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Key Points

B As China moves from a multi-year post-bubble
economic restructuring, as outlined in our publication
Looking Beyond China in November 2023, India stands
out as a compelling alternative for investors seeking
exposure to emerging market growth.

B |ndian domestic policy offers tailwinds for its economic
model as the nation enters an investment phase
focused on physical and digital infrastructure, akin to
China’s in the 1990s.

B The rise of an era of de-globalisation, shifting away
from centralised manufacturing in China, adds a new
driver to India’s domestic policy focus. This shift might
echo China’s 1990s foreign investment boom as
industries moved from the West.

B Over the past decades, Indian corporates have
delivered US-style earnings growth and returns on
equity, creating a medium-term catalyst for increases in
growth in earnings per share and return on equity.

B Compared to the broader emerging markets universe,
Indian equities are trading close to their historic
average valuations, owing to their premium earnings
growth looking ahead.

B MSCI India is trading at premium valuations, mainly

attributed to the re-rating of IT services post-
pandemic.
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India: A New Driver Emerges

Since the turn of the century, India has achieved an annual GDP growth rate
exceeding 9%. Although this has been slower than China’s 12% annual increase,
accelerated by its accession to the World Trade Organisation (WTO) in 2001, the early
advantages China gained from joining the WTO have started to fade.

Following the 2008-2009 Global Financial Crisis, however, changes in leadership within
each country steered their economies in opposing directions.

China, with Xi Jinping taking the helm in 2012, saw the nation pivot away from a
growth model that was heavy on real estate, following his now famous December 2016
exhortation that, “Houses are built to be lived in, not for speculation”, thus unofficially
kicking off China’s restructuring and reform of a sector that accounted for as much as
20-25% of GDP at the time.

RESHORING AND MODI’S REFORMS SET TO DRIVE THE NEXT FOREIGN
INVESTMENT WAVE

Since taking office as Prime Minister in 2014, Narendra Modi has launched an economic
agenda dedicated to enhancing productivity by investing in the nation’s infrastructure.

This program includes not only physical and digital infrastructure, similar to China’s
approach since the 1990s, but also financial infrastructure to strengthen and deepen its
domestic capital markets.

INDIA ECONOMIC GROWTH DRIVERS REMAIN AMIDST CHINA’S WANING TAILWINDS
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The effort to boost India’s domestic economy through investments led to a noticeable
increase in fixed investment from about 30% of GDP at the beginning of his tenure, to
35% by the end of 2023.

Of equal importance, this investment has coincided with an increased share of global
Foreign Direct Investment (FDI), from 1-2% before Modi took office, to 3% on average
between 2016 to 2022. That equates to an additional 15 billion US dollars in FDI per

annum under his government.

This rise is similar to China’s increase in FDI share beginning in the 1990s. Whereas China
began with the movement of global light manufacturing across the Pacific in the 1980s at

a similar pace of around 2% of global FDI, India began with the migration of services — via

business process outsourcing — at the turn of the century.

China’s next stage saw the combination of investments in medium and heavy industries by
global and local firms in the late 1990s, catalyzed by China’s 2001 ascension to the WTO,
matched by broadening investment in domestic infrastructure, seeing its share of FDI rise
to 6-10% through the 2000s.

Looking ahead, India may similarly benefit from domestic reforms attracting increased
domestic and foreign investment. Like China post-2001, India will also benefit from
changes in global supply chains, as there is a shift towards diversifying and partially
reshoring supply chains concentrated in China since the turn of the century.

Even though India is unlikely to reach the peak share of global FDI that China achieved
when globalisation was at its zenith, we expect that reshoring will still serve as a similar
driver for the upcoming investment cycle in India’s economic growth.

PM MODI INVESTMENT REFORMS COMBINED WITH RESHORING MAY DRIVE INDIA’S NEXT FDI WAVE
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While supply chains are relocating to take advantage of India’s vast domestic market and
bourgeoning middle class, again similar to China at the turn of the century, India is also
benefitting from growing bilateral trade with the world’s largest economic regions, the
United States and the European Union. Indeed, over the past decade, the US’s share of
imports from India has increased by almost 50 billion US dollars per annum while the EU’s
share of imports from India has nearly doubled over the same period.

STRENGTHEN THE DOMESTIC FINANCIAL SYSTEM

Another aspect of the Modi government’s economic restructuring was the introduction of
new bankruptcy laws and the enhancement of the financial system’s digitisation.

Prior to the Modi-led effort to reform the Indian bankruptcy code nationally, the framework
for resolving and restructuring corporate insolvencies was governed by various pieces

of legislation across multiple jurisdictions, making it challenging for creditors to realise
adequate recovery values over time.

