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The Great Indian Budget “Tamasha’ I1

Tamasha, noun (Indian English)
1. agrand show, performance or celebration

2. sudden noisy activity; unnecessary excitement, worry or anger
Source: Oxford Learners Dictionary

My note on the Budget last vear used the second definition of Tamasha to describe what is

often an annual excuse to fill column inches and screen time - all wrapped in a ceremony of
“Breaking News” flashes and talking heads.

This is the more widely used definition, but this year’s Tamasha has more of a celebratory
lustre to it. The Indian Budget presented on 1st February turned out to be a “grand” step
forward, more in keeping with the dictionary’s first option. There has been a definitive policy
switch to utilise macro stability built over recent years (combined with some fiscal firepower),
as a springboard to re-ignite productive and sustainable growth.

Backdrop

The table in the annex provides a full picture but for some context, the fiscal deficit for the
year ending 31 March 2021 is expected to be 9.5% of GDP (vs 4.6% in FY20). This spike is
mainly due to the loss of tax revenues rather than stimulus spending. Unlike other economies,
India chose not to stimulate, as the Economic Survey released on 29 January 2021 notes: "There
was no point in pushing the accelerator while the foot was firmly on the brake, as a demand stimulus
at a time when supply was constrained would have not helped". The IMF’s January forecast
corroborates this; real GDP growth, after falling 8% in FY21, is expected to bounce back to
11.5% in FY22 and 6.8% in FY23. The recovery underway is rather due to the economy’s
gradual re-opening in May’20 rather than to any fiscal pump priming. The decision not to
stimulate last year has left the government with greater firepower to support this recovery.
With this backdrop in mind our key takeaways are as follows.

Capex vs subsidies

An historic response may have centred on paying Indian citizens to dig holes and then re-fill
them. Instead, Government capital expenditure is budgeted to increase by 26% in FY22
focusing on infrastructure and in particular roads and railways. This is on top of a 30%
increase in FY21. The formation of a Development Finance Institution (DFI) has been
announced which will finance infrastructure assets to the tune of US$70bn over the next 3
years. The Budget also proposes to launch a National Monetisation Pipeline (NMP) for
monetising operating public infrastructure assets such as ports, airports, roads, railway
infrastructure, and power transmission lines. This will be an important financing option for
new infrastructure projects. Both the DFI and NMP will help in financing the US$1.3 trillion
National Infrastructure Pipeline (NIP) announced prior to the budget.

Conservatism and transparency

Sceptics of India’s official figures should take note. The government has brought off-balance-
sheet funding of India’s massive food subsidy programme onto its books for the first time.
This in itself has increased the fiscal deficit by 1.5% in FY21 and 0.5% in FY22. The
government’s revenue estimates conservatively assume nominal GDP growth of 14.4% in
FY22. Based on this, gross tax revenues are expected to rise by 16.7% in FY22. With a
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forecasted real GDP growth rate of 11.5% and an inflation range of 4-5%, nominal GDP growth
can easily clock 15-16% and thus tax buoyancy may well surprise positively relative to
budgeted numbers. Overall, the numbers look more real and believable.

Growth is the solution

The government estimates that the fiscal deficit for the coming financial year will be 6.8% of
GDP, but as a consequence of targeted structural reforms of recent years, India entered this
global pandemic in a more robust position. Indeed, the earlier fiscal deficit target of 3% by
FY22 has now been replaced with 4.5% by FY26 without a visit from the Bond Vigilantes thus
far. The medicine of austerity has not been prescribed and the anaemic reaction of bond yields
(to date) shows market confidence in India’s plan to invest its way back to sustainable growth.
Perhaps this is also because the Government has not planned rampant stimulus but has been
expansionary through targeted spending mentioned above. From a relative perspective,
India’s government debt-to-GDP looks likely to rise to ~90% from 72% in 2019 but this will
still be one of the lowest in the world (see the chart in the annex).

How sustainable is this debt? India’s interest rate growth rate differential is negative
(government debt interest rate minus GDP growth) which gives us confidence that an
expansionary mindset is appropriate.

Over to the private sector
Beyond capex spending the Government has sent a strong signal of intent:

- No wealth taxes or income tax rises

- FDI limits in the Insurance sector raised to 74% from 49%; allowing external control

- IPO of state-owned Life Insurance Corporation (LIC), India's largest life insurance
company

- Full privatisation of two state-owned banks and one general insurance company this year

- An Asset Reconstruction Company for public sector banks’ stressed loans

Not all will go to plan and no doubt there will be bumps along the road, but the focus on
disruptive structural reforms is now displaced by a desire to revive animal spirits.

