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India Government Bonds

Market Landscape

India is the world’s largest democracy, with over
1.4 billion people. Bloomberg recently highlighted
India as the “world’s fastest-growing major
economy”, with GDP growth expected at 9.2% for
fiscal 2022. India is the sixth-largest economy
globally and the second-largest among emerging
markets (see graph 2), so why isn’t India properly
represented in investor portfolios?

Currently, Indian government bonds (IGBs) do not feature in any
of the major government bond indices. Largely driven by
historical quotas on foreign ownership and operational
difficulties in accessing local currency IGBs, foreign ownership
of the asset class is currently below 2% (source: Bloomberg, as
at 31 December 2021). This is a stark difference when

compared to 10% in China, 26% in Indonesia, and 47% in Mexico,
especially when the nature of the asset class is considered.

Despite this lack of representation, the Indian bond market has
experienced consistently strong growth over the past 10 years;
we calculate the five-year average annual growth rate to the end
of 2021 to be +17% for government debt issuance (see graph 1).

In addition to this growth in liquidity, India has historically provided
strong correlation diversification against both global emerging
and developed market countries. We find it to be one of the least
correlated countries to the wider markets (see table 1).

Graph 1: India sovereign debt — market growth
Ave ann. growth (2017-2021): +17%
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Source: LGIM, J.P. Morgan, data to 31 December 2021.
Past performance is not a guide to the future.

The landscape has similarly evolved on the FX side, as India’s
status as one of the most attractive emerging-market
destinations for foreign direct investment (FDI) means that
India runs a positive balance of payments and has built the
world's fourth-largest FX reserve with the balance increasing
significantly over the past few years (sources: World Bank,
Bloomberg, Trading Economics, February 2022). India is also
one of the few remaining emerging markets that possesses an
investment-grade sovereign debt rating.

This lack of representation is about to change, in our view.
India is liberalising its financial markets and is poised to join a
range of major government bond indices in the near future.
The country is already on the watchlist for JP Morgan’s
flagship local currency emerging-market bond offering, with
inclusion into this index alone set to trigger $30 billion of
inflows into the market (source: JP Morgan and LGIM, February
2022). One of the key aspects of this liberalisation has been the
issuance of Fully Accessible Route (FAR) government bonds,
free of quotas and more readily investible by foreign investors.

Even though Indian FAR government bonds only represent
about 22% of overall IGBs by total notional amount, they
represent over 57% of trading volumes (source: JP Morgan and
LGIM, February 2022). In March 2020, the Reserve Bank of
India communicated that all 5, 10 and 30-year issuances of
government securities would qualify for FAR for foreign
investors. To illustrate the appetite for this debt, the overall
trading volume is split 57/43 in favour of Indian FAR-eligible
debt (source: JP Morgan, CCIL, as at 31 December 2021).

Graph 2: 2020 gross domestic product - India
ranks 6th worldwide and 2nd in emerging markets
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Source: LGIM, World Bank, data for 2020.
Past performance is not a guide to the future.
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Relative to Other Government Debt Markets

India’s local debt market currently exhibits very Between 2019 and 2021, the Indian local debt market has

. . d for a similar market value as China's local debt
low levels of foreign ownershi raph accounted fora: .
owlevels otforeigh OWhership (seeg ap 3)’ market, with India’s local debt market value reaching $617

contributing to its lower level of correlation to billion. Notably, this is a +290% increase since 2012
the wider global fixed-income markets. (source: JP Morgan and LGIM, February 2022).
Graph 3: Local-currency government debt market
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Graph 4: Foreign ownership share in local-currency
emerging market
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Source: LGIM, J.P. Morgan, data to 31 December 2021.
Past performance is not a guide to the future.

Source: Morgan Stanley, February 2022.

Assumptions, opinions and estimates are provided for illustrative
purposes only.

