beyondtheheadlines

INDIA'S 7" PAY COMMISSION: PAY HIKE TO BOOST CONSUMPTION

India’s Cabinet has decided to raise central government employees’ and pensioners’ salaries by 14% to 23.5% this year,
accepting the 7t Pay Commission’s recommendations put forth in November last year. Pay commissions are carried out
nearly every decade to reset public sector salaries, adjusting for gains in employees’ productivity. In other years,
employees still enjoy pay hikes, albeit on a smaller scale. This Pay Commission hike, to be implemented from July this
year, will directly benefit ¢.10 million people (c.4.7 million central government staff and ¢.5.3 million pensioners), and
potentially up to 20-30 million Indian households over next few years.

The government will also more than double entry-level employees’ basic pay to INR18,000 (USD266) a month, from
INR7,000. However, it deferred raising allowances and will leave it to a committee to review the Pay Commission’s
proposed 63% increase.

Why it matters

1. Consumption stimulus Importantly, however, the pay rise will unlikely be the
only catalyst for consumption. Over the longer term,

In our view, the biggest potential impact from the pay hike improved aggregate demand will also hinge on other

is a boost to consumption, particularly in the urban factors, such as lower interest rates and favourable

segment. Once states and public sector companies follow monsoons—the latter is particularly important to boost

suit and raise pay at similar rates—as has occurred in the rural consumption, which has stagnated for the past

past— the total wage rise could amount to USD50 billion few years. Increased consumption will likely positive

over the next three to four years*. Taken together, this is a trickle-down effects on corporate earnings and India’s

large workforce, accounting for 60% of organised sector overall economy.

employment.

2. Benefits outweigh the small fiscal impact
Fig 1: Government employees make up 60% of organised

sector employment The pay hike is expected to dent government coffers

to the tune of INR849 billion or 0.6% of GDP** in the
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Source: CEIC, Macquarie Research, June 2016. "Macquarie also somewhat mitigate the fiscal burden. The
Research, 30 June 2016. government may also recoup a fraction of this liability

through income and consumption taxes.

Automobiles, housing and fast-moving consumer goods **Goldman Sachs Research, 30 June 2016.

are sectors likely to benefit. For example, the last Pay

Commission, which handed payouts in October 2008, 3. May fuel inflationary pressures

helped boost auto sales over the next few years.

There are concerns that rising incomes and demand
Fig 2: Vehicle sales spiked post-2008 Pay Commission (% YoY) may fuel inflation—valid, in our view, as higher
[ 8o inflation could slow the central bank’s hand in cutting
interest rates. India’s consumer price inflation (CPI)
and wholesale price inflation (WPI) have edged up in
April and May, but are still way below their 2013 highs.

The pay raise may pressure CPI due to a surge in
demand for goods and services; but food inflation will
hopefully be partly countered by better monsoons.
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WPI may see more muted impact, helped by lower
Passenger Vehicle Sales —Two-wheeler sales (RHS) . . . .
commaodity prices and spare capacity in some
Source: Bloomberg, Society of Indian Automobile Manufacturers, manufacturing sectors.
2015.
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DISCLAIMER
This document is produced by Eastspring Investments (Singapore) Limited and issued in:

¢ Singapore and Australia (for wholesale clients only) by Eastspring Investments (Singapore) Limited (UEN:
19940763 1H), which is incorporated in Singapore, is exempt from the requirement to hold an Australian financial
services licence and is licensed and regulated by the Monetary Authority of Singapore under Singapore laws which differ
from Australian laws.

¢ Hong Kong by Eastspring Investments (Hong Kong) Limited and has not been reviewed by the Securities and Futures
Commission of Hong Kong.

¢ United States of America (for institutional clients only) by Eastspring Investments (Singapore) Limited (UEN:
19940763 1H), which is incorporated in Singapore and is registered with the U.S Securities and Exchange Commission as
a registered investment adviser.

¢ European Economic Area (for professional clients only) and Switzerland (for qualified investors only) by
Eastspring Investments (Luxembourg) S.A., 26, Boulevard Royal, 2449 Luxembourg, Grand-Duchy of Luxembourg,
registered with the Registre de Commerce et des Sociétés (Luxembourg), Register No B 173737.

¢ United Kingdom (for professional clients only) by Eastspring Investments (Luxembourg) S.A. - UK Branch, 125 Old
Broad Street, London EC2N 1AR.

¢ Chile (for institutional clients only) by Eastspring Investments (Singapore) Limited (UEN: 19940763 1H), which is
incorporated in Singapore and is licensed and regulated by the Monetary Authority of Singapore under Singapore laws
which differ from Chilean laws.

The afore-mentioned entities are hereinafter collectively referred to as Eastspring Investments.

This document is solely for information purposes and does not have any regard to the specific investment objective, financial
situation and/or particular needs of any specific persons who may receive this document. This document is not intended as
an offer, a solicitation of offer or a recommendation, to deal in shares of securities or any financial instruments. It may not be
published, circulated, reproduced or distributed without the prior written consent of Eastspring Investments.

Investment involves risk. Past performance and the predictions, projections, or forecasts on the economy, securities markets
or the economic trends of the markets are not necessarily indicative of the future or likely performance of Eastspring
Investments or any of the funds managed by Eastspring Investments.

Information herein is believed to be reliable at time of publication. Where lawfully permitted, Eastspring Investments does
not warrant its completeness or accuracy and is not responsible for error of facts or opinion nor shall be liable for damages
arising out of any person’s reliance upon this information. Any opinion or estimate contained in this document may subject
to change without notice.

Eastspring Investments (excluding JV companies) companies are ultimately wholly-owned / indirect subsidiaries / associate of

Prudential plc of the United Kingdom. Eastspring Investments companies (including JV's) and Prudential plc are not affiliated
in any manner with Prudential Financial, Inc., a company whose principal place of business is in the United States of America.
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