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Sentiment Is Weak but Has Not Collapsed

Several markets around the world suffered capitulation-like falls last week. What are the market internals in India
suggesting? Did Indian equity markets suffer a similar fate that would have pushed technical/sentiment indicators into
fear zone? Here are our answers:

India suffered its capitulation-like fall in June/July when the market fell 20% in a month. At that time, our composite
sentiment indicator dipped into fear zone and was at its lowest point since the bear market low of the mid-1990s. Several
components of the sentiment indicator collapsed. Since then, India has outperformed emerging markets by 24% in USD
terms and risen 11% in absolute rupee terms. Even though sentiment remains fragile, it is currently outside what we
define as fear territory.

The components of the sentiment indicator that are particularly weak at this point in time appear to be value-at-risk,
return tails, realized volatility, and price relative to 200 DMA. These metrics point to a bearish sentiment and that the
market’s low point is behind us.

However, there are other metrics that are either mixed or that have recovered from lows. Thus, trading activity, price
momentum, institutional flows, market breadth, and India’s relative performance suggest that the market is not all that
bearish yet.

On its own, the sentiment indicator is in “buy” territory, although not in “strong buy” territory. However, when the
sentiment indicator is combined with fundamentals and valuations, the downside risk to the market is fairly evident.

Even if we assume that the market hit its bottom on 16 July (12,515 on the BSE Sensex), previous bear markets show
that the market almost always tests the previous low before a new bull market gets under way. This process of retesting
took between 15 and 24 months in the previous three bear markets of the past 18 years whereas this market is only two
months from its July low. That said, it is quite possible that the pace of the price fall to the end of this bear market could
be significantly slower than what we have witnessed thus far.
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Trading Activity Is a Mixed Bag
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While trading volumes are weak, speculative activity is as high as it has been in recent years. Thus, data on trading activity is

inconclusive.

Turnover Volumes Suggest Sentiment Is Depressed
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Price Momentum Is Weak but Has Recovered
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Momentum turned very weak in July, but has recovered since then. Our favorite momentum indicator (12-month minus one-
month returns) did not hit capitulation levels in July 2008 and is now in positive territory.

6M Performance: Recovered From Its Worst Level Ever
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6M performance for the Sensex
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Flows Are Weak but Not Across the Board
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Fll flows are just off their weakest levels in history, which goes back 15 years. Domestic flows appear resilient although
slowing at the margin.
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Domestic Mutual Fund Flows: Resilience on Test

12M rolling Domestic mutual fund
equity flows (US$ mn)

Monthly Domestic mutual fund

equity flow s (US$ mn)
o I [sN) [se] < Yo} © ~
$88888838¢33288¢88¢55533
O L 5 O = 5 O = 5 O = 5H O = 5H O = 5H O = 5 O = 5
L L o L o L o L o L L o L o
o <Zo<Fo<IFog<iIo<s<Ia<liIog<giIaoI



Morgan Stanley

MORGAN STANLEY RESEARCH

September 24, 2008
India Strategy

Returns Are Negative but Breadth Is Still Relatively Strong

Market breadth is relatively strong, especially in the context of what the market is returning. The market needs a much weaker
breadth for us to turn more positive.
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India’s Recent Relative Performance Suggests Downside Risk

India has outperformed the emerging markets by 24% since its mid-July low. Its relative volatility has returned to the tech
bubble peak and suggests that India could underperform in the coming months.
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The Most Bearish Indicators and Hence Those Suggesting Capitulation

The market’s performance relative to its 200-day moving average, the market’s return tails, value-at-risk, and realized volatility
are suggesting some sort of capitulation.
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Composite Sentiment Indicator Off Lows
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Sentiment is still fragile and is in what we could call “buy” territory but not in “screaming buy” territory. However, when
combined with fundamentals and valuations, the sentiment indicator suggests that markets could fall further.
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Pace of Price Fall Is Slowing but the Bear Market Still Has More Time & Price Fall to Go

10%

0%

-10%

-20%

-30%

-40%

-50%

-60%

Weeks into the bear market

6 11 16 21 26 31 36 41 46 51 56 61 66 71 76 81 86 91 96 101 106 111 116

The performance of the past four bear markets

Since the start of 2008

Cumulative return

Source: FactSet, Morgan Stanley Research

early 1990s early 2000

10



Morgan Stanley

Bear Markets Do Not End with V-shape Recoveries
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A look at market behavior of the past three bear markets shows that bear-market lows are almost always tested before a new
bull market is formed. Even if the mid-July level was the low of this bear market (which we do not think is the case), there is a

long way to go before a new bull market starts.
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Morgan Stanley ModelWare is a proprietary analytic framework that helps clients uncover value, adjusting for distortions

and ambiguities created by local accounting regulations. For example, ModelWare EPS adjusts for one-time events, capitalizes
M O d e | Wa re operating leases (where their use is significant), and converts inventory from LIFO costing to a FIFO basis. ModelWare also
emphasizes the separation of operating performance of a company from its financing for a more complete view of how a company
generates earnings.

