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target of 22,000

India’s positive momentum should continue

We believe that the market’s positive momentum remains on track and reiterate
our calendar year-end Sensex target of 22,000. Key risks include: (a) a Lehman-
type catalyst globally or (b) an event of significant geopolitical risk (e.g. Kashmir,
Ayodhya verdict).

Continuation of the global deflation trade is a key driver

The deflation trade is part of the emergence of a 'New Normal' in the global macro
environment - a sharply polarized world with deflation or near deflation in the
western world (OECD) and strong growth (albeit inflationary) in emerging markets.
Within emerging markets this is altogether more positive for those countries
which have: (1) large domestic markets with a positive demographic profile, (2)
low reliance on the consumer in developed markets for their goods and (3) deep
equity and fixed income markets coupled with an investible universe of well-
managed companies with a strong capacity for absorbing the flow of liquidity into
‘growth assets'. India satisfies all the above-mentioned criteria, with perhaps the
exception of deep bond markets

India well-positioned as a potential global deflation hedge trade

We believe that the Indian economy possesses three key characteristics that allow
the country to benefit from global deflation: (1) a distinctive domestic macro
model with low reliance on exports, (2) a widening savings investment gap which
allows it to absorb foreign flows more productively, and (3) its ability to use the
exchange rate as a monetary policy tool. In addition, both its favorable
demography and its attractive vibrant consumption story aided by rising middle
class incomes offer additional positive investment catalysts.

Macro-economic news flow to remain strongly supportive

In our view, the Indian economy remains in a sweet spot, with macro-economic
news flow slated to be very positive. GDP growth momentum is set to remain
strong; government tax collection is running well ahead of budgeted estimates;
inflation is expected to ease on base effects; sharp widening of current account
deficit is well funded by robust capital inflows; and one of the best monsoons in
many years is further stimulating already elevated aggregate domestic demand.

Its all about growth; valuations not yet in the 'bubble zone'

A positive macro economic environment is creating a strong platform for
corporate earnings growth. We expect Sensex earnings to grow at a CAGR of
26% over FY10-12. The Sensex is currently trading at one-year forward earnings of
16.6x (DB est), which implies just a 7% premium to the past five-year average.
Furthermore, on market cap/GDP, the market is just at 1.1x. In 2008, when the
Indian market was similarly seeing an influx of foreign capital, the corresponding
mkt cap/GDP ratio had reached a level of 1.6x. We continue to prefer consumer
discretionary and industrials. Our top Buys are: Axis Bank, Asian Paints, BHEL,
HDFC Bank, Infosys, L&T, Maruti, Tata Steel and Zee.

Abhishek Saraf
Research Associate
(+91) 22 6658 4221
abhishek.saraf@db.com

Abhay Laijawala
Research Analyst

(+91) 22 6658 4205
abhay.laijawala@db.com

39% -
38% -
37% -
36% -
35% -
34% -
33% -
32% -
3% -
30% -
29%

Deutsche Bank

1.80
1.60 7

—g—Savings (%of GDP) —@—Investments (% of GDP
[ ]
[ ]
e °
@
T T T T T 1
FY-05 FY-06 FY-07 FY-08 FY-09 FY-10

Fllinflows (USSm, 60 DMA),RHS ~ ===India Mkt Cap/GDP
—Min(0

—Max(1.6

—Avge (0.7)

Min (0.3)

12,000
10,000

1.40 7
1.20 1
1.00 7
0.80 1

8,000
6,000

4,000
2,000

0.60 A
0.40

0
W -2,000

4,000

0.20 1

Feb-04

Aug-04 7
Feb-05 7
Aug-05 1
Feb-06 7
Aug-06 7
Feb-07 7

Aug-07

Feb-08 7

-6,000

Aug-08 7
Feb-09
Aug-09 7
Feb-10 7
Aug-10 1

Deutsche Bank AG/Hong Kong

All prices are those current at the end of the previous trading session unless otherwise indicated. Prices are sourced from local
exchanges via Reuters, Bloomberg Finance L.P. and other vendors. Data is sourced from Deutsche Bank and subject companies.
Deutsche Bank does and seeks to do business with companies covered in its research reports. Thus, investors should be aware
that the firm may have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as
only a single factor in making their investment decision. DISCLOSURES AND ANALYST CERTIFICATIONS ARE LOCATED IN

APPENDIX 1. MICA(P) 007/05/2010



21 September 2010

Deutsche Bank

Strategy India Equity Strategy

Maintain Sensex target of
22,000

India’s positive momentum should continue

We believe that the market's positive momentum remains on track and reiterate our calendar
year-end Sensex target of 22,000. Key risks include: (a) a Lehman type of catalyst globally or
(b) an event of significant geopolitical risk (e.g. Kashmir, Ayodhya verdict).