When these new laws came into force in 2016, non-performing loans (NPLs) accounted
for over 9% of total loans in the Indian banking system, equivalent to 160 billion US dollars
or nearly 2% of Indian GDP at the time. Following the implementation of the reformed
bankruptcy code, banks were able to use the new provisions to lower NPLs to less than
1% of total loans across the system by 2022.

However, the bulk of this decline appears to have come via liquidations rather than
restructurings/workouts, resulting in a decline in recovery values since implementation.
Indeed, the stagnation of credit penetration suggests that credit risk appetite did not
change meaningfully following the reform of the bankruptcy code, limiting the benefit to
the wider economy. Even with that, cleaning bank balance sheets from NPL burdens
raises the prospect of a credit-led cycle, much like China experienced in the late
1980s / early 1990s.

Admittedly, absent a subsequent phase of reforms of the bankruptcy code, a renewed
‘boom-bust’ cycle in credit could emerge in India once again. However, with credit
penetration at only 60% of GDP, as China saw through the 1990s, the ‘boom’ stage may
be beneficial for shareholders, leaving a potential ‘bust’ stage as only a medium-term risk
on the horizon.

To avoid this, a subsequent phase of reforms should not only maintain a speedy
bankruptcy process, but also improve the prospect of restructuring or workout regimes,
enhancing recovery values and allowing for smoother credit cycles when they eventually
arise.
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LOW CREDIT PENETRATION + AN INVESTMENT CYCLE = CREDIT-LED GROWTH LIKE IN 1990S CHINA

Domestic Private Credit as % of GDP
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STRONG EARNINGS GROWTH FOUNDATION FOR INDIAN EQUITIES...

Operating under relatively constrained credit conditions for decades, India’s listed
corporate sector had to focus on efficiently using capital and effectively aligning
management interests with shareholders.

Since 2010, large-cap corporates in MSCI India have been able to generate earnings
growth of 9.2% at a compound annual rate. Even India’s smaller-cap counterparts without
comparable access to bank credit have generated 8.4% per annum earnings growth, both
comparable to the 8.8% generated by the S&P 500 over the same period.
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INDIA EARNINGS AND TOTAL RETURNS RESEMBLE US RATHER THAN EM EARNINGS TRENDS
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Returns on equity for large Indian corporates have averaged nearly 16% per annum in
India versus 17.6% for the benchmark US equity index, which has been boosted by the
technology sector.

Thus, even if credit growth remains constrained amidst a domestic and FDI-driven
investment cycle, stable shareholder returns on equity should allow India’s high nominal
GDP growth rates to flow through as continued high earnings growth for shareholders.
Should the investment cycle coincide with expanding credit growth, the deleveraging
cycle that has characterised many Indian corporates over the past decade may come to
an end, allowing an upside surprise to return on equity and earnings looking ahead.

...THOUGH VALUATIONS ARE CHALLENGING

India’s equity valuations remain elevated at nearly 23x earnings, driven by the re-rating

of India’s largest companies, including Reliance Industries, which re-rated from less

than 14x earnings prior to the election of PM Modi to its current level of over 20x 2024
earnings. India’s largest IT business services outsourcing firms have similarly seen an
adjustment, following the global pandemic which increasingly realised expectations of the
ongoing outsourcing of services across global economies.
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We expect that the pace of growth in business services outsourcing may continue post-
pandemic. Since the global pandemic, professional and technical services employment in
the US has grown at nearly double the pace seen pre-pandemic, from 2.6% per annum
from 2009-2019 to 4.9% per annum from 2020-2023, suggesting that outsourcing
services offered by India’s biggest providers may continue to grow at the same time.

In contrast, the secular re-rating of industrial conglomerate Reliance Industries may reflect
optimism being priced in about the prospect of a domestic / FDI-driven investment cycle,
from which Indian industrials might benefit. A similar re-rating has not moved through
India’s banking system, suggesting it underprices the prospect of deepening credit
penetration alongside anticipated secular investment drivers looking ahead.

DESPITE PREMIUM ABSOLUTE VALUATIONS, MSCI INDIA TRADES NEAR AVERAGE VALUATIONS
RELATIVE TO THE BROADER EMERGING MARKET
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For emerging market investors, the high absolute valuations of Indian equities are only at
historical averages relative to broader emerging market equities. Indeed, the premium
valuations of Indian equities compared to emerging markets in 2021-22 were addressed
not by falling valuations and declines in Indian equities (they have risen 69% since early
2021), but CAGR earnings growth of nearly 25% compared to less than 4% CAGR for
emerging markets as a whole.