The portfolio

For the Gateway to India Fund, what changes incrementally is that we will now have more
bottom-up stock selection opportunities to explore but the current portfolio’s earnings growth
for the coming financial year is set to be 41%. This is set to normalise to 25% for FY23 and the
confidence in our expectations of a strong corporate earnings growth cycle going forward has
been reinforced by this budget. Our main concern is the danger of underestimating
profitability - a tendency that is prevalent when coming out of a weak economic environment.

Tridib Pathak
Principal Advisor, Gateway to India Fund
3rd February 2021
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Budget 2021 % growth % growth ‘;/";:grzosztE
at a glance FY20 Actual FY21 RE (F21 RE over FY22 BE (F22 BE over over FY20

(US$bn) FY20 Actual) FY21 RE)
Actuals)

1 Revenue receipts 230.6 213.0 -1.7% 2449 15.0% 6.2%

Gross Tax Revenue 2753 260.2 -5.5% 303.6 16.7% 10.3%

Direct Tax 143.7 123.9 -13.8% 151.7 22.4% 5.6%

Indirect Tax 131.5 136.3 3.6% 151.9 11.4% 15.5%

1.1 Net Tax Revenue (Centre) 185.7 184.1 -0.9% 211.6 14.9% 14.0%
1.2 Non-Tax Revenue 44.8 28.8 -35.6% 33.3 15.4% -25.7%

2 Capital Receipts (before borrowings) 9.4 6.4 -32.2% 25.7 304.3% 174.0%
21 Recovery of Loans 25 2.0 -20.9% 1.8 -10.3% -29.0%
22 Disinvestment Receipts 6.9 4.4 -36.4% 24.0 446.9% 247.9%

3 Total Receipts 240.0 219.3 -8.6% 270.7 23.4% 12.8%

4 Total Expenditure 367.9 472.5 28.4% 477.0 1.0% 29.7%
41 Revenue expenditure 321.9 412.4 28.1% 401.1 -2.7% 24.6%
4.2 Capital Expenditure 46.0 60.1 30.8% 75.9 26.2% 65.1%

5 Fiscal Deficit (3-4) -127.9 -253.2 98.0% -206.4 -0.2% 61.4%

% GDP -4.6% -9.5% -6.8%

6 Financed By 127.9 253.2 98.0% 206.4 -18.5% 61.4%
6.1 Market Borrowing 85.5 174.4 104.1% 1325 -24.0% 55.1%
6.2 Small Savings 329 65.8 100.2% 53.7 -18.4% 63.3%
6.3 External Debt 1.2 75 528.0% 0.2 -97.2% -82.6%
6.4 Others 8.3 5.4 -34.7% 19.9 266.3% 139.3%

Nominal GDP Estimate

Source: Government of India, Union Budget documents
INR to USD conversion rate as on 2nd Feb 2020

RE = Revised Estimate
BE = Budget Estimate
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Regulatory Information

This Document and any related documentation provided herewith (this “Document”) is given on a confidential
basis for informational purposes only and does not constitute the provision of investment advice. In addition, the
information in this Document does not convey an offer of any type and is not intended to be, and should not be
construed as, an offer to sell or a solicitation of an offer to purchase any interest in the Gateway to India Fund or
India Capital Growth Fund (each a “Fund” and collectively, the “Funds”). Any such offer or solicitation may be
made only pursuant to the prospectus and relevant supplement of each Fund (the “Prospectus”) and not on the
basis of the information contained in this Document. This Document is qualified in its entirety by the relevant
Prospectus. In the case of any inconsistency between the descriptions or terms in this Document and the
Prospectus relating to a Fund, the Prospectus shall control.

Nothing herein shall imply that information contained herein is correct as of any time subsequent to the date of
this Document. The information in this document does not constitute or contain an offer or invitation for the sale
or purchase of any shares in any Fund in any jurisdiction, is not intended to form the basis of any investment
decision, does not constitute any recommendation by any Fund, its directors, agents or advisers, is unaudited and
provided for information purposes only and may include information from third party sources which has not been
independently verified. Interests in the Funds have not been and will not be registered under any securities laws
of the United States of America or its territories or possessions or areas subject to its jurisdiction, and may not be
offered for sale or sold to nationals or residents thereof except pursuant to an exemption from the registration
requirements of the U.S. Securities Act of 1933, as amended (the “Securities Act”), and any applicable state laws.
In addition, none of the Funds is and nor will be registered as an investment company under the U.S. Investment
Company Act of 1940, as amended.