The Indian equity market continues to outperform its other emerging market peers. Over the
past month, the BSE Sensex has risen by 11% (US$ terms) and outperformed MSCI Asia by
6% and its other emerging market peers like Brazil, Russia and China by 6%, 7% and 11%
(China-A) and 3% (China-H) respectively.

Figure 1: 1m performance of Sensex and key Emerging Market peers (US$ terms)
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Continuation of the global deflation trade is a key driver for India

The deflation trade is part of the emergence of a '"New Normal' in global investing and in the
global macro environment. The trend for the next few years is very clear - a sharply polarized
world with deflation or near deflation in the western world (OECD) and strong growth (albeit
inflationary) in the emerging markets Within emerging markets, this is altogether more
positive for those emerging markets which have (1) large domestic markets with a positive
demographic profile, (2) low reliance on the consumer in developed markets for their goods
(low exports as % of GDP), (3) deep equity and fixed income markets coupled with an
investible universe of well managed companies with strong capacity for absorbing the flow
of liquidity into 'growth assets'. India achieves all the above-mentioned objectives, with
perhaps the exception of deep bond markets.
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Figure 2: GDP growth expectations for India and key developed economies
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India well-positioned as a potential global deflation-hedge trade

We believe that the Indian economy possesses three key characteristics that allow the
country to benefit from global deflation: (1) a distinctive domestic macro model with low
reliance on exports, (2) a widening savings investment gap which allows it to absorb foreign
flows more productively, and (3) its ability to use the exchange rate as a monetary policy tool.
In addition, both its favorable demography and its attractive vibrant consumption story aided
by rising middle class incomes offer additional positive investment catalysts.

Further, owing to its low correlation with the developed world, largely aided by its reliance on
domestic investing, we see India as well-positioned for deflation-wary investors looking for a
hedge from developed markets.

Figure 3: Savings- investment gap is widening
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Macro-economic news flow to remain strongly supportive

In our view, the Indian economy remains in a sweet spot, with macro economic newsflow
slated to be extremely positive. GDP growth momentum is set to remain strong (trajectory of
8-9% growth); government tax collections are running well ahead of budgeted estimates; 3G
auctions have yielded revenues 3x of what was expected (which assuages concerns over
runaway fiscal deficit); inflation will be trending downwards after remaining sticky for a long
period (largely on account of base effect, but will be optically lower); sharp widening of
current account deficit remains well funded by robust capital inflows; and one of the best
monsoons in many years is fuelling aggregate demand and a consumption boom across the
country and also leading to a record harvest, reducing inflationary pressures on foodgrains.
With inflation trending down and oil prices remaining range-bound, we expect considerable
pressure to be taken off the Reserve Bank of India leading to low risk of knee-jerk policy
error. We see the RBI moving on its calibrated approach to containing inflation.

Figure 4: Government of India’s tax collections are Figure 5: WPI inflation although elevated is finally
running ahead of budgeted estimates for FY11 showing some signs of easing
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Its all about growth; valuations not yet in 'bubble zone'

A positive macro economic environment will create a strong platform for corporate earnings
growth. Our analysts are forecasting a 26% earnings CAGR over FY10-12. At these levels, the
Sensex is trading at one-year forward earnings 16.6x, which does not look steep as the
Sensex has traded at an average of 15.5x over the past five years. MSCI India is also trading
at 17x one year forward earnings and a 430bps premium to MSCI Asia. However we note
that over the last five years MSCI India has anyway traded at an average valuation of 16.5x
and at a 330bps premium to MSCI Asia. We also allude to the Market cap/GDP ratio to
assess investor activity. The market is currently trading at 1.1x Mkt cap to GDP, which does
not yet look like we are in the ‘bubble zone'. In 2008, when the Indian market had been
similarly seeing an influx of foreign capital, the corresponding mkt cap/GDP ratio had reached
a level of 1.6x. We continue to prefer consumer discretionary and industrial sectors.

