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Steep, new US tariffs on Indian goods—which doubled to 50% in August in retaliation for
New Delhi’s purchase of Russian oil—has added a layer of uncertainty for the subcontinent.
Still, we believe investors seeking meaningful weightings in international equities may find
India’s current environment well-positioned for deeper consideration.

One notable exemption to the tariffs applies to certain high-end smartphones, a category
in which India has become an increasingly important manufacturing hub. Even if this
exemption were later withdrawn, analysts expect India to remain a key production center
for US-bound smartphones, given the scale of recent supply-chain investments.

A convergence of what we consider more attractive valuations for Indian equities, robust
financial sector fundamentals, structural technology investments and an evolving role
within global supply chains is prompting many to view this as a timely entry point into this
dynamic market.

Beyond the tariff risks—which may challenge India’s export competitiveness—structural
issues in the industrial sector persist, even as services and agriculture continue to drive
growth. However, with ongoing US-India negotiations and President Trump’s well-docu-
mented tendency to reverse course on trade policies, it remains unclear whether these
heightened duties will ultimately stick. If reversed or softened, they may be viewed more as
a temporary headwind than a structural threat. The United States accounts for about 20%
of India’s goods exports.
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In response, Prime Minister Narendra Modi has accelerated a series of policy reforms to
bolster domestic resilience, including an overhaul of the country’s consumption tax aimed
at softening the tariff blow. The government’s renewed focus on infrastructure investment
and consumption-led stimulus is also intended to reinforce economic momentum and
support sustainable growth.

Set to take effect in late September, reductions to India’s Goods and Services Tax (GST)
should, in our opinion, represent significant fiscal stimulus to help blunt tariff impacts.
Alongside February’s direct tax relief, rate reductions and moderating inflation, these cuts
may create multiple channels for demand acceleration. Lower GST on essential goods
could also ease retail inflation, particularly if savings are passed on to consumers.
Importantly, we believe these effects may begin to materialize as early as next quarter’s
corporate earnings. While direct beneficiaries include automobiles, fast-moving consumer
goods and insurance, the broader boost to consumption may benefit sectors such as
discretionary retail and non-bank financials.

Amid shifting trade dynamics, Prime Minister Modi recently met with Chinese President Xi
Jinping on the sidelines of the Shanghai Cooperation Organization summit, marking Modi’s
first visit to China in seven years. The leaders held multiple discussions, expressing efforts
at stronger partnership as well as India’s ability to cultivate strategic bilateral options.

Encouragingly, the latest IMF World Economic Outlook projects India’s GDP growth at
6.5% for both 2025 and 2026, positioning it ahead of China and many regional peers

(see Exhibit 1 below). This sustained growth outlook alongside ongoing structural reforms,
underscores India’s status as the world’s fastest-growing major economy.

Exhibit 1: India Tops
2025 Emerging Market
Growth Forecasts

Estimated 2025 Emerging Market GDP Growth Compared to Developed Markets

Percentage
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*G7 composed of seven countries: Canada, France, Germany, ltaly, Japan, United Kingdom and United States. IMF estimates as of August 2025.
Sources: FactSet, International Monetary Fund. There is no assurance that any estimate, forecast or projection will be realized.

What’s more, Bloomberg’s survey of economists suggest that India faces virtually zero
probability of entering a recession within the next year—a sharp contrast to Mexico, which
remains highly exposed to US economic cycles and to Canada, where some indicators, like
declining output and weakening employment, suggest a recession may already be
underway (see Exhibit 2 on the next page).
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Exhibit 2: Worldwide
Recession Probability
As of August 14, 2025

Recession Probability in a Year
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Note: Displays the median forecasted probability of recession. These forecasts are derived from the latest monthly and quarterly surveys
conducted by Bloomberg and from forecasts submitted by various banks.

Source: Bloomberg. There is no assurance that any estimate, forecast or projection will be realized.

Historically, India has traded at a premium relative to other emerging markets, reflecting its
strong fundamentals and growth potential. Recent market corrections, however, have
compressed valuations, bringing the MSCI India Index’s full 2025 calendar year price-to-
earnings estimates to 24x—broadly in line with the United States at 24.2x.2 This marks
India’s narrowest valuation gap with the United States since 2016.% With corporate earnings
forecasts remaining resilient, we believe this valuation reset enhances the risk-reward
profile for new allocations—particularly for investors seeking high-growth exposure with
improving relative value.*

India’s financial sector has notably outperformed other segments, with the Nifty Financial
Services Index—a benchmark for banking, insurance and diversified financials—reaching
record highs in June and soaring more than 15% in the first half of the year.5 This rally
reflects improving asset quality, stronger balance sheets and robust credit demand,
underscored by record profits in the banking sector during fiscal year 2025.

