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Democracies are like a 60/40 portfolio. Gradual growth and modest volatility, just like a 60/40 portfolio, have also been
hallmarks of India’s economic reforms, which started in 1991. In 2014, when in an interesting turn of events Prime Minister
Narendra Modi was elected with a thumping majority, many hoped he would fast-track implementation of reforms. 

 

Five years later, after completing a mammoth democratic exercise, the world’s largest democracy finally gave its verdict
on May 23 when it selected Modi again as its leader.

 

Here is my analysis of what investors can expect from India’s newly elected government—that is, Modi 2.0.

 

Political Stability: For decades, India’s political system has been dominated by a coalition government. While this
may not necessarily be bad, it certainly reduces the pace of reforms. The majority result for Modi ensures a clear
leadership and policy direction—something that investors surely prefer over a chaotic and uncertain leadership.

Acceleration in Reforms & Growth: A big part of Modi’s last five years was directed toward the implementation
of guardrails for India’s economic engine. A few critical steps implemented by the Modi government from 2014 to
2019 include the following:

 

1. Financial Inclusivity: A Guinness world record in opening bank accounts by giving incentives to banks as
well as to its citizens to open savings accounts.

 

2. Digitization: A biometric database for 1.2 billion people, which was then linked to their bank accounts,
cellphones and all economic connections, making India’s economy a data gold mine in the making and a
supercomputer for economic connectivity.

 

3. Opening of the Economy: Liberalizing all economic sectors, ranging from consumers to defense. This
makes it easier for foreign investors to access the world’s fastest-growing large economy. Under Modi’s
watch, India’s foreign direct investment increased from $25 billion in 2014 to $45 billion today.

 

4. Simplifying Taxes: Subsuming India’s complicated and multitude of state and federal taxes with just two-
line items under its Goods and Services Tax (GST) bill.

 

5. Bankruptcy Code Implementation: Setting up a legal infrastructure for debt liquidation, providing a
quicker exit mechanism for loan recovery. This stimulates credit growth and fuels private loans.

 

Moving ahead, I expect Modi 2.0 to fuel India’s growth engine on the economic guardrails  that were put in by Modi 1.0.
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Newer, Bolder Reforms: While Modi 1.0 was limited in its ability because it didn’t have a majority in India’s
upper house (comparable to the U.S. Senate), Modi 2.0 will not be. Two consecutive victories and changes in the
configuration of the upper house mean that Modi 2.0 can be much bolder and swifter in implementing newer
reforms. Some areas that could see big changes, in my opinion, include:

 

1. Land Reforms: Acquiring land for industries in India is a huge challenge. Modi 1.0 did try to simplify land
acquisition for industries but quickly ran into political roadblocks because it didn’t have a majority in the
upper house. With that situation changed, I expect this to be a welcome revisit by Modi 2.0.

 

2. Privatization and Monetization of Loss-Making Assets: One of the popular slogans of Modi
government has been “Minimum Government, Maximum Governance.” I expect Modi 2.0 with its better
majority to stick to this narrative and sell its loss-making enterprises. 

 

3. Labor Reforms: A new political mandate gives confidence to the Modi government to change labor laws
to encourage private sector growth while managing social security and welfare aspects, which affect the
economy in terms of retail spending.

 

4. Ease of Doing Business: This was already a big focus of the Modi government in 2014, and India’s ease-
of-doing-business ranking in the World Bank Index   increased from 142 in 2014 to 77 in 2019. I expect this
focus to continue at the heart of Modi 2.0’s policy making.

 

5. Stimulating Credit Growth: As Modi works closely with the Reserve Bank of India, we expect it to
stimulate credit conditions by  working with regulators to provide mechanism to boost banks’ liquidity. 

 

6. Infrastructural Boost: As a two-time prime minister, Modi 2.0 can focus on a fiscal boost to infrastructure,
which in turn would stimulate manufacturing in India, Modi’s long-held dream.

 

Conclusion

 

If Modi 2.0 can implement even 50% of these newer reforms, per our estimates it could boost India’s GDP of 7.5% by 1%
to 2.5%, thereby providing a tremendous boost to earnings and a stock market expansion. 

 

India’s economic reform journey started in the 1990s, when it gradually started to open its economy. Since then, just like
a 60/40 portfolio, it’s seen a slow and steady growth. While this may be slower compared with the pace of reforms in
single-party-ruled economies, it’s often the case in investing that 60/40 portfolios tend to do better than pure risky bets
on a risk-adjusted and long-term basis.

For the top 10 holdings of EPI please visit the Fund's fund detail page at https://www.wisdomtree.com/investments/etfs/
equity/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

60/40 Portfolio  : A portfolio of 60% equities and 40% fixed income.

Volatility  : A measure of the dispersion of actual returns around a particular average level.&nbsp.
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