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1. Unsynchronized global monetary policies
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US economy picking up momentum though inflation still a concern
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Source: Bloomberg, Kotak Economic Research
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Policy divergence across major central banks

= US &UK poised to raise rates in 2015/early 2016

v With rapidly tightening labor markets, both Fed (and BoE) will likely normalise policy even in the
absence of wage and price pressures

v Pace of tightening, whenever it starts, likely to be slow and measured

v" However, the balance sheets of both central banks unlikely to contract any sooner

= ECB & BolJ will lean towards more monetary accommodation
v" Both central banks keen to reflate their economies and avoid deflation

v" The ECB intends to expand its balance-sheet to early 2012 levels (*EUR 3tn)
v" The BoJ to expand its balance-sheet by 16-17% of GDP annually

= China will continue to ease monetary policy with fading economic momentum
v/ Rate cuts by 75-100bps

v" Yuan devaluation
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PBoC shocks markets with CNY devaluation
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Exposure to China- India has limited exposure but indirect impact

remains

B Merchandise exports to China (% of total)
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Competitive currency devaluation: by-product of policy divergence

= All want a cure for disinflation
v" Policy directions by BoJ and ECB have provided the natural bias for their currencies to weaken

v" This will help them import inflation and gain global trade share

v The (trade-weighted) currency weakness will help them export deflation to their trading partners
— primary one being the US (and Asia)

= US Fed unlikely to remain unperturbed

v This could potentially have implications for US monetary policy (i.e. delay policy normalization)

= Yuan devaluation may result in the race to the bottom —covert currency wars

v Can lead to unfortunate consequences

* Increased protectionism and trade barriers
* Increased cost of essential imports
* Fallin global productivity

@ kotak’



2. Is global growth structural this time?
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Winds of divergent global growth impulses

2013 2014 2015E 2016E

World 33 3.3 3.5 3.7
Advanced economies 13 1.8 24 24
uUs 2.2 2.4 25 3.0
Euro area (0.5) 0.8 1.2 14
Japan 1.6 0.1 0.6 0.8
UK 1.7 2.6 2.7 24
Emerging Economies 5.0 4.6 4.3 4.7
EM Asia 7.0 6.8 6.6 6.4

China 7.8 7.4 6.8 6.3

India 6.9 7.2 7.5 7.5
EM Latam 29 13 0.9 2.0
EM Europe 2.9 2.8 2.9 3.2

Source: IMF, Kotak Economic Research

v US recovery will be mild, to lead the DM space, helped by stronger domestic demand,
healthier housing and labor market and strengthening household balance-sheet

v’ Euro area recovery to remain anemic and uneven in the region; core region to slow
v’ Japan to remain stagnant, even with delay in Vat hike and continued monetary support

v" China structural rebalancing will likely to keep its growth muted, while excess capacity and
@kotakjinancial imbalances continue to weigh 9



China’s economic rebalancing conundrum

China Slowdown

Policy induced factors Non-policy driven factors

= Policymakers conscious effort and reforms to
correct
v The poor growth mix (move from export
oriented to domestic demand model)

= Trade as engine of growth losing steam due
to sluggish global demand

= Corporate deleveraging

. = Unfolding China’s shadow banking issues
v' Loss of capital productivity due to excess

investment capacity

A hard landing could risk policy intervention to reverse gear and prop growth/weaken Yuan

16 - China's Real GDP (%yoy)
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3. Benign commodity cycle, but how much more?
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Multiple cross-currents impacting the commodity cycle

Brent oil (USDybbl) CRB Commead ity Index (rhs)

Significant commodities correction

= Diminishing global demand
= Strong US Dollar
= Qil supply glut
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Global commaodities unlikely to see significant upside

Further fall unlikely but expect enough factors to offset the upside risks
= Strong dollar and sluggish global demand, particularly of China to keep commodities upside capped

= QOil outlook looks soft
v" World supply of oil to outpace demand/Iran the next trigger on increasing supply

v Geopolitics alone not enough to reverse the cycle significantly
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13

& kotak’



4. Deflationary risks persist
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Sliding commodity prices keeps disinflationary pressures intact
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India: Glass half full
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India: Glass half full

= Stable Macro fundamentals
v External sector stability
v Gradual economic recovery underway
v Anchored inflation

= Coordinated policy initiatives improve medium term prospects
v' Targeted monetary policy
v" Commitment to fiscal consolidation
v’ Easing of policy hurdles

=  Challenges immense
v Politiconomics
v Factor productivity
v' Competitiveness
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CAD to be comfortably funded despite uncertain external environment

@ kOtak® Source:

2016E
2013 2014 2015| Oil@57.5 OQi@62.5 Oil@67.5
Current account (88.2) (32.4) (27.9) (9.4) (14.8) (20.2)
GDP 1,836 1,877 2,049 2,163 2,163 2,163
CADIGDP (%) (4.8) (1.7) (1.9 (0.4) (0.7) (0.9
Trade balance -196 -148 -144 -133 -138 -143
Trade balance/GDP (%) (10.6) (7.9) (7.0) (6.1) (6.4) (6.6)
- Exports 307 319 317 301 304 306
- oil exports 61 63 56 44 a7 50
- non-oil exports 246 255 261 257 257 257
- Imports 502 466 461 434 442 450
- oil imports 164 165 138 99 108 116
- non-oil imports 338 301 323 334 334 334
- gold imports 54 29 34 35 35 35
Invisibles (net) 107 115 116 123 123 123
- Services 65 73 76 82 82 82
- softw are 64 67 70 75 75 75
- Transfers 64 65 66 67 67 67
Capital account 89.4 48.8 90.0 51.0 51.0 51.0
Percentage of GDP 4.9 2.6 4.4 2.4 2.4 2.4
Foreign investment 47 26 74 44 44 44
- FDI 20 22 33 34 34 34
- FPI 27 5 41 10 10 10
Banking capital 17 25 12 10 10 10
- NRI deposits 15 39 14 12 12 12
Short-term credit 22 (5.0) (0.9) (3.0 (3.0) (3.0)
ECBs 8.5 11.8 2.7 7.0 7.0 7.0
Overall balance 3.9 15.6 61.5 41.6 36.2 30.8