Disclosures Section

The information and opinions in Morgan Stanley Research were prepared or are disseminated by Morgan Stanley Asia Limited (which accepts the responsibility for its contents) and/or
Morgan Stanley Asia (Singapore) Pte. (Registration number 1992062987, regulated by the Monetary Authority of Singapore, which accepts the responsibility for its contents), and/or
Morgan Stanley Asia (Singapore) Securities Pte Ltd (Registration number 200008434H, regulated by the Monetary Authority of Singapore, which accepts the responsibility for its
contents), and/or Morgan Stanley Taiwan Limited and/or Morgan Stanley & Co International plc, Seoul Branch, and/or Morgan Stanley Australia Limited (A.B.N. 67 003 734 576, holder of
Australian financial services license No. 233742, which accepts responsibility for its contents), and/or Morgan Stanley India Company Private Limited and their affiliates (collectively,
"Morgan Stanley").

For important disclosures, stock price charts and rating histories regarding companies that are the subject of this report, please see the Morgan Stanley Research Disclosure Website at
www.morganstanley.com/researchdisclosures, or contact your investment representative or Morgan Stanley Research at 1585 Broadway, (Attention: Equity Research Management), New
York, NY, 10036 USA.
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The following analysts hereby certify that their views about the companies and their securities discussed in this report are accurately expressed and that they have not received and will
not receive direct or indirect compensation in exchange for expressing specific recommendations or views in this report: Ridham Desai.

Unless otherwise stated, the individuals listed on the cover page of this report are research analysts.

Global Research Conflict Management Policy

Morgan Stanley Research has been published in accordance with our conflict management policy, which is available at www.morganstanley.com/institutional/research/conflictpolicies.
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Disclosures (cont.)

STOCK RATINGS

Morgan Stanley uses a relative rating system using terms such as Overweight, Equal-weight or Underweight (see definitions below). Morgan Stanley does not assign ratings of Buy, Hold
or Sell to the stocks we cover. Overweight, Equal-weight and Underweight are not the equivalent of Buy, Hold and Sell. Investors should carefully read the definitions of all ratings used in
Morgan Stanley Research. In addition, since Morgan Stanley Research contains more complete information concerning the analyst's views, investors should carefully read Morgan Stanley
Research, in its entirety, and not infer the contents from the rating alone. In any case, ratings (or research) should not be used or relied upon as investment advice. An investor's decision
to buy or sell a stock should depend on individual circumstances (such as the investor's existing holdings) and other considerations.

Global Stock Ratings Distribution

(as of August 31, 2008)

For disclosure purposes only (in accordance with NASD and NYSE requirements), we include the category headings of Buy, Hold, and Sell alongside our ratings of Overweight, Equal-
weight and Underweight. Morgan Stanley does not assign ratings of Buy, Hold or Sell to the stocks we cover. Overweight, Equal-weight, and Underweight are not the equivalent of buy,
hold, and sell but represent recommended relative weightings (see definitions below). To satisfy regulatory requirements, we correspond Overweight, our most positive stock rating, with a
buy recommendation; we correspond Equal-weight to hold and Underweight to sell recommendations, respectively

Coverage Universe Investment Banking Clients (IBC)
Stock Rating Category Count 'I‘i/gtg{ Count Totalof]Bg " 8212&;;%}3
Overweight/Buy 892 41% 299 45% 34%
Equal-weight/Hold 936 43% 277 42% 30%
Underweight/Sell 367 17% 87 13% 24%
Total 2,195 663

Data include common stock and ADRs currently assigned ratings. An investor's decision to buy or sell a stock should depend on individual circumstances (such as the investor's existing
holdings) and other considerations. Investment Banking Clients are companies from whom Morgan Stanley or an affiliate received investment banking compensation in the last 12 months..

Analyst Stock Ratings

Overweight (O or Over) - The stock's total return is expected to exceed the total return of the relevant country MSCI Index, on a risk-adjusted basis over the next 12-18 months.
Equal-weight (E or Equal) - The stock's total return is expected to be in line with the total return of the relevant country MSCI Index, on a risk-adjusted basis over the next 12-18 months.
Underweight (U or Under) - The stock's total return is expected to be below the total return of the relevant country MSCI Index, on a risk-adjusted basis, over the next 12-18 months.

More volatile (V) - We estimate that this stock has more than a 25% chance of a price move (up or down) of more than 25% in a month, based on a quantitative assessment of historical
data, or in the analyst's view, it is likely to become materially more volatile over the next 1-12 months compared with the past three years. Stocks with less than one year of trading history
are automatically rated as more volatile (unless otherwise noted). We note that securities that we do not currently consider "more volatile" can still perform in that manner.

Unless otherwise specified, the time frame for price targets included in Morgan Stanley Research is 12 to 18 months.

Analyst Industry Views

Attractive (A): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be attractive vs. the relevant broad market benchmark, as
indicated below.

In-Line (I): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be in line with the relevant broad market benchmark, as indicated
below.

Cautious (C): The analyst views the performance of his or her industry coverage universe over the next 12-18 months with caution vs. the relevant broad market benchmark, as indicated
below.

