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I saw this headline on LinkedIn recently: “Nifty will triple in 5 years.”1 The quote was

attributed to Ridham Desai, Morgan Stanley’s head of research for Indian equities.

Gaurav Sinha, who covers India extensively for WisdomTree, has been making the bullish c

ase for India on our blog, but the potential drivers for the view that Indian markets

would triple is something I wanted to learn more about. 

 

I invited Desai onto our “Behind the Markets” podcast to discuss his views with Gaurav

and me. At the top of the show, we had the honor of  speaking to Viral Acharya, the

deputy governor of the Reserve Bank of India (RBI), to hear about policies on which the

central bank is focused. You can find the summary of our conversation with Acharya

here. 

 

Our conversation with Desai touched on the following points:

 

The Exciting Moment in India’s Life Cycle:The Exciting Moment in India’s Life Cycle: We’ve had a small rise in share

prices due to modest changes in earnings. Desai thinks the economic and earnings

growth cycle is turning and should support earnings per share growth of 20% per year

over the coming five years. During the last big growth cycle from 2003 through 2008,

Nifty earnings compounded at 39% per year.2 While Desai believes growth at that rate

isn’t likely due to slower global growth conditions, he does see growth at half that

rate as very much possible. Desai also sees valuations as being simply “normal”

today with potential catalysts to ignite higher multiples that would compound share

prices at 24% to 25% per year—which results in his statement that it’s possible for

3x gains in India over the next five years.

Structural Shift in Equity Allocations:Structural Shift in Equity Allocations: One of the big supporters of Indian

markets, Desai believes, will come from a growing allocation to Indian equities from

Indian households. Changes to retirement accounts that previously were allocated

only to Indian bonds are increasing equity flows. Desai compares this to the effect

of 401(k)’s in the United States in the 1980s; the plans powered one of the greatest

U.S. bull markets in history.

Four players for flows Desai sees here:

National Pension Scheme and Provident Funds: National Pension Scheme and Provident Funds: Historically, these

funds had potential to include equities, but they only used bonds. The

Modi government changed this and mandated a minimum 5% and already has

increased that to 15%. Desai believes it is possible this number goes

as high as 40% in the coming years. There is huge compounding at work

here because the number of subscribers to this program, incomes and

allocations to equities are all growing. 
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Asset Allocation:Asset Allocation: Insurance is also growing, and insurers are

utilizing equities as part of long-term asset allocation.

Domestic Mutual Funds:Domestic Mutual Funds: More systematic investing programs are being

put in place with a lot of education for investors doing consistent,

automatic investing, thereby discouraging a trading culture.

Desai’s Long-Term Forecast for Flows to Equities:Desai’s Long-Term Forecast for Flows to Equities: Over the last

decade and a half, foreign investors have allocated $150 billion to

Indian equities, and Desai expects Indian households to add $400

billion to $500 billion over the coming decade.

 

Formalization of Economy: Formalization of Economy: Desai sees the Goods and Service Tax (GST) that was

implemented as being crucial for bringing informal activities into the formal

economy. While this will undoubtedly create setbacks for businesses that were

avoiding taxes to compete, the data that comes with GST should create much better

credit opportunities for businesses once their cash flows are tracked. Historically,

banks only lent money on assets and not cash flows, but this is likely to change. 

Leverage to Increase with Culture Shift:Leverage to Increase with Culture Shift: Desai talked about how households’ non-

mortgage debt is only 5% of GDP but that the culture for young people in their 20s

and 30s is different than older generations. There is high capacity for households

to pick up borrowing, which means estimates for consumption growth may be too

conservative, and this can lead to better earnings growth for the local companies. 

On the NPL Cycle:On the NPL Cycle: Desai emphasized how we are at an interesting moment where the

government and RBI are working to fix  non-performing loan (NPL) issues at banks.

The Modi government generally has been tackling tough reforms that might cause

short-term headaches but lead to more long-term success. This banking issue has been

a stumbling block for the economy, and we expect the RBI to make progress on it. 

 

Desai discussed a number of really important drivers for the markets—from earnings

growth to investor flows—and it was a pleasure to hear his bullish outlook. To listen to

the full conversation, you can click here.
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1India’s benchmark index. 

2Amit Mudgill, “India Inc Seeks to Return to Golden Days of 2003-2008; Can Market Wait?”

The Economic Times, 6/15/17. 

 

Important Risks Related to this ArticleImportant Risks Related to this Article

Investments focused in India increase the impact of events and developments associated

with the region, which can adversely affect performance. 

 

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,

such as risks of adverse governmental regulation and intervention or political

developments.

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 INFORMATIONIMPORTANT INFORMATION

U.S. investors only: Click U.S. investors only: Click herehere to obtain a WisdomTree ETF prospectus which to obtain a WisdomTree ETF prospectus which

contains investment objectives, risks, charges, expenses, and other information;contains investment objectives, risks, charges, expenses, and other information;

read and consider carefully before investing.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.
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DEFINITIONSDEFINITIONS

Nifty IndexNifty Index  : The National Stock Exchange of India’s benchmark index for the Indian

equity marke.

BullishBullish  : a position that benefits when asset prices rise.

Earnings per shareEarnings per share  : Total earnings divided by the number of shares outstanding.

Measured as a percentage change as of the annual Index screening date compared to the

prior 12 months. Higher values indicate greater growth orientation.

ValuationValuation  : Refers to metrics that relate financial statistics for equities to their

price levels to determine if certain attributes, such as earnings or dividends, are

cheap or expensive.

Cash flowsCash flows  : a measure of how much cash a business generates after taking into account

all the necessary expenses, including net capital expenditures.

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

across an economy.
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