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India’s true worth 
is not appreciated 
unless an investor 

looks at bottom 
up fundamentals 

of certain local 
companies

The positive macroeconomic environment and outlook for the Indian economy has attracted a 
lot of attention, particularly from large foreign investors like the Norwegian Sovereign Wealth 
Fund and Canada’s Pension Plan Investment Board. However, monetising this opportunity has 
largely been derived from sophisticated and well informed investors. This has been primarily 
due to lack of awareness and information on India for most of the global investing community. 
The other requirement has been obtaining a Foreign Portfolio Investor (FPI) license to trade 
onshore Indian securities.

This report attempts to familiarise Australian and NZ investors on the local equity markets in 
India:

1. Breadth and depth of India’s equity markets;
2. Historical performance; 
3. Key drivers of the Indian equity market; and
4. Select corporate India success stories

While most global investors look at India from a top down perspective, its true worth is not appreciated unless a 
bottom up, fundamental approach is taken. This has been the optimal way for significant wealth creation.

Prior to 1991, India’s equity markets were underdeveloped, opaque and dominated by a handful of players. 
The Bombay Stock Exchange (BSE), the largest exchange traded only for two hours in a day with an open outcry 
system. Manipulation and unfair trade practices were rampant with very little supervision from the exchanges. 
Many stocks were not actively traded.

The liberalisation and reforms push by the Narasimha Rao government in 1991 commenced a new era. The 
Securities and Exchange Board of India (SEBI) was given statutory powers in 1992 with the objective of protecting 
investor interest and developing and regulating capital market activities.  The National Stock Exchange (NSE) was 
established in 1994. The electronic trading platform offered by the NSE provided a transparent and highly efficient 
real time trade order matching facility bringing Indian markets up to international standards. This cut down on 
time, cost and risk of error. It also eliminated fraud and improved the liquidity of the market, boosting investor 
confidence.

The NSE also eliminated counter party risk by setting up clearing corporation to provide legal counterparty 
guarantee to each trade. The previous practise of settling trades directly between the exchange members was 
stopped and all trades were mandatorily settled through the clearing house. The sophistication and maturity of 
the Indian capital market increased significantly with the introduction of derivatives trading in June 2000. Initially 
stock index futures were introduced and subsequently by the end of 2001, futures and options on index and 
individual stocks were available.

The trading and settlement cycle was different across exchanges and trades were settled over a 14-day cycle. This 
was initially reduced to 7 days and then shortened to T+3 days on introduction of compulsory rolling settlement. 
Today the settlement cycle is now T+2 and consistent across all stock exchanges.
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India’s two main bourses, the BSE and NSE have over 5500 and 1700 stocks listed on them 
respectively. While BSE has more than 3 times the number of stocks listed on it, the NSE 
commands 83% share of the total equity turnover1. The buoyant and liquid equity market has 
helped India’s market capitalization increase from AUD166bn in FY02 to over AUD2tn in FY16. 
In terms of market capitalization, India now ranks amongst the top 10 markets worldwide. The 
trading volumes of the Indian market have also increased significantly with the emergence of 
the India story globally. From FY03 onwards, the annual turnover increased from AUD181bn 
to around AUD1.3tn in FY16. The chart below shows global stock exchanges by market 
capitalisation and their daily turnover.

1National Stock Exchange of India, www.nseindia.com
22015 ANNUAL SURVEY Global Derivatives Volume

India now ranks 
amongst the 
top 10 equity 

markets worldwide 
by market 

capitalisation.

Source: Bloomberg, India Avenue Research

Figure 1: 

India also has a very liquid equity 
derivatives market which has grown 
at over 30% p.a. during the last 
decade from AUD940bn in FY 2006 
to AUD12.6tn in FY2016. The NSE is 
ranked number 2 in the world for 
derivatives exchanges by number of 
contracts traded. Its volume grew 
61.2% to 3.03 billion contracts, second 
only to CME Group2. Amazingly, 
options based on the CNX Nifty 50 
index, ranks as the world’s most 
actively traded listed derivative.

Market Cap and Turnover Statistics

NSE is now the 2nd largest derivatives 
exchange in the world when ranked 

by no. of contracts traded

Table 1:  

Rank Exchange CY15 Volume (mn contracts)
1 CME Group 3,532
2 National Stock Exchange of India 3,032
3 Eurex 2,272
4 Intercontinental Exchange 1,999
5 Moscow Exchange 1,659
6 BM&FBovespa 1,359
7 CBOE Holdings 1,174
8 Dalian Commodity Exchange 1,116
9 Zhengzhou Commodity Exchange 1,070
10 Shanghai Futures Exchange 1,050

Source: 2015 ANNUAL SURVEY Global Derivatives Volume

Equity Segment

Derivatives Segment
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Whilst India’s equity markets have been in existence for decades, foreign investors really started taking note in 
the mid 90’s due to significant financial reforms intended to open up India’s capital markets.  Performance during 
this period was strong, but suffered set-backs during the Asian financial crisis. Indian markets gained strong 
momentum towards the end of 1990s led by the technology boom. The rally though was spiked by the technology 
bubble burst and the September 2001 terrorist attacks. 

