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GDP: (SO estimates higher FY16 growth

GVA growth for Q3FY16 came in at 7.3% (7.1% in Q2) largely on .
expected lineshowever;GDP growth came in higher at 7.6% YoY. The ~ FY16: Consumption growth to the fore

CSO revised the previous quarter numbers significantly upwards with Contribution to chg in
Q1 and Q2 numbers now estimated at 7.6 & 7.7% respectively (vs 7 & ~ GDP growth (%) FY15 FY16E  bps
7.4% earlier).Importantly, the CSO’s advance estimate pegged FY16 GDP by exp (Real) 7.2 7.6 33
GDP growth at 7.6% and GVA at 7.3%. This implies Q4 GDP growth PFCE 35 4.2 73
rateot 7.7%. GFCE 13 03 (93
S GCF 22 20 (15

Policy implication
Net exports 0.2 0.1 (12)

The 7.6% estimated growth number is higher than that forecast by the
CEA, RBI and multilateral as well as private forecasters and pencils in a Discrepencies 0.1 0.9 80
higher PFCE growth of 7.6% (6.2% in FY15) and GFCF growth rate of ~ Source: CSO, Axis Capital

5.3% (4.9% in FY15). This could narrow the window for future Repo

rate cuts to just 25 bps or even close it completely as rate cuts seem

counterintuitive in an economy growing at ~8% led by consumption.

Key takeaways

+ Debate over growth rate far from over and unlikely to end in a hurry: Contrary to expectations even the third quarter
data has added to the confusion and the debate over the new numbers (based on a revised, more recent base-year
and new methodology), is unlikely to come to an end! Manufacturing growth at 12.6% in Q3 (9% in Q2) is
confounding in light of IIP growth (avg 3.9%) and impact of Chennai floods on manufacturing. Moreover, even from
a value added perspective it is at odds with our and consensus Q3 earnings estimates which are expected to
remain flattish along with tepid topline and EBITDA margins.

¢ Recovery gaining momentum@With weakness in Agriculture and Services, the interpretation of recovery gaining
momentum remains suspect if it is based entirely on the premise of manufacturing clocking near 10% growth for
FY16. Readings from high frequency data on manufacturing as well as services remain mixed at best and do not
offer an unambiguous picture of rapid recovery. Clearly, the favourable base is also at play.We believe that the
overall GDP growth number will likely be scaled down given that some of the implied growth rates (iePFCE and agri
growth rates for Q4) seem quite high.

¢+ Gap between GVA & GDP:The divergence between GDP (output) and GVA (value added)remains amplified due to
declining input prices. Moreover difference between IIP & GVA base years also magnifies this difference.Higher
indirect tax growth & lower growth in subsides led to GDP growing higher than GVA in nominal terms.

¢ Nom vs real: Real GVA at 7.3% YoY is forecast to be higher than nominal GVA growth of 6.8% despite WPI
deflation having moderated sharply. GVA deflator inflation was expected to have turned positive, given WPI rising
to -2.1% in Q3 from -4.5% in Q2 and CPI rising to 5.3% in Q3 from 3.9% in Q2.However, nominal GDP growth
pegged at 8.6% is a tad higher than expected by the CEA and will ease the pressure on budgetary numbers.

¢ GDP growth recovery to remain moderate in FY17:Global headwinds will continue to weigh on exports and
manufacturing and hence the onus of growth will remain on domestic demand and public investments. Private
consumption is likely to drive growth on the expenditure side. Seventh Pay Commission led stimulus, falling inflation
and continuing subsidy to urban consumers from online retailers etc will prop urban consumption. However, rural
consumption will remain weak given the lagged effect of 3 consecutive cash-negative crops, lower rural public
spends and shrinking subsidies. Investment activity will remain muted due to low capacity utilization and highly
leveraged balance sheets.Importantly, from GVA perspective, services such as trade, hotel, transport,
communication and financial services and real estate will drive growth in FY17. We maintain our FY17 GDP growth
estimate at~ 7.7% YoY.

