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I had the opportunity to speak with Rob Lutts, CIO of Cabot Wealth Management, who is a

friend and client of WisdomTree, about a research trip to India he had just taken. India

has been a standout among emerging market countries, and Lutts’ outlook is that India

remains a very attractive place to allocate part of his growth portfolio capital. Below

are some highlights of our conversation. India’s New Government   Lutts cited a

conference in Delhi he attended, where a group of government ministers spoke. Each

conveyed a paradigm shift in the Indian government, which has traditionally been an

obstacle to progress. Under the new pro-business regime, India hopes to go from the

bottom of the World Bank’s “Doing Business” ranking—142nd out of 189—to the top 25 in

four years. An ambitious goal! Lutts believes India’s problem was essentially having a

democracy on steroids. This new government, which is intensely focused on improving

efficiency and achieving real reform in finance, insurance and bankruptcy laws, is, in

his opinion, a game changer. India’s Demographic Dividend   Sixty-five percent of

Indians are under the age of 35. In 25 years, China grew its economy 17-fold, while

India’s only quadrupled over the same period. With such an immense and young population,

Lutts believes India has a chance to “run the table” the way China did and be a driving

force in the global economy. Educating the World’s Leading Engineers One of India’s

great strengths is its education system. India produces one of the world’s largest pools

of engineers, and the country has a lot of smart people working on the world’s most

complex challenges. Again, India’s youthful demographic and sheer population size should

allow its productivity to catch up with the rest of world. Indian Budget and 

Infrastructure Building Out   India’s latest budget announced, February 28 (something

we covered on our blog here), had a nominal growth target of 11%, with 3% inflation, in

other words, 8% real growth. This is a major ratcheting up of growth from recent years.

Modi’s Leadership Incentivizing a Better Tax Plan for Growth         Lutts was most

impressed by India’s Minister of State for Finance, Jayant Sinha. Lutts said Sinha knew

issues better than any government officials who had come before him. India currently

collects tax revenues of only 16% of gross domestic product (GDP)—Lutts thinks it needs

to get up to 24%. The plan is to shift toward goods and services taxes and away from

wealth tax. It also includes giving states two-thirds of tax revenue and have them, in

turn, be responsible for proper allocation of funds—the hope being that they’ll do a

better job of it than the central government. India Has Been Hard to Access for     

Foreigners. Until Now. According to Lutts, India needs capital from the outside. The

Indian government will be creating some new structures to help finance this growth—

things such as preferred stock and convertibles could be enhanced to allow creative

financing. Foreign ownership restrictions are about to be relaxed to help finance the

needs of the country. Lutts Banking on—and in—India Lutts likes the banking sector in

India, as he sees India as a very “under-banked.” The average bank in India grows

annually at 15%. For example, the State Bank of India (which Lutts believes is middling

or poorly run) has seen 10%–12% growth per year; Housing Development Finance Corporation

(HDFC), which Lutts thinks is managed better, has seen growth at 20%–25% on an earnings

basis. He believes 50 years from now 75% of Indians will have bank accounts, and this

creates a large growth opportunity for the banks. Final Thoughts: Optimistic on  
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Innovation Lutts has been looking for growth and sees innovation accelerating at a pace

that is hard to imagine. He cited developments in the alternative energy industry and

biotechnology fields. He has been studying growth companies over 30 years—there tends to

be a lot of value destruction for old guys, and value creation for new entrants. He is

very optimistic about future technology development potential in these areas and others.

Lutts sees India as a long-term opportunity. He doesn’t think it’s the best investment

for next three weeks or three months but really a long-term piece of his portfolio that

he’s looking at over the coming years.     Unless otherwise noted, data source is    

Bloomberg, as of 2/28/2015.

Important Risks Related to this Article

Investments in emerging, offshore or frontier markets such as India are generally less

liquid and less efficient than investments in developed markets and are subject to

additional risks, such as risks of adverse governmental regulation, intervention or

political developments and investments focused in India can be increased by the impact

of events and developments associated with the region, which can adversely affect

performance. Foreside Fund Services, LLC is not affiliated with Cabot Wealth Management.

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)
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 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

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

across an economy.

Preferred stock : A class of ownership in a corporation that has a higher claim on the

assets and earnings than common stock. Preferred stock generally has a dividend that

must be paid out before dividends to common stockholders and the shares usually do not

have voting rights.

Convertibles  : Securities, usually bonds or preferred shares, that can be converted

into common stock. Convertibles are most often associated with convertible bonds, which

allow bond holders to convert their creditor position to that of an equity holder at an

agreed upon price.
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