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India’s total infected cases (979) and fatality rate (25)
remain low but it has been escalating. According to the
World Health Organisation (WHO), this can become
overwhelming, if uncontrolled.

The 21-day nationwide lockdown and economic sudden
stop may cause a drop in gross domestic growth (GDP)
growth to 1-2% year-on-year (yoy) in the second quarter of
2020 (2Q20). Given India’s large services/consumption-
driven economy, about 60% of GDP will not be operational.
If the lockdown period is prolonged, India’'s GDP may dip
into negative territory.

Fiscal Limitation

The key concern is that India’s healthcare infrastructure may
not be able to handle a large- scale infection.
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Fiscal ammunition is also limited given India’s prolonged
deficit position. This year's budget shortfall was initially
targeted to widen to 3.8% of GDP to fund Modi's bold
corporate tax cuts implemented late last year. With the

urgent need for emergency measures, the fiscal deficit is set
to rise to at least 5-6% of GDP in the coming year.

Last week’s announcement of a modest $23bn rescue
package accounts for a mere 0.8% of GDP. Immediate
measures have been aimed at providing basic necessities
(such as food supply and free cooking gas for three months)
to poor and low income-earners.

Millions of workers still rely on daily wages of $2/day so an
economic hard stop may immediately impact their daily life.
Also, India’s large informal economy means that many
workers are not covered by the unemployment insurance
schemes.

We expect limited fiscal capacity to support small- and
medium-sized enterprises and the hard-hit sectors, as can
be seen in the measures swiftly implemented in China, US
and Europe that have tried to keep business activities afloat
pending better news on virus containment.

Swift Monetary Response

India’s weak fiscal position has increased pressure on the
monetary side. The Reserve Bank of India’s (RBI's) swift
response last Friday reflected a reversal of its previous
prudent stance and has put priority on growth over inflation
which has been boosted by high food inflation (and likely to
worsen in view of the lockdown’s disruption to the supply
chain).

The central bank conducted unscheduled policy easing,
cutting repo rate by 75 basis points (bps) to 4.4%, slashing
CRR (cash reserves requirement) by 100bps to release
INR1.37trn of liquidity, rolling out targeted LTRO (long-term
repo operations) to buy IG corporate bonds, CP and NCDs
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totalling INRZ1 trillion, and expanding collateralised liquidity
adjustment facility (worth another INR1.37trn).

Total liquidity provision amounted to about INR3.74trn
($50bn) should help to temporarily cushion liquidity
tightness and backstop credit market. But they are set to
expand should corporates’ cash flow positions be further
disrupted by a prolonged lockdown.

In addition, RBI has followed the playbook used in other
countries with the announcement of regulatory forbearance
— deferment of interest payment on working capital loans
especially for retail and small businesses.

INR depreciation may potentially constrain RBI’s rate easing.

So far, the collapse of oil prices has helped somewhat
underpin the Indian currencies while the current account has
improved on weak import demand.

The brighter spot is India’s sound foreign exchange (FX)
reserves position ($470bn as of March 20) which can help
RBI to provide FX interventions amid interest rate easing.
However, FX reserves have peaked at $487bn in early
March and are depleted by about $17bn over the past few
weeks thanks to FX operations and capital outflows.

Investment Implications

The stock market index, MSCI India, is down 30% from Jan
17’s peak. 12-month forward price/earnings (P/E) ratio has
dropped to 15.9x (from 20.5x in Jan) and price/book (PB)
ratio is down to 2.1x (from 3.0x). The worst hit sectors are
financials, realty, energy (oil), retail/tourism, while the
relatively more resilient sectors are
healthcare/pharmaceuticals.
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Given the high economic uncertainty on virus containment,
we advise sticking to quality names with near-term revenue
disruptions but with solid long-term business perspectives.

On USD credits, India’s average corporate bond spread —
investment grade (IG) and high-yield (HY) average — has
surged to 822 bps, a 500bps jump over the past three
weeks. India is now trading wide of China’s credit spreads
for the first time since 2018 (China is 2-3 notches higher in
average credit rating).

Our fixed income team recommends that, on the back of
RBI's liquidity easing, selective non-banking financial
companies (NBFCs) with strong profitability, solid
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capitalisation and good track record should provide buffer to
weather the pending downturn.
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This document is a marketing communication containing GENERAL INFORMATION on the financial services and/or financial instruments, and 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 may contain generic
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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 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 fund concerned, where applicable. The opinions herein do not take into account
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financial instruments can request it from UBP and/or their Relationship Manager. Where an investment is considered, the information on the risks linked to each
financial instrument shall be provided in good time by separate means before the investment decision is taken. In any case, each client must make his/her own
independent decisions regarding any securities or financial instruments mentioned herein and regarding the merits or suitability of any investment. Before
entering into any transaction, clients are invited to carefully read the risk warnings and the regulations set out in the prospectus or other legal documents and
are urged to seek professional advice from their financial, legal, accounting and tax advisors with regard to their investment objectives, financial situation and
specific needs. 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. The investments mentioned herein may be subject to risks that are difficult to quantify
and to integrate into the valuation of investments. Generally speaking, products with a high degree of risk, such as derivatives, structured products or
alternative/non-traditional investments (such as hedge funds, private equity, real estate funds, etc.) are suitable only for clients who are capable of
understanding and assuming the risks involved. The value of any capital investment may be at risk and some or all of the original capital may be lost. The
investments are exposed to currency fluctuations and may increase or decrease in value. Fluctuations in exchange rates may cause increases or decreases in
the client’s returns and/or in the value of the portfolio. The client may be exposed to currency risks if a financial instrument or the underlying investment of a
financial instrument is denominated in a currency different from the reference currency of the client’s portfolio or from the currency of his/her country of
residence. For more information on risks, the brochure called “Characteristics and risks of certain financial operations” should be consulted. 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. In principle, EU regulation does not govern
relationships entered into with UBP entities located outside the EU, including but not limited to Union Bancaire Privée, UBP SA in Switzerland, which is subject
to Swiss law and Swiss regulation, in Hong Kong, and in Singapore, and the subsidiary in Dubai. 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 the Bank has
gathered in good faith is accurate and complete. 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 the past performance of financial instruments. Past performance is not a guide to current or future
results. The value of financial instruments can fall as well as rise. 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 financial projections included in this document do not
represent forecasts or budgets, but are purely illustrative examples based on a series of current expectations and assumptions which may not happen as
forecast. The actual performance, results, market value and prospects of a financial instrument may differ materially from those expressed or implied by the
forward-looking statements in this document. The projected or targeted returns are inherently subject to significant economic, market and other uncertainties
that may adversely affect performance. UBP also disclaims any obligation to update forward-looking statements, as a result of new information, future events or
otherwise. Any performance data included in this document does not take into account fees, commissions, expenses charged on issuance and redemption of
securities, or any other costs, nor any taxes that may be levied. 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 necessarily 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 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. UBP is authorised and regulated in Switzerland by the Swiss Financial Market Supervisory Authority (“FINMA”).
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