
Indian equities reacted well to the Congress party’s emphatic victory and near-collapse of 
the communist rivals, rising today by nearly 20%.  Not only does a single party majority 
ensure political stability, it also paves the way for reforms. Key sectors expected to benefit 
include insurance, pension, and infrastructure. These reforms should provide greater 
scope for the Indian economic story to turn from being merely “Good” to “Great”. 

A fiscal blow-out — as feared by some investors owing 
to coalition politics - is unlikely. The key issue for the 
government will be balancing the need for additional 
fiscal stimulus with a credible plan for fiscal 
consolidation. The new government is likely to focus on 
fiscal responsibility. 

The Congress Party’s election promises
• Stimulate demand in the domestic economy 
• Ensure more purchasing power for people 
• Ensure more liquidity in the hands of the companies
• Ensure farming becomes a profitable occupation
• Step up public investments in agriculture/infrastructure
• Ensure that the public sector enterprises (in energy, 
transport, telecom, banks, insurance domain) remain in 
the public sector and be given support to grow and 
become competitive
• Ensure that policies it has put in place for attracting 
private investment for oil exploration will be followed for 
coal and iron-ore
• Power generation addition of 12K-15K MW per annum 
and significant increase in share of nuclear power and 
pace of oil and gas exploration to be intensified.
• GST Act by April 1, 2010

The stock market gives the results the thumbs up
The Indian market hit two circuit breakers today, rising 
20%. As a result, the market was closed without much 
trading till tomorrow. This is a consequence of the 
positive take by the market on the election results. 

Our view is that despite today’s 20% rise, the market 
could continue to see positive momentum for a while on 
expectations of more reforms, more foreign investment, 
faster growth, earnings upgrades and so on. 

A neutral impact on PAM’s India related funds
Our regional funds are modestly underweight India but 
have some higher beta stocks; we expect the 
performance impact of this event to be largely neutral.

India funds had raised their beta from 0.91 (very 
defensive) to 0.97-0.98 (close to market neutral) in the 
last month or two - so once again the performance 
impact should be neutral.

An overwhelming mandate for change*
The Congress-led United Progressive Alliance (UPA) won 
overwhelmingly in the 15th parliamentary Indian elections. 
That the Congress party clinched a much stronger 
majority in the ruling coalition is a sign of faith in the party. 
For many this election outcome is perhaps the best ever in 
over two decades. The following points set out the impact 
of the outcome on some key aspects of the economy. 

Stability on the political front
The strong mandate given to the Congress party will
preserve continuity in the government and boost the 
chances of further reforms. The decimation of the 
communist parties eliminates a major hindrance to the 
much needed and long overdue economic reforms. 
Further, the absence of a Third Front-led government will 
ease investors’ concerns. 

Expect more economic reforms 
Some of the key positive initiatives likely to be undertaken 
are highlighted below:

Foreign Direct Investment (FDI) liberalization
The previous government had already made positive steps 
in FDI liberalisation. With the communist now reduced in 
strength, we expect these policies to continue to gain 
momentum. Key areas in focus will be insurance, retail, 
and private and state-owned banks. 

Disinvestment
We now expect disinvestment to return to the table. It had 
been pushed back under communist pressure since 2004. 
Given the poor fiscal condition, the government has few 
options other than selling to put its balance sheet in order.  
But the Congress will have to overcome socialist blocks 
within in its party to achieve this objective.

Infrastructure push
Infrastructure will be a beneficiary as the existing public- 
private partnership models are now expected to be 
continued. 

Fiscal issues still  
These initiatives aside, all eyes will be on next year’s 
budget which will likely be announced in June. 
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