India government bonds — Relative accumulative total return (USD)

Over the past three to five years, IGBs have outperformed single debt markets such as Mexico, China and even (quite significantly)
Brazil. When compared with most of the below local debt markets, its performance also demonstrated a more stable pattern, with
less significant volatility and drawdowns.
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India accumulated relative TR performance (USD)
as of 31st January 2022
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Source: JP Morgan and LGIM, data to 31 January 2022.
Past performance is not a guide to the future. The
value of an investment and any income taken from it
is not guaranteed and can go down as well as up; you
Maxdrawdown(5;year) may not get back the amount you originally invested.
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Table 1: Monthly USD total return cross correlation matrix — five-year period to 31 December 2021
India has historically offered diversification benefits through low levels of correlation across a wide range of both emerging and
developed-market issuers.

GBI-EM
Index* USA China Egypt India Kazak. Philip. Ukraine Brazil Chile Indones.  Serbia  S.Africa Poland Mexico  Thailand Malaysia Romania Peru Turkey  Uruguay

GBI-EM Index* 008 -0.05 0.52 049 0.61 0.40 0.10 0.26 0.36 0.36 0.51 011
usa 0.21 0.07 036 023 0.18 0.36 0.30 -0.09 0.21 047 0.46 038 003 017 0.12 0.34
China 0.02 014 -018 005 028 0.18 0.22 005 004 012 043 0.26 0.34 0.23 005 011 007 -0.06
Egypt -0.08 -0.17 -0.07 0.51 -0.06 -0.04 0.07 -0.22 -0.16 -0.14 0.12 -0.03 -0.04 -0.10 -0.20 -0.07 0.10 0.02 -0.19
India -0.05 0.21 0.14 0.51 0.06 008 006 014 011 0.08 0.25 021 0.01 -0.07 002 011 002 007
Kazakhstan 071 007 018 -0.10 -0.20 030 033 038 017 026 015 -0.01 057 | 067 054 063 -0.06

Philippines 0.52 0.36 005 006 0.06 0.20 0.30 0.24 0.16 019 0.20 0.44 0.23 0.32 0.14 0.25 0.16 0.50

Ukraine 0.49 -0.23 -0.28 -0.04 -0.22 0.15 0.29 0.17 0.17 0.16 -0.17 -0.09 0.32 0.34 0.38 0.64 -0.07 0.57
Brazil 0.61 0.18 0.18 0.07 0.08 0.20 -0.03 0.01 0.30 0.25 0.32 0.50 0.56 0.32 0.57 0.16 0.28
Chile 065 | 017 011 010 01 0.63 0.30 064 057 0.01 021 0.29 0.03 0.04 0.48 0.51 0.47 0.47 0.7 0.37
Indonesia 0.40 080 005 016  -014 | 038 0.24 017 -0.03 0.09 000 -0.14 0.09 0.08 0.19 0.20 008  -001 004 | 053
Serbia 010 009 004 014 011 017 0.16 017 0.01 0.07 0.00 0.15 026 006  -0.03 0.05 0.19 021 022 009
South Africa 0.26 0.21 0.12 0.12 0.08 0.26 0.19 0.16 0.30 0.36 -0.14 0.15 0.30 0.38 0.42 0.25 0.29 0.22 0.11
Poland 0.36 0.47 0.43 -0.03 0.25 0.15 0.20 -0.17 0.25 0.31 0.09 0.26 0.27 0.53 0.03 -0.04 0.25
Mexico &- 026 004 021 -0.01 0.44 -0.09 032 026 0.08 -0.06 030 027 -0.02 0.04 033 022
Thailand 0.46 034 010 0.01 0.57 0.23 0.32 0.50 0.43 019 003 038 051 0.5 0.48 0.07 0.59
Malaysia 0.68 0.38 023 020 007 [0 o032 0.34 0.56 0.42 0.20 0.05 0.42 0.44 021 0.55 051 0.02