From rhetoric to action on chips ambitions

India is translating ambitious semiconductor goals into concrete progress. Through a
multibillion-dollar, government-backed initiative, Prime Minister Modi has signaled a clear
commitment to building a self-reliant semiconductor ecosystem. This sector is not only
attracting multinational corporations but also fostering a rapidly growing domestic talent
pool—from highly-skilled research and development roles to manufacturing and supply-
chain positions. This makes semiconductors a key contributor to India’s broader economic
transformation and technology-driven growth story.

As global semiconductor supply chains undergo realignment—spurred by geopolitical
shifts and the need for diversification—India’s rising prominence in this critical sector
positions it as both a manufacturing hub and a significant employment generator. This
evolution complements India’s broader emergence as a supply-chain alternative to China,
as multinational corporations and investors actively seek to diversify their sourcing and
production bases amid increasing geopolitical uncertainties.
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A digital powerhouse

India is home to one of the world’s largest populations of smartphone users, internet
subscribers and digital transaction volumes. Its expansive public digital infrastructure—
including a national biometric ID system and a real-time payments network—generates
vast amounts of data daily. This digital momentum has made India the fastest-growing
market for ChatGPT, with some estimates suggesting it now represents the platform’s
largest user base, accounting for around 14% of total users.®

India’s most pressing challenges—in health care, education, agriculture and public
services—also represent its greatest opportunities. With a vast population, a thriving
technology sector and a robust digital infrastructure, we believe India is uniquely posi-
tioned to scale artificial intelligence (Al) and digital solutions that can drive meaningful
social impact alongside economic growth.

In alignment with this vision, government officials have launched the bold IndiaAl Mission,
backed by over US$1.25 billion in public investment. This initiative aims to build national
compute infrastructure, develop indigenous Al models, establish Al safety frameworks and
promote startup funding and research centers—laying the foundation for India’s leadership
in Al innovation.

Beyond services and consumption—an evolving manufacturing hub

As global corporations and investors diversify away from traditional manufacturing hubs,
we believe India is increasingly spotlighted as a vital alternative to China. Its growing
manufacturing capabilities, improving infrastructure, favorable demographics and policy
incentives make it a strategic node in global supply chains. In our opinion, this evolving
role enhances India’s long-term investment case—not just as a consumption-driven market
but as a key player in the global industrial ecosystem.

Endnotes

1. Source: “National Import-Export Record for Yearly Analysis of Trade (NIRYAT).” Indian Government’s Ministry of Commerce and Industry. From April 2024-March 2025.

2. Source: Bloomberg as of September 2, 2025. The MSCI India Index is designed to measure the performance of the large- and mid-cap segments of the Indian market. Past performance
is not an indicator or a guarantee of future performance. Indexes are unmanaged and one cannot invest directly in an index. Important data provider notices and terms available at
www.franklintempletondatasources.com. There is no assurance that any estimate, forecast or projection will be realized.

3. Source: Bloomberg. United States is measured using the S&P 500 Index.
4. Thereis no assurance that any estimate, forecast or projection will be realized.

5. Source: Yahoo Finance. The Nifty Financial Services Index is designed to reflect the behavior and performance of the Indian financial market which includes banks, financial institutions,
housing finance, insurance companies and other financial services companies. Past performance is not an indicator or a guarantee of future performance. Indexes are unmanaged
and one cannot invest directly in an index. Important data provider notices and terms available at www.franklintempletondatasources.com.

6. Source: “Can India be an Al winner?” The Economist. June 12, 2025.
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WHAT ARE THE RISKS?
All investments involve risks, including possible loss of principal.

Equity securities are subject to price fluctuation and possible loss of principal. International investments are subject to special risks, including
currency fluctuations and social, economic and political uncertainties, which could increase volatility. These risks are magnified in emerging markets.

Investments in companies in a specific country or region may experience greater volatility than those that are more broadly diversified
geographically. The government’s participation in the economy is still high and, therefore, investments in China will be subject to larger regulatory
risk levels compared to many other countries.

Investment strategies which incorporate the identification of thematic investment opportunities, and their performance, may be negatively
impacted if the investment manager does not correctly identify such opportunities or if the theme develops in an unexpected manner. Focusing
investments in information technology (IT) and/or technology-related industries carries much greater risks of adverse developments and
price movements in such industries than a strategy that invests in a wider variety of industries.

IMPORTANT LEGAL INFORMATION

This material is intended to be of general interest only and should not be construed as individual investment advice or a recommendation
or solicitation to buy, sell or hold any security or to adopt any investment strategy. It does not constitute legal or tax advice. This material may
not be reproduced, distributed or published without prior written permission from Franklin Templeton.

The views expressed are those of the investment manager and the comments, opinions and analyses are rendered as at publication date and may
change without notice. The underlying assumptions and these views are subject to change based on market and other conditions and may differ
from other portfolio managers or of the firm as a whole. The information provided in this material is not intended as a complete analysis of every
material fact regarding any country, region or market. There is no assurance that any prediction, projection or forecast on the economy, stock
market, bond market or the economic trends of the markets will be realized. The value of investments and the income from them can go down

as well as up and you may not get back the full amount that you invested. Past performance is not necessarily indicative nor a guarantee

of future performance. All investments involve risks, including possible loss of principal.

