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India: Conditionality & Caution

e Optimism about “India’s decade(s)” is not
merely hype. Instead, a fortuitous combination
of demographics, geo-politics, industrial gains
augmented by policy boost mean India is poised
for higher growth 5-15 years out.

e Growth potential of 7-8% with attainable
annual growth rates averaging 6.0-7.5%
through 2030 is not an outlandish projection.

e But over-confidence is a pitfall to avoid; as
attaining growth potential is conditional on
committed policy, and coordinated private-
public investment efforts, initiatives/incentives.

e Meanwhile, sufficient caution in negotiating is
necessitated; as scope for structural buoyancy
neither overrides cyclical headwinds nor
negates entrenched challenges.

India Growth (%YoY, 5Y Avg):
9 Inherent
Productivity Hurdles & Inflation Impediments Colliding
with External & Pandemic Shocks.
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e Indeed, the experience of India’s growth
potential compromised in the last 5-10 years
(evident in sharper pullbacks in GDP per capita
5Y growth) suggests productivity impediments
that predated, albeit amplified during, the
pandemic. And the bottom-line is that despite
justifiable optimism about renewed growth
vigour, not all of the pre-existing impediments
are automatically washed away post-pandemic.

What’s more, a confluence of sticky inflation
amid oil’s geo-political premium amid
elevated global/US rates impose intervening
growth impediments; as cost shocks, high
rates and rupee pressures compromise
domestic demand offset to mounting global
headwinds.

Beyond riding out cyclical setbacks, inroads
to move up the manufacturing value-chain,
alongside establishing up- and downstream
eco-system, are required to exploit industrial
synergies and lift productivity.
Furthermore, leveraging on industrial
capacity expansion to boost logistics/farm
productivity ~ are  pre-conditions  to
structurally alleviate inherent supply-side

inflationary pressures.

India CPI: Structural Supply-Side Inflation has been a Key Bug-bear,
Amplifying Inflationary Risks; typically via Food & Fuel Channels.
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And this is critical for India to transition
from a 5.5-6.0%, where CPI averaged over
the last decade, to 2-4% inflation regime.
This structural shift lower in inflation,
consistent with softer inflation trend in the
region, has a long reach of positive spill-over
for India’s corresponding industrial
competitiveness as well.
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Apart from taming inflation, which circles back
to ultimately boost returns, productivity-
enhancing capacity expansion lends critical
advantage to rein in, if not reverse out, India’s
chronic Current Account deficit.

Especially if the economies of scale realized
dove-tail  with  sharpened  comparative
advantages to fundamentally shift exports into
high gear (and turn a net export surplus).

India Current Account: Chronic & Large Trade Deficit, partly reflecting

weak industrial capacity/advantages, Must be Reversed for Durable
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Moreover, the resultant virtuous cycle and
feedback could also diminish India’s fiscal
deficit; mitigating underlying “crowding out”
risks that have grown along with public debt.
The upshot is that the potential for an alluring
upgrade to India’s growth potential is
undeniable in the coming decade(s); but is
contingent on timely and judicious execution of
symbiotic industrial, infrastructure,
education, fiscal, and monetary policies.
Political stability is an unspoken pre-condition
for realizing the full potential of “India’s
decade”; given that the requisite horizon for
policy continuity far surpasses the typical
political cycle.

But for all the attainable potential and political
will to ensure this, it is critical to differentiate
the ability to overtake China’s growth (rate) from
unrealistic bluster about supplanting China’s
global economic position.
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e Nonetheless,

India's economy is only a fifth of China's! Slightly higher
growth rates will not dramatically shift relative size; especially

as China's investment share (~43% of GDP) Dwarf India's (*32%). 5o
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The stark disparities, with India’s economy
being less than a fifth the size of China’s,
instinctively suggest that this is misguided.
And simple arithmetic dictates that even if
China were to stagnate, India would have to
sustain growth at a 14-15% (10%) to surpass
China’s economy by 2035 (2050).

e Even more so from a manufacturing sector

standpoint given China’s disproportionately
larger manufacturing eco-system.

e What’s more the savings-investment gap for

China is positive (with even higher savings
than investments) as compared to India’s
negative savings-investment gap. Which
means India rely on, and even more heavily
going forward, on external investments.
While this is not necessarily a bad thing, it
does suggest potential vulnerabilities to
capital outflows (or inadequate inflows).

the silver lining is that
conditions are ripe for significant (and
long) overdue catch-up in growth and
productivity; led by policy pivot in the
industrial sector.

e But even with geo-political tailwinds from the

“China plus one” initiatives accentuating
India’s attractiveness, there should be no
complacency about addressing gaps in
human capital investment shortfall; alongside
infrastructure ramp-up and key policy de-
regulation (land, labour, etc.)