Romania 0.51 -0.03 0.05 -0.07 0.02 0.54 0.14 0.38 0.32 0.27 0.08 0.19 0.25 0.53 -0.02 0.59 0.55 0.47 -0.20 0.48
Peru 0.65 -0.17 -0.11 0.10 -0.11 0.63 0.25 0.64 0.57 0.30 -0.01 0.21 0.29 0.03 0.04 0.48 0.51 0.47 0.11

Turkey 0.11 012 -0.07 002 002 _ 006 016  -0.07 0.16 017 004 022 022 004 033 0.07 002 -020 0.11

Uruguay 073 034 006 019 007 [HGEEEN 050 0.57 0.28 0.37 0.53 0.09 01 0.25 0.22 059 066 | 048 0.50

Source: LGIM, J.P. Morgan, Bloomberg, data to 31 December 2021.
*J.P. Morgan GBI-EM Global Diversified Index. Where generic bonds are not available, the largest, most suitable proxy bond has been used from Bloomberg.
Past performance is not a guide to the future. It should be noted that diversification is no guarantee against a loss in a declining market.
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Evolution of the Indian rupee (INR) FX

landscape

Graph 5: Positive balance of
payments

Similar to other quickly growing emerging
markets, India has maintained a moderate
current account deficit since 2013. However,
due to India’s attractiveness as a destination
for FDI, the current account deficit is more

than fully financed by FDI, leading to a
positive balance of payments that has
meaningfully increased in recent years.

Source: Bloomberg, as of 31 January 2022.
Past performance is not a guide to
the future.
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Graph 7: RBI measures of FX
relative valuation

This sharp rise in FX puts the focus on
the Reserve Bank of India's (RBI)
outlook on the INR's relative valuation.
The fact that the RBI's trade-weighted
measures of real exchange rates show
the currency is roughly fairly valued
may go a long way to explain analysts'’
sanguine views around the currency's
future direction.

Source: Bloomberg, as of 31 January 2022.
Past performance is not a guide to
the future.
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The benefits of the ETF wrapper for

accessing Indian bonds

The Fully Accessible Route (FAR) opened in April
2020, and the market value in USD of such bonds
is now over $235 billion (source: JP Morgan, as of 21
February 2022).

FAR is a separate channel created by the Reserve Bank of India
to allow non-Indian residents access to specified government
securities. With direct investment in Indian bonds having been
a challenge for global investors for many years, FAR avoids
such trading issues and has facilitated access to the Indian
debt market through a single ETF that can immediately provide
full exposure to a basket of underlying bond securities rather
than requiring investment in individual bonds.

The value of an investment and any income taken from it is not
guaranteed and can go down as well as up; you may not get
back the amount you originally invested.

Potential benefits to the investor
of the ETF structure

1

Easy access to a complex,
highly regulated market

As opposed to many other countries, custody
accounts in India are set up at a sub-fund level and
not at an umbrella level, which can result in an
expensive and lengthy regulatory approval process.

|
2

No need to deal with
a complex currency

The rupee is deemed a restricted currency, which
can limit its trading.

3

No need to onboard tax
adviser and local broker

Our ETF is taxed as an Irish fund and is registered
under the UK reporting fund status, which
facilitates inclusion in tax calculations.

|
4

ETFs can provide meaningful
liquidity, even in times of
market stress

ETFs benefit from trading in both the primary
and secondary markets.
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Conclusion

This is a market we have been following closely for
some time and where we continue to see positive
developments. The Indian FAR bond market has
now grown sufficiently to accommodate demand
from foreign investors seeing access to India.

Given the fact that India is now aiming to recover from
higher-than-projected pandemic costs, and local commercial
banks are now having to reduce their holdings in local
government debt (to satisfy statutory leverage ratio levels), we
expect debt issuance to continue growing apace.

India's ongoing efforts to improve the ability of foreign
investors to access its market have put the country on a path
to inclusion across major fixed-income indices, including the
J.P. Morgan GBI-EM Global Diversified index. This is a
significant milestone for the country's ability to attract external
sovereign debt financing, in our view. We expect these steps to
set the tone for billions of dollars of international inflows into
the world’s sixth-largest economy (and second-largest
emerging economy).