India witnessed a sustained rally from 2003 to 2007 from the second phase of reforms and infrastructure build 
initiated by the current government. The rally was also supported by strong global liquidity flows to emerging 
markets. Unlike the 1999-2000 technology led rally, the 2003-2007 period was broad based with most sectors 
participating in the growth.  

Although Indian banks had little to no exposure to the US housing market, equity markets corrected sharply in 
2008 in line with other markets. Despite the fall, earnings growth was flat in 2008 compared to other developed 
markets which saw their earnings being revised abruptly down. The market bounced back strongly in 2009 and 
2010 following depressed price levels relative to the level of earnings. The market once again corrected in 2011 as 
the European sovereign credit crisis surfaced.  In 2011 the correction in India was significantly higher than other 
emerging markets as India also suffered from policy paralysis and a lack of further reforms. However, the market 
recovered meaningfully in 2014 once the Narendra Modi led NDA government took charge in May 2014. The 
performance of the Indian equity market against emerging markets and global equities is shown below.

Long investment horizons 
reduce the impact of volatility 
and increases the chance of 
capital growth

Source: MSCI, IA Research

Figure 2:
Calendar Year Returns

When one considers the performance of professional fund managers, 
the returns generated are significantly higher than the index and 
the probability of delivering positive returns over any given period 
increases. We discuss the performance of managed funds and the 
conduciveness to generate consistent alpha in India's equity market 
in our next paper

HISTORICAL INDIAN EQUITY MARKET 
PERFORMANCE
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The emergence of a single political party with absolute majority under the leadership of Prime Minister Modi has 
paved the way for pro-growth reforms. This will undoubtedly propel India forwards in its next phase of growth 
and capture the benefits of the demographic dividend which we discussed in chapter 1. To keep track of the 
changes and level of completion, we encourage readers to look at http://indiareforms.csis.org/  Nonetheless we 
list some of the key changes below;

 ■ Reduction of policy log jam and successfully addressing the bureaucracy
 ■ Increasing limits placed on foreign investment in key sectors
 ■ The approval of GST and upcoming implementation to simplify and streamline taxation in India
 ■ Improve the ease of doing business in India to attract a more business friendly environment
 ■ Bankruptcy laws passed to improve and streamline the legal process
 ■ Several steps to curbing black money. E.g Demonetisation, black money act etc
 ■ Proactive foreign policy and moving practices closer to global standards

India provides one of the best earnings growth profile, globally where companies have generated substantial 
earnings growth of around 14% p.a. since the turn of the century. However contrary to the long-term trend, the 
returns generated in CY15 and so far in CY16 have so far been primarily from multiple expansion rather than 
earnings growth. Whilst falling commodity prices have been good for India’s macro story, they have not been as 
good for earnings. A weak monsoon and fall in commodity prices has negatively impacted earnings in FY15. This 
coupled with weak capacity utilisation and NPA issues for some banks has led to sub-par growth in FY16. 

Corporate earnings are expected to gain momentum from the 2nd quarter of FY 17 as a the impact of rate cuts 
and lower cost of borrowing, a normal monsoon season in FY16, increase in fiscal spending and higher capacity 
utilisation will slowly start paying dividends. The initial earnings growth is likely to be led by margin expansion, but 
later complimented by strong sales growth.

Source: Bloomberg, India Avenue Research

Figure 3:
Equity Returns in India

INDIAN EQUITY MARKETS: 
KEY DRIVERS AND OUTLOOK

Economic Back Drop

Earnings Growth
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Current valuations reflect the long-term average for India of approximately 16.6x forward earnings. As mentioned 
above, earnings have been held back over the last 2 years due to dilution of commodity company earnings, lack 
of business investment given low capacity utilisation and weak monsoon conditions (till this year). We expect 
earnings growth to accelerate in FY18 and FY19. 

India’s high Return on Equity and earnings growth is superior to other emerging markets. As a result, the market 
has historically traded at a premium to global emerging markets. Over the last 10 years the premium (as measured 
by 12 month forward P/E’s) has always traded at a premium and has averaged 43%. Currently it is trading at a 38% 
premium as shown below.

Valuations

Figure 4:
MSCI India - 12 Month Forward P/E

Source: Bloomberg, India Avenue Research

Figure 5:
India Valuation Premium to EM

Source: Bloomberg, India Avenue Research

Institutional flows into Indian Equities 
Foreign institutional investors (FII) have conventionally been large buyers of Indian equities given the high growth 
on offer. FII ownership has increased gradually over the last 5 years from about 15% in early 2009 to around 23% 
by Sept 2016. FIIs collectively own 47% of the free float of the Indian market. While FII’s flows have been positive 
over the last 5 years, domestic mutual funds were net sellers as term deposits, housing and gold were perceived 
to be better alternatives. The trend reversed in 2014 post the election of the Modi led NDA government and since 
early 2016 has been the major source of flows as shown below. We expect flows domestically to remain strong as 
other assets continue to become less appealing.