This Document is not intended for public use or distribution. It is the responsibility of every person reading this
Document to satisfy themselves as to the full observance of any laws of any relevant jurisdiction applicable to such
person, including obtaining any governmental or other consent which may be required or observing any other
formality which needs to be observed in such jurisdiction. While all reasonable care has been taken in the
preparation of this Document and all the information prepared in this Document is believed to be accurate, no
warranty is given on the accuracy of the information contained herein, nor is any responsibility or liability accepted
for any errors of fact or any opinions expressed herein.

This Document may include indications of past performance of certain investments or asset classes. All
performance information contained herein relates to the activities of each Fund as a whole. Information presented
may not take into account (i) variations in fees, investment restrictions or other differences between various classes
of interests, (ii) the impact of any contractual arrangements between a Fund and an investor and (iii) the impact of
the timing of subscriptions and redemptions. As a result, the information may not reflect actual performance for
any specific investor. Rather, the information is intended to provide investors with generalized performance and
exposure statistics for each Fund.

All information provided herein is for informational purposes only and should not be deemed as a
recommendation to buy or sell the securities referred to herein. All performance results are calculated net of all
fees and expenses, including an investment management fee and, where applicable, a performance fee, and assume
the reinvestment of all capital gains, interest, dividends and other earnings, and should not be regarded as final
until audited financial statements are issued covering the period shown. Current performance may be lower or
higher than performance quoted. Past performance is not a reliable indicator of and is no guarantee of future
results. Investment returns may fluctuate with market conditions and every investment has the potential for loss
as well as profit. The value of investments may fall as well as rise and investors in the Fund may not get back the
amount invested. Emerging market equities can be more volatile than those of developed markets and equities in
general are more volatile than bonds and cash. The value of an investment in a Fund may go down as well as up
and there is no guarantee that an investor will get back the amount that they invested. Currency movements may
also have an adverse effect on the capital value of your investment. Investing in a country specific fund may be
less liquid and more volatile than investing in a diversified fund in the developed markets. The Funds may use
derivatives (financial instruments whose value is linked to the expected price movements of an underlying asset)
for investment purposes and the objective of protecting of the value of the Fund, including taking long and short
positions, and may use borrowing from time to time. The use of derivatives in this manner may have the effect of
increasing the overall risk profile of a Fund.
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The Funds should be seen as long term investments and you should read the Prospectus, paying particular
attention to the risk factors section, before making an investment. This Document may include case studies. Such
studies express no views as to the suitability of the products or strategies described herein for the reader of this
Document or to the individual circumstances of such reader or otherwise. Returns may fluctuate with market
conditions and every investment or strategy has the potential for loss as well as profit. Where reference to a specific
class of security is made, it is for illustrative purposes only and should not be regarded as a recommendation to
buy or sell that security. Market index information shown herein such as that of the S&P BSE-500 Index and S&P
BSE Mid Cap Total Return Index is included to show relative market performance for the periods indicated and
not as standards of comparison, since indices are unmanaged, broadly based and differ in numerous respects from
the Fund. Any comparisons to an index or benchmark are provided solely as a convenience to investors.

The Funds are not intended to track any index, and may hold positions which are not contained within the index
shown. The volatility and risk associated with an investment in any Fund may differ materially from the volatility
and risk associated with an investment in the index shown. This document is issued by Ocean Dial Asset
Management Limited and views expressed in this document reflect the views of Ocean Dial Asset Management
Limited and its Mumbai based affiliated company and adviser, Ocean Dial Asset Management India Private
Limited as at the date of publication. Comments on individual sectors and companies also reflect those views as at
that date. Subsequent events may cause such views to change. It may contain forward-looking statements, which
can be identified by words like “anticipate,” “intend,” “believe,” “plan,” “hope,” “goal,” “initiative,” “expect,”
“future,” “intend,” “will,” “could” and “should” and by similar expressions, in reliance upon certain “safe
harbour” provisions of applicable securities laws.
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Other information herein, including any estimated, targeted or assumed information, may also be deemed to be,
or to contain, forward-looking statements. Prospective investors should not place undue reliance on forward-
looking statements as this information is subject to various risks and uncertainties. Forward-looking statements
are necessarily speculative in nature, and it can be expected that some or all of the assumptions underlying any
forward-looking statements will not materialize or will vary significantly from actual results for many reasons.
Variations of assumptions and results may be material. This information is for the use of intended professional
and institutional investor recipients only and may not be reproduced, redistributed or copied in whole or in part
without the express consent of Ocean Dial Asset Management Limited. Ocean Dial Asset Management Limited is
authorised and regulated by the Financial Conduct Authority in the United Kingdom. Registered office 13/14
Buckingham Street, London WC2N 6DF.
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