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In 2013, emerging markets1 were the laggards of the global equity markets2. 2014 has seen

some bright spots, but various uncertainties, most notably with respect to Russia, have

tended to constrain equity rallies. However, there is one market that seems to have

completely shrugged off 2013 concerns and emerge as an extremely strong performer thus

far this year.3 That market is India.   Cumulative Performance of the    WisdomTree

India Earnings Index   (WTIND) vs. the    MSCI Emerging Markets Index    (MSCI EM) 

 For current

performance of the WisdomTree India Earnings Index, click here. The critical question:

How has India been different from the broader emerging markets over the past 12 months

to explain this nearly 50% outperformance? Election of an Investor- and Reform-    

Friendly Government  Prime minister Narendra Modi, seen by many as much more investor

and reform friendly than the previous administration, has been instrumental. Modi’s

Bharatiya Janata Party (BJP) swept into power with the biggest Indian election win in 30

years as voters sought change in a country saddled by slow economic growth and perceived

to be thick with corruption.4 Modi’s party has since made notable strides on the reform

agenda, which includes the budget announcement (which encompassed the fast-tracking of

projects), reining in India’s fiscal deficit and promoting foreign direct investments

(FDI) in sectors of the markets that have previously been closed to foreign

participation. 5 Markets rallied both in anticipation of the BJP coming into power as

well as after the election results were in.6 Bringing Credibility to Monetary Policy

Since Raghuram Rajan’s appointment as governor of the Reserve Bank of India (RBI), he

has worked tirelessly to establish the RBI’s reputation as an inflation-fighting central

bank. Despite slower growth, the RBI has raised its key repo rates three times since May

of 20137. Inflation has been a persistent problem in India, but whereas consumer price

inflation had remained above 8% for the 28 consecutive months ending May 2014, the last

two months have seen inflation prints below 8%.8 The RBI has since eased its inflation

tone and maintained that monetary policy will be accommodative. The Bottom Line:   The
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Indian rupee has become a much more stable currency after touching record lows in August

of 2013.9 Learning from 2013’s “Taper Tantrum”     In 2013, one of the biggest

discussions was about the U.S. Federal Reserve tapering its quantitative easing program.

On the back of the “taper” discussions, many emerging markets—especially India—performed

poorly as investors worried about the potential for poor liquidity and potentially even

higher rates in the near future. India was particularly vulnerable with its twin deficit

both in its fiscal and current account. Since that time, improvements have been made:  

• Current account balance went from -6.5% of gross domestic product in December 2012 to

-1.7% of GDP in March 2014, contributing to a more optimistic view on the country.10 •

The government’s commitment to reduce its fiscal deficit from -5% of GDP to -3% of GDP

over the next two to three years is highly encouraging. Broad Exposure to India’s  

Profitable Companies  The WisdomTree India Earnings Index was well positioned to take

advantage of these recent events in India. First, it is the broadest measure of the

performance of India’s equities; since its inception it has had a minimum of 140 and a

maximum of 270 constituents. Its average exposure to small caps (companies below $2

billion in market cap) has been about 15% of its weight.11 In a year like this, small-cap

stocks have been very important performance generators. Significant Exposure to 

Cyclical Sectors In a previous blog post, we discussed the industries that are poised

to benefit from the Indian budget rollout. The key themes of the budget were centered

around (1) ramping up local investment efforts, (2) encouraging foreign direct

investments (FDI), (3) the fast-tracking of projects, (4) reining in India’s government

deficit, and lastly (5) overhauling India’s complicated tax system. We believe the key

industries that stand to benefit from these reforms are the Financials, Industrials and

Energy sectors. It is thus unsurprising that cyclical sectors have led defensive sectors

in the recent rally. It is worth noting that the cyclical sectors have averaged a return

of 55.7% between the 2013 and the 2014 Index screening dates, while the defensives have

returned only 27.8% during that period.12 As of August 31, 2014, WTIND had nearly 85%

exposure to cyclical sectors. The 2014 Annual Rebalance The most important single part

of WTIND’s methodology is its annual rebalancing process, which occurs with a screening

date of August 31 of each year. This is where the approach seeks out India’s profitable

companies and then weights them according to their profits. The aggregate result tends

to:   • Trim weight from companies that have appreciated in price but whose earnings

growth has not kept pace. Companies whose earnings have gone negative are deleted. • Add

weight to companies that have seen earnings growth but whose share prices have not

responded correspondingly. Companies whose earnings have become positive are added.