0
/‘AXIS SECURITIES '



9 FEB 2016 Eco Update
/‘AXIS SIRECT

GDP DATA

Q3FY16 data takeaways
GVA by activity:
¢ Agriculture growthturned negative with -1% YoY growth (2% in Q2).As per

Agriculture department estimates Food grain output is expected to decline 0.5%

(vs -5%in previous agri yearjand Oilseeds are expected to decline by by -4%

(vs -16%) Horticultural crops will grow by 0.6%. Livestock, forestry and

fisgheries will grow at 55.Importantly, CSO numbers imply that Q4 growth rate

is likely fo jump to 2.6% which seems a tough ask in light of higher winter

temperature and lower Rabi sowing.
¢ Indusiry grew at 9%YoYowing to a huge spurt of 12.6% in in manufacturing

growth. Mining and constructiongrew at 6.5% (5% in Q2) and 4% (vs 1.2% in

Q2) respectively.
¢ Services sectorgrowth came in ata flattish 9.4% (vs9.4% in Q2).Trade, hotels,

transport & Communicationsegment grew at 10% (8% in Q2) whereas

Financing, insurance, real estate registered slower growth rate of 9.9% (11.6%

in Q2) with tepid bank credit and deposit growth backdrop.Public

administration defence and other services grew at ~7.5% (vs 7.1% in

Q2).Services growth is likely to slow to ~9% in Q4 based on CSO numbers.
GVA by expenditure:
¢ Private consumption grew at 6.4% YoY(vs5.6% in Q2) and contributed ~3.5%

tooverall growth. The CSO numbers imply a near doubling to 11.7% in Q4

which seems unlikely. However, PFCE growth should remain buoyant from

hereon with rising real incomes, pay commission awards and lagged effect of

interest rates.
¢ Gross Capital formation growth halved at 4.1% (8.2% in Q2). Business

sentiments have taken a knock with Chinese growth and currency woes

impeding any incremental improvement in capex.
¢ Govt Final Consumption Expenditure remained rather flat at 4.7%(4.3% in Q2)

due to moderate government spending.
Exhibit 1: GDP growth rate comparison
(YoY%) Jun-14 Sep-14 Dec-14 Mar-15 Jun-15 Sep-15 Dec-15 Mar-16E
Economic activity
Agriculture 23 2.8 (2.4) (1.7) 1.6 20 (1.0) 26
Industry 8.0 59 3.8 57 6.8 6.4 9.0 7.3
Services 8.6 10.7 12.9 9.3 9.0 9.4 9.4 9.0
Expenditure
PFCE 8.2 9.2 1.5 6.6 6.4 5.6 6.4 11.7
GFCE 9.0 154 33.2 (3.3) 1.0 4.3 4.7 3.0
GFCF 8.3 2.2 3.7 5.4 5.2 7.6 2.8 55
Overall GDP 74 8.1 6.7 6.2 7.2 7.5 7.1 7.4

Source: CSO, Axis Capital
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Exhibit 2: GDP Contribution to growth (%)

Dec-15

Economic activity

Agriculture 0.4 0.4 (0.6) (0.3) 0.2 0.3 (0.2) 0.4
Industry 2.6 1.9 1.2 1.8 2.2 2.0 2.6 2.4
Services 4.5 5.9 6.1 4.7 4.7 53 4.6 4.6
Expenditure

PFCE 4.5 5.1 0.9 3.6 3.6 3.1 3.6 6.5
GFCE 1.0 1.8 2.6 (0.3) 0.1 0.5 0.5 0.2
GFCF 27 0.8 1.2 1.8 1.7 2.4 0.9 1.8

Source: CSO, Axis Capital
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Key indicators

Exhibit 3: Gap between GVA & GDP owed to higher indirect
taxes and lower subsidies

——GDP ——GVA
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Exhibit 4: Construction GVA in sync with cement

Steel Production
Cement dispatches
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Exhibit 5: Weak credit & deposit growth weigh on Fin Exhibit 6: Huge divergence in Manufacturing
segment
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Exhibit 7: 1IP & Industry growth rates in variance too Exhibit 8: Port Traffic activity slows
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Exhibit 9: CV & car sales uptick visible Exhibit 10: Tourist arrivals deceleration

Passenger Vehicles ~——CVs

Total tourist arrivals == Avg.
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Source: SIAM, Axis Capital Source: CMIE; Axis Capital

Exhibit 11: Govt expenditure Exhibit 12: Weak non-oil imports hint at lackluster growth

Revenue Expenditure Avg. Non oil imports Avg.
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Disclosures:

1. Business Activity:

Axis Securities Limited (ASL) is engaged in the business of providing Retail broking services & distribution of various financial products. ASL is also registered

with SEBI as Research Analyst under SEBI regn.no.INH000000297

2. Disciplinary History:

There has been no instance of any Disciplinary action, penalty/stricture etc. levied/passed by any regulators/administrative agencies against ASL and its Directors.
Pursuant to SEBI inspection of books and records of ASL as a Stock Broker, SEBI has issued an Administrative warning to ASL in 2014.

