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Kunal Desai, manager of the Neptune India Fund, comments on how India’s 2017 budget will 
impact the Indian economy and equity market. 
 
The significance of the Indian budget has been reducing over the past few years - major 
reforms such as the Goods and Services Tax bill and demonetisation have taken place 
outside the annual event. Nevertheless, the Indian government tabled a strong and 
responsible budget that focused on continued fiscal responsibility, whilst tilting spending 
towards social expenditure. The longstanding fiscal deficit target of 3% by March 2019 was 
kept in place, which relieved both equity and debt markets as fears of fiscal spending 
indulgence proved unfounded. This will likely keep bond yields at a lower level, whilst this will 
afford the central bank room to resume its rate cutting cycle. The equity market cheered the 
announcements, rallying 1.8 in response. 
 
As we've argued before, the economic fallout from the government's demonetisation drive will 
likely be less severe than market expectations. The temporary liquidity squeeze from a lack of 
currency in circulation is abating, with caps on ATM disbursements now being removed. At 
the same time, the worry of a negative wealth shock from consumers writing off their cash 
holdings has not played out. Around 97% of the demonetised cash has found its way back 
into the formal banking system which will result in a sharper revival in consumption than was 
initially expected. Indians, it seems, are canny people and have deftly innovated their way 
around this temporary disruption.  
 
Companies too have adapted well and have initially reported revenue growth numbers in 
excess of market expectations. We are roughly halfway through earnings season and more 
than 70% of companies have reported earnings either in-line or that have beaten analyst 
expectations. Many had relaxed incentive schemes and payment terms, whilst the organised 
sector continues to take significant share from the disorganised space, as the playing fields 
are levelled by the formalisation of business practices. We believe it is a great time to be 
exposed to the listed equity space which benefits disproportionately from this shift. 
 
I believe mid-caps and small-caps will be the most exciting areas to be investing in. In the 3 
weeks after demonetisation, more than 30 million bank accounts were set up as more rural 
parts of the market moved their savings from cash and gold towards financial saving 
schemes. Banks across the countries are now looking to cross-sell a wide array of equity and 
debt saving schemes as their deposits have surged. Household equity holdings as a share of 
financial assets will now move up from multi-decadal lows. Indeed, in the two months post 
demonetisation, inflows into equity schemes have more than doubled to over $2.3bn 
compared to the 2 year average of under $1bn. This potential domestic liquidity supercycle 
will boost the mid-cap and small-cap space most, given the composition of domestic Indian 
mutual funds. It seems that now more than ever before, if you're considering allocating to 
India, it's crucial to know exactly what you're investing in. 
 
 
 
 
 
 
 



 

Important Information – for Investment Professionals Only. Not for Retail Clients.  
 
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 Prospectus for further details. 
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