Benchmarks for each region are as follows: North America - S&P 500; Latin America - relevant MSCI country index or MSCI Latin America Index; Europe - MSCI Europe; Japan - TOPIX;
Asia - relevant MSCI country index. 13
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Other Important Disclosures

Morgan Stanley produces a research product called a "Tactical Idea." Views contained in a "Tactical Idea" on a particular stock may be contrary to the recommendations or views
expressed in this or other research on the same stock. This may be the result of differing time horizons, methodologies, market events, or other factors. For all research available on a
particular stock, please contact your sales representative or go to Client Link at www.morganstanley.com.

For a discussion, if applicable, of the valuation methods used to determine the price targets included in this summary and the risks related to achieving these targets, please refer to the
latest relevant published research on these stocks.

Morgan Stanley Research does not provide individually tailored investment advice. Morgan Stanley Research has been prepared without regard to the individual financial circumstances
and objectives of persons who receive it. The securities/instruments discussed in Morgan Stanley Research may not be suitable for all investors. Morgan Stanley recommends that
investors independently evaluate particular investments and strategies, and encourages investors to seek the advice of a financial adviser. The appropriateness of a particular
investment or strategy will depend on an investor's individual circumstances and objectives. The securities, instruments, or strategies discussed in Morgan Stanley Research may not be
suitable for all investors, and certain investors may not be eligible to purchase or participate in some or all of them.

Morgan Stanley Research is not an offer to buy or sell or the solicitation of an offer to buy or sell any security/instrument or to participate in any particular trading strategy. The "Important
US Regulatory Disclosures on Subject Companies" section in Morgan Stanley Research lists all companies mentioned where Morgan Stanley owns 1% or more of a class of common
securities of the companies. For all other companies mentioned in Morgan Stanley Research, Morgan Stanley may have an investment of less than 1% in securities or derivatives of
securities of companies and may trade them in ways different from those discussed in Morgan Stanley Research. Employees of Morgan Stanley not involved in the preparation of
Morgan Stanley Research may have investments in securities or derivatives of securities of companies mentioned and may trade them in ways different from those discussed in Morgan
Stanley Research. Derivatives may be issued by Morgan Stanley or associated persons

Morgan Stanley and its affiliate companies do business that relates to companies/instruments covered in Morgan Stanley Research, including market making and specialized trading, risk
arbitrage and other proprietary trading, fund management, commercial banking, extension of credit, investment services and investment banking. Morgan Stanley sells to and buys from
customers the securities/instruments of companies covered in Morgan Stanley Research on a principal basis.

With the exception of information regarding Morgan Stanley, research prepared by Morgan Stanley Research personnel are based on public information. Morgan Stanley makes every
effort to use reliable, comprehensive information, but we make no representation that it is accurate or complete. We have no obligation to tell you when opinions or information in Morgan
Stanley Research change apart from when we intend to discontinue research coverage of a subject company. Facts and views presented in Morgan Stanley Research have not been
reviewed by, and may not reflect information known to, professionals in other Morgan Stanley business areas, including investment banking personnel.

Morgan Stanley Research personnel conduct site visits from time to time but are prohibited from accepting payment or reimbursement by the company of travel expenses for such visits.
The value of and income from your investments may vary because of changes in interest rates or foreign exchange rates, securities prices or market indexes, operational or financial
conditions of companies or other factors. There may be time limitations on the exercise of options or other rights in your securities transactions. Past performance is not necessarily a
guide to future performance. Estimates of future performance are based on assumptions that may not be realized. Unless otherwise stated, the cover page provides the closing price on
the primary exchange for the subject company's securities/instruments.

To our readers in Taiwan: Information on securities/instruments that trade in Taiwan is distributed by Morgan Stanley Taiwan Limited ("MSTL"). Such information is for your reference
only. Information on any securities/instruments issued by a company owned by the government of or incorporated in the PRC and listed in on the Stock Exchange of Hong Kong
("SEHK"), namely the H-shares, including the component company stocks of the Stock Exchange of Hong Kong ("SEHK")'s Hang Seng China Enterprise Index; or any
securities/instruments issued by a company that is 30% or more directly- or indirectly-owned by the government of or a company incorporated in the PRC and traded on an exchange in
Hong Kong or Macau, namely SEHK's Red Chip shares, including the component company of the SEHK's China-affiliated Corp Index is distributed only to Taiwan Securities Investment
Trust Enterprises ("SITE"). The reader should independently evaluate the investment risks and is solely responsible for their investment decisions. Morgan Stanley Research may not be
distributed to the public media or quoted or used by the public media without the express written consent of Morgan Stanley. Information on securities/instruments that do not trade in
Taiwan is for informational purposes only and is not to be construed as a recommendation or a solicitation to trade in such securities/instruments. MSTL may not execute transactions for
clients in these securities/instruments.

To our readers in Hong Kong: Information is distributed in Hong Kong by and on behalf of, and is attributable to, Morgan Stanley Asia Limited as part of its regulated activities in Hong
Kong. If you have any queries concerning Morgan Stanley Research, please contact our Hong Kong sales representatives.

Certain information in Morgan Stanley Research was sourced by employees of the Shanghai Representative Office of Morgan Stanley Asia Limited for the use of Morgan Stanley Asia

Limited.
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