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INDIA: AN EXCELLENT SOURCE
OF HIGH-QUALITY COMPANIES
UNDERPINNED BY A SUPPORTIVE
ENVIRONMENT
Wasatch Advisors has been investing in India
for well over a decade. We hope this paper
illuminates why we remain excited about the
investment opportunities there. For starters,
the universe of high-quality Indian companies
is broader and deeper than what we’ve found
in many other emerging markets. In China,
for example, fewer companies measure up to
our strict criteria, and government meddling
often clouds the whole investment picture. By
contrast, our on-the-ground research in India
continues to provide us with a wealth of strong,
well-managed companies with significant
growth potential.
A democratic government underpins India’s
investment environment. The strong institutions it has built have helped the country avoid
much of the political turmoil, massive borrowing, debt defaults and runaway inflation that
have plagued some other emerging-market
countries during the past 30 years. We also
like India’s growing middle class, young demographics (as indicated in the chart on page 2)
and high personal savings rates.

INDIA HIGHLIGHTS
• Population of over 1.35 billion people is among the
youngest in the world.
• Domestic consumer demand is being driven by India’s
growing middle class, increasing urbanization and rapid
household formation.
• Underpenetration of consumer products and services,
health care and banking provides growth potential that’s
attractive to investors like Wasatch.
• India is a democratic republic that embraces capitalism
and the rule of law, and has a strong regulatory framework
led by the Reserve Bank of India.
• Prime Minister Narendra Modi’s initiatives, bureaucratic
reforms, tax simplification, improved labor laws and
streamlining of the bankruptcy process are designed to
further the country’s growth and development.
• Low sector correlations provide diversification and
potentially lower the risk of investing in India compared to
Brazil, China and emerging markets overall.
• Based on our quality metrics, Indian companies often
exhibit more of the desirable characteristics we favor than
other emerging-market companies.
• Productivity growth is rising in India, while it has been
slowing in most major economies.
• Wasatch has well over a decade of experience investing
in India.
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India Has a Young Population Compared to
Many Other Countries
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Moreover, we’ve found that market forces (rather
than political patronage) are increasingly having positive effects on India’s national and state policies and on
infrastructure development. In India — relative to most
other emerging countries — our research has shown that
management expertise, financial controls, corporate governance and transparency are remarkably good.
The reasons for these positive conditions include a
strong regulatory framework led by the Reserve Bank of
India (RBI) and a long history of multinational corporations. In fact, many multinationals have had operations
in India for more than 75 years, which has created a
robust business culture despite periodic political and
economic challenges.
From a company-specific perspective, we’re able to
invest across many sectors and industries in India. For
example, we hold high-tech and business-processing
companies that are beneficiaries of outsourcing from
developed nations. In addition, we hold health-care companies that export generic pharmaceuticals world-wide.
Interestingly, about 40% of the generic drugs sold in the
U.S. are produced by Indian companies.
While many of our Indian companies operate globally,
the majority are focused on meeting domestic consumer
demands within India itself. Given the enormous size

of the country’s population and the underpenetration of
consumer products and services, we believe these companies have tremendous headroom for growth. This growth
potential is a big part of what makes Indian stock valuations so attractive. The charts on pages 3 and 4 indicate
the low penetration levels in India for insurance, health
care and internet access.
Beyond the areas presented in these charts, we consider consumer products and services to be in a range of
industries. These include everything from toothpaste to
cell phones and from paint to home finance, all of which
are in the early stages of use in India compared to moredeveloped countries. For example, about half of Indians
don’t yet have bank accounts. And in a country of over
1.35 billion people, there are less than 10 million mortgages outstanding — most with very low balances.
Recently, investors in India have been encouraged
by healthy loan growth, rising corporate profits, and a
pickup in monsoon rains that bode well for strong crop
output and reduced inflation. The monsoon accounts for
more than 70% of the rainfall Indian farmers depend on
to grow crops. Because food and beverage costs represent about half of the country’s consumer-price index, an
above-average monsoon season helps keep inflation down.
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India’s Health-Care Expenditure Per Capita Is Low
Compared to the World (2015)

Expenditure Per Capita (U.S. Dollars)

$12,000

$10,000

$9,818

$9,536

$8,000

$7,464

$6,000
$4,934

$4,592

$4,356

Low expenditure indicates
headroom for growth.

$3,733

$4,000

$2,000

$1,012 $780

$524

$471

$426

$114

$63

a
In
di

ne
si
a

in

a

do
In

Ch

a
ric
Af

ss
ia

ut
h

Ru

az
il

So

ni
te
U

Br

ld
W
or

an
Ja
p

om

y

Ki
ng
d

d

Ge

rm

an

lia

Au
st

ra

y
wa
or
N

d
te
ni
U

Sw

itz

er

St

la

at

nd

es

0

Countries

Source: World Health Organization, May 2018.

