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SHORT TERM PAIN

FOR LONG TERM GAIN

The landmark tax reform is positive for India

On the midnight of 30 June 2017,

the much awaited Goods and Services
Tax (GST) was launched by the Prime
Minister of India, Narendra Modi. The
GST will replace a labyrinth of local levies
with a singular national code across all
industries, rendering India an easier place
to conduct business.

With this tax in place, the authorities
hope to rein in tax evasion and reduce
corruption, with the ultimate goal of
upping tax receipts and increasing
government revenue.

As with any new regulation, there will

be short term disruption and teething
issues. For the consumer, higher costs

and business profiteering are key concerns
while implementation and compliance

(as expected) seem to be the main issues
for companies.

The anti-profiteering clause however
should ensure that most businesses would
pass on the benefits of input tax credit to
consumers and any inflationary pressure
from higher effective tax on some good
and services would be curbed.

In fact, the Confederation of Indian
Industry (Cll) has stated that input tax

credit will curb inflation by avoiding
tax-on-tax; experts believe its impact
on inflation should be negligible,
and at the margin, deflationary.
Furthermore necessary food items
such as grains and milk have been
exempt from GST, prices for durables
are expected to go up by only 1.2%".

From a business perspective, the impact
will differ across industries. For example,
within the real estate sector, the mass
realty segment will likely get a boost as
there is no GST for affordable housing.

Developers will likely shift their focus

to this segment which will likely help
overcome the supply side constraints.
Larger manufacturing players are also
encouraged by the uniform tax as smaller,
tax-evading competitors now have to
align with the industry; this however may
put some smaller less-efficient players out
of business.

Separately, the Federation of Indian
Export Organisations expressed concern
that the GST could put businesses in a
liquidity crunch as the input tax credit
could only be received after actual goods
are sold. There is also a risk of economic
slowdown during the adjustment phase;

Fig.1. IMF projects India’s GDP to grow over 8%
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businesses went on a de-stocking spree
in the run up to the GST implementation
date. But over the medium term, the
International Monetary Fund? projects
that the GST will enable India’s GDP to
grow over 8% (refer to Fig.1).

At a portfolio level, our investment

team is conscious that some companies
will go through a phase of adjustment
and implementation which might upset
near term earnings; but the process of
normalisation will likely not linger beyond
two-three quarters.

On a macro level the team believes

the GST is positive for the business
environment over the long term. This
historic event is a boon for the incumbent
administration as it not only strengthens
India’s fiscal position but also betters its
international standing.
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Source: IMF, World Economic Outlook Database, as at April 2017. *IMF estimates.

Impact of GST on consumer durables: Good news, despite highest tax slab of 28%, burden may not be passed on to consumer” Financial Express, as
at 2 July 2017. The tax rate for the sector was around 25-27 per cent, which has been hiked to 28 per cent under GST. ?Tao Zhang, Deputy Managing
Director, International Monetary Fund, as at 28 April 2017.
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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.

Indonesia by PT Eastspring Investments Indonesia, an investment manager that is licensed, registered and supervised by the Indonesia Financial
Services Authority (OJK).

Malaysia by Eastspring Investments Berhad (531241-U).

United States of America (for institutional clients only) by Eastspring Investments (Singapore) Limited (UEN: 199407631H), 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 TAR.

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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