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2017 outlook 

 

 Entry point? A key concern for investors who were looking at India afresh has been the 
rich valuations and strong prior performance. We view the correction in the market through 
short-term growth concerns from demonetisation as a terrific entry point for the long-term 
investor. We believe investors shouldn't be overly concerned with the transient short-term 
growth downgrade but instead should focus on the longer-term transformative these, and 
consequent, steps can have on the economy and fiscal strength. Such policies will 
increase transparency in the system, lowers transaction costs, reduces opportunities for 
rent seeking and improves the effectiveness of bureaucracy. This helps India’s long-term 
potential growth through a rise in productivity. 

 A new India takes shape. This is just the beginning of what will likely be a very busy 
policy agenda over the next 2 years. We expect two prongs of government policy action: i) 
continued war on addressing the ‘flow’ rather than the ‘stock’ of black money; and ii) 
policies to counter disinflation. Monetary policy will be kept loose and fiscal policy will be 
increasingly supportive with directed end use subsidies, cash grants to lowest income 
levels, targeted tax cuts and increased infra spending. 

 Implications for stock selection. The organised sector will continue to gain share over 
the unorganised sector as both demonetisation and the GST will lead to the formalisation 
of the black economy; a buying opportunity will emerge with companies with a tilt towards 
rural consumption – this will be driven by the fiscal stimulus that will be targeted at 
individuals of lower income; mid-caps should continue to benefit as the move away from 
physical savings to financial savings gathers pace and domestic equity participation 
continues to accelerate. 

 

2016 review 

 

 Macro strength continues. India’s macro scorecard continues to compare favourably. 
Growth accelerated, inflation fell, the twin deficits continued to shrink and FX reserves 
reached all-time highs. This placed India in a strong position, relative to more troubled 
emerging market peers. This meant that in light of expectations, a strong USD and higher 
US rates, India’s currency was one of the strongest across emerging markets. 

 Reformist zeal picks up. India continues to be busy with the government moving 
doggedly in the direction of a pro market, pro-growth policy agenda. In the second half of 
the year, the government introduced the most significant tax reform seen since 
independence with the passing of the Goods and Services Tax Bill. This will harmonise the 
patchwork of taxes and levies that exist across India and may be transformative in 
enhancing efficiency and productivity across the nation. 

 Demonetised. In November, the government surprised the market by demonetising the 
two higher denominations of currency. This was introduced to curb the accumulation of 
black money, moving India towards a less cash intensive economy, widening the tax net 
through greater transparency and clamping down on counterfeit notes that were financing 
cross-border terrorism. This will likely negatively impact short-term growth, but boost 
longer-term dynamics through rising productivity. This move has thus far garnered much 
public support. 
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Investment Risks 
Neptune funds may have a high historic 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. References to specific securities and sectors 
are for illustration purposes only and should not be taken as a solicitation to buy or sell these 
securities. Please remember that forecasts are not a guide of future performance. 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 Fund’s 
prospectus for further details. 

  