800.551.1700 / WWW. W ASATCH F UNDS.COM / 3

India’s Internet Penetration Rate
Compared to Select Countries
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Besides food, the cost of energy also has a significant
impact on household and government finances in India.
Although oil prices have risen from their 2016 lows,
they’re still significantly below their highs of 2013. Less
expensive fuel has freed up consumers’ cash for discretionary spending. And the dramatic decline in energy
prices since 2013 has allowed the government to curtail spending on expensive fuel subsidies that had been
offered to millions of citizens.
But the government has also raised spending in areas
such as infrastructure development and compensation
of personnel. For example, in a move designed to boost
consumption, Prime Minister Narendra Modi’s cabinet
approved substantial increases in the salaries of federalgovernment employees. These increases — coupled with
improvements in the banking sector and implementations
of key economic initiatives and reforms — add to our
bullishness on India.
INDIA’S PLACE WITHIN THE
EMERGING-MARKET UNIVERSE
We think India is particularly well-situated to benefit
from some general themes affecting emerging markets.
These themes include the following:
• The U.S. dollar looks somewhat overvalued to us.

• Emerging-market currencies, by the same token, are
likely somewhat undervalued.
• Although fears of a meaningful slowdown in Chinese
economic growth haven’t materialized, the effects
of a potential future Chinese slowdown on local
conditions in other emerging markets will probably
be limited.
• Commodity prices have shown some strength since
their lows in 2016.
• Many emerging markets have shown signs of improving political conditions.
• Economic reforms have been setting the stage for
better growth opportunities in emerging markets.
• Emerging-market stock valuations relative to projected growth rates remain attractive.
Broadly speaking, our current outlook is for more of
the same. Another reason we find India so appealing relative to other emerging markets is because it has tended to
resist extremes during the last decade, which has made for
a more-stable investing environment.
In other words, unlike the volatile conditions we’ve
seen in Brazil, Russia and China, we think of India as the
“Goldilocks” of emerging markets — not too hot, and not
too cold. Also, compared to most developed-market companies, Indian companies seem to have a better balance of
reasonable valuations and strong growth prospects.
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INDIA’S POLITICAL AND ECONOMIC HISTORY
To put current investment opportunities in perspective,
it’s important to understand a bit about India’s political
and economic history. After approximately 200 years of
British rule, India gained its sovereignty in 1947.
For the next 45 years or so, India struggled under
Soviet-inspired economic policies. Small and mediumsize businesses were protected, but they were also heavily
influenced and regulated by the government. In addition,
the government owned and/or controlled many of the
larger companies involved in power generation, transportation, sanitation, communications, banking and
health care.
While India was a democracy at the time, the country’s
top-down bureaucratic controls prevented the economy
from making significant progress. Moreover, the country
experienced political challenges — including the assassination of Prime Minister Indira Gandhi in 1984.
Things began to change in the early 1990s, although the
road remained rocky. Turmoil in the Middle East lessened
opportunities for Indians working abroad and led to a
drop in foreign reserves. The collapse of the Soviet Union
also hurt India’s economy because the two countries had
been major trading partners, and India had relied on
oil imports from the Soviets. So in 1991, as a condition
of receiving help from the International Monetary Fund

and the World Bank, India ended its closed-door
economic policies.
Since the early 1990s, India has been on a path of
improvement with lower tariff levels, currency exchange
rate reform, liberalized industrial licensing and relaxed
foreign direct investment restrictions. These changes have
encouraged multinational corporations to initiate new
operations and expand existing operations in India.
From a macro perspective, we believe several conditions have set India up for success. First, the country has
been a democratic republic since 1950, which has created
a relatively strong adherence to the rule of law.
Second, India’s growing movement toward capitalism
has coincided with the country distancing itself economically from Russia starting in 1991.
Third, Indians generally place a high value on education,
which in recent decades has led to particular success in
the development of technology and health care.
Fourth, India has a long history of welcoming multinational corporations, which has created a culture of strong
management, tight business controls, high accounting
standards and good corporate governance. As discussed,
the relaxation of foreign direct investment restrictions has
only increased the activity of multinationals.
Fifth, the preceding conditions have helped to expand
India’s workforce and middle-class population — with

Foreign Direct Investment (FDI) Flows Into India
For Fiscal Years Ended March 31
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a corresponding increase in domestic demand for consumer products. In turn, increased domestic demand has
created a virtuous cycle whereby foreign direct investment has become more plentiful, and multinational
corporations and local businesses have increased their
willingness to expand because they have ready customers. Foreign direct investment flows are presented in the
chart on page 5.
INDIA’S ECONOMY AND STOCK MARKET
SINCE THE 1990S
After strong progress in the early 1990s, the Indian
economy and stock market needed time to digest the radical changes from the post-Soviet era — moving in fits and
starts until about 2003. From that point, gross domestic
product (GDP) and the stock indexes rose in almost
uninterrupted parabolic trends until the global financial
crisis (GFC) of 2008. Although other emerging markets
were also on a positive streak from 2003 through most of
2007, India generally led the way.
In 2008, India and other emerging markets were hit
particularly hard due to the global risk-off trade. But
they bounced back in 2009 and 2010 — again with India
leading the way — as investors resumed their world-wide
search for growth.
From where we stand today, the past eight-year period
reminds us of India’s up-and-down path that ended