Any research and analysis contained in this material has been procured by Franklin Templeton for its own purposes and may be acted upon

in that connection and, as such, is provided to you incidentally. Data from third-party sources may have been used in the preparation of this
material and Franklin Templeton (“FT”) has not independently verified, validated or audited such data. Although information has been obtained
from sources that Franklin Templeton believes to be reliable, no guarantee can be given as to its accuracy and such information may be
incomplete or condensed and may be subject to change at any time without notice. The mention of any individual securities should neither
constitute nor be construed as a recommendation to purchase, hold or sell any securities, and the information provided regarding such individual
securities (if any) is not a sufficient basis upon which to make an investment decision. FT accepts no liability whatsoever for any loss arising from
use of this information and reliance upon the comments, opinions and analyses in the material is at the sole discretion of the user.

Franklin Templeton has environmental, social and governance (ESG) capabilities; however, not all strategies or products for a strategy consider
“ESG” as part of their investment process.

Products, services and information may not be available in all jurisdictions and are offered outside the US by other FT affiliates and/or their
distributors as local laws and regulation permits. Please consult your own financial professional or Franklin Templeton institutional contact for
further information on availability of products and services in your jurisdiction.

Brazil: Issued by Franklin Templeton Investimentos (Brasil) Ltda., authorized to render investment management services by CVYM per Declaratory Act n. 6.534, issued on October 1, 2001.

Canada: Issued by Franklin Templeton Investments Corp., 200 King Street West, Suite 1400 Toronto, ON, M5H3T4, Fax: (416) 364-1163, (800) 387-0830, www.franklintempleton.ca. Offshore
Americas: In the US, this publication is made available by Franklin Templeton, One Franklin Parkway, San Mateo, California 94403-1906. Tel: (800) 239-3894 (USA Toll-Free), (877) 389-0076 (Canada
Toll-Free) and Fax: (727) 299-8736. US: Franklin Templeton, One Franklin Parkway, San Mateo, California 944031906, (800) DIAL BEN/342-5236, franklintempleton.com. Investments are not FDIC
insured; may lose value; and are not bank guaranteed.

Issued in Europe by: Franklin Templeton International Services S.ar.. - Supervised by the Commission de Surveillance du Secteur Financier - 8A, rue Albert Borschette, L-1246 Luxembourg.

Tel: +352-46 66 67-1, Fax: +352 342080 9861. Poland: Issued by Templeton Asset Management (Poland) TFI S.A,; Rondo ONZ 1; 00-124 Warsaw. Saudi Arabia: Franklin Templeton Financial Company,
Unit 209, Rubeen Plaza, Northern Ring Rd, Hittin District 13512, Riyadh, Saudi Arabia. Regulated by CMA. License no. 23265-22. Tel: +966-112542570. All investments entail risks including loss of
principal investment amount. South Africa: Issued by Franklin Templeton Investments SA (PTY) Ltd, which is an authorised Financial Services Provider. Tel: +27 (21) 8317400, Fax: +2710 344 0686.
Switzerland: Issued by Franklin Templeton Switzerland Ltd, Talstrasse 41, CH-8001 Zurich. United Arab Emirates: Issued by Franklin Templeton Investments (ME) Limited, authorized and regulated
by the Dubai Financial Services Authority. Dubai office: Franklin Templeton, The Gate, East Wing, Level 2, Dubai International Financial Centre, P.O. Box 506613, Dubai, UAE. Tel: +9714-4284100,

Fax: +9714-4284140. UK: Issued by Franklin Templeton Investment Management Limited (FTIML), registered office: Cannon Place, 78 Cannon Street, London ECAN 6HL. Tel: +44 (0)20 7073 8500.
Authorized and regulated in the United Kingdom by the Financial Conduct Authority.

Australia: Issued by Franklin Templeton Australia Limited (ABN 76 004 835 849) (Australian Financial Services License Holder No. 240827), Level 47,120 Collins Street, Melbourne, Victoria 3000.
Hong Kong: Issued by Franklin Templeton Investments (Asia) Limited, 62/F, Two IFC, 8 Finance Street, Central, Hong Kong. Japan: Issued by Franklin Templeton Investments Japan Limited.
Korea: Issued by Franklin Templeton Investment Advisors Korea Co., Ltd., 3rd fl., CCMM Building, 101 Yeouigongwon-ro, Yeongdeungpo-gu, Seoul, Korea 07241. Malaysia: Issued by Franklin
Templeton Asset Management (Malaysia) Sdn. Bhd. & Franklin Templeton GSC Asset Management Sdn. Bhd. This document has not been reviewed by Securities Commission Malaysia.
Singapore: Issued by Templeton Asset Management Ltd. Registration No. (UEN) 199205211E, 7 Temasek Boulevard, #26-03 Suntec Tower One, 038987, Singapore.

Please visit www.franklinresources.com to be directed to your local Franklin Templeton website.
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