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“Modi won the
elections with a
much narrower
victory than in
2019, and would
need to rely on
allies to form the
government for the
third consecutive
term”.

6 June 2024

India's election outcoeme and Iits economic
Implications

e Election outcome: Narendra Modi is on course for his third mandate as a Prime
Minister, but the results were much more subdued compared to the exit polls. The first
big change is that Modi would have to govern, without his party BJP having a majority
on its own. He will depend on NDA allies to form a government. One of the main
guestion marks is whether the reduced parliamentary majority will allow enough
stability to carry on with the political agenda.

e Market reaction: markets reacted negatively to a thinner majority for Prime Minister
Narendra Modi-led alliance. The Indian equity market declined sharply, bond yields
spiked, and the rupee depreciated. Despite the widespread sell-off on Tuesday, Indian
equity indices have recovered post-election losses and have experienced a
remarkable surge, standing at closing levels of last week in a highly volatile market.

e Macro overview: the economic outlook remains robust, with a very strong economic
performance led by domestic demand and committed to fiscal consolidation. While
there is a buffer to accommodate more social expenditure, fiscal indicators should be
carefully monitored. With an orthodox Monetary policy, inflation is gradually cooling.
We don'’t see any material change in RBI* stance: no rush to cut and the room to ease
is limited, thanks to the Indian growth-inflation mix.

e Investment implications: we are positive on Indian assets driven by economic
growth, macro stability and strong demand. Solid earnings dynamics and favourable
long-term structural tailwinds make India’s equity markets attractive, with a potential
bigger place in global investment portfolios.

What is the overview of India's national election?

India has recently concluded a national election, one which has taken place over the past six
weeks and has seen nearly 650 million people flock to the polls to elect India’s political
leadership over the next five years. The country officially announced its elections results on 4
June, the turnout was quite high with 66.3% of voters participating. The outcome fell short of
the exit polls expectations for the incumbent National Democratic Alliance coalition (NDA), led
by the Bhartiya Janta Party (BJP). It was also short of the BJP’s performance in 2019 elections.
The BJP, led by Narendra Modi, secured 240 parliamentary seats on its own this time,
compared to 303 in the 2019 elections. In order to form a government the NDA coalition needs
a minimum of 272 seats. Hence, to form a government for the third consecutive term, Modi
will need to rely on his other coalition partners.

Collectively, the BJP and the NDA, which have dominated the country’s politics since 2014,
won a third consecutive mandate with 293 seats, a number still above the simple majority of
272. So, although Modi won the mandate again this time, the BJP failed to secure a majority
on its own.

What should we expect from the next government’s political agenda?
The narrower-than-expected majority for the major ruling party means that the BJP needs to
accommodate more of the coalition partners requests. Markets were expecting a strong result
in favour of the incumbent government and hence continuity in current policies. However, the
actual results are much weaker than expected for the present government.

A major implication of this election will be whether government policy continues at the
same pace in regards to capital spending or whether this will encourage aloosening of
the fiscal purse towards social spending. The new government may be encouraged to
increase minimum support price for agricultural products, subsidies for farmer, and allocation
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“A thin majority for
Prime Minister still
allows him to carry
out major economic
reforms, but there is
an increasing risk
for the new
government to
engage in
unproductive
expenditure”.

“The fiscal policy
consolidation
coincides with an
orthodox monetary
policy. A good sign
of this long-term
positive trend is
the recent upgrade
of India’'s
sovereign rating to
‘positive’ by S&P”.
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for rural employment guarantee scheme etc; Also, the key reforms that were expected like land,
labour or judiciary might take a backseat.

Some of these structural reforms and the most ambitious economic/political targets, such as
the agriculture/land and power reforms, are relevant to unlocking the country’s potential.
However, we should not underestimate the progress already made in the direction of
ease of doing business or micro-reforms (digital transition and labour) and the
continuity that even a smaller majority allows.

In recognition of that, last week S&P revised the Credit Outlook to positive from stable
(Sovereign Rating at BBB-), regardless of the elections results. The move also recognised
India’s long-term journey in terms of growth performance and policy adequacy.