In addition to a current yield of ~6.4%, well distributed across
the yield curve, the 17 India FAR government bonds offer a
duration of ~6.5 years.! The local credit rating is investment
grade, while offering what we believe is a compelling yield
pickup of ~4.7% against its US 10-year investment-grade
counterpart.?

Not only does Indian FAR government bonds' total market
value in excess of $200 billion allow for improved liquidity, but
the India debt market has historically provided strong
diversification versus both emerging and developed bonds. We
deem India to be one of the least correlated countries to the
wider universe (see table 1).

We believe the L&G India INR Government Bond UCITS ETF
offers global investors the opportunity to participate in these
FAR sovereign bonds through a liquid, convenient and
transparent fund structure.

1 Source: LGIM, Bloomberg, as at 21 February 2022.
2 Source: LGIM, Bloomberg, as at 31 January 2022.

Past performance is not a guide to the future. The value of an investment and any income taken from it is not guaranteed and
can go down as well as up; you may not get back the amount you originally invested. Assumptions, opinions and estimates are

provided for illustrative purposes only.
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Key risks
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Important information

The information contained in this document (the ‘Information’) has been
prepared by LGIM Managers Europe Limited ('LGIM Europe’), or by its
affiliates (‘Legal & General', ‘we’ or 'us’). Such Information is the property and/
or confidential information of Legal & General and may not be disclosed by
you to any other person without the prior written consent of Legal & General.

No party shall have any right of action against Legal & General in relation to
the accuracy or completeness of the Information, or any other written or oral
information made available in connection with this publication. Any
investment advice that we provide to you is based solely on the limited initial
information which you have provided to us. No part of this or any other
document or presentation provided by us shall be deemed to constitute
‘proper advice' for the purposes of the Investment Intermediaries Act 1995
(as amended). Any limited initial advice given relating to professional
services will be further discussed and negotiated in order to agree formal
investment guidelines which will form part of written contractual terms
between the parties.

The Information has been produced for use by a professional investor and
their advisors only. It should not be distributed without our permission.

A summary of investor rights associated with an investment in the Fund shall
be available from www.Igim.com/investor_rights.

The risks associated with each fund or investment strategy are set out in this
publication, its KIID, the relevant prospectus or investment management
agreement (as applicable) and these should be read and understood before
making any investment decisions. A copy of the relevant documentation can
be obtained from your Client Relationship Manager. A copy of the English
version of the prospectus of the Fund and the key investor information
document relating to the Fund is available at www.lgim.com and may also be
obtained from your Client Relationship Manager. Where required under
national rules, the key investor information document will also be available in
the local language of the relevant EEA Member State.

Confidentiality and Limitations:

Unless otherwise agreed by Legal & General in writing, the Information in this
document (a) is for information purposes only and we are not soliciting any
action based on it, and (b) is not a recommendation to buy or sell securities
or pursue a particular investment strategy; and (c) is not investment, legal,
regulatory or tax advice. Any trading or investment decisions taken by you
should be based on your own analysis and judgment (and/or that of your
professional advisors) and not in reliance on us or the Information. To the
fullest extent permitted by law, we exclude all representations, warranties,
conditions, undertakings and all other terms of any kind, implied by statute or
common law, with respect to the Information including (without limitation)
any representations as to the quality, suitability, accuracy or completeness of
the Information.

Any projections, estimates or forecasts included in the Information (a) shall
not constitute a guarantee of future events, (b) may not consider or reflect all
possible future events or conditions relevant to you (for example, market
disruption events); and (c) may be based on assumptions or simplifications
that may not be relevant to you.