Source: Bloomberg, ACE software, IA Research

Figure 6:
Foreign vs. Domestic Institutional Flows

FII’s now own 47% of the 
free float of the Indian equity 

market.     
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The BSE 100, a benchmark index representing the performance of top 100 stocks in India has delivered a return 
of 9.8% p.a. and 15.6% p.a. over the last 5 and 10 years respectively. Whilst this return has been very attractive, 
there are quite a few companies, identified early by expert stock pickers, which have delivered much stronger 
performance and created significant wealth for investors. Two examples; Eicher Motors and Amara Raja Batteries 
are shown below with each of the companies delivering supernormal growth in sales and profits over the years 
and this growth has been rewarded by strong price performance.

Eicher Motors
Eicher Motors manufactures affordable leisure bikes (250cc & above) in India under the brand 'Royal Enfield. 
It also manufactures commercial vehicles (CVs), automotive gears and components, and engineering solutions 
through its subsidiary, Volvo Eicher Commercial Vehicles.

Demand for Royal Enfield motorcycles, the company’s flagship product has been good, driven by increasing trend 
of lifestyle biking and low competition. The company’s strategy to tap the export market by using experiential 
marketing is another driver that can be a meaningful contributor to the volumes in next 5 years, given the huge 
export market opportunity size and differentiated positioning of Royal Enfield. 

In commercial vehicles, Eicher’s local market expertise and Volvo’s technological strength positions it well for 
a commercial vehicles cycle recovery in India. Increasing trend for lifestyle biking, new product launches and 
capacity addition will drive strong volume and earnings growth of ~30 % CAGR over the next 5 years.

Top-line and Bottom-line Performance
Figure 7:

Source: Bloomberg, ACE software, IA Research

Figure 8:

Source: Bloomberg, India Avenue Research

62 X returns at CAGR of 51.3% 
over last 10 years 

Focus on only 2 products, motorcycles and commercial vehicles. Enhanced and Re-juvenised 
the iconic brand ‘Royal Enfield’ to achieve near monopoly in leisure motorcycles     

SELECT CORPORATE INDIA 
SUCCESS STORIES
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Amara Raja Batteries
Amara Raja Batteries has emerged as a formidable challenger to Exide Industries, the market leader in Battery 
manufacturing in India. The company is one of the pioneers in valve regulated lead acid (VRLA) batteries and 
manufactures lead-acid battery, with market leadership in the telecom (46% share) segments. 

Amara Raja Batteries has successfully challenged the market leader through a combination of technological 
innovations (first to introduce maintenance-free, factory charged, extended warranty batteries), witty advertising 
and unique distribution model (franchisee based) supported with operational efficiency-led competitive pricing.

Deploying the above strategies, Amara Raja Batteries clocked a CAGR of 34% and 68% in net sales and PAT 
respectively over FY04-15.

The company aims to increase its share in the OEM and replacement segment to 40% (from current 30%) and 30% 
(from current 24%) respectively by consolidating in existing areas, entering new business opportunities within the 
battery space, expanding distribution reach and increasing marketing activities.

FY 16 was an inflexion year for Amara Raja Batteries with new capacity driving top line growth (20% CAGR 
FY16-18E) and benign lead prices driving margins. Market share gains, significant free cash flow generation (Rs.8 
billion FY16-18) and stable ROE has driven a re-rating of the company.

Top-line and Bottom-line Performance
Figure 9:

Source: Bloomberg, ACE software, IA Research

Figure 10:

Source: Bloomberg, India Avenue Research

56 X returns at CAGR of 49.6% 
over last 10 years 
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Visit: www.IndiaAvenueInvest.com 
Write to us at: info@indiaavenueinvest.com

This document has been issued for information purposes. The views and opinions contained in it are those of 
India Avenue Investment Management Australia Pty. Ltd. (IAIM) ABN 38 604 095 954 & AFSL 478233. Its contents 
may not be reproduced or redistributed. The user will be held liable for any unauthorised reproduction or circula-
tion of this document, which may give rise to legal proceedings. All the information contained in it is provided for 
information only and should in no way be taken as investment advice.  Past performance is not indicative of future 
returns. Information contained here is based on our assumptions and can be changed without prior intimation. It 
is not, and may not be relied upon in any manner as legal, tax or investment advice. Please consult your advisors. 
Investment in securities is risky and there is no assurance of returns or preservation of capital. Neither the firm, 
nor its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, 
incidental, special or consequential including lost capital, lost revenue or lost profits that may arise from or in 
connection with the use of this information. No part of this material may be copied, duplicated or redistributed 
without prior written permission of IAIM. 


