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In an African folk tale, a prince can only be coronated when he can sense the faintest
noises of the jungle that even most alert predators tend to skip. The world of investing
is similar. Surrounded by commotion and distractions, this economic jungle can Tead even
the most experienced predators to miss the whispering winds of change.

India’s equity markets have been roaring Toudly, to the extent that some investors are
simply taking it as background noise. A slew of positive news continues to come out of
this Far East land. Here I will highlight two unrelated but key recent events:

e India’s credit markets getting freed from the grips of stressed Tloan books-a
liquidity injection of $32 billion

e India’s Tadder of reforms helping it jump a massive 30 spots in the world Bank’s
Ease of Doing Business ranking

I will cover both of them 1in detail. I will try to be economical with words Tike
“unprecedented,” “staggering” and “unheard of”; however, pardon my exuberance, for there
is no other way to describe the changes occurring in this Eastern Tland!

Stressed Banking Books Coiling Credit Growth

India’s central bank, the Reserve Bank of India (RBI), has consecutively cut interest ra
tes by 200 basis points (bps); however, retail banks, especially public sector banks,
which account for two-thirds of financial assets, have been unwilling to completely
transmit Tower rates to an end person. The reason 1lies 1in their Toan books, which are
concentrated in the industrial sector. In the aftermath of the financial crisis, these
Toan books struggled, and thus 20% to 25% of net Toans lent by these banks are now
starting to default.

This has caused banks to be hesitant about further lending, resulting in a higher cost
of borrowing, even for genuine entrepreneurs. The net result 1is stalled credit
expansion, 1like prey trapped in the tight grip of a snake.

In a major announcement last month, the Modi government pledged $32 billion in capital
for these beleaguered state banks—-$20 billion will come from recapitalization bonds
issued by the government, while banks will raise another $12 billion from markets. To
give you a sense of the magnitude-this capital 1injection 1is higher than the
cumulative injection of the Jlast decade! (See Historic High Capital Injection chart
below.)
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Most public sector banks saw their stock prices jump more than 25%, and Moody’s, a
prominent credit rating agency, said that the amount of capital pledged 1is enough to
address the solvency challenge and recapitalize banks adequately. This means that credit
in India’s economy could be out of the grips of frozen Tending!

98 Historic High Capital Injection Massive Jump in Public Sector Banks
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Sources: Bloomberg, Govemment of India, as of 10/31/17. Past performance is not indicative of future results.

A Ladder to Climb 30 Rungs in world Bank Index (i.e., Economic Reforms!)

In the popular Indian board game Snakes and Ladders, rolling a dice could potentially
get you a Tladder, bringing you closer to the finish or to a snake, which could demote
you back to the start. As a kid, I always wished for a Tladder to jump ahead, but
unfortunately I mostly got snakes. It seems 1ike this economy has created its own
Tadder. The world Bank, in its much-emphasized Ease of Doing Business index, elevated
India by 30 places 1in dits 2017 ranking, a big recognition of the reform
implementation by an external and powerful multilateral institution.

Most of 1India’s jump 1in ranking was driven by its Tadder of reforms, such as
implementation of a bankruptcy code, access to credit, power supplies and protections
for minority investors. In October 2015, when Jeremy Schwartz and I spoke with the then
finance minister, Jayant Sinha, he was in the process of designing these policies. Thus,

the speed at which they have been implemented is staggering.

This is also the first time that India is in the top five nations 1in one parameter
(i.e., it ranked No. 4 in “protecting interest of minority investors”). Below is the
evolution of India’s ranking:

e 2014: 142/190
e 2015: 130/190
e 2016: 130/190

e 2017: 100/190

A jump of 30 spots in a single year by an economy as big as India is unheard of and
boosts our confidence in India’s economic ladder of reforms.
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conclusion: Roaring Markets

India’s SENSEX is up by about 35% for the year,l roaring loud and clear for the changes
in the economy. I want to revisit this chart that I showed the first time in 2016.

Historically, consecutive rate cuts by RBI have led to equities delivering double-digit

returns over the following year. Since January 2015, RBI has cut 200 bps, with the most
recent rate cut coming in August 2017.