Our top Buys are: Axis Bank (INR 1,531), Asian Paints (INR 2,816), BHEL (INR 2,479), HDFC
Bank (INR 2,471), Infosys (INR 3,059), L&T (INR 2,040), Maruti (INR 1,413), Tata Steel
(INR 615) and Zee (INR 294).
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Figure 6: Sensex PE band - valuations still much below the euphoric level seen in 2008
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Figure 7: Market Cap/GDP also does not seem to be in the ‘bubble zone’
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Figure 8: MSCI India has mostly tended to trade at premium to MSCI Asia ex Japan
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Appendix 1

Important Disclosures
Additional information available upon request

For disclosures pertaining to recommendations or estimates made on a security mentioned in this report, please see
the most recently published company report or visit our global disclosure look-up page on our website at
http://am.db.com/ger/disclosure/DisclosureDirectory.eqgsr.

Analyst Certification

The views expressed in this report accurately reflect the personal views of the undersigned lead analyst(s). In addition, the
undersigned lead analyst(s) has not and will not receive any compensation for providing a specific recommendation or view in
this report. Abhay Laijawala

Equity rating dispersion and banking relationships

Buy: Based on a current 12- month view of total share-

holder return (TSR = percentage change in share price 400 58%

from current price to projected target price plus pro-

jected dividend yield ) , we recommend that investors 300 - 34%

buy the stock.

Sell: Based on a current 12-month view of total share- 200 4

holder return, we recommend that investors sell the 100 15% 13% 8% 14%
stock

Hold: \We take a neutral view on the stock 12-months 0

out and, based on this time horizon, do not recommend Buy Hold Sell
either a Buy or Sell.

Notes:

1. Newly issued research recommendations and target [ Companies Covered Ml Cos. w/ Banking Relationship ‘

prices always supersede previously published research.

2. Ratings definitions prior to 27 January, 2007 were:
Buy: Expected total return (including dividends) of
10% or more over a 12-month period
Hold: Expected total return (including dividends)
between -10% and 10% over a 12-month period
Sell: Expected total return (including dividends) of -
10% or worse over a 12-month period

Asia-Pacific Universe
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Regulatory Disclosures

1. Important Additional Conflict Disclosures

Aside from within this report, important conflict disclosures can also be found at https://gm.db.com/equities under the
"Disclosures Lookup" and "Legal" tabs. Investors are strongly encouraged to review this information before investing.

2. Short-Term Trade ldeas

Deutsche Bank equity research analysts sometimes have shorter-term trade ideas (known as SOLAR ideas) that are consistent
or inconsistent with Deutsche Bank's existing longer term ratings. These trade ideas can be found at the SOLAR link at

http://am.db.com.

3. Country-Specific Disclosures

Australia: This research, and any access to it, is intended only for "wholesale clients" within the meaning of the Australian
Corporations Act.

Brazil: The views expressed above accurately reflect personal views of the authors about the subject company(ies) and
its(their) securities, including in relation to Deutsche Bank. The compensation of the equity research analyst(s) is indirectly
affected by revenues deriving from the business and financial transactions of Deutsche Bank.

EU countries: Disclosures relating to our obligations under MiFiD can be found at http://globalmarkets.db.com/riskdisclosures.
Japan: Disclosures under the Financial Instruments and Exchange Law: Company name - Deutsche Securities Inc. Registration
number - Registered as a financial instruments dealer by the Head of the Kanto Local Finance Bureau (Kinsho) No. 117.
Member of associations: JSDA, The Financial Futures Association of Japan. Commissions and risks involved in stock
transactions - for stock transactions, we charge stock commissions and consumption tax by multiplying the transaction
amount by the commission rate agreed with each customer. Stock transactions can lead to losses as a result of share price
fluctuations and other factors. Transactions in foreign stocks can lead to additional losses stemming from foreign exchange
fluctuations.

New Zealand: This research is not intended for, and should not be given to, "members of the public" within the meaning of the
New Zealand Securities Market Act 1988.

Russia: This information, interpretation and opinions submitted herein are not in the context of, and do not constitute, any
appraisal or evaluation activity requiring a license in the Russian Federation.
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