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Modi’s magic

Investors had priced in Narendra Modi's landslide election with exit polls pointing to his return as India’s Prime
Minister and the leader of the Bharatiya Janata Party.

Economic and macro issues

Modi’'s victory comes as India grapples with weakening domestic consumption, rising unemployment, slowing
economic growth and its trade deficit. There is also the additional risk of being drawn into a trade dispute with the US.
Modi’'s win should translate as policy continuity, which should be viewed positively by investors. India may see a lift
from improving domestic consumption and the resumption of private capital expenditure as ripple effects. In the more
immediate term, the stability of the Rupee should encourage funds inflow into the country as an emerging market.

Positioning

With India’s equities trading close to one standard deviation above the 5-year price-to-earnings ratio average,
valuations are not supportive and our position is on a neutral weighting. However, within the Asia ex-Japan portfolio,
India’s equities are considered more attractive against regional peers as the country has been relatively spared from
US trade skirmishes. Hence, we will turn overweight on India’s equities if prices correct downward. For sectors, we
are more bullish on financials, especially corporate lenders, as we expect non-performing loans to decline. We would
also look to add some mid-cap stocks which are relatively cheap.

Risks ahead

On the trade front, while the US has largely fixated its attention upon China, India could be next on the list with Trump
blasting the country as “the tariff king”. Therefore, the export and healthcare sectors are a risk with the trade deficit
India has with the US.

The Reserve Bank of India (RBI) had lowered interest rates by 50 basis points since the start of 2019, maintaining a
dovish outlook. So any unexpected rise in inflation triggered by a bad monsoon or oil price spike may force the
central bank to tighten which poses a risk to the stock market. But as food inflation currently appears muted, this
should allow the RBI to be more accommodative.

Another risk to note is the liquidity tightness in the banking system and the RBI needs to continue to improve
monetary conditions. Lastly, with the country still in a fiscal deficit, we are watching out for the government meeting
its targets on goods and services tax (GST) collections to bridge the fiscal gap.
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Important Notice & Disclaimers

This publication shall not be copied or disseminated, or relied upon by any person for whatever purpose. The
information herein is given on a general basis without obligation and is strictly for information only. This publication is
not an offer, solicitation, recommendation or advice to buy or sell any investment product, including any collective
investment schemes or shares of companies mentioned within. Although every reasonable care has been taken to
ensure the accuracy and objectivity of the information contained in this publication, UOB Asset Management Ltd
(“UOBAM”) and its employees shall not be held liable for any error, inaccuracy and/or omission, howsoever caused,
or for any decision or action taken based on views expressed or information in this publication. The information
contained in this publication, including any data, projections and underlying assumptions are based upon certain
assumptions, management forecasts and analysis of information available and reflects prevailing conditions and our
views as of the date of this publication, all of which are subject to change at any time without notice. Please note that
the graphs, charts, formulae or other devices set out or referred to in this document cannot, in and of itself, be used to
determine and will not assist any person in deciding which investment product to buy or sell, or when to buy or sell an
investment product. UOBAM does not warrant the accuracy, adequacy, timeliness or completeness of the information
herein for any particular purpose, and expressly disclaims liability for any error, inaccuracy or omission. Any opinion,
projection and other forward-looking statement regarding future events or performance of, including but not limited to,
countries, markets or companies is not necessarily indicative of, and may differ from actual events or results. Nothing
in this publication constitutes accounting, legal, regulatory, tax or other advice. The information herein has no regard
to the specific objectives, financial situation and particular needs of any specific person. You may wish to seek
advice from a professional or an independent financial adviser about the issues discussed herein or before
investing in any investment or insurance product. Should you choose not to seek such advice, you should
consider carefully whether the investment or insurance product in question is suitable for you.
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To find out more,
please visit www.uobam.com.sg
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