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ECONOMIC NEWS

= Will last week's cut in interest rate, the first in almost three
years and twice as large as expected, be the precursor for
more such cuts this year? The RBI cut the key interest rate, the
repo rate, by 0.5% to 8%. Corporate India wants rate cuts of
another 50-100 basis points this year to make real interest
rates look realistic. However, expectations for further cuts were
tempered by the RBI Governor, Dr Subbarao. He sees limited
space for further reduction in policy rates. This is because
although the economy has slowed slightly below trend the
bigger problem remains the persistent upside risk to inflation.
The RBI also warned that India's current account deficit which
widened to 4.3% in the quarter to December 2011 was
"unsustainable” and will be difficult to finance given projections
of lower capital inflows to emerging markets in 2012. Given the
RBI's guidance, expectations for further rate cuts are muted for
the next few months.

Until last October the RBI had to increase interest rates 13 times
by a cumulative 375 basis points to 8.5% to tame stubbornly high
inflation. Hence, a reverse trend now of cutting rates is
welcome. But interest rate cuts alone will not restore
confidence in Indian businessmen. Increased investment in
capital spending is required. For this reforms are urgently
required to ease supply bottlenecks which are exacerbated by
poor infrastructure and shortages of land and power. With
political gridlock in Delhi, reforms seem remote to local
businessmen in India. Foreign investors, who are very keen on
doing business in India because of its vast potential, lament
that India often looks long on potential but short on execution.

India's economy which grew by 6.1% in the December quarter, the
slowest in almost 3 years is forecast by the RBI to grow at 7.3% in
the fiscal year to March 31, 2013. The RBI sees inflation at 6.5%
in March 2013, little different from6.89% for the latest reading
in March 2012.

A recent RBI report pointed out that Foreign Direct Investment
(FDI) could have been 35% higher than actually received last year
if the Government had not increased "policy uncertainty".

= Foreign Direct Investments (FDI) to February 2012 showed an
increase of 55% at $28.4 bn compared to $ 18.5 bn in the
same period last year. The fiscal year ends in March each
year. FDI into India can be made under one of two routes. The
automatic route (not needing Government clearance) or the
approved route through the Foreign Investment Promotion
Board (FIPB) which provides Government clearance. Most
sectors are now under the automatic route. FIPB clearance is
required in some sectors - mainly ones of national security or
politically sensitive ones - atomic energy, defence, media,
aviation, trade, telecoms, trade and multi brand retail. What is
interesting is that with many sectors opening up over the years
the share of FIPB approvals to total FDI has steadily gone
down. For example, in the latest period only 9% of total FDI
required Government clearance. This is the lowest in 5 years
and reflects the growing openness of sectors to foreigners. But
their disappointment is at the speed and that key sectors like
retail and financial sector are not fully open.

Page 2 of our report shows latest FDI statistics on top 10
foreign investors and top 10 sectors.

Finance Minister Mr Pranab Mukherjee in Washington last
weekend for the IMF meeting expressed confidence that
lawmakers will approve key financial sector reforms this year.
This is despite the current political gridlock and lack of any
meaningful reforms being passed. India's parliament is
currently holding the first of three yearly sessions. Mr
Mukherjee expressed hope that three important legislations -
pensions, insurance and banking - are likely to be passed in
the current session of parliament or the next.

Fresh inflows has dried up from Foreign Institutional Investors
(Flls), who greatly influence the direction and speed of Indian
stock markets. In January they bought $2 bn worth and in
February over $5 bn in anticipation of friendly Budget on March
16, with continuing reforms. In March this slowed down to

