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India just completed an election of mammoth proportions. Nearly 1 billion eligible

voters made this the largest democratic exercise ever held. With Prime Minister Modi

reelected for a second term, it is time to analyze the election’s implications for

investing in India. There are structural economic changes from Modi’s first term that I

believe are propelling India toward a multiple-year bull market.

 

 

Top Structural Shifts with Long-Term Benefits

 

In Modi’s first term, India’s economy was massively transformed.

 

Indirect Taxation Overhaul – Goods and Services Tax Bill (GST)

This is one of the biggest tax overhauls conducted by any nation and it will

have a far-reaching impact on the Indian economy.

Under the federal taxation structure, businesses in India previously had to keep

track of a laundry list of taxes as they moved from state to state. This meant

serious inefficiencies in the system and encouraged tax evasions, especially by

smaller businesses that found evading easier than reporting.
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In July 2017, India brought all of its 29 states and seven union territories on

board and implemented what it called the “GST.” In simpler terms, this is a

unification of taxation regime that taxes all goods and services under just two

jurisdictions: State and Central.

This easier tax policy has led to higher tax reporting and revenue collection.

I believe India’s economic expansion can go up by 1-2% due to this increased

efficiency in the system.

Digitization Everywhere

One of the biggest hurdles to India’s growth has been an untracked informal

economy that constitutes roughly 85% of its $2.7 trillion GDP. We live in the

age of data, so a lack of data implies a lack of ways to improve an existing

system.

India issued a unique identifier (UID) called “Aadhaar” that is based on digital

biometric data (retinal scan and fingerprint). This UID is now linked to an

individual’s cell phone and bank accounts, thus connecting that individual to

the larger network of the overall economy in every possible manner.

For a country with 1.2 billion people, this means zillions of data points over

the next few years for machine learning algorithms, making India a diamond mine

for data analytics and technology providers.

This also means a much more targeted response by the government, from directing

subsidies to the needy to catching the corrupt.

In addition, a push for digitization in the governance of banking has led to a

cleaner and more transparent working of the public as well as private sectors.

Financial Sector Reforms

India has also been liberalizing its economy at large by opening it up more to

foreign investors and engaging in other reforms. The financial sector deserves

special attention.  

The Modi government has applied a host of reforms in the financial sector,

including implementing a bankruptcy code, merging foreign direct investment

(FDI) and foreign institutional investment (FII), initializing a mandatory

banking program and cleaning up bank balance sheets. 

While each of these deserves a research paper of its own, their higher level

accomplishments are:

Bankruptcy Code  – By enabling a faster restructuring of bad loans (both

old and new), banks have newfound confidence to increase lending, so I

expect credit growth to expand. 

Merging FDI and FII – By merging individual caps for FDI and FII in banks

into a composite cap, there is more space for foreign investors to invest

in India—whether directly or in public markets.

Mandatory Banking  – Called “Jan Dhan Yojana” in local lingo, this is a

push by the Modi government to gather everyone in India under a formal

banking system. As of the last data, about 400 million new accounts were

opened, flushing India’s banks with Rs 810 billion (approximately $13

billion) of liquidity.
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Balance Sheet Cleanup – The Reserve Bank of India (RBI) has been working

actively with banks to stress test, identify and restructure bad assets,

making India’s banks healthier.

Conclusion

What is important to notice is that each of the above steps indicates a fundamental

shift from the way the Indian economy has behaved in the past. These structural changes

are going to be propellers accelerating India’s economic engine, which has just started

to warm up.

 

If India grew 6-7% for the last decade with a mere 3% of its employable population

paying taxes, 85% of the economy untracked, banks having no hopes of recovering assets

gone bad and more than half of the population having no bank account, it is not

difficult to guess how much it could grow after all of those parameters change

positively.

 

Investors who share our bullish view on India should consider the WisdomTree India Earni

ngs Fund (EPI).

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.
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DEFINITIONS

Bullish : a position that benefits when asset prices rise.

GST Bill : India’s Goods and Services Tax Bill aimed at streamlining the country’s tax

syste.

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

across an economy.

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.

Foreign Institutional Investment (FII) : An investor or investment fund that is from

or registered in a country outside of the one in which it is currently investing.

Institutional investors include hedge fund, insurance companies, pension funds and

mutual funds.

Balance sheet : refers to the cash and cash equivalents part of the Current Assets on a

firms balance sheet and cash available for purchasing new position.
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