What has been the market's reaction to Modi’s reduced majority?

After an initial positive market reaction last Monday, due to the exit polls showing that Prime
Minister Narendra Modi's ruling party could easily win the election, a closer-than-expected
outcome has impacted Indian markets. Equity indices declined by 6%, marking their largest
decline in more than four years. Indian bond yields spiked by around 10 basis points, and the
very stable rupee experienced its worst drop in a year. After the biggest fall since March 2020,
Indian stocks have recovered partially amid the potential support to form a coalition
government. However, the volatility may continue if the thin majority erodes further as the date
for government formation gets closer.

Indian stock market swings driven by uncertainty around the election outcome
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Source: Amundi Investment Institute, Bloomberg. Data is as of 6 June 2024.

What are our current views on the Indian economy and the macro-economic outlook
going forward? Are there any risks that investors should watch out for?
India has benefitted from robust GDP growth in recent years led by domestic demand,
becoming a key contributor to global economic growth. The IMF forecasts the country to deliver
a 6.1% real growth rate over the next 5 years, a trajectory that would catapult India to become
the world’s third largest economy. We believe this trend is set to continue thanks to a number
of favourable factors:

= A number of business initiatives and policy reforms to encourage investments and

improve efficiency;
= Adigital transformation promoted via various government initiatives.

Fiscal policy in recent years has proven much more orthodox at the central government
level, with a very strong starting point this year owing to INR 1.3 trillion of extra dividend transfer
by RBI. In the July Budget revision, it's important to see a confirmed pledge of commitment to
the FY25 Budget, that seeks to sustain growth and offer a stronger fiscal consolidation. At the
same time the current account deficit has moderated since the Taper Tantrum episode,
improving external conditions and insulating India from a hypothetical external shock.

The main risk to monitor is the diversion towards unproductive expenditure vs capex.
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The fiscal policy consolidation coincides an orthodox monetary policy that has anchored
inflation expectations. Thereby, we expect the RBI to be on hold in the short term and with
limited room to ease due to the growth-inflation mix.

Where do you see opportunities for foreign investors?

Beyond the short-term volatility, we maintain a constructive view on Indian equity market,
supported by strong growth conditions, with inflation well anchored and policy stance remaining
neutral to accommodative. A robust economic cycle helps mitigate slightly higher
valuations, and strong earnings dynamics also remain positive for the asset class. The
Q4 FY 2024 earnings results slightly exceeded expectations, driven by strong performances in
the banking and automobile sectors. The long-term earnings outlook also remains positive.

The Indian growth story
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Source: Amundi Investment Institute, Bloomberg. Data is as of 4 June 2024.

Corporate profits as a proportion of GDP in India have reversed the downtrend of the past
decade and have been reverting higher for the past three years. This suggests we are in the
early stages of an earnings expansion cycle and bodes well for long-term investors. At a sector

“We keep a
constructive view

on Indian equity, level, industrials, capital goods, construction and other manufacturing-oriented sectors along
supported by a with public sector enterprises that were well placed to benefit from the government’s thrust of
robust economic capital spends, were the primary beneficiaries in this bull run.

cycle and strong

earnings Fixed Income space is attractive, with the highest nominal sovereign yields among
dynamics”. Asian IG countries. Furthermore, there are a couple of positive points for foreign investors:

= The volatility in the Rupee is reducing, and depreciation is quite contained.

= Financialisation of savings is leading to huge inflows towards pension funds and
insurance, collectively investing two-thirds of their AUMs in Fixed Income. This is
structurally positive for demand for this asset class.
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Rupee shows India’s macro-level stability
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Source: Amundi Investment Institute, Bloomberg. Data is as of 5 June 2024.

What does the inclusion of Indian bonds in benchmarks mean for Indian markets?

