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Last month we discussed our rotation towards global markets 

on the basis of improved growth prospects and a weakening U.S. 

dollar. One of those allocations was to India, a market only now 

emerging from several years of consolidation after the euphoric 

election of Narendra Modi and his pro-growth agenda in 2014.

India warrants further discussion as it continues to line up well in 

our investment process for a host of reasons. First, and critically, 

the relative strength of the market has picked up since the U.S. 

election and broke out to new multi-year highs in July (Chart 1). 

To review, our process requires that a positive technical picture 

confirms strong underlying fundamental characteristics with 

an aim of maximizing the investment’s risk-reward balance. 

Combining strong momentum with fundamentally-identified value, 

the two factors demonstrating significant outperformance through 

multiple market cycles, is central to our ability to add value and 

navigate both stronger and weaker market phases.

Second, the fundamental story of strong demographic and 

development trends combined with reform and pro-growth 

measures provides a very attractive medium-term earnings 

outlook for the market. As one of the world’s poorest (ranked 

#134 on a GDP per capita basis by the World Bank) and yet most 

populous countries, there is significant runway for the country 

to grow at an elevated rate while it catches up with its emerging 

market peers such as China and Brazil (Chart 2).

This has long been the dream of global investors in India but it 

wasn’t until the election of Narendra Modi as Prime Minister that 

the necessary political will was in place for the country to finally 

begin unlocking this potential. Key measures such as opening the 

country to foreign direct investment, reducing costly fuel subsidies 

as well as steps towards recapitalizing state-owned banks are all 

helping to improve both the fiscal and investment outlook. 

To illustrate the incredible scope of some of these efforts, the 

introduction of biometric identity cards (the Aadhaar program) 

has resulted in 95% of India’s 1.3B population now having proof 

of identity. In turn and largely owing to this initiative, 270MM new 

bank accounts have been opened placing $10B of incremental 

deposits into the formal banking system since 2014 (Chart 3). 

Along with the introduction of a Goods & Services Tax (GST) in July 

of this year, these measures help to broaden the tax base, reduce 

corruption and prime the banking system with significant inflows.

India: The New Asian Tiger
Chart 1 | MSCI India ETF 5-Year Price History ($USD)

Chart 2 | Gross Domestic Product per Capita ($USD)
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Chart 3 | India Commercial Banks Aggregate Deposits (INR)
source: Bloomberg, Equium Capital
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Since the election, market expectations for the Trump 

administration have swung from despair to euphoria and now 

back to despair. As major policy changes have been decreed 

through Twitter and with supporting legislation seemingly 

subject to a similar 140-character limit, not much has made its 

way through the halls of Congress. As a result, the bullish USD 

“Trump Trade” has been completely unwound. Further, U.S. Dollar 

positioning has reversed so dramatically that traders are now the 

most bearish they have been in several years (Chart 4).

We are (slightly) more hopeful on tax reform and view U.S. risk 

assets and currency as set-up for a short-term mean reversion 

higher. First, Republicans from across the spectrum are highly 

motivated to demonstrate results after the Health Care reform 

fiasco and taxes are the marquee act of the GOP platform. Second, 

we see more adherence to process and significantly more 

consensus among the branches of government this time around.

Why does this matter? Depending on the policy, we would expect 

to see an initial boost to S&P earnings of between +6-12%, which is 

clearly a positive for markets. Perhaps more importantly, we could 

see a further recovery in capital spending as cash flow increases 

and policy visibility improves, thereby extending the U.S. economic 

cycle and helping to positively compound the initial earnings gains 

(Chart 5).

We will be patient as the process slowly plays out and negative 

headlines and tweets likely create noise and delays. Key to watch 

will be the core Republican leadership as this group will be the 

driving force behind forming a tangible consensus and pushing 

properly drafted legislation through committees. The more this 

debate unfolds on CSPAN, and not CNN, the better the odds. As we 

see the fundamental picture unfold we will have a close eye on the 

improving technical signals of the beneficiaries, namely U.S. small 

caps and domestic focused sectors, such as Financials, to inform 

our positioning.

Chart 4 | USD Non-Commercial Short Contracts

Chart 5 | U.S. Gross Fixed Capital Formation (% of GDP)

source: Bloomberg, Equium Capital
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Table 1 | Investment Recommendation Snapshot
source: Equium Capital

Sector Region

Overweight

Equities
Health Care
Industrials

Financial Services
Utilities

U.S.
France
Spain
India

Underweight

Fixed Income
Energy

Real Estate
Staples

Australia
Canada

United Kingdom

This is not to say that everything is perfect in India. On the 

contrary, the rushed rollout of the GST and still-high non-

performing loans in the banking system clearly point to non-linear 

progress and the need for further reforms. At Equium Capital, 

we also avoid the investor trappings of extrapolating growth and 

getting caught up in the “story” by critically assessing both the 

technical and fundamental indicators. For now, exposure to India 

is clearly warranted and we will continue watching for signs 

of strength or weakness through the unemotional lens of our 

investment process.
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