 6 UBS expected trend in a company's
months creditworthiness

Security Recommendations

Bond . Outperform; Marketperform: Underperform Upto3 A corporate bond's expegted relative
Recommendation months performance versus a defined reference
CDS _ Buy Protection; Sell Protection Upto3 Recqmmendatlon to hedge a company's
Recommendation months creditworthiness

Note: Recommendations for periods under 3 months are defined as 'Tactical', as in Tactical Outperform or Tactical
Underperform. The UBS credit rating may be modified by the addition of a plus (+) or minus (-) sign where applicable to
show relative standing within the major categories.

Source: UBS

Company Disclosures

Issuer Name Credit Rating Outlook

India (Republic Of) - ;

Source: UBS. Ratings in this table are the most current published ratings prior to this report.
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This document is for distribution only as may be permitted by law. It 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
would subject UBS to any registration or licensing requirement within such jurisdiction. It is published solely for information purposes; it is not an advertisement nor is it
a solicitation or an offer to buy or sell any financial instruments or to participate in any particular trading strategy. No representation or warranty, either express or
implied, is provided in relation to the accuracy, completeness or reliability of the information contained in this document (‘the Information’), except with respect to
Information concerning UBS. The Information is not intended to be a complete statement or summary of the securities, markets or developments referred to in the
document. UBS does not undertake to update or keep current the Information. Any opinions expressed in this document may change without notice and may differ or
be contrary to opinions expressed by other business areas or groups of UBS. Any statements contained in this report attributed to a third party represent UBS's
interpretation of the data, information and/or opinions provided by that third party either publicly or through a subscription service, and such use and interpretation
have not been reviewed by the third party.

Nothing in this document constitutes a representation that any investment strategy or recommendation is suitable or appropriate to an investor’s individual
circumstances or otherwise constitutes a personal recommendation. Investments involve risks, and investors should exercise prudence and their own judgement in
making their investment decisions. The financial instruments described in the document may not be eligible for sale in all jurisdictions or to certain categories of
investors. Options, derivative products and futures are not suitable for all investors, and trading in these instruments is considered risky. Mortgage and asset-backed
securities may involve a high degree of risk and may be highly volatile in response to fluctuations in interest rates or other market conditions. Foreign currency rates of
exchange may adversely affect the value, price or income of any security or related instrument referred to in the document. For investment advice, trade execution or
other enquiries, clients should contact their local sales representative.

The value of any investment or income may go down as well as up, and investors may not get back the full (or any) amount invested. Past performance is not necessarily
a guide to future performance. Neither UBS nor any of its directors, employees or agents accepts any liability for any loss (including investment loss) or damage arising
out of the use of all or any of the Information.

Any prices stated in this document are for information purposes only and do not represent valuations for individual securities or other financial instruments. There is no
representation that any transaction can or could have been effected at those prices, and any prices do not necessarily reflect UBS's internal books and records or
theoretical model-based valuations and may be based on certain assumptions. Different assumptions by UBS or any other source may yield substantially different results.

This document and the Information are produced by UBS as part of its research function and are provided to you solely for general background information. UBS has no
regard to the specific investment objectives, financial situation or particular needs of any specific recipient. In no circumstances may this document or any of the
Information be used for any of the following purposes:

(i) valuation or accounting purposes;
(i) to determine the amounts due or payable, the price or the value of any financial instrument or financial contract; or
(iii) to measure the performance of any financial instrument.

By receiving this document and the Information you will be deemed to represent and warrant to UBS that you will not use this document or any of the Information for
any of the above purposes or otherwise rely upon this document or any of the Information.

Research will initiate, update and cease coverage solely at the discretion of UBS Investment Bank Research Management. The analysis contained in this document is
based on numerous assumptions. Different assumptions could result in materially different results. The analyst(s) responsible for the preparation of this document may
interact with trading desk personnel, sales personnel and other parties for the purpose of gathering, applying and interpreting market information. UBS relies on
information barriers to control the flow of information contained in one or more areas within UBS into other areas, units, groups or affiliates of UBS. The compensation
of the analyst who prepared this document is determined exclusively by research management and senior management (not including investment banking). Analyst
compensation is not based on investment banking revenues; however, compensation may relate to the revenues of UBS Investment Bank as a whole, of which
investment banking, sales and trading are a part.

For financial instruments admitted to trading on an EU regulated market: UBS AG, its affiliates or subsidiaries (excluding UBS Securities LLC) acts as a market maker or
liquidity provider (in accordance with the interpretation of these terms in the UK) in the financial instruments of the issuer save that where the activity of liquidity
provider is carried out in accordance with the definition given to it by the laws and regulations of any other EU jurisdictions, such information is separately disclosed in
this document. For financial instruments admitted to trading on a non-EU regulated market: UBS may act as a market maker save that where this activity is carried out in
the US in accordance with the definition given to it by the relevant laws and regulations, such activity will be specifically disclosed in this document. UBS may have issued
a warrant the value of which is based on one or more of the financial instruments referred to in the document. UBS and its affiliates and employees may have long or
short positions, trade as principal and buy and sell in instruments or derivatives identified herein; such transactions or positions may be inconsistent with the opinions
expressed in this document.
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