SENSEX Historically Delivered Double-Digit Returns to Consecutive Rate Cuts with
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Consecutive Repo Rate Cut Cycles SENSEX Returns (in §)

i Total
Time Period Engaged Rate Starting Level Rate Ending Level Mzl -
(One Year Following Rate Cut Cycle) Returns

Phase 1 Oct. 2008 - May 2009 9.00% 4.75% May 2009 - May 2010 19.46%
Phase 2 April 2012 - May 2013 8.50% 7.25% May 2013 - May 2014 18.53%
Phase 3 Jan 2015 - Present™ 8.00% 6.00% April 2016 - Present™® 32.80%

Sources: Bloomberg, Reserve Bank of India, as of 10/31/17

Until now, there has only been a partial transmission of lower rates to the economy. In
spite of this, the market has responded with double digits so far. when you combine a
complete transmission of cheaper credit, now poised to happen, with a cocktail of

ongoing reforms and their benefits, I think India’s market is just starting a multiple-
year bull run.

Morgan Stanley estimates that India’s equity market could potentially triple in

the next five years.? we believe investors should stay focused on profitable companies
and on investing across the complete breadth of equity markets.

In my opinion, investors should not ignore this Toud and roaring tiger from the
economic jungles of emerging markets.

lsource: Bloomberg, as of 10/31/17.
Zsource: Morgan Stanley, as of 10/31/2017

Important Risks Related to this Article

Investments focused in India increase the impact of events and developments associated
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with the region, which can adversely affect performance. India’s equity markets have
been roaring loudly, to an extent that some investors are simply taking it as background
hum. There continues to be a slew of positive news coming from this far East land,

For standardized performance and the most recent month-end performance click here NOTE,

this material 1is intended for electronic use only. Individuals who intend to print and

physically deliver to an investor must print the monthly performance report to accompany
this blog.

For more investing insights, check out our Economic & Market Outlook

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. 1dinvestors only: Click here to obtain a WisdomTree ETF prospectus which
contains investment objectives, risks, charges, expenses, and other information;
read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign
investing involves currency, political and economic risk. Funds focusing on a single
country, sector and/or funds that emphasize 1investments 1in smaller companies may
experience greater price volatility. Investments in emerging markets, currency, fixed
income and alternative investments include additional risks. Please see prospectus for
discussion of risks.

Past performance is not 1indicative of future results. This material contains the
opinions of the author, which are subject to change, and should not to be considered or
interpreted as a recommendation to participate in any particular trading strategy, or
deemed to be an offer or sale of any investment product and it should not be relied on
as such. There is no guarantee that any strategies discussed will work under all market
conditions. This material represents an assessment of the market environment at a
specific time and is not intended to be a forecast of future events or a guarantee of
future results. This material should not be relied upon as research or investment advice
regarding any security in particular. The user of this information assumes the entire
risk of any use made of the information provided herein. Neither WisdomTree nor 1its
affiliates, nor Foreside Fund Services, LLC, or 1its affiliates provide tax or Tegal
advice. Investors seeking tax or legal advice should consult their tax or Tlegal advisor.
Unless expressly stated otherwise the opinions, interpretations or findings expressed
herein do not necessarily represent the views of WisdomTree or any of its affiliates.

The MSCI information may only be used for your internal use, may not be reproduced or
re-disseminated in any form and may not be used as a basis for or component of any
financial dinstruments or products or indexes. None of the MSCI information is intended
to constitute investment advice or a recommendation to make (or refrain from making) any
kind of investment decision and may not be relied on as such. Historical data and
analysis should not be taken as an 1indication or guarantee of any future performance
analysis, forecast or prediction. The MSCI information is provided on an “as is” basis
and the user of this information assumes the entire risk of any use made of this
information. MSCI, each of 1its affiliates and each entity involved in compiling,
computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly
disclaims all warranties. with respect to this information, in no event shall any MSCI
Party have any Tiability for any direct, 1indirect, special, incidental, punitive,
consequential (including Toss profits) or any other damages (www.msci.com)

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom,
Tripp Zimmerman, Michael Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph
Tenaglia, Jeff weniger, Matt wagner, Alejandro Saltiel, Ryan Krystopowicz, Jianing Wu,
and Brian Manby are registered representatives of Foreside Fund Services, LLC.

wisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

Liquidity : The degree to which an asset or security can be bought or sold in the

market without affecting the asset’s price. Liquidity is characterized by a high Tevel
of trading activity. Assets that can be easily bought or sold are known as 1liquid asset.

Interest rates : The rate at which interest is paid by a borrower for the use of money.

Basis point : 1/100th of 1 percent.

sensex : An abbreviation of the Bombay Exchange Sensitive Index (Sensex) - the benchmark
index of the Bombay Stock Exchange (BSE). It is composed of 30 of the largest and most
actively-traded stocks on the BSE. Initially compiled in 1986, the Sensex is the oldest

stock index in India.
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