The Information is provided ‘as is’ and ‘as available'. To the fullest extent
permitted by law, Legal & General accepts no liability to you or any other
recipient of the Information for any loss, damage or cost arising from, or in
connection with, any use or reliance on the Information. Without limiting the
generality of the foregoing, Legal & General does not accept any liability for any
indirect, special or consequential loss howsoever caused and, on any theory, or
liability, whether in contract or tort (including negligence) or otherwise, even if
Legal & General has been advised of the possibility of such loss.

A decision may be taken at any time to terminate the arrangements made for
the marketing of the Fund in any EEA Member State in which it is currently
marketed. In such circumstances, investors in the affected EEA member
state will be notified of this decision and will be provided with the opportunity
to redeem their shareholding in the Fund free of any charges or deductions
for at least 30 working days from the date of such notification.

Third Party Data:

Where this document contains third party data (‘'Third Party Data’), we
cannot guarantee the accuracy, completeness or reliability of such Third-
Party Data and accept no responsibility or liability whatsoever in respect of
such Third-Party Data.

Publication, Amendments and Updates:

We are under no obligation to update or amend the Information or correct
any errors in the Information following the date it was delivered to you. Legal
& General reserves the right to update this document and/or the Information
at any time and without notice.

Although the Information contained in this document is believed to be
correct as at the time of printing or publication, no assurance can be given to
you that this document is complete or accurate in the light of information
that may become available after its publication. The Information may not
take into account any relevant events, facts or conditions that have occurred
after the publication or printing of this document.

Telephone Recording:

As required under applicable laws Legal & General will record all telephone
and electronic communications and conversations with you that result or
may result in the undertaking of transactions in financial instruments on your
behalf. Such records will be kept for a period of five years (or up to seven
years upon request from the Central Bank of Ireland (or such successor from
time to time)) and will be provided to you upon request.

In the United Kingdom and outside the European Economic Area, it is
issued by Legal & General Investment Management Limited, authorised and
regulated by the Financial Conduct Authority, No. 119272. Registered in
England and Wales No. 02091894 with registered office at One Coleman
Street, London, EC2R 5AA.

In the European Economic Area, it is issued by LGIM Managers (Europe)
Limited, authorised by the Central Bank of Ireland as a UCITS management
company (pursuant to European Communities (Undertakings for Collective
Investment in Transferable Securities) Regulations, 2011 (S.I. No. 352 of
2011), as amended) and as an alternative investment fund manager with “top
up” permissions which enable the firm to carry out certain additional MiFID
investment services (pursuant to the European Union (Alternative Investment
Fund Managers) Regulations 2013 (S.I. No. 257 of 2013), as amended).
Registered in Ireland with the Companies Registration Office (No. 609677).
Registered Office: 70 Sir John Rogerson’s Quay, Dublin, 2, Ireland. Regulated
by the Central Bank of Ireland (No. C173733).

LGIM Managers (Europe) Limited operates a branch network in the European
Economic Area, which is subject to supervision by the Central Bank of
Ireland. In Italy, the branch office of LGIM Managers (Europe) Limited is
subject to limited supervision by the Commissione Nazionale per le societ e
la Borsa (“CONSOB") and is registered with Banca d'ltalia (no. 23978.0) with
registered office at Via Uberto Visconti di Modrone, 15, 20122 Milan,
(Companies' Register no. Ml - 2557936). In Germany, the branch office of
LGIM Managers (Europe) Limited is subject to limited supervision by the
German Federal Financial Supervisory Authority (“BaFin"). In the
Netherlands, the branch office of LGIM Managers (Europe) Limited is subject
to limited supervision by the Dutch Authority for the Financial Markets
("“AFM") and it is included in the register held by the AFM and registered with
the trade register of the Chamber of Commerce under number 74481231.
Details about the full extent of our relevant authorisations and permissions
are available from us upon request. For further information on our products
(including the product prospectuses), please visit our website.

©2022 Legal & General Investment Management Limited. All rights reserved.
No part of this publication may be reproduced or transmitted in any form or
by any means, including photocopying and recording, without the written
permission of the publishers.
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