around 2002. At that point in 2002, India’s economy and
stock market were set up for durable gains, notwithstanding significant volatility along the way. The MSCI India
Index USD and the MSCI India Small Cap Index USD are
presented in the following chart, which shows that both
indexes have made substantial progress since 2002.
Another interesting point is that some broad measures
of stock valuations — i.e., price-to-book value and price to
EBITDA (earnings before interest, taxes, depreciation and
amortization) — in the Indian market during the early
2000s were similar to valuations we see currently. In other
words, unlike many developed-country stock markets
that have already exceeded their pre-2008 levels by wide
margins, we think Indian equities have yet to reach their
full potential since the end of the GFC.
RECENT CHALLENGES IN INDIA
As an emerging market, India has been subject to the
broad short-term trends and scenarios that have affected
the emerging-market group. During the past several years,
those trends and scenarios have mostly been related to
the following:
• Fears of rising interest rates coming from the U.S.
Federal Reserve (Fed), although we believe the incremental increases that have occurred since the end of
2015 are unlikely to derail emerging markets.

MSCI India Index and MSCI India Small Cap Index
Monthly Data From December 31, 1999 Through May 31, 2018

Cumulative Total-Return Performance
Starting at $100

$900
$800

May 31

$700
$600
$500
$400
$300
$200
$100
$0
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Years
MSCI India Index (U.S. Dollars)

MSCI India Small Cap Index (U.S. Dollars)

Source: Morningstar.

800.551.1700 / WWW. W ASATCH F UNDS.COM / 6

• The strength of the U.S. dollar, which detracted
from emerging-market performance for dollarbased investors.
• Worries that a potential slowdown in China’s economic growth would impact the country’s emergingmarket trading partners — despite the fact that India
and China are relatively independent of each other.
• Additional fears that a slowdown in China would
precipitate competitive currency devaluations as
emerging-market countries vied to make their
exports more attractive to developed countries.
• The fall in oil and other commodity prices starting
in 2014, even though India is not a large commodity
exporter and actually benefits from cheaper oil.
Another challenge has been that India has suffered from
bad loans primarily on the books of state-owned banks
that engaged in unsound lending to mismanaged infrastructure companies during the boom coming out of the
GFC. India also experienced significant inflation due to
high energy prices before 2014 and due to ongoing inefficiencies in power generation, transportation, sanitation,
government bureaucracy and taxation. In addition, two
poor monsoon seasons caused smaller crop yields and
higher food prices. More recently, monsoons have been
closer to their long-term averages.
OPTIMISM FOR INDIA GOING FORWARD
Countering the short-term challenges described above,
the following factors make us optimistic regarding India’s
political, economic and financial-market conditions in
the years ahead.
We think future rate increases from the Fed will be
more muted and better tolerated than many mainstream
prognosticators expect. We also think the U.S. dollar
is still overvalued and emerging-market currencies —
including the Indian rupee — are somewhat undervalued.
In addition, while we’re not overly bullish on China, we
think the Chinese economy will see reasonable growth
and for the most part won’t disrupt other emerging markets. Regarding oil, India is a major importer; so the
country should benefit if the price stays at levels lower
than during the years leading up to 2014.
Concerning the bad loans on the books of state-owned
banks and India’s significant inflation rate, we’ve been
impressed by the actions of the country’s central bank, the
Reserve Bank of India (RBI) and its governor Dr. Urjit
Patel. Dr. Patel, who had previously been a deputy of former RBI governor Dr. Raghuram Rajan, has continued
to follow Rajan’s game plan by keeping a watchful eye on
inflation. Recently, Dr. Patel and the six members of the

RBI’s monetary-policy committee voted to increase the
bank’s policy rate by one quarter of a percentage point.
While pleased with India’s robust economic growth, the
committee acted to keep inflation in check.
Throughout his term, Dr. Rajan encouraged India’s
state-owned banks to get their problems behind them
by writing down bad loans. The RBI under Dr. Patel has
pushed banks to reduce the number of nonperforming
loans by requiring them to disclose bad loans sooner and
by setting timelines for lenders to take action against
defaulters. Helped by tighter rules for lending and the
government’s updated insolvency and bankruptcy code,
the RBI’s efforts appear to be having an effect in reducing
the number of bad loans.
In addition to credible central-bank policies in India,
we believe there are other reasons for optimism on the
inflation front. One reason is that agricultural production methods and regulations will continue to improve.
Already, India has made significant agricultural progress,
without which the subpar monsoon seasons a few years
ago would have had much greater impacts on inflation.
Another reason for optimism is that efficiencies in
the Indian economy should improve as the government
maintains focus on reforms related to taxation, labor laws,
business formation, ongoing corporate compliance, bankruptcy, land rights, general infrastructure spending, transportation systems, energy pricing, power distribution,
telecom-spectrum auctions, industrial licenses, foreign
investment, municipal finance and the overall regulatory
environment.
THE MODI ADMINISTRATION’S
INITIATIVES AND REFORMS
Narendra Modi became India’s 15th Prime Minister
in May of 2014. Since then, we believe Modi has solidified his support, despite some minor setbacks. Now, with
India at a crucial point in its development, much hinges
on the Modi administration’s success in implementing its
initiatives and reforms.
The initiatives being undertaken by the Modi administration are intended to improve conditions within India
and to advance the country on the world stage. A few of
these initiatives are described below.
• “Digital India” has three main goals: 1) Expand the
country’s digital infrastructure. 2) Deliver more
services digitally. 3) Promote digital literacy. In addition, the Digital India initiative intends to connect
rural areas with high-speed internet networks. An
outgrowth of this initiative should be more jobs in
technology services and electronics manufacturing.
800.551.1700 / WWW. W ASATCH F UNDS.COM / 7

