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over the last few weeks, while we were inundated by news related to the changing of the guard in
washington, D.C., another interesting development was happening some 7,500 miles away from D.C.
in New Delhi, India. The Modi government released its annual budget on February 1, chalking out
its financial road map for the next fiscal year.

Below, I present a brief Took at India’s financial path over the next year, its economic
implications in the long run, the state of corporate India, and why we think investors should not
miss out on the potential growth that India has to offer.

Quick Summary: Fiscal Expansion and Tax Cuts

Riding on an improved tax collection base because of the recent demonetization exercise in Novemb
er, the government did not disappoint, 1in our view. There 1is a significant focus 1in the
government’s budget to increase infrastructure spending through higher capital spending on roads,
railways, metro projects and ports. It also includes tax relief for individuals and small and
medium enterprises (SMEs). Continuing 1its agenda to curb the parallel untaxed economy, the
government also announced steps to further plug loopholes that allow tax evasion. And, finally,
it will offer dncentives toward the digitization of the overall economy and financial
transactions.

overall, the government seems to have maintained a fine balance of keeping up with investors
looking for economic prudence as well as the general public Tooking for relief on taxes. The
budget seems to be positive for most sectors and seems to be focused on supporting infrastructure
and consumption.

Key Broad Directions and Economic Benefits!

e Significant boost to fiscal spending, especially in rural areas

- 25% dincrease in planned government socioeconomic schemes aimed at rural areas.

e Lower income tax rates

- Income taxes on the Towest income tier (up to 500,000 rupees or $7,350 per year) cut from 10% to 5%.

- on the other hand, the government also imposed a 10% surcharge on taxes on individuals with
annual income between 5 million and 10 million rupees (about $75,000-$150,000 per year). This
increases the tax rate of this group to around 34%, up from around 31%.

e« Lower tax rates for smaller companies

- SMEs saw their corporate tax rate cut by 5%.

e Boost to spending on infrastructure
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- 25% year-over-year growth in allocation to capital expenditures.

- 20% of the total budget deployed only for infrastructure-stimulating projects, such as
railways, roadways, airports, power, etc.

- Budgetary allocation for highways has been hiked by 13%, while that for railways increased
by 8%

e Push for digital economy

- Multiple steps to 1incentivize cashless payments and keep up the momentum post-
demonetization.

- Various government apps (BHIM, Aadhaar Payment , etc.) to facilitate cashless transaction
of social welfare schemes.

e Increased transparency of political funding

- Limiting 1individual cash donation to 2,000 rupees from 20,000 rupees without any
declaration.

Economically speaking, spending by the government on various social welfare schemes 1in rural
areas and income tax reductions will boost consumption, 1in our view. This 1is good for consumer
companies that could benefit primarily from increased spending by individuals who now have more
money in their pockets. It’s important to note that in India, consumption accounts for around 60%
of headline GDP.2 In other words, by attempting to boost consumption, the government could
accelerate the overall economic engine at a faster pace.

Corporate Tax Cuts

There are around 700,000 SMEs in India, and they employ over 40% of India’s workforce while

contributing 40% of India’s exports and 45% of its manufacturing output.3 Reduction by 5% 1in
taxes for SMEs could have a cascading effect, as these enterprises invest to grow, employ more,
and therefore increase economic activity.

Infrastructure

Up to 90% of foreign investment is now allowed directly, without government approvals for any
project. As the government pushes to spend more on infrastructure, it will also create tailwind
opportunities for private investors to invest in this sector.

Finally, despite increased spending in the above segments, the government emphasized its plan for
fiscal consolidation, with the fiscal deficit declining from 3.5% of GDP in the previous year to

3.2% for the next fiscal vyear.? This is Tlargely due to the dncreased tax base after
demonetization, which helped the government spend more next year without falling behind on its
fiscal targets.

outlook for Investors

So far, almost 70% of companies in the MSCI India Index have reported earnings for the previous
quarter, with overall profits up 1% year-over-year. Within the reported universe, 60% (24 out of
40) reported earnings either in line with or better than estimates. Broad consensus expects MSCI

India’s third-quarter earnings per share to rise about 8% year-over-year.®> This is despite a
temporary growth scare that the demonetization policy created.

Thus, what we see right now in India 1is the following: Policy makers are not shy about taking
bold steps for Tlong-term growth. A central bank that successfully fought inflation now supports
growth through lenient monetary policy. wWe have a global macro environment that is not disruptive
of growth 1in 1India. Financial planning 1is accelerating consumption, dinfrastructure and
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digitization. And, finally, corporate earnings seem to be turning around.

we believe that investors interested in emerging markets have the potential for long-term growth
by allocating to Indian markets, which are at the right junction of recovery and growth.

lsource : Government of India, as of 2/1/17.

2source: world Bank, as of 12/31/16.

3sources: Economic Times, world Bank, as of 12/31/16.
4source: Government of India, as of 2/1/17.

>sources: Goldman Sachs, Bloomberg, as of 1/31/17.

Important 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.

For standardized performance and the most recent month-end performance click here NOTE, this
material 1is intended for electronic use only. Individuals who 1intend 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. 1investors only: Click here to obtain a WwisdomTree 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 1in 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 1interpreted 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 1in particular. The user of this information
assumes the entire risk of any use made of the information provided herein. Neither WwisdomTree
nor its affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or Tegal
advice. Investors seeking tax or Tlegal advice should consult their tax or legal advisor. Unless
expressly stated otherwise the opinions, dinterpretations 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 1is 1intended 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 1is” 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 1information (collectively, the “MSCI Parties”)
expressly disclaims all warranties. with respect to this information, in no event shall any MSCI
Party have any Tliability for any direct, indirect, special, incidental, punitive, consequential
(including loss profits) or any other damages (www.msci.com)

Jonathan Steinberg, 3Jeremy Schwartz, Rick Harper, Cchristopher Gannatti, Bradley Krom, Tripp
Zimmerman, Michael Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph Tenaglia, Jeff
weniger, Matt Wwagner, 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

Earnings 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.

Inflation : Characterized by rising price Tevels.

Monetary policy : Actions of a central bank or other regulatory committee that determine the

size and rate of growth of the money supply, which in turn affects interest rates.
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