3. Terms & Conditions of issuance of Research Report:

The Research report is issued to the registered clients. The Research Report is based on the facts, figures and information that are considered true, correct, reliable
and accurate. The information is obtained from publicly available media or other sources believed to be reliable. The report is prepared solely for informational

purpose and does not constitute an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments for the clients.

4. Details of Associates:

ASL is a 100% subsidiary company of Axis Bank Ltd. Axis Bank Ltd. is a listed public company. The following are the SEBI Registration Nos.

Particulars

Merchant Banking (Category 1)

Bankers to the Issue

Debenture Trustee

Custodian of Securities

NSDL

CDSL

Clearing Member (MCX-SX — Futures & Option)
Clearing Member (NSE - Future & Options)
Clearing Member (BSE - Future & Options)

Trading Clearing Member (NSE — Currency Futures)
Trading Clearing Member (MCX — Currency Futures
Trading Clearing Member (BSE — Currency Futures)
Trading Clearing Member (USE — Currency Futures)

Portfolio Manager

Other Associates are as follows:

Sr.

Name of the Associates
No

Particulars

1 Axis Private Equity Limited

2 Axis Trustee Services Ltd

3 Axis Asset Management Company Limited

Axis Mutual Fund Trustee Limited- It is registered with SEBI as a Mutual Fund

4

and is Investment Manager to Axis Mutual Fund.

Axis Capital Limited - It is engaged in the business of providing stock broking
5 services mainly to Institutional clients and HNIs and also into distribution of

financial products. It is also a SEBI registered entity.

Axis Infrastructure Fund. It is registered with SEBI as a Domestic Venture Capital Fund
under SEBI (Venture Capital Funds) Regulations 1996.

It is registered with SEBI as a Debenture Trustee under Securities and Exchange Board of India
(Debenture Trustees) Rules, 1993.

Portfolio Management Services

It is registered with SEBI as a Mutual Fund and is Investment Manager to Axis Mutual Fund.
BSE - Stock Broking (Cash Segment)

BSE - Stock Broking (Derivatives Segment)

NSE - Stock Broking (Equity Segment)

NSE - Stock Broking (Future & Options)
NSE - Stock Broking (Currency Derivatives)

BSE - Stock Broking (Wholesale Debt Market)

Association of Mutual Funds of India (AMFI)

Merchant Banker
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5. Disclosures with regard to ownership and material conflicts of interest:

Sr. No.  Disclosures Yes/No Details, if applicable

ASL or its research analyst, his/her associate or relative has any direct or indirect financial interest in the subject company and the
1 nature of such financial interest. No

ASL or its associates, research analyst, his/her relatives have actual/beneficial ownership of one per cent or more securities of the
2 subject company, at the end of the month immediately preceding the date of publication of the research report. No

ASL or its Research analyst, his/her associate or relative, has any other material conflict of interest at the time of publication of the

No
research report.

6. Disclosures with regard to receipt of compensation:

Sr. No. Disclosures Yes/No Details if applicable

ASL or its associates have received any compensation from the subject

X Axis Bank is a scheduled commercial bank offering banking services to various
1 company in the past twelve months. NA

companies and receiving fee etc.

ASL or its associates have managed or co-managed public offering of

Axis Capital Ltd., h d - d public offeri f ities f
2 securities for the subject company in the past twelve months. NA xis Lapiia 48 managed or co-managed public ofiering of securities for

various companies in the past twelve months

ASL or its associates have received any compensation for products or

services other than investment banking or merchant banking or brokerage Axis Bank is a scheduled commercial bank offering banking services to various

NA

services from the subject company in the past twelve months. companies and receiving fee etc.
ASL or its associates have received any compensation for investment Axis Capital Ltd., has provided investment banking or merchant banking or
4 banking or merchant banking or brokerage services from subject company NA brokerage services to various companies and received compensation in the past
in the past twelve months. twelve months from such companies.
ASL or its associates have received any compensation or other benefits
5 from the subject company or third party in connection with the research No
report.
7. Other Disclosures:
Sr.No.  Disclosures Yes/No Details, if applicable
1 The research analyst has served as an officer, director or employee of the subject company. No
2 ASL or its research analyst has been engaged in market making activity for the subject company. No

07



9 FEB 2016 Eco Update
/‘AXIS SIRECT

GDP DATA

Disclaimer:

