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India GDP growth accelerates

FLASH

1 September 2014

India’s GDP growth for the first quarter (April-June) of the Indian fiscal year (Q1 FY2015) surprised positively at 5.7%,
compared to 4.6% in the previous quarter. This is the fastest pace in 10 quarters. While the recovery will take time given a
number of short-term challenges, this figure comes as an additional sign that the Indian economy has bottomed out and is
now heading towards a higher, more sustainable growth rate in the next two to three years.

GDP GROWTH SURPRISES POSITIVELY

India’s Q1 FY2015 GDP growth surprised positively at 5.7%, the
highest growth rate in two and a half years. This improvement in
GDP was industry led, as it rebounded to 4.2% from negative
levels in the previous two quarters. This is thanks to strong export
growth as well as a pick-up in both investment at 7% and
government spending at 8.8% due to the May general elections.

Agriculture growth stood at 3.8%, reflecting the healthy winter
harvest. The services sector, which represents 58% of GDP,
improved modestly but remained below expectations at 6.8%.

Private consumption remained flat at 5.6% on a year-on-year
basis but fell from 8.2% on a quarterly basis, partly due to
continuing high inflation. In the meantime, exports continued to
play a key role, achieving double-digit growth, as external
demand was healthy and the Indian rupee (INR) remained stable.
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Source: CSO, Axis Capital, 30 August 2014

GROWTH REVIVAL UNDERWAY, BUT SHORT-TERM
CHALLENGES REMAIN

In the short term, industrial activity momentum may slow, as the
sharp rebound in Q1 FY2015 was partly due to the late

monsoons, which enabled construction and mining activities to
continue for longer in the quarter. Meanwhile, below-average
monsoons may weigh on agriculture growth as well as on rural
incomes, which could ultimately hit domestic consumption.
Weaker agricultural production may also maintain pressure on
inflation, spurring the Reserve Bank of India to keep rates high for
longer, in line with its disinflationary glide path targeting inflation
of 8% by January 2015 and 6% by January 2016.

Lastly, the government seems determined to meet its ambitious
fiscal deficit target of 4.1% of GDP in the current fiscal year. This
may result in spending cuts later in the year, given that slightly
over 60% of the fiscal deficit target has already been used in the
first four months. Consequently, fiscal and monetary policies may
not be directly supportive of economic expansion in the coming
quarters, which could result in a short-term moderation of growth.

POLICY EXECUTION WILL BE KEY TO LONG-TERM,
SUSTAINABLE GROWTH

While the inflation targeting policy may limit the pace of growth in
the short term, it lays the foundations for solid growth in the
medium to long term. As inflation cools, real incomes should
improve, boosting domestic consumption and encouraging higher
investment and ultimately leading to a virtuous growth cycle.

As the government led by Narendra Modi celebrated its first 100
days in office, its ability to maintain the pace of reforms, support
the revival in capital expenditure and improve project execution
will be critical in guiding India towards a higher, more sustainable
growth rate in the next two to three years.
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DISCLAIMER

This material is issued and has been prepared by BNP Paribas Investment Partners Asia Limited*, a member of BNP Paribas
Investment Partners (BNPP IP)**. The content has not been reviewed by the Hong Kong Securities and Futures Commission.

This material is produced for information purposes only and does not constitute:

1. an offer to buy nor a solicitation to sell, nor shall it form the basis of or be relied upon in connection with any contract or commitment
whatsoever; or

2. any investment advice.

Opinions included in this material constitute the judgment of BNP Paribas Investment Partners Asia Limited at the time specified and may be
subject to change without notice. BNP Paribas Investment Partners Asia Limited is not obliged to update or alter the information or opinions
contained within this material. Investors should consult their own legal and tax advisors in respect of legal, accounting, domicile and tax
advice prior to investing in the Financial Instrument(s) in order to make an independent determination of the suitability and consequences of
an investment therein, if permitted. Please note that different types of investments, if contained within this material, involve varying degrees of
risk and there can be no assurance that any specific investment may either be suitable, appropriate or profitable for a client or prospective
client’s investment portfolio.

Investments involve risks. Investments in emerging markets involve above-average risk. Given the economic and market risks, there can be
no assurance that the Financial Instrument(s) will achieve its/their investment objectives. Returns may be affected by, amongst other things,
investment strategies or objectives of the Financial Instrument(s) and material market and economic conditions, including interest rates,
market terms and general market conditions. The different strategies applied to the Financial Instrument(s) may have a significant effect on
the results portrayed in this material. Past performance is not a guide to future performance and the value of the investments in Financial
Instrument(s) may go down as well as up. Investors may not get back the amount they originally invested.

The performance data, as applicable, reflected in this material, does not take into account the commissions, costs incurred on the issue and
redemption and taxes.

* BNP Paribas Investment Partners Asia Limited, 30/F Three Exchange Square, 8 Connaught Place, Central, Hong Kong.

** “BNP Paribas Investment Partners” is the global brand name of the BNP Paribas group’s asset management services. The individual asset
management entities within BNP Paribas Investment Partners if specified herein, are specified for information only and do not necessarily
carry on business in your jurisdiction. For further information, please contact your locally licensed Investment Partner.