The foundation of the Digital India initiative is the
India Stack. This four-layer electronic system is
designed to make it easy for India’s citizens to digitally store, retrieve and exchange information. The
bottom layer of the India Stack is the “presence-less
layer” underpinned by a program called Aadhaar,
which provides a unique digital biometric identity for
every Indian so that a person’s identity can be easily
verified. Established by the Government of India and
operated by the Unique Identification Authority of
India, Aadhaar has been hugely successful with over
90% of India’s population enrolled. Next in the India
Stack is the “paperless layer,” which uses Aadhaar
e-KYC, an electronic know-your-customer process to
authenticate a person’s identity; e-Sign, which allows
for digital signature of documents; and Digital Locker,
a secure digital storage method, which makes it easy
to save and retrieve documents and for individuals to
exchange information electronically with other individuals, business entities or the government. Third is
the “cashless layer,” an electronic payment network
that uses the unified payments interface (UPI) and
other electronic payment services to transfer money
between bank accounts. The fourth and top layer of
the India Stack is the “consent layer,” which allows
users to consent to share personal, private information electronically with another individual or entity.
Together, the four layers of the India Stack make
transactions faster and easier— whether they’re
between citizens and the government, consumers
and businesses, borrowers and lenders, health-care
providers and patients or job seekers and employers.
In an emerging-market country as populous as India,
we think the India Stack is a powerful force for commerce, the ease of doing business and the advancement of the formal economy.
• “Startup India” is aimed at promoting bank financing to boost entrepreneurship and create jobs. Some
of the initiative’s key objectives are reducing patentregistration fees, easing the burdens of bankruptcy,
lowering capital-gains taxes, reducing red tape,
improving intellectual-property rights and teaching
skills that are important for entrepreneurs. The digital
infrastructure provided by the India Stack and the
Modi administration’s regulatory reforms enable startups to provide innovative, commercially viable solutions in a host of areas. In addition, startups seeking
to commercialize products and technologies aimed at

solving difficult challenges faced by India, including
development of alternative fuels, road and rail safety
systems, water and waste management and climatesmart agriculture, are invited to apply for a grant
from the Government of India. The rapid growth of
startups in India is evidenced by the USD$13.7 billion raised in 2017, which was nearly twice as much
as the USD$6.9 billion raised in 2016. By 2025, it has
been projected that India will have 100,000 startups
employing 3.25 million people and that their collective market value will be around USD$500 billion,
second only to the United States.
• “Make in India” encourages domestic and multinational companies to manufacture their products in
India. Make in India places particular emphasis on
attracting foreign direct investment.
In addition to these high-profile initiatives with catchy
names, the Modi administration is working on basic
priorities such as developing all forms of infrastructure,
caring for the environment, enhancing agricultural productivity, improving education and providing affordable housing.
The Modi administration is also reforming old, bureaucratic practices. Probably the most-important change
enacted thus far was replacing the previous complex
jumble of federal, state and interstate sales taxes with a
nationwide goods-and-services tax (GST). Finance
Minister Arun Jaitley described the GST as the biggest
tax reform since India’s independence.
The GST is expected to ease the burden of double taxation and significantly lower the cost of doing business in
India, while streamlining tax administration and enforcement. We believe these factors, in turn, will eventually
lead to better domestic productivity, improved international competitiveness, stronger economic growth, and
higher tax revenues for both the federal government and
the states.
In another hopeful sign of things to come, India’s
Parliament passed a national bankruptcy law designed
to streamline the insolvency-resolution process. Because
the law increases the bargaining power of creditors, it’s
expected to discourage borrowers from defaulting and
lead to better asset recovery by banks and other lenders.
In establishing a more-effective way of resolving failed
loans, the bankruptcy law removes a major hurdle to the
financing of small businesses and other companies important to India’s long-term economic growth.
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INDIA’S YOUNG DEMOGRAPHICS SHOULD
SUPPORT ECONOMIC GROWTH BASED ON
JOB CREATION AND HOUSEHOLD FORMATION
India is a diverse nation of over 1.35 billion people
with fantastic demographics. As shown in the first chart
on page 10, India leads the world in terms of the estimated change in working-age population. Moreover, with
improved agricultural methods, there will be a migration from rural to urban areas. These changes mean
India will have to create millions of jobs per year for
decades to come.
While creating that many jobs may seem daunting, we
think India is well-positioned to meet the challenge with
a focus on expanding the country’s power, water, sanitation, transportation and telecommunications infrastructure. In addition, relative to other emerging markets,
India has a head start in areas like pharmaceuticals, information technology and business-process outsourcing —
which are products and services desired around the world.
As India addresses its infrastructure needs and focuses
on its globally competitive industries, the corresponding job growth, rising wages and expanding middle class
should lead to more demand for domestic goods and
services. This domestic demand, then, should create further opportunities for local businesses and multinationals
providing consumer products and services — everything
from soft drinks to skin-care products and from fashionable clothing to motorcycles.
Rapid household formation is another trend occurring
in India. The country’s transition from joint-family living
arrangements to nuclear-family homes has created growing demand for mortgages, building materials, paints, furniture, and other household-related products and services.
One of the reasons investment opportunities are attractive in these areas is because penetration among Indian
consumers is so low that the headroom for growth is
phenomenal. For example, the underpenetration of mortgages is shown in the second chart on page 10.
INDIA VERSUS OTHER EMERGING MARKETS
Global investors often focus on emerging-market
companies that export commodities and low-tech manufactured goods to developed nations. We believe there’s
a significant problem with this focus. To a large extent,
developed nations are facing disinflation along with an
oversupply of many goods. Therefore, the world probably
doesn’t need more commodity-oriented and low-techmanufacturing companies. That’s why we concentrate on

