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Case for Investing In India: 2014 and Beyond 
Executive Summary 

Following the recent elections, there is a widespread expectation of a change in India’s prospects. In this 
paper, we summarize the current situation, and the potential for India’s economy and its markets. 
 
After a phenomenal growth over 17 years, India’s economy slowed down to “only” a 5.6% growth in the 
last three years. The equity markets have been even more disappointing: after returning nearly 19% per 
year over the 17-year period, 1900-2007, the returns over the last six years have been essentially flat. 
 
The favorable circumstances underlying the dizzying growth in the economy until 2007, and the 
commensurate equity returns, are still present. With a median age of 27 (one of the lowest among 
major economies), and a working-age population of nearly 800 million people (65% of the total), the 
economy has both the labor force and the consumer-base for major growth for several years. The 
country’s GDP derives primarily from domestic consumption (82%) and is less susceptible to global 
economic problems than most other major economies. General GDP growth has continued, with India 
currently placed as the third-largest economy in the world (PPP basis). 
 
After the worldwide recession of 2008-09, the management of India’s economy by the last government 
grew defensive, rather than imaginative. Over the last five years, infra-structure did not keep pace with 
growth; financial institutions were not brought up to par with other major economies; regulations were 
not updated to suit the modern economy; and foreign capital, which is essential for growth, felt 
discouraged, rather than attracted, by a myriad hurdles. Investors, both domestic and foreign, lost 
confidence in the sustainability of growth; P/E ratios fell by a third; and even though corporate growth 
(in sales and profitability) averaged in the middle to high teens, this did not translate to comparable 
market valuations and investment returns. 
 
During the massive general elections in May, swaths of voters of all ages but particularly the young, 
created a paradigm shift in the Indian political landscape, by voting specifically for growth and economic 
management. The result is the current pro-growth, pro-reform government. 
 
The new government, installed in May, has declared its intent to focus on vastly enhanced physical infra-
structure, financial infra-structure, regulatory reform, and attracting foreign capital; as well as education 
and deficit-reduction. The plans, and the initial steps taken by the government thus far, are already 
making a difference. Confident of the government’s intentions and ability, foreign investors have 
cautiously, but visibly, increased their participation in India’s markets - both in equity and debt.   
 
Over the next months and years, as the proposed reforms grind through the economy and show 
confidence-building results, as corporate performance continues its present flight, and as more and 
more foreign capital flows in, observers expect a return to the growth patterns comparable to 1990-
2003, in both the economy and market performance. 
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I. Introduction 

It is today a widely held belief that India is on the brink of a growth-acceleration, as the newly elected 
pro-business, pro-growth government addresses the domestic structural impediments to development. 
As the fundamentals that contributed to the country’s previous growth surge such as favorable 
demographics and strong domestic demand remain strong, active reform efforts hold the key to 
returning India to the pre-crisis (pre-2008) growth rates. These efforts include the creation of a (a) solid 
infra-structure, (b) efficient capital markets and (c) a regulatory environment which attracts foreign 
capital.   The newly elected government has expressed its intent to pursue all these elements vigorously.  
Before examining these factors, we should review the current conditions of the Indian economy. 

 

II. Favorable “pre-existing” Situation 

Several favorable conditions which enabled the phenomenal pre-2008 economic growth continue to 
exist. 

a. The Size of the Indian Economy 

Recent data released by the World Bank shows that India’s share of world GDP in terms of purchasing 
power parity stands at 6.6%, ranking it the third largest economy in the world, after only the United 
States and China. As can be seen in the tables below, India’s rank has been steadily increasing over the 
past two decades. Even in terms of nominal GDP, the World Bank data ranks India tenth among all 
countries.  

Top 10 Rankings by GDP (PPP) 
 1990 2000 2013 
1 USA USA USA 
2 Soviet Union Japan China 
3 Japan China India 
4 Germany Germany Japan 
5 France India Germany 
6 Italy France Russia 
7 UK UK Brazil 
8 China Italy France 
9 Brazil Brazil Indonesia 
10 India Russia UK 

Source: World Bank 

Top 15 Rankings by GDP (Current US$) 
 1990 2000 2013 
1 USA USA USA 
2 Japan Japan China 
3 Germany Germany Japan 
4 France UK Germany 
5 Italy France France 
6 UK China UK 
7 Canada Italy Brazil 
8 Spain Canada Russia 
9 Russia Mexico Italy 
10 Brazil Brazil India 
11 China Spain Canada 
12 India Korea, Rep. Australia 
13 Australia India Spain 
14 Netherlands Australia Korea, Rep. 
15 Korea, Rep. Netherlands Mexico 

 

b. 

