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Indian equities have started the year on weak footing (up 0.26%21) compared to global equities (up 7.22%).2

There is no denying that the allegations by Hindenburg regarding the Adani Group have soured sentiment.
But India continues to have strong macroeconomic fundamentals, an enabling policy environment and
buffers to deal with ongoing challenges.

Let’s take a look.
Budget’'s Capex Boost Offers Strong Growth Impetus

An element of India’s rapid recovery has been a concerted, tight fiscal policy, with the finance ministry
focused on protecting the budget deficit.

At the start of February, the government delivered a balanced budget, treading the fine line between fiscal
consolidation and growth.

Despite the consolidation, robust tax collection trends and a structural cut in subsidies (in the food and
fertilizer subsidy bill) are likely to continue to drive robust capex. A 30% surge in capital spending, to $120
billion, should encourage investment and capacity building ahead of the 2024 elections.3

The Indian Government Continued Its Fiscal Consolidation
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Sources: Indian Ministry of Finance, WisdomTree, as of 2/10/23.

This could be beneficial for the industrial, cement, banking and consumer sectors. On the flipside, the
insurance sector likely faces headwinds with the removal of tax exemptions on annual premiums above
1500,000. The budget projected India’s realGDP to grow at 6.9% in fiscal year 2023, compared to 8.7% in
fiscal year 2022.

The inflation situation is expected to improve significantly in the next fiscal year, with headline inflation
expected to fall from 6.5% in 2022/23 to 5.3%.

The monetary policy committee (MPC) of the Reserve Bank of India (RBI) raised the policy rate for the
sixth consecutive time on February 8, taking the policy rate to 6.5%. We expect this rate hike to be the
last in the current monetary tightening cycle. A key factor in the RBI’s inflation forecasts is an expected
moderation of the crude oil price from $100 to $95. Both are higher than current energy prices.

Inflation Is within the RBI's Target Range
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The past tighter monetary cycle is likely to add to borrowing costs and restrain domestic growth. But at the
same time it should lower vulnerabilities, such as high inflation. The past year has reminded us that India’s
domestic growth has been far more resilient than broader global growth.

Earnings Weighted India: Emerging Market Value without Sacrificing Growth and Quality

India was recently in the headlines as its richest person—Gautam Adani and his affiliated conglomer-
ate—was accused of accounting fraud.

While this continues to play out in capital markets, it's important to remember that under the current
geopolitical background of US-China economic competition, India is generally a benefactor. In the near
term, India will continue its high-growth trajectory, benefiting from its relative cost advantage and younger
demographics.

One company'’s accounting demise, as people familiar with China’s Luckin Coffee saga know, seldom
changes an overall investment case for a country, where ultimately economic and political fundamentals
are main factors.

In the near term, when global growth is muted, investors will favor companies that consistently generate
high earnings growth at reasonable valuations. Indian stocks are generally not cheap. Earnings weighting
of Indian companies could offer investors significant valuation discounts without sacrificing growth and
quality.

Contrary to other emerging market (EM) countries with discounted valuations, Indian equity price-to-earn-
ings historical ratios were close to the S&P 500. However, when using earnings weighting instead of market
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cap weighting, the valuation discount is significant, at about 50%. In the case of Adani-affiliated companies,
the WisdomTree India Earnings Index had a less than 1% exposure, while the standard MSCI India index
had about 5% exposure.

Price-to-Earnings of S&P500 Value, WisdomTree Earnings India & MSCI India Indexes
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Performance data quoted abowve represents past performance; past performance does not guarantee future results. Index performance does not
represent actual fund performance. Itis not possible to invest directly in an indesx.

For definitions of terms in the chart above please visit the glossary.

Most importantly, the earnings-weighted WisdomTree India Earnings Index has a valuation discount,
without sacrificing earnings growth and quality characteristics. It also has higher a return on equity than
the standard MSCI India index.

Historical Return on Equity (%)
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Performance data quoted above represents past performance; past performance does not guarantee future results. Index performance does not
represent actual fund performance. Itis not possible toinvest directly in an index

The earnings-weighted Indian Index also had higher earnings growth rates than the standard index over
the last five years.

Weighted
Average Earnings
Growth

Median Earnings

Growth

e [ v [ v | e | v
WisdomTree India Earnings Index 16.8% 17.4% 16.5% 23.3% 28.1% 21.6%
MSCI INDIA Index 14.8% 13.8% 15.1% 21.4% 245% 18.9%
S&P 500 Index 7.2% 10.6% 11.8% 27.1% 15.8% 16.0%

Sources: FactSet, WisdomTree, as of 12/31/22. Parformance data quoted above represents past performance; past performance does not guarantee future
results. Index performance doas not represent actual fund performance. It is not possible to invest directly in an index.

In summary, part of the current correction in Indian equity is due to some mean reversion following the
significant run-up of last two years, as its biggest EM counterpart, China, experienced significant negative
sentiment.

1 Bloomberg performance of Sensex Index, 12/31/22—-2/10/23. It is not possible to invest directly in an
index.

2 Bloomberg performance of MSCI World Index, 12/31/22—-2/10/23.

3 Indian Ministry of Finance.
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