$1.6 bn and in April so far is just $ 171m. Fears of the
proposed tax changes is alienating foreign investors and
adversely affecting their sentiment towards India.
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EQUITY FOREIGN DIRECT INVESTMENT (FDI) INTO INDIA : TOP 10 COUNTRIES

source: DIPP, Govt. of India in US$ million
Rank Country 2009-10 2010-11 2011-12 CUMULATIVE %age to total
(April- (April- (April - INFLOWS Inflows
March) March) February) (Apr 2000-Feb
2012)
1. MAURITIUS 10,376 6,987 9,426 63,653 39 %
2. SINGAPORE 2,379 1,705 5,070 16,965 10 %
3. JAPAN 1,183 1,562 2,869 12,210 8%
4. U.S.A. 1,943 1,170 976 10,425 6%
5. UK. 657 755 2,758 9,397 6 %
6. NETHERLANDS 899 1,213 1,219 6,919 4%
7. CYPRUS 1,627 913 1,429 6,241 4%
8. GERMANY 626 200 1,549 4,548 3%
9 FRANCE 303 734 615 2,879 2%
10. U.A.E. 629 341 339 2,229 1%
TOTAL FDI 25,834 19,427 28,403 162,306
INFLOWS

e Mauritius leads by a wide margin because many countries route their investments via this island because of their favourable
tax treaty with India;

e The top 10 countries above account for over 70% of FDI into India since 2000;

e After a slow start through the 1990s (up to $5 bn per annum) FDI has accelerated in the last 5 years. The last 3 years account
for about 50% of $ 162 bn invested since 2000;

e The cumulative figure of $ 162 bn since 2000 is still small compared to what China attracts - $115 bn FDI in 2011 alone.

TOP 10 SECTORS ATTRACTING HIGHEST FDI EQUITY INFLOWS: US$ in million

Rank Sector 2009-10 2010-11 2011-12 Cumulative % age to total
(April-March) (April- (April- Inflows Inflows
March) February) (April ’00 - (last decade)
February 12)
1. SERVICES SECTOR 4,176 3,296 5,059 32,193 20 %
(financial & non-financial)
2. TELECOMMUNICATIONS 2,539 1,665 1,995 12,550 8%
3. CONSTRUCTION ACTIVITIES 2,852 1,103 2,520 11,157 7%
(including roads & highways)
4. COMPUTER HARDWARE & 872 780 741 11,150 7%
SOFTWARE

5. HOUSING & REAL ESTATE 2,935 1,227 708 11,090 7%
6. DRUGS & PHARMACEUTICALS 213 209 3,211 9,174 6 %
7. POWER 1,272 1,272 1,616 7,262 1%
8. AUTOMOBILE INDUSTRIES 1,236 1,299 793 6,627 4%
METALLURGICAL INDUSTRIES 420 1,098 1,765 6,020 4%
10. PETROLEUM & NATURAL GAS 266 556 2,021 3,3339 2%

source: DIPP, Govt. of India
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This report is solely for knowledge purposes and does not constitute investment advice and should not be construed as an
advertisement, solicitation, invitation or inducement to buy or sell securities in any jurisdiction. Lalcap Ltd does not offer a share
dealing service. Readers should make their own investment decisions or seek appropriate professional advice. Nothing in this
report constitutes a representation that any investment strategy or recommendation contained herein is suitable or appropriate to
a recipient’s individual circumstances or otherwise constitutes a personal recommendation to lead to or enable any transaction.
The past is not necessarily a guide to future performance. The value of securities and the income arising from them can fall as
well as rise and investors may get back less than they originally invested. The information contained here has been obtained
from sources which Lalcap Ltd believes to be reliable. The Company does not warrant that such information is accurate or
complete. All estimates and prospective figures quoted are forecasts and not guaranteed. Opinions included in this report reflect
the Company’s judgement at the time of presentation and are subject to change without notice. If the investment(s) mentioned in
this report are denominated in a currency different from the currency of the country in which the reader is a resident, the recipient
should be aware that fluctuations in exchange rates may have an adverse effect on the value of the investment(s). If you are in
or have inadvertently or indirectly received this report within a jurisdiction where the contents may be regarded by local securities
exchange authorities as regulated information or investment advice, you should delete the report immediately and inform Lalcap
of receipt. The company is not responsible for the suitability of any securities for any purpose, investment or otherwise. Lalcap
assumes no fiduciary responsibility or liability for any consequences financial or otherwise arising from trading in securities if
opinions and information in this document are relied upon. Full disclaimer available on website at www.lalcap.com
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