 

Relative Economic Growth 
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Even though India’s economic growth rate has slowed down in the last three years in comparison to the 
previous five years (2008 being the exception), when compared to growth rates elsewhere in the world, 
the rate has still been impressive.   

 
c. 

 
d. 

Source of Consumption 

GDP in several economies, including China, are primarily attributable to exports, whereas India’s growth 
has been driven predominantly by internal consumption, providing a degree of stability.  

Demographics 

Two of the main determinants for economic growth in both developed and developing economies are 
the size of the available labor force and demand for goods and services. India’s working-age population 
(15-64 years) makes up close to 65% of the total population, translating to a dependable supply of both 
labor and consumption.  It is the “youngest” country among the major world economies, with a median 
age of only 27, suggesting that the availability of labor and consumption is likely to grow for a much 
longer period than in other major economies. Many other economies worldwide are currently facing a 
relative shortage of labor supply and will have to depend on technological progress and productivity 
improvements to drive further growth. In contrast, India, with one of the world’s largest working-age 
populations, is now entering the most influential period of its demographic cycle. A large working-age 
population not only supplies labor and tends to be more productive but also usually saves more than it 
consumes; and this provides additional capital for investment.  These factors all contribute to a 
favorable environment for economic development. With an improving macro-economic and policy 
environment, India is one of the few major economies with the potential to turn its demographic 
dividend into a cycle of sustained growth. 



 

Case for Investing in India: 2014 and Beyond                      Contact: 312.952.3323   Published by: Indus Advisors LLC, July 2014 

 
e. 

a. Improved infra-structure for a more efficient movement of raw material, finished goods, and people 

GDP Per Capita 

Despite the aggregate size of its economy, India is one of the poorer countries, with a per capita GDP 
rank (in PPP terms) of 127 out of the 199 economies of the world, ranked by the World Bank’s 
International Comparison Program (ICP) survey. In the context of potential growth, this situation 
suggests a significant potential as the projected economic reform and development occurs over the next 
decades. A recent World Urbanization report released by the UN stated that between 2014 and 2050, 
the largest urban growth is predicted to take place in India. Political analysts believe that India will 
manage this urbanization process effectively, leading to profound consequences on the country’s 
growth rate. 

 

III. Expected Changes 

The decline in India’s growth rate (to “only” about 5.6%) over the past three years can be attributed 
partly to the global economic slowdown. Observers believe that the primary reason for the slow-down 
was a “self-inflicted” one – a combination of policy paralysis, corruption and economic chaos that were 
characteristic of the last two-three years of the previous Government’s ten-year rule.  

India’s recent election outcome in May is regarded as a paradigm shift in Indian politics, with the new, 
millions-strong, crop of first-time voters pushing aside the earlier political inertia (“my father’s politics”) 
in favor of a stable political regime.  The choice of the party to lead the country was made on the basis 
of the need for economic development, rather than the traditional regional and religion-based issues.  
The winning party, with an enviable track record in one of India’s States, promised policy reforms in 
several prongs to unlock the country’s development potential.  

In its first two months of power, the new Government has signaled its intent to focus on the following 
important elements. 

b. General regulatory reform, summarized as “Minimum government, Maximum governance” 

c. Upgrading financial institutions to world standards – the new Governor of the Reserve Bank 
(equivalent to the Chairman of the Fed) was previously the chief-economist of the IMF 

d. Better management of deficits, through reduced subsidies, increased privatization of government 
ownership in certain industries, and more efficient tax collection 
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e. Keener focus on investments from foreign investors and businesses, by reducing hurdles to capital 
inflow and instituting a more stable and better-coordinated regulatory environment 

 

IV. Response from Foreign Investors 

Can the new government successfully bring about a new age of development in India, by applying its 
planned catalytic reforms to the favorable demographic and macro-economic situation described 
above?  International investors appear to believe so. 

a. 

 

Foreign Institutional Investments into India 

 

Foreign Institutional Investors (FII) have invested $18.4 billion in Indian equities since Sep ’13, in contrast 
to an outflow of $ 3.8 billion in the previous three months.  Additionally, foreign institutional investors 
have infused a net $11.6 billion into Indian debt markets since December 2013, in comparison to an 
outflow of $13.3 billion in the previous six months. 

The charts show a visible trend of improvement over the past 12 months, in response to expectations of 
a new, pro-growth government until May, and then the realization of these expectations since then. 

b. 