After a year of WTIND’s strong outperformance of MSCI EM, we think the importance of

such a disciplined, rules-based process only increases. In future blog posts, we will

explore how WTIND will be positioned after the 2014 rebalance, as well as for the

potential for this process to mitigate the risk of exposure to overvalued stocks in

India.           1Refers to the MSCI Emerging Markets Index; performance measured from

12/31/12 to 12/31/13. 2Refers to MSCI ACWI Index; performance measured from 12/31/12 to

12/31/13. 32014 performance is measured through 8/31/14. 4Andrew MacAskill & Unni

Krishnan, “Modi-Led Bloc Wins Biggest Election Mandate in Three Decades,” Bloomberg,

5/17/14. 5“India Budget: Arun Jaitley Unveils Reform Plans,” BBC News, 7/10/14. 6Refers

to WTIND’s positive returns between 12/31/13 and 5/16/14, and then again between

5/16/2014 and 8/31/14. 7Source: Bloomberg. 8Sources: Reserve Bank of India, Bloomberg as

of 8/31/14. 9Source: Bloomberg; refers to the rupee-to-U.S. dollar exchange rate of 68.8

on 8/28/13. 10Source: Bloomberg as of 8/31/14. 11Sources: WisdomTree, Standard & Poor’s,

with WTIND’s constituents measured from 12/3/07 inception to 8/31/14. 12Source:

Bloomberg, with performance measured from 8/31/13 to 8/31/14.

Important Risks Related to this Article

Investments in emerging, offshore or frontier markets are generally less liquid and less

efficient than investments in developed markets and are subject to additional risks,
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such as risks of adverse governmental regulation and intervention or political

developments. Investments focused in India are increasing the impact of events and

developments associated with the region, which can adversely affect performance.

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

this material is 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. investors 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 investments in 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 indicative 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 its

affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal

advice. Investors seeking tax or legal advice should consult their tax or legal 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 instruments 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 indication 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 its 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 liability for any direct, indirect, special, incidental, punitive,

consequential (including loss 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.

WisdomTree BLOG ARTICLE

WisdomTree.com   1-866-909-WISE (9473)

https://wisdomtree.com/~/link.aspx?_id=629EA1A21F5646E3B6A5AD58E8AAAB5C&_z=z
https://wisdomtree.com/#externalLinkModal


DEFINITIONS

Emerging market   : Characterized by greater market access and less potential for

operational risks when compared to frontier markets, which leads to a larger base of

potentially eligible investors.

WisdomTree India Earnings Index     : A fundamentally weighted Index that measures the

performance of companies incorporated and traded in India that are profitable and that

are eligible to be purchased by foreign investors. Companies are weighted in the Index

based on their earnings in their fiscal year prior to the Index measurement date,

adjusted for a factor that takes into account shares available to foreign investors.

MSCI Emerging Markets Index     : a broad market cap-weighted Index showing performance

of equities across 23 emerging market countries defined as “emerging markets” by MSCI.

Fiscal deficit : Situation where government spending exceeds government revenue.

Foreign direct investment (FDI) : An investment made by a company or entity based in

one country into a company or entity based in another country.

Repo rates : Repo rate is the rate at which the central bank of a country lends money

to commercial banks in the event of any shortfall of funds.

Tapering  : A shift in monetary policy by which the Federal Reserve would begin

decreasing the amount of bonds it purchases.

Quantitative and qualitative monetary easing (QQE) : A central bank monetary policy

occasionally used to increase the money supply by buying government securities or other

securities from the market. Quantitative easing increases the money supply by flooding

financial institutions with capital, in an effort to promote increased lending and

liquidity.

Twin Deficit : a macroeconomic occurrence where a country runs both a current account

deficit and a government budget deficit.

Current account   : The difference between a nation’s total exports of goods, services

and transfers, and its total imports of them.

Gross domestic product (GDP)     : The sum total of all goods and services produced

across an economy.

Cyclical sectors   : Consumer Discretionary, Energy, Industrials, Materials, Financials

and Information Technology sectors.

Defensive sectors   : Consumer Staples, Health Care, Telecommunication Services and

Utilities.
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