
 

August 2016  
 

Three reasons why the Indian bull market can continue 
Kunal Desai, Manager of the Neptune India Fund 

 
Indian equities have officially re-entered a bull market, with the benchmark index climbing to a 
11-month high. Better-than-expected data on US jobs and a brightened outlook for global 
growth have contributed to the MSCI India Index delivering over 19% since March in USD terms 
and 29% in sterling terms, but domestic drivers have also played a big part in the recent rally.* 
 
There are three reasons we believe that the India bull market can go from strength to strength. 
 
 

1.      Further earnings growth could be on the horizon 

Green shoots are emerging within the economy, but there has been frustration that these 
economic developments are seemingly not translating into corporate earnings. We believe that 
these frustrations are beginning to subside. 
 
The last quarter saw low double digit earnings growth and market expectations are for 16% 
earnings per share (EPS) growth for FY17. The RBI’s focus on disinflation and the commodity 
price collapse has taken its toll on top-line trends for companies but we believe that in 2017, 
average EPS growth of 18% can be achieved. 
 
We believe that India is currently in an earnings growth sweet spot, with strong GDP growth, 
low capacity utilisation and low corporate capex spend all boding very well. It’s not necessarily 
rare for any one of these things to be happening, but very unusual for all three to be happening 
at the same time. In our view, we are starting to see the fruits of this, but there could be a long 
way to go. 
 
At the same time, valuations in India are reasonable, particularly in select mid-cap areas, where 
we believe the most interesting stories exist. 
 
 

2.       Reform story is gathering momentum  

India, with its strongest government in a generation, continues to move doggedly in a reformist 
direction. The Reserve Bank of India (RBI) and government policymakers all talked about 
‘getting it right this time’ and, slowly but surely, we believe they are. Rather than taking shortcuts 
to boost temporary periods of hyper growth, platforms are being created for more sustainable 
long-term growth. We believe that the government and RBI – which are working closer together 
than they ever have – are maintaining a focus on the self-help story by continuing to move 
doggedly in a pro-investment, pro-market direction. It looks increasingly promising that the 
Goods and Services Tax (GST) Bill will be passed in the next monsoon session, and there are 
a number of other recent developments to suggest India is moving in the right direction. Modi 
currently has a 70% approval rating, which gives him a strong platform to keep the reform 
agenda going. 
 
 
 
 

3.      Political premium of India is falling relative to both emerging and developed 

markets  



 

A key driver of the Indian market’s strong performance against its emerging market peers has 
been the fall in its political risk premium. Indian companies had once grown in spite of the 
government. However, since the election of a majority pro-reform party in 2014, investors and 
corporates alike have cheered a fresh dawn of stable politics. 
 
In a post-Brexit world, there is a strong argument that India’s political risk premium is not only 
falling relative to other emerging markets, but developed markets as well. Today we have the 
largest valuation mismatch between developed and emerging markets that we have seen in 
the last decade. With an increasingly uncertain political picture across a number of developed 
markets, we could start to see a rotation from developed markets into emerging markets, 
which have been out of favour for so long. 
 

Neptune India Fund positioning & performance 
 
Against this bullish backdrop, we continue to see value at the mid and small-cap end of the 
market, with 31% of the Fund invested in stocks with a market cap of less than $5bn. In 
comparison, such companies account for less than 11% of the benchmark, as shown in the 
graph below. 
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Source: Neptune, as at 30.06.16. 
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Source: Neptune, as at 30.06.16. 
 



 

From a sector perspective, the portfolio remains overweight financials, industrials and materials 
in particular, with underweight positions in the energy, consumer staples and healthcare 
spaces. 
 
 

Performance of Neptune India Fund versus MSCI India Index under Kunal Desai 
 

 
 
Source: Morningstar, as at 30.06.16, C Accumulation GBP share class performance. The 
performance of other share classes may differ. 
 
*FE Analytics, as at 13.07.2016. Past performance is not a guide to future performance. 
 
Important Information 
 
Investment risks 
 
The Neptune India Fund may have a high volatility rating and past performance is not a guide 
to future performance. The value of an investment and any income from it can fall as well as 
rise as a result of market and currency fluctuations and your clients may not get back the 
original amount invested. Investments in emerging markets are higher risk and potentially more 
volatile than those in established markets. A majority of investments made by the Fund may be 
in smaller and medium sized companies which can be higher risk than those in larger 
companies. Some information and statistical data herein has been obtained from sources we 
believe to be reliable but in no way are warranted by us as to their accuracy or 
completeness. The content of this document is formed from Neptune’s views as at the date of 
issue. We do not undertake to advise you as to any change of our views. Neptune does not 
give investment advice and only provides information on Neptune products. Please refer to the 
Neptune Fund Prospectus for further details. 
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