The views expressed / recommendations made in this report are based on fundamental research and other inputs and could be at variance with
the company’s / group’s views based on technical analysis. The report and information contained herein is strictly confidential and meant
solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other
person or to the media or reproduced in any form, without prior written consent of Axis Securities Limited (ASL). The information and
opinions contained herein have been compiled or arrived at, based upon information obtained in good faith from sources believed to be
reliable. Such information has not been independently verified and no guaranty, representation of warranty, express or implied, is made as to
its accuracy, completeness or correctness. All such information and opinions are subject to change without notice. This report and information
herein is solely for informational purpose and may not be used or considered as an offer document or solicitation of offer to buy or sell or
subscribe for securities or other financial instruments. Nothing in this report constitutes investment, legal, accounting and tax advice or a
representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities and strategies discussed
and opinions expressed, if any, in this report may not be suitable for all investors, who must make their own investment decisions, based on
their own investment objectives, financial positions and needs of specific recipient. This report may not be taken in substitution for the exercise
of independent judgment by any recipient. Each recipient of this document should make such investigations as it deems necessary to arrive at
an independent evaluation of an investment in the securities of companies referred to in this document (including the merits and risks
involved), and should consult its own advisors to determine the merits and risks of such an investment. Certain transactions, including those
involving futures, options and other derivatives as well as non-investment grade securities involve substantial risk and are not suitable for all
investors. No representation or warranty, express or implied, is made as to the accuracy, completeness or fairness of the information and
opinions contained in this document. The Disclosures of Interest Statement incorporated in this document is provided solely to enhance the
transparency and should not be treated as endorsement of the views expressed in the report. This information is subject to change without any
prior notice. The Company reserves the right to make modifications and alternations to this document as may be required from time to time
without any prior notice. ASL, its affiliates, their directors and the employees may from time to time, effect or have effected on own account
transaction in, or deal as principal or agent in or for the securities mentioned in this document. This report has been prepared on the basis of
information that is already available in publicly accessible media or developed through analysis of ASL. The views expressed are those of the
analyst and the Company may or may not subscribe to all the views expressed therein. ASL and its affiliated companies, their directors and
employees may; (a) from time to time, may have long or short position(s) in, and buy or sell the securities of the company(ies) mentioned
herein or (b) be engaged in any other transaction involving such securities or earn brokerage or other compensation or act as a market maker in
the financial instruments of the company(ies) discussed herein or act as an advisor or investment banker, lender/borrower to such
company(ies) or may have any other potential conflict of interests with respect to any recommendation and other related information and
opinions. Each of these entities functions as a separate, distinct and independent of each other. The recipient should take this into account
before interpreting this document. Neither this document nor any copy of it may be taken or transmitted into the United State (to U.S. Persons),
Canada, or Japan or distributed, directly or indirectly, in the United States or Canada or distributed or redistributed in Japan or to any resident
thereof. If this report is inadvertently send or has reached any individual in such country, especially, USA, the same may be ignored and
brought to the attention of the sender. This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen
or resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be
contrary to law, regulation or which would subject ASL to any registration or licensing requirement within such jurisdiction. The securities
described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Foreign currencies denominated
securities, wherever mentioned, are subject to exchange rate fluctuations, which could have an adverse effect on their value or price, or the
income derived from them. In addition, investors in securities such as ADRs, the values of which are influenced by foreign currencies
effectively assume currency risk. Neither ASL, not its directors, employees, agents or representatives shall be liable for any damages whether
direct or indirect, incidental, special or consequential including lost revenue or lost profits that may arise from or in connection with the use of
the information contained in this report. ASL, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the
losses or the damages sustained due to the investments made or any action taken on basis of this report, including but not restricted to,
fluctuation in the prices of shares and bonds, changes in the currency rates, diminution in the NAVs, reduction in the dividend or income, etc.

Disclaimer concerning NRI /Foreign investors:

The applicable Statutory Rules and Regulations may not allow the distribution of this document/information in certain jurisdictions, and
persons who are in possession of this document/information, should inform themselves about and follow, any such restrictions. Neither this
document nor any copy of it may be taken or transmitted into the United State (to U.S. Persons), Canada, or Japan or distributed, directly or
indirectly, in the United States or Canada or distributed or redistributed in Japan or to any resident thereof. This document/information is not
meant, directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state,
country or other jurisdiction, where such distribution, publication, availability or use would not be in conformation to the law, regulation or
which would require Axis Securities Limited (ASL) and affiliates/ group companies to obtain any registration or licensing requirements within
such jurisdiction. The securities described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors.
Persons in whose possession this document may come are required to inform themselves of and to observe such restriction. Neither ASL nor
any of its affiliates, group companies, directors, employees, agents or representatives shall be held responsible, liable for any kind of damages
whether direct, indirect, special or consequential including but not limited to losses, lost revenue, lost profits, notional losses that may arise
from or in connection with the use of the document/information.
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