UNION BANCAIRE PRIVEE, UBP SA



u

B P

HEADLINES

Thus, with China having a weighting of nearly 23% in MSCI Emerging Markets, a pivot
to the emerging world’s second-largest market, India, with a weighting of almost 18%,
offers investors the opportunity to participate in premium economic and earnings growth
alongside the prospect of a secular investment cycle, not unlike what China experienced
in the 1990s, as the global trade landscape continues to shift and especially as China
moves through its reform and restructuring phase in the years ahead.

Investors should expand their search for emerging market growth with a focus on India as
China moves through its own version of a multi-year, post-bubble economic restructuring
as outlined in our November 2023 publication, Looking Beyond China.

STABLE INR EXCHANGE RATES WILL SUPPORT PERFORMANCE

Historically, the Indian rupee has weakened by nearly 4% annually against the US dollar.
This has reflected slightly higher-trend Indian inflation prints — averaging around 5%
annually since 2014.

Also serving as a drag on the currency has been India’s current account deficit volatility
during this period — with widening in the deficit tending to coincide with periods of
increasing energy imports. The latest current account deficit was a modest 1% of GDP —
which is more than manageable for the Indian authorities, suggesting that the rupee has
little pent-up depreciation pressure.

Going forward, we expect that the Indian rupee will continue to illustrate a broadly stable
profile especially if foreign direct investment flows towards India increase materially in the
years ahead.

Overall, we think that investors do not need to hedge INR-denominated equity
investments — as the generally stable INR profile will negate any need for aggressive
hedging policies — saving investors hedging costs over time.

UNION BANCAIRE PRIVEE, UBP SA | 9


https://www.ubp.com/en/newsroom/looking-beyond-china

AUTHORS

Norman
Villamin

Group Chief
Strategist

Carlos
Casanova

Senior economist,

arh

UNION BANCAIRE PRIVEE, UBP SA

| 10



Disclaimer

This document is a marketing communication containing GENERAL INFORMATION
on financial services reflecting the sole opinion of Union Bancaire Privée, UBP SA
and/or any entity of the UBP Group (hereinafter “UBP”) as of the date of issue. It is
not and does not purport to be considered as an offer nor a solicitation to enter into
any transaction with UBP, buy, subscribe to, or sell any currency, product, or financial
instrument, make any investment, or participate in any particular trading strategy in
any jurisdiction where such an offer or solicitation would not be authorised, or to
any person to whom it would be unlawful to make such an offer or solicitation. This
document is meant only to provide a broad overview for discussion purposes, in
order to determine clients’ interest. It does not replace a prospectus, KID, KIID or
any other legal document relating to any specific financial instrument, which may be
obtained upon request free of charge from UBP or from the registered office of the
issuer of the instrument concerned, where applicable. The opinions herein do not
take into account individual clients’ circumstances, objectives, or needs.

UBP performs analysis on the financial instruments based on market offer and
may maintain and/or seek to develop business affiliations with third parties for that
purpose; furthermore, UBP may create its own financial instruments. This generic
information is therefore not independent from the proprietary interests of UBP or
connected parties, which may conflict with the client’s interests. UBP has policies
governing cases of conflicts of interest and takes appropriate organisational measures
to prevent potential conflicts of interest.

The information contained in this document is the result neither of financial analysis
within the meaning of the Swiss Banking Association’s “Directives on the Independence
of Financial Research” nor of independent investment research as per the EU’s
regulation on MiFID provisions. EU regulation does not govern relationships entered
into with UBP entities located outside the EU.

When providing investment advice or portfolio management services, UBP considers
and assesses all relevant financial risks, including sustainability risks. Sustainability risks
are defined by the EU’s Sustainable Finance Disclosure Regulation (2019/2088) as “an
environmental, social or governance event or condition that, if it occurs, could cause
a negative material impact on the value of the investment”. For further information on
our sustainability risk management approach please visit [www.ubp.com].

Reasonable efforts have been made to ensure that the content of this document is
based on objective information and data obtained from reliable sources. However,
UBP cannot guarantee that the information contained herein and gathered by the
Bank in good faith is accurate and complete, nor does it accept any liability for any
loss or damage resulting from its use. Circumstances may change and affect the data
collected and the opinions expressed at the time of publication. Therefore, information
contained herein is subject to change at any time without prior notice. UBP makes no
representations, provides no warranty and gives no undertaking, express or implied,
regarding any of the information, projections or opinions contained herein nor does
it accept any liability whatsoever for any errors, omissions or misstatements in the
document. UBP does not undertake to update this document or to correct any
inaccuracies which may have become apparent after its publication.