Vishnu Varathan | Head Economics & Strategy

2/3



Mizuho Bank, Ltd. | Mizuho Brief — Economics & Strategy, Asia Ex-Japan

Important Information

This publication has been prepared by Mizuho Bank, Ltd. (“Mizuho”) and represents the views of the author. It has not been prepared by an
independent research department and it has not been prepared in accordance with legal requirements in any country or jurisdiction designed
to promote the independence of investment research and is not subject to any prohibition on dealing ahead of the dissemination of
investment research.

Disclaimer

Unless otherwise stated, all views or opinions herein are solely those of the author(s) as of the date of this publication and are not to be
relied upon as authoritative or taken in substitution for the exercise of judgement by any recipient, and are subject to change without notice.
This publication has been prepared by Mizuho solely from publicly available information. Information contained herein and the data
underlying it have been obtained from, or based upon, sources believed by us to be reliable, but no assurance can be given that the
information, data or any computations based thereon are accurate or complete. This publication provides general background information
only. It is information in summary form and does not purport to be complete. This publication has been prepared for information purposes
only and is not intended by Mizuho or its affiliates to constitute investment, legal, accounting, tax or other advice of any kind and all recipients
of this publication are advised to contact independent advisors in order to evaluate the publication, including, without limitation, the suitability
of any security, commodity, futures contract or instrument or related derivative (hereinafter, a “financial instrument”), product or strategy
herein described. This publication is not intended to be relied upon as advice to investors or potential investors and does not take into
account investment objectives, financial situation or needs of any particular investor. It is not intended for persons who are Retail Clients
within the meaning of the United Kingdom’s Financial Conduct Authority rules nor for persons who are restricted in accordance with US,
Japanese, Singapore or any other applicable securities laws.

This publication has been prepared for information purposes only and is not intended by Mizuho to market any financial instrument, product
or service or serve as a recommendation to take or refrain from taking any particular course of action or participate in any trading or other
strategy. This publication is not an offer to buy or sell or a solicitation of any offer to buy or sell any security or any of the assets, businesses
or undertakings described herein, or any other financial instrument, nor is it an offer to participate in any trading or other strategy, nor a
disclosure document under applicable laws, rules, regulations or guidelines. Nothing contained herein is in any way intended by Mizuho or its
affiliates to offer, solicit and/or market any financial instrument, product or service, or to act as any inducement to enter into any contract or
commitment whatsoever. Neither the author, Mizuho nor any affiliate accepts any liability whatsoever with respect to the use of this
publication or its contents or for any errors or omissions herein.

Mizuho and its affiliates, connected companies, employees or clients may take the other side of any order by you, enter into transactions
contrary to any recommendations contained herein or have positions or make markets or act as principal or agent in transactions in any
securities mentioned herein or derivative transactions relating thereto or perform or seek financial or advisory services for the issuers of
those securities or financial instruments.

All of the information contained in this publication is subject to further modification without prior notice and any and all opinions, forecasts,
projections or forward-looking statements contained herein shall not be relied upon as facts nor relied upon as any indication of future
results. Opinions stated in this publication are subject to change without notice. Future results may materially vary from such opinions,
forecasts, projections or forward-looking statements. The information contained in this publication may not be current due to, among other
things, changes in the financial markets or economic environment. Mizuho has no obligation to update any information contained in this
publication. Past performance is not indicative of future performance.

This is a strictly privileged and confidential publication. This publication contains information addressed only to a specific individual and is not
intended for distribution to, or use by, any person other than the named addressee or any person or entity in any jurisdiction or country where
such distribution or use would be contrary to law or regulation. Save with Mizuho’s prior written consent, you may not disclose, divulge,
reproduce or furnish any information contained herein to any other party. Please notify the sender immediately if you have mistakenly
received this publication.

Singapore: Mizuho is licensed as a bank under the Banking Act (Chapter 19) of Singapore, and is regulated by the Monetary Authority of
Singapore.

Japan: Mizuho is authorised and regulated by the Financial Services Agency of Japan.

United Kingdom / European Economic Area: In the UK, Mizuho is authorised by the Prudential Regulation Authority and subject to regulation
by the Financial Conduct Authority and limited regulation by the Prudential Regulation Authority. Details about the extent of MHBK's regulation
by the Prudential Regulation Authority are available upon request. This publication may also be distributed by Mizuho International plc (“MHI”).
MHI is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation
Authority.

United States: This publication is not a “research report” as defined in Commodity Futures Trading Commission (“CFTC”) Regulations 1.71
and 23.605. The content of publications distributed by Mizuho Securities USA Inc. (‘“MSUSA”) is the responsibility of MSUSA. The content of
publications distributed directly to US customers by Mizuho is the responsibility of Mizuho. US investors must effect any order for a security
that is the subject of this report through MSUSA.

© 2014 Mizuho Bank Ltd

Vishnu Varathan | Head Economics & Strategy 3/3