companies in other industries — companies such as those
in India that sell more value-added products and services.
Other problems with companies that sell lower valueadded products and services are that the returns on equity
(ROEs) tend to be relatively small and the commodity
businesses in particular are frequently state-owned. At
Wasatch Funds, we typically avoid investing in stateowned enterprises (SOEs) because they’re often run more
for the benefit of the government than for the benefit of
shareholders.
On the other hand, Indian companies — partially due to
their domestic focus and their expertise in finance, health
care and technology — more often exhibit the quality
characteristics we look for:
• High ROEs
• Significant cash flows from operations, preferably
higher than net income
• Strong free cash flows
• Healthy sales and earnings growth, with headroom
for continued growth over the long term
• Value-added goods and services
• Competitive advantages
• Meaningful ownership by company insiders
These characteristics, which aren’t as prevalent in other
countries, tend to refute the claim of some investors that
Indian companies are among the more-expensive ones in
the emerging-market universe.
For our part, rather than invest in an inexpensive
Chinese bank operating in a hypercompetitive market, as
an example, we’d prefer to pay a somewhat greater price
for a high-quality Indian pharmaceutical company that
can grow earnings over a long period of time. And our
experience in India has been that an investment can keep
working for years on end. Conversely, in countries with
few barriers to entry, with cut-throat competition and
with highly speculative investor behavior, we’ve found
that we have to be more trading-oriented because opportunities don’t tend to last as long.
An important point mentioned earlier is that some
broad measures of stock valuations — i.e., price-to-book
value and price to EBITDA— in the Indian market during
the early 2000s were similar to valuations we see today.
Moreover, Indian stocks overall have achieved durable
gains since the early 2000s even though performance, like
in most countries around the world, has been volatile.
Another point to consider when looking at today’s valuations relative to the early 2000s is that today’s cost of
capital (i.e., the level of interest rates) is much lower than
back then. This point would seem to argue for even higher
valuations today.
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COUNTRY EXPOSURE ALONE
IS NOT A GOOD MEASURE OF RISK
In our international, global and emerging markets
funds, we certainly consider our exposure to each individual country. But we don’t think that country exposure
alone tells us much about the risk a fund is taking.
In the case of India, we think some of the macro forces
tend to lower our risk — even if we have a large weighting
in the country. These macro forces include the following:
• Political developments are moving in the
right direction.
• Current-account and fiscal deficits are under reasonable control.
• Personal savings rates are comparatively high.
• Aggregate government, corporate and household debt
as a percentage of GDP is lower in India than, for
example, in China, in emerging markets as a group, in
the U.S., in the eurozone and in Japan.
• Inflation is not excessive and, as described previously,
is under tight scrutiny by the Reserve Bank of India.
• Interest rates are attractive to investors, but are not
too onerous on borrowers.
And when we look at India’s general portfolio char
acteristics, we draw similar conclusions about risk. For
example, as of May 31, 2018, the five-year beta for the
MSCI India Index USD was 0.78, which was below the
baseline comparison of 1.00 for the MSCI Emerging

