19 December 2016, for retail investors

Investment note: Revisiting India’s demonetization
On 8 November 2016, Prime Minister Narendra Modi banned Rupees 500 and Rupees 1,000
notes, sweeping away nearly 85 percent of the total currency in circulation. In this note, Manulife
Asset Management’s India Equities Specialist Rana Gupta provides an update on how he views
the impact of the demonetization policy:
1. Demonetization as a positive long-term policy promoting economic inclusion, favourable to
consumer staples companies
2. Expects interest rate cut by 25 to 50 basis points by April 2017, benefitting certain banks,
consumer durables and autos

Update on India’s demonetization policy

Photo: Prime Minister Narendra Modi banned Rupees 500 and Rupees 1,000 notes (shown in picture) on 8 November 2016.

India Prime Minister Modi’s surprise announcement to demonetize Rupees (Rs) 500 and Rs 1,000
currency notes caught the markets and Indian public off-guard. The policy, which was aimed at
fighting corruption, introduced a new Rs. 2,000 note and Rs. 500 note to make it easier to track and
difficult to forge1.
After the policy’s introduction and reaction of individuals and businesses, more information has
been released that has led us to revisit some of the original analysis released in the earlier note.
For example, our latest estimate for the total amount of “cancelled” money2 in the demonetization is
roughly US$ 20 billion instead of US$60 billion to US$90 billion. The government’s revenue
collection is likely to be supported by another policy (the second voluntary income disclosure
scheme). Gupta expects the government will collect substantial revenues from this scheme, roughly
amounting to US$25 billion.
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Source: HDTV, hindustantimes, as of 12 November 2016.
For this note, “cancelled” money is defined as: money which will not get deposited in to the banks as holders would not be able to
explain source of funds.
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Efforts to put cash back into circulation have been slower-than-expected, negatively affecting the
economy. The government can help boost the economy over the short-term through fiscal and
monetary policies:


Government direct transfers to poor families, using funds from the tax disclosure
scheme, could help boost consumption; funds could also be used for infrastructure
investment.



We expect that the central bank will likely cut interest rates by 0.25% to 0.50% by
April to provide additional support.

Overall, circulation of more currency and integration of informal businesses will help broaden the
tax base and increase government revenue collection over the long-term.

Portfolio positioning
Financial inclusion and indirect tax reform leading to formalization of economy have been our key
themes on the Indian market, and the recent demonetization in spite of short term negatives, has
accelerated its pace.
Consumer staples to benefit from government’s spending: Our key investment theme
continues to be formalization of the informal business sector. If the informal sector fails to formalize,
companies in the formal sector will gain market share and boost revenue growth. In either of these
scenarios, we expect government revenue collection and spending to remain strong.
For sectors, we like consumer staples companies with products across price points and a wide
distribution network to benefit from the government’s spending on direct benefit transfers for
families that belong to the bottom quartile (lowest 25%) of the income distribution.
Banks, consumer durables and autos would benefit from lower interest rate environment:
We are also constructive on companies that will benefit from a lower interest rate environment.
Rates are expected to head lower due to a number of factors: increased revenue from an expanded
tax base, and increased savings as more informal sector businesses are integrated and inflation
stays moderate.
Certain Banks should benefit from this dynamic, as their cost of funding is reduced. We also like
consumer durables and autos as lower interest rates spur consumer demand for goods.

Conclusion
Overall, we see demonetization as a positive long-term policy to promote formalization in the Indian
economy, including integrating the large informal commercial sector, which will have positive knockon effects for government revenue and economic activity. Although there are risks with pursuing
this policy, we believe the benefits outweigh the costs.
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Disclaimer

Manulife Asset Management is the asset management division of Manulife Financial. This material, intended for the exclusive u se by the
recipients who are allowable to receive this document under the applicable laws and regulations of the relevant jurisdictions , was
produced by and the opinions expressed are those of Manulife Asset Management as of the date of writing and are subject to change.
The information and/or analysis contained in this material have been compiled or arrived at from sources believed to be relia ble but
Manulife Asset Management does not make any representation as to their accuracy, correctness, usefulness or complet eness and does
not accept liability for any loss arising from the use hereof or the information and/or analysis contained herein. Information about the
portfolio’s holdings, asset allocation, or country diversification is historical and is not an indication of future portfolio composition, which
will vary. Neither Manulife Asset Management or its affiliates, nor any of their directors, officers or employees shall assum e any liability or
responsibility for any direct or indirect loss or damage or any other c onsequence of any person acting or not acting in reliance on the
information contained herein.
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management discipline or other expectations, and is only as current as of the date indicated. There is no assurance that such events will
occur, and may be significantly different than that shown here. The information in this material including statements concern ing financial
market trends, are based on current market conditions, which will fluctuate and may be superseded by subsequent market events or for
other reasons. This material was prepared solely for informational purposes and does not constitute a recommendation, professional
advice, an offer, solicitation or an invitation by or on behalf of Manulife Asset Management to any person to buy or sell any security. This
material should not be viewed as a current or past recommendation or a solicitation of an offer to buy or sell any inves tment products or
to adopt any investment strategy. Nothing in this material constitutes investment, legal, accounting or tax advice, or a repr esentation that
any investment or strategy is suitable or appropriate to your individual circumstances, or otherwise constitutes a personal
recommendation to you. Past performance is not an indication of future results.
Investment involves risk. Investors should not base on this material alone to make investment decisions and should read the offering
document (if applicable) for details, including the risk factors, charges and features of any investment products.
Proprietary Information – Please note that this material must not be wholly or partially reproduced, distributed, circulated, disseminated,
published or disclosed, in any form and for any purpose, to any third party without prior approval from Manulife Asset Management.
This material is issued by Manulife Asset Management (Asia), a division of Manulife Asset Management (Hong Kong) Limited.
This material has not been reviewed by the Securities and Futures Commission (SFC).
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