This document may refer to past performance which is not a guide to current or future
results. All statements in this document, other than statements of past performance
and historical fact, are “forward-looking statements”. Forward-looking statements
do not guarantee future performances.

The tax treatment of any investment depends on the client’s individual circumstances
and may be subject to change in the future. This document does not contain any
tax advice issued by UBP and does not reflect the client’s individual circumstances.

This document is confidential and is intended to be used only by the person to whom it
was delivered. This document may not be reproduced, either in whole or in part. UBP
specifically prohibits the redistribution of this document, in whole or in part, without
its written permission and accepts no liability whatsoever for the actions of third
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parties in this respect. This document is not intended for distribution in the US and/
or to US Persons or in jurisdictions where its distribution by UBP would be restricted.

Switzerland: UBP is authorised and regulated in Switzerland by the Swiss Financial
Market Supervisory Authority (FINMA).

UK: UBP is authorised in the United Kingdom by the Prudential Regulation Authority,
and is subject to regulation by the Financial Conduct Authority (FCA) and limited
regulation by the Prudential Regulation Authority.

Dubai: This marketing material has been communicated by Union Bancaire Privée
(Middle East) Limited, a company regulated by the Dubai Financial Services Authority
(“DFSA). Itis intended for professional clients and/or market counterparties only and
no other person should act upon it. The financial products or services to which this
material relates will only be made available to a client who meets the professional
client and/or market counterparty requirements. This information is provided for
information purposes only. It is not to be construed as an offer to buy or sell, or a
solicitation for an offer to buy or sell any financial instruments, or to participate in any
particular trading strategy in any jurisdiction.

Hong Kong: UBP is a licensed bank regulated by the Hong Kong Monetary Authority
(HKMA) and a registered institution regulated by the Securities and Futures Commission
(SFC) for Type 1, 4 &9 activities only in Hong Kong. The securities may only be offered
or sold in Hong Kong by means of documents that (i) are addressed to “professional
investors” within the meaning of the Securities and Futures Ordinance (Chapter 571
of the Laws of Hong Kong) and any rules made thereunder (the “SFO”); or (i) are
defined as “prospectuses” within the meaning of the Companies Ordinance (Chapter
32 of the Laws of Hong Kong) (the “CQO”) or constitute offers to the public within the
meaning of the CO. Unless permitted to do so under the laws of Hong Kong, no
person may issue or have in their possession for the purpose of issuing, whether in
Hong Kong or elsewhere, any advertisement, invitation or document relating to the
securities, directed at, or likely to be accessed or read by, the public in Hong Kong,
except where the securities are intended to be disposed of only to persons outside
Hong Kong, or only to “professional investors” within the meaning of the SFO.

Singapore: UBP is a bank regulated by the Monetary Authority of Singapore (MAS),
is an exempt financial adviser under the Financial Advisers Act 2001 of Singapore
to provide certain financial advisory services, and is exempt under section 99(1)
of the Securities and Futures Act 2001 of Singapore to conduct certain regulated
activities. This document has not been registered as a prospectus with the MAS.
Accordingly, this document and any other document or material in connection with
generic recommendations may not be circulated or distributed, whether directly or
indirectly, to persons in Singapore other than (j) institutional investors; or (i) accredited
investors as defined under the Securities and Futures Act 2001 of Singapore. This
advertisement has not been reviewed by the Monetary Authority of Singapore.

Luxembourg: UBP is registered by the Luxembourg supervisory authority the
Commission de Surveillance du Secteur Financier (CSSF).

Italy: Union Bancaire Privée (Europe) S.A., Succursale di Milano, operates in Italy
in accordance with the European passport — held by its parent company, Union
Bancaire Privée (Europe) S.A. — which is valid across the entire European Union. The
branch is therefore authorised to provide services and conduct business for which
its parent company, Union Bancaire Privée (Europe) S.A., has been authorised in
Luxembourg, where it is regulated by the Luxembourg financial supervisory authority,
the Commission de Surveillance du Secteur Financier (CSSF).

Monaco: This document is not intended to constitute a public offering or a comparable
solicitation under the Principality of Monaco’s laws, but might be made available for
information purposes to clients of Union Bancaire Privée, UBP SA, Monaco Branch,
a regulated bank under the supervision of the Autorité de Contréle Prudentiel et de
Reésolution (ACPR) for banking activities and under the supervision of the Commission
de Contrdle des Activités Financiéres for financial activities.
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