Markets Index USD. The betas for the MSCI Brazil Index
USD, the MSCI China Index USD and the MSCI Russia
Index USD were 1.88, 1.09 and 1.00, respectively, which
were higher than for India and, with the exception of
Russia, for the baseline.
A similar trend holds in looking at the betas of the
small-cap indexes. The beta for the MSCI India Small Cap
Index USD was 1.03, which was only slightly above 1.00
for the MSCI Emerging Markets Small Cap Index USD,
but below 1.75 for the MSCI Brazil Small Cap Index USD,
1.22 for the MSCI China Small Cap Index USD and 1.36
for the MSCI Russia Small Cap Index USD.
One reason for the relatively low betas of the India
indexes is less susceptibility to currency fluctuations.
Because India has a very diversified business environment,
there’s more of a balance among companies that benefit
from a stronger rupee and companies that benefit from a
weaker rupee. In countries that are dominated by exporters of commodities or low-tech manufactured goods, by
contrast, currency movements may create more volatility
in business operations and in stock prices. So we look at
exposure to the Indian rupee more as a source of diversification than as a source of more risk.
Another way of analyzing risk is to consider sector correlations. We’re most interested in consumer discretionary, consumer staples, financials and health care because
these sectors typically have the largest weightings among

Sector Correlation Coefficients for Various MSCI Indexes
Consumer
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Source: Bloomberg. The chart reports correlation coefficients for the five-year period ended May 31, 2018.
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which totals more than 1.35 billion people. In fact, India
will soon represent 20% of all the people on the entire
planet. But in order for us to benefit as investors from
India’s inherent diversification, we have to invest in
the best companies across several different industries
and sectors.

our Indian holdings. If we look at the correlations among
these sectors within the MSCI India Index, the MSCI
Brazil Index, the MSCI China Index and the MSCI
Emerging Markets Index for the five years ended May 31,
2018, we find that the Indian correlations are lower than
the Brazilian, Chinese and overall index correlations in
every single case. These findings are shown in the table
on page 11.
When we think about India, a hardware-versussoftware analogy comes to mind. A system can operate to
some extent with outdated hardware as long as the software is giving the correct instructions. But state-of-the-art
hardware is of little value if the software is providing the
wrong signals. So while India’s “hardware” (i.e., infrastructure) needs to be upgraded, the country’s “software”
(i.e., political, economic and social fabric) is in fairly good
shape. And in terms of this analogy, it’s easier to improve
the hardware of a country than the software, which is
based on ingrained cultural issues.
To summarize, India has one of the fastest-growing
economies in the world and is home to a diverse group
of businesses. While many of these businesses operate
internationally, we’re finding some of the best investment
opportunities in those that serve the domestic population,

THE WASATCH ADVANTAGE:
LONG-TERM EXPERIENCE IN INDIA
At Wasatch, we’ve been investing in India for well over
10 years and our firm is among the relatively few U.S.based investment advisors that run actively managed
funds exclusively invested in Indian stocks. Additionally,
compared to their benchmarks, many of our international, global and emerging markets funds are overweighted in India.
One of our first Indian holdings was HDFC Bank Ltd.,
which at the time of our initial investment in 2003 had a
market capitalization of about USD$2 billion. The market cap has now grown to about USD$90 billion. HDFC
Bank exemplifies our focus on banking and financial services, and demonstrates the potential for long-duration
growth in India.

Smartphones Are Expected to Become
India’s Primary Banking Channel
Within Five Years

Number of smartphone users are
projected to approximately equal
number of active bank accounts.
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Productivity Growth in India Has Risen,
While Growth Has Slowed in Most Major Economies

Labor Productivity Growth

8%

6%

4%

2%

0%

a
ric

il
az
ut

h

Af

Br

ni

So

m
ng

do

ea

Ki

ro

te

d

Eu

st

ra

Ar

lia

s
ie
Au

om

on
Ec

ed
Ad

va

U

nc

U

ni

Ge

St
d
te

rm

at

an

y

es

n
pa
Ja

ia
Ru

ss

re

a

n

Ko
h

So

*

ld

wa

ut

Ta
i

W
or

ts

a

Em

er

gi

ng

M

ar

ke

di
In

Ch

in

a

-2%

Labor Productivity Growth**
2009 – 2017

1995 – 2008

*GDP-weighted average of 13 emerging-market countries.
**Output-per-person employed, annualized rate of growth; based on data from The Conference Board.
Source: © BCA Research 2017 (www.bcaresearch.com).

Currently, we think the proliferation of smartphones in
India will expand access to banking as all transactions can
be accomplished on mobile devices. The projected numbers of smartphone users and active bank accounts are
presented in the chart on page 12. From an investment
perspective, we believe mobile banking will create exceptional opportunities in the years ahead.
On the other hand, we typically avoid investments in
infrastructure and power companies, which are prone to
heavy debt levels, earnings disappointments and inconsistent cash flows. Similarly, we’ve never invested in stateowned banks, which we’ve found to be poorly managed
compared to their counterparts that are more beholden to
shareholder interests.
Another important point is that Wasatch’s investments
in India are researched and monitored by a full team of
portfolio managers and analysts. Ajay Krishnan leads our
effort in India, but six other members of the team also
travel to the country regularly.