Indian bonds are set to be added to global indices, becoming a clear sign of their macro
stability and potential as long-term investments. The inclusion of Indian government bonds
into the JPM GBI EM Index on 28 June and Bloomberg’s EM Local Currency Index in
September should drive passive inflows of around $25 billion into the asset class over the next
15 months. India is expected to be among the highest weighted countries in the GBI-EM, with

a capped weight of 10%.
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AMUNDI INVESTMENT INSTITUTE

In an increasingly complex and changing world, investors have expressed a critical need to understand better their
environment and the evolution of investment practices in order to define their asset allocation and help construct their
portfolios. Situated at the heart of the global investment process, the Amundi Institute's objective is to provide thought
leadership, strengthen the advice, training and daily dialogue on these subjects across all assets for all its clients —
distributors, institutions and corporates. The Amundi Institute brings together Amundi’s research, market strategy,
investment insights and asset allocation advisory activities. Its aim is to project the views and investment
recommendations of Amundi.

Discover Amundi Institute 0@0@

Definitions

= Basis points (bp): One basis point is a unit of measure equal to one one-hundredth of one percentage point (0.01%)

= Bond ratings: If the ratings provided by Moody’s and S&P for a security differ, the higher of the two ratings is used. Bond ratings are
ordered highest to lowest in a portfolio. Based on S&P measures: AAA (highest possible rating) through BBB are considered investment
grade; BB or lower ratings are considered non-investment grade. Cash equivalents and some bonds may not be rated

= DXY: The DXY indicates the general international value of the USD, the index averages the exchange rates between the USD and major
world currencies.

= EPS: (Earnings per share): This is a company's profit divided by the outstanding shares of its common stock. The resulting number serves
as an indicator of a company's profitability.

= Investment grade: Refers to securities issued by an issuer of negotiable debt securities (Treasury bonds...) or bonds for which the
Standard & Poor’s rating is greater than or equal to BBB-. 'Investment grade' bonds are considered by the various rating agencies as
having a low risk of non-repayment.

= Taper tantrum: the taper tantrum of 2013 refers to a period of financial market volatility that occurred in response to the Federal Reserve's
announcement that it would begin tapering its quantitative easing program in the aftermath of the global financial crisis of 2008.

= Volatility: A statistical measure of the dispersion of returns for a given security or market index. Usually, the higher the volatility, the riskier
the security/market.

Important information

This document is solely for informational purposes. This document does not constitute an offer to sell, a solicitation of an offer to buy, or a
recommendation of any security or any other product or service. Any securities, products, or services referenced may not be registered for sale
with the relevant authority in your jurisdiction and may not be regulated or supervised by any governmental or similar authority in your jurisdiction.
Any information contained in this document may only be used for your internal use, may not be reproduced or redisseminated in any form and may
not be used as a basis for or a component of any financial instruments or products or indices. Furthermore, nothing in this document is intended
to provide tax, legal, or investment advice. Unless otherwise stated, all information contained in this document is from Amundi Asset Management
S.A.S. and is as of 6 June 2024. Diversification does not guarantee a profit or protect against a loss. This document is provided on an “as is” basis
and the user of this information assumes the entire risk of any use made of this information. Historical data and analysis should not be taken as an
indication or guarantee of any future performance analysis, forecast or prediction. The views expressed regarding market and economic trends
are those of the author and not necessarily Amundi Asset Management S.A.S. and are subject to change at any time based on market and other
conditions, and there can be no assurance that countries, markets or sectors will perform as expected. These views should not be relied upon as
investment advice, a security recommendation, or as an indication of trading for any Amundi product. Investment involves risks, including market,
political, liquidity and currency risks. Furthermore, in no event shall Amundi have any liability for any direct, indirect, special, incidental, punitive,
consequential (including, without limitation, lost profits) or any other damages due to its use.

Date of first use: 6 June 2024.

Document issued by Amundi Asset Management, “société par actions simplifi€e”- SAS with a capital of €1,143,615,555 - Portfolio manager
regulated by the AMF under number GP04000036 — Head office: 91-93 boulevard Pasteur — 75015 Paris — France — 437 574 452 RCS Paris —
www.amundi.com.
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