 

Foreign Direct Investments 

Foreign Direct Investments do not show this clear trend, because actual investments could take place 
only when regulatory impediments are removed, rather than in expectation thereof.  Nevertheless, the 
chart shows that during the nine months ending May 2014 (last data available), the average FDI was 
$2.3 billion per month, whereas in the previous three months, the average was $1.5 billion.  
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V. Indian Equity Markets 

a. 

 
Equity market behavior is governed by not just current corporate performance, but an assessment of 
the sustainability of such performance.  P/E ratios reflect the latter. 

Over the past 6 years, the median revenue growth of the Sensex and Nifty companies has been about 
19% per annum; and the median profit growth was approximately 15%.  But, because of the 
dissatisfaction with the previous government’s policies (and other factors – see above), investor 
confidence as to the sustainability of corporate performance was low, and P/E ratios fell from the 22-28 
levels seen at the end of 2007 to the 17-18 levels at the end of 2013.  This explains the flat performance 
of the last six years. 

b. 

Flat Performance over the Past 6 Years 

An analysis of India’s two benchmark equity indices reveals that the equity markets have generated 
annualized returns of 18.9% between 1990 and 2007. However, over the past 6 years (2008 to 2013), 
the annualized return was a flat half a percent. 

Current Expectations 

There are currently several positive developments that are suggestive of an economic recovery in India. 
From a macro-economic viewpoint, the currency has stabilized since the beginning of 2014; the current 
account deficit has significantly improved over the past year; there has been a moderation in India’s 
headline inflation; and a credible fiscal consolidation plan has been announced by the new pro-business, 
pro-reform government.  As the new policies are implemented, analysts expect improved productivity, 
acceleration in investment, and overall revival in growth. In addition, the new government’s agenda of 
supporting growth and development in India is expected to result in an overall increase in investors’ 
confidence in the sustainability of growth; and consequently, an increase in valuation reflecting in higher 
P/E ratios.  As these two projections materialize, one can expect a strong price-growth of Indian equity 
securities. 

 

VI. Indian Debt Market 

a. 

To achieve higher growth rates, India requires a robust physical infra-structure which in turn requires 
significant amounts of long-term capital. Although private corporations in India have historically relied 
on banks to finance their investments, the huge stable and long-term funding requirements are 

The Need for Debt Capital 
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expected to be met increasingly by debt markets.  While the government securities market in India is 
reasonably well-developed, the corporate bond market is still relatively underdeveloped. There is an 
increasing realization that the development of the corporate bond market is imperative for economic 
growth as it serves as an important source of financing for the capital requirements of the corporate 
sector. 

b. Role of Public Sector Banks 

Public sector banks (i.e. banks in which the government holds substantial ownership) currently dominate 
the Indian banking system, accounting for close to 75% of total outstanding loans. Most of the infra-
structure lending in India has historically been done by these state-run banks. However, these banks are 
currently facing capital constraints as they can only raise capital if the Government dilutes its 
shareholding or infuses additional capital into the banks.  

c. 

For additional information, please contact Ranga Nathan, CFA, at 

Recent Measures to encourage Debt Capital from Foreign Investors 

Recognizing the need to attract additional fixed-income investments by foreign investors, Indian 
regulatory agencies have recently been implementing measures to simplify regulations governing such 
investments. These measures include a significant relaxation in the withholding tax rate for foreign 
investors in government and corporate debt; increases in the FII debt limit in both corporate and 
government bonds; and a simplification of the registration process for foreign investors. Over the next 
several months, foreign investments in Indian debt markets are expected to increase dramatically; and 
because of the extraordinary appetite for infra-structure projects, yields are expected to remain at levels 
higher than in most of the developed economies.  

 

VII. The Indus Indexes and Portfolios 

Indus Advisors LLC continues to offer a suite of indexes and portfolios, which can be licensed by asset 
and fund managers to participate in the projected returns from both the equity and fixed-income 
markets in India. 

Indus’ large-cap index is currently the basis for about $600 million of assets in two ETFs.  In addition, 
Indus maintains a mid-cap and an all-cap index, as well as seven sector indexes.  Indus will shortly offer 
two new thematic indexes, focusing respectively on high-dividend and low-volatility portfolios.  Further, 
Indus has developed an India Fixed-Income portfolio, composed of Indian government debt, offering an 
average yield of about 8.5%. 

All Indus indexes are designed specifically for foreign investors, and are based on its unique, and well-
tested, principle of “Total Investibility”, taking explicitly into account Indian regulations affecting foreign 
investments in India. 

 

RNathan@indusadvisorsllc.com or at 
312.952.3323 
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