On average, team members visit India two times per
year and meet with about 40 to 50 companies during
each visit. That’s around 80 to 100 company meetings per
year, and over 1,000 since we started investing in India
more than a decade ago. As a result, when it comes to
India, we believe the depth and breadth of our knowledge
and experience set us apart from most other investment
professionals.
SUMMARY
Perhaps the best way to summarize our optimism
regarding India is to look at labor productivity growth,
which is shown in the chart above.
Despite amazing technological advances in recent years,
productivity-growth trends have actually slowed in most
major economies. These trends, combined with aging
populations in many countries, mean that businesses are
competing for market share in industries that often are
expanding slowly. Such conditions can make for a moredifficult investment environment.
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In India, by contrast, labor productivity growth is at a
higher level and has been increasing. Additionally, India
should benefit from the Modi administration’s initiatives
and reforms. Furthermore, about 65% of Indians still live
in rural areas. This leaves plenty of room for expansion
due to urbanization and the rise of the middle class.
These factors mean that domestically oriented Indian
businesses are often operating in industries that are
getting bigger relatively quickly. From an investor’s perspective, such growth industries are the sweet spots for
picking stocks.

investment analyst internship with Alchemy Capital Management in Mumbai, India.
Mr. Dreith earned a Master of Business Administration
from McCombs School of Business at the University of
Texas. He is also a CFA charterholder.
Matt is a native of Colorado and has lived in Denmark
and India. He enjoys traveling, reading and spicy food.
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specializes in analyzing the investment potential of fastgrowing companies.
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Wasatch International Opportunities Fund from 2005 to
2015. He joined Wasatch Advisors in 2002 and is a member of the Board of Directors. A native of the United Kingdom, he also holds U.S. citizenship and has many years of
international investing experience.
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principal, director of international research and portfolio
manager for Chicago-based Liberty Wanger Asset Management, which managed the Acorn Funds. He was also a
co-manager for the Acorn Foreign Forty Fund. Earlier, he
worked in Hong Kong as a financial-services analyst for
Societe Generale Asia/Crosby Securities and as an analyst
for Strategic Asset Management.
Mr. Edgley has a Master of Arts in Philosophy from the
University of Sussex and a Master of Science in Social Psychology with Statistics from the London School of Economics, where he was awarded a Social Science Research
Scholarship. He earned a Bachelor of Science with honors
in Psychology from the University of Hertfordshire. He is
also a CFA charterholder.
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ABOUT WASATCH ADVISORS®
Wasatch Advisors is the investment manager to Wasatch
Funds,® a family of no-load mutual funds, as well as to
separately managed institutional and individual portfolios. Wasatch Advisors pursues a disciplined approach to
investing, focused on bottom-up, fundamental analysis to
develop a deep understanding of the investment potential
of individual companies. In making investment decisions,
the portfolio managers employ a uniquely collaborative
process to leverage the knowledge and skill of the entire
Wasatch Advisors research team.
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Wasatch Advisors is an employee-owned investment
advisor founded in 1975 and headquartered in Salt Lake
City, Utah. The firm had $17.1 billion in assets under
management as of May 31, 2018. Wasatch Advisors, Inc.
is registered with the Securities and Exchange Commission under the Investment Advisers Act of 1940.
RISKS AND DISCLOSURES
Investing in foreign securities, especially in emerging markets, entails special risks, such as currency
fluctuations and political uncertainties, which are
described in more detail in the prospectus. Investing
in small and micro cap funds will be more volatile
and loss of principal could be greater than investing
in large cap or more diversified funds.
Diversification does not eliminate the risk of experiencing investment losses.
An investor should consider investment objectives,
risks, charges, and expenses carefully before investing. To obtain a prospectus, containing this and
other information, visit www.WasatchFunds.com or
call 800.551.1700. Please read it carefully before
investing.
Information in this document regarding market or economic trends
or the factors influencing historical or future performance reflects
the opinions of management as of the date of this document.
These statements should not be relied upon for any other purpose.
Past performance is no guarantee of future results, and there is no
guarantee that the market forecasts discussed will be realized.
The investment objective of the Wasatch Emerging India Fund is
long-term growth of capital.
Portfolio holdings are subject to change at any time. References
to specific securities should not be construed as recommendations by the Funds or their Advisor. Current and future holdings
are subject to risk.
As of March 31, 2018, the Wasatch Emerging India Fund held
2.7% and the Wasatch Emerging Markets Select Fund held 3.6%
of net assets in HDFC Bank Ltd.
CFA® is a trademark owned by CFA Institute.
ALPS Distributors, Inc. is not affiliated with Wasatch Advisors.