CEIC, Kotak Bank Research
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Exports and imports growth continue to decline

Growth (%YoY, 3M, MA)

Exports (3%yoy, 3M MA) e N on-0il non-gold lmports (%yoy, 3M MA)
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EM slowdown poses big risk to Indian exports

% share in India's export basket
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Cushion being built for external shocks...

RBI’s invisible hand builds coffers

Jun-15
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India’s real sector: slow and steady
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Mixed activity indicators

Purchasing Managers Index (3N MA)
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Project approvals continue to gain traction, but execution remain key

Sectoral composition of projects resolved (% of total value)

Projects referred and resolved by the PMG industry, 3.5
Mines, 3.5
r\lumber of Projects Referred 506 StoI5S
|Number of Projects Resolved 205 R —
Natural Gas, 6.5
Value of the Projects Referred (INR tn) 25 ' =
. Transportation, : g
Value of the Projects Resolved (INR tn) 7 10.4
. Power, 66.8
% of projects resolved 28
Projects revived (Rs trillion) Projects abandoned,/shelved/stalled (Rs trillion)
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Slow but steady recovery underway

2013 2014 2015 2016E
Real GDP (GVA) 4.9 6.6 7.2 7.5
Agriculture and allied 1.2 3.7 0.2 2.0
Industry 24 4.5 6.1 6.1
Mining (0.2) 5.4 24 3.7
Manufacturing 6.2 5.3 7.1 7.1
Electricity 4.0 4.8 7.9 6.8
Construction (4.3) 2.5 4.8 4.2
Services 8.0 9.1 10.2 10.1
Trade, hotel, transport, comm 9.6 11.1 10.7 9.8
Financial, real estate, etc 8.8 7.9 11.5 11.1
Public admin, defence, etc 4.7 7.9 7.2 9.0

Source: CEIC, Kotak Economic Research estimates
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In the preparation of the material contained in this document, Kotak Mahindra Bank Ltd. (Kotak Bank), has used information that is publicly available, including

information developed inhouse. Some of the material used in the document may have been obtained from members/persons other than the Kotak Bank and/or its
affiliates and which may have been made available to Kotak Bank and/or its affiliates. Information gathered & material used in this document is believed to be from
reliable sources. Kotak Bank however does not warrant the accuracy, reasonableness and/or completeness of any information. For data reference to any third party in
this material no such party will assume any liability for the same. Kotak Bank and/or any affiliate of Kotak Bank does not in any way through this material solicit any
offer for purchase, sale or any financial transaction/commodities/products of any financial instrument dealt in this material. All recipients of this material should before
dealing and or transacting in any of the products referred to in this material make their own investigation, seek appropriate professional advice.

We have included statements/opinions/recommendations in this document which contain words or phrases such as "will", "expect" "should" and similar expressions
or variations of such expressions, that are "forward looking statements". Actual results may differ materially from those suggested by the forward looking statements
due to risks or uncertainties associated with our expectations with respect to, but not limited to, exposure to market risks, general economic and political conditions in
India and other countries globally, which have an impact on our services and / or investments, the monetary and interest policies of India, inflation, deflation,
unanticipated turbulence in interest rates, foreign exchange rates, equity prices or other rates or prices, the performance of the financial markets in India and globally,
changes in domestic and foreign laws, regulations and taxes and changes in competition in the industry. By their nature, certain market risk disclosures are only
estimates and could be materially different from what actually occurs in the future. As a result, actual future gains or losses could materially differ from those that
have been estimated.

Kotak Bank (including its affiliates) and any of its officers directors, personnel and employees, shall not liable for any loss, damage of any nature, including but not
limited to direct, indirect, punitive, special, exemplary, consequential, as also any loss of profit in any way arising from the use of this material in any manner. The
recipient alone shall be fully responsible/ are liable for any decision taken on the basis of this material. The investments discussed in this material may not be suitable
for all investors. Any person subscribing to or investing in any product/financial instruments should do so on the basis of and after verifying the terms attached to such
product/financial instrument. Financial products and instruments are subject to market risks and yields may fluctuate depending on various factors affecting
capital/debt markets. Please note that past performance of the financial products and instruments does not necessarily indicate the future prospects and performance
thereof.

Such past performance mayor may not be sustained in future. Kotak Bank (including its affiliates) or its officers, directors, personnel and employees, including persons
involved in the preparation or issuance of this material may; (a) from time to time, have long or short positions in, and buy or sell the securities mentioned herein or
(b) be engaged in any other transaction involving such securities and earn brokerage or other compensation in the financial instruments/products/commodities
discussed herein or act as advisor or lender/borrower in respect of such securities/financial instruments/products/commodities or have other potential conflict of
interest with respect to any recommendation and related information and opinions. The said persons may have acted upon and/or in a manner contradictory with the
information contained here. No part of this material may be duplicated in whole or in part in any form and or redistributed without the prior written consent of Kotak
Bank. This material is strictly confidential to the recipient and should not be reproduced or disseminated to anyone else.
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