DEFINITIONS
Beta is a quantitative measure of the volatility of a given stock relative to the overall market. A beta above one is more volatile than
the overall market, while a beta below one is less volatile.
Someone who is “bullish” or “a bull” is optimistic with regard to
the stock market’s prospects.
A Consumer Price Index (CPI) is a measure that examines the
weighted average of prices of a basket of consumer goods and services, such as transportation, food and medical care. The CPI is
calculated by taking price changes for each item in the predetermined basket of goods and averaging them. The goods are
weighted according to their importance.
Correlation, in the financial world, is a statistical measure of how
asset classes, sectors, securities, markets, or countries move in
relation to each other.
The correlation coefficient is a number between -1.0 and 1.0. If
there were no relationship between two variables, the correlation
coefficient would be 0. As the strength of the relationship between
the two variables increases, so does the correlation coefficient. A
perfect positive fit gives a coefficient of 1.0. A perfect negative fit
gives a coefficient of -1.0.
Earnings growth is a measure of growth in a company’s net income
over a specific period, often one year.
Foreign direct investment (FDI) is an investment made by a company or individual in one country in business interests in another
country, in the form of either establishing business operations or
acquiring business assets in the other country, such as ownership
or controlling interest in a foreign company.
The global financial crisis (GFC) of 2008 is considered by many
economists to have been the worst financial crisis since the Great
Depression of the 1930s.
Gross domestic product (GDP) is a basic measure of a country’s
economic performance and is the market value of all final goods
and services made within the borders of a country in a year.
The International Monetary Fund (IMF) is an international organization established in 1945 that aims to promote international trade
and monetary cooperation, and stabilization of the world’s currencies. The IMF maintains a monetary pool from which member
nations can draw in order to correct a deficit in their balance of
payments. It is a specialized agency of the United Nations.
The price-to-book value ratio is used to compare a company’s book
value to its current market price.
Price to EBITDA is the ratio of a company’s stock price to its pershare Earnings Before Interest, Taxes, Depreciation and

Wasatch Contacts
Individual Investors: 800.551.1700 • Financial Advisors: 800.381.1065
Institutional Investors: 801.983.4119 • Retirement Plan Solutions: 801.415.5524
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Amortization. Price to EBITDA is similar in concept to the price to
earnings ratio.
Return on equity (ROE) measures a company’s efficiency at generating profits from shareholders’ equity.
“Risk-off” is when investors become more cautious and take money
out of the market, not being willing to risk it, thus risk off.
Valuation is the process of determining the current worth of an
asset or company.
The World Bank is a collection of international organizations that
aid countries in their process of economic development with loans,
advice and research. It was founded in the 1940s to aid Western
European countries after World War II with capital.
The MSCI India Index is designed to measure the performance of
the large and mid cap segments of the Indian market. With 79
constituents, the index covers approximately 85% of the Indian
equity universe. The MSCI Brazil Index is designed to measure the
performance of the large and mid cap segments of the Brazilian
market. With 53 constituents, the index covers about 85% of the
Brazilian equity universe. The MSCI China Index captures large
and mid cap representation across China H shares, B shares, Red
chips, P chips and foreign listings (e.g. ADRs). With 153 constituents, the index covers about 85% of this China equity universe.
The MSCI Russia Index is designed to measure the performance of
the large and mid cap segments of the Russian market. With 22
constituents, the index covers approximately 85% of the free floatadjusted market capitalization in Russia. The MSCI Emerging Markets Index captures large and mid cap representation across 24
emerging market countries. With 845 constituents, the index covers approximately 85% of the free float-adjusted market capitalization in each country.
The MSCI India Small Cap Index is designed to measure the performance of the small cap segment of the Indian market. With
273 constituents, the index represents approximately 14% of the
free float-adjusted market capitalization of the India equity universe. The MSCI Brazil Small Cap Index is designed to measure

the performance of the small cap segment of the Brazilian market.
With 62 constituents, the index represents approximately 14% of
the free float-adjusted market capitalization of the Brazil equity
universe. The MSCI China Small Cap Index is designed to measure
the performance of the small cap segment of the China market.
With 377 constituents, the index represents approximately 14% of
the free float-adjusted market capitalization of the China equity
universe. The MSCI Russia Small Cap Index is designed to measure the performance of the small cap segment of the Russian
market. The index represents approximately 14% of the free floatadjusted market capitalization in Russia. The MSCI Emerging Markets Small Cap Index includes small cap representation across 24
emerging market countries. With 1,806 constituents, the index
covers approximately 14% of the free float-adjusted market capitalization in each country.
You cannot invest in these or any indexes.
Source: MSCI. The MSCI information may only be used for your
internal use, may not be reproduced or redisseminated in any form
and may not be used as a basis for or a 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 other person involved in or
related to compiling, computing or creating any MSCI information
(collectively, the “MSCI Parties”) expressly disclaims all warranties
(including, without limitation, any warranties or originality, accuracy, completeness, timeliness, non-infringement, merchantability
and fitness for a particular purpose) with respect to this information. Without limiting any of the foregoing, in no event shall any
MSCI Party have any liability for any direct, indirect, special, incidental, punitive, consequential (including, without limitation, lost
profits) or any other damages. (www.msci.com)
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