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RETURN ON EQUITY 

We see India with a forward sustainable return on equity (ROE) profile of 

roughly 16-18% versus 11-13% for broad emerging markets (represented by the 

MSCI Emerging Markets Index) and roughly 14-16% for developed markets 

(MSCI World Index). We believe there are three structural reasons why India 

carries an elevated return profile: 

1. India’s market is heavily weighted towards consumption. Financials, 

Information Technology, Consumer Discretionary, and Healthcare 

combine to make up roughly 65% of the country’s market capitalization.1 

Asset heavy, cyclical sectors such as Energy and Materials only account 

for roughly 20% of the market.2

2. With 22 official languages (and home to 121 official and unofficial 

tongues), India is a challenging market to navigate. In addition to diverse 

cultures within the country, India is known for a significant amount of 

bureaucracy, high tariffs, and a national push for self-reliance. As a 

result, the Indian market boasts high barriers to entry, which means that 

market leaders often carry pricing power and other advantages versus 

their competition.

3. In various areas, we noticed that India has historically waited for a 

buildup of demand ahead of creating supply. Real estate is a good 

example. Most of India is privately owned. To develop projects,

the government often must pay roughly 4x the market rate to purchase 

agricultural land. Thus, urbanization becomes a two-stage process. Step 

1 is a migration of people and a buildup of informal housing.

Step 2 is local politicians seeing a growing health problem and then 

creating housing. Putting demand ahead of supply increases capacity 

utilization, diminishes the need for leverage, and improves return profiles.

IMPRESSIVE GROWTH PROSPECTS 

High prospects for growth represent India’s other key differentiating factor. 

While we see many EM countries growing gross domestic product (GDP) 

3-4% annually over the next 10 years, we believe India has potential to grow

at a 6%+ annual rate for the next 15 to 20. Over the last 70 years, India’s

population has quadrupled into the largest in the world.3

With this large base, the country now appears positioned for improvements in 

productivity. Approximately 65% of the population is below 35 years old, and 

the youth literacy rate stands at more than 90%.4,5 The country is the world’s 

largest supplier of university graduates and has the third largest group of 

scientists and technicians in the world.6  

Is India Expensive? 
Given that India’s equity market has historically traded at premium valuation 

multiples versus the broader emerging market (EM) universe, it’s important to 

address the question: “Is India expensive?” Our answer is, in short, no. One 

of our general goals of investing is to find companies trading below what we 

deem their intrinsic values. Nobody looks to buy overvalued companies, but 

putting on blinders and buying something simply based on price can lead to 

a “value trap.” 

While many goods and services are pure substitutes, other goods and 

services are not. Would you buy any bike helmet, a piece of fish, or a fire 

extinguisher just because it is “cheap?” Of course not. At the same time, 

growth alone is not helpful either. You wouldn’t want to pay up for growth 

if earnings were being reinvested in dilutive projects. Growth creates value 

when the business model boasts a difference between its economic returns 

and its cost of capital. The larger the spread, the more sensitive to changes 

in expected growth rates. 

Bottom line, we believe that one should balance valuation multiples with a 

company’s prospects for both earnings growth and reinvestment rates.

Thus, when we look at India’s valuations, the country’s elevated growth and 

return profiles appear to justify the premium multiple.

From a P/E Perspective, we look at

ROE – Growth

ROE x (Cost of Equity – Growth)
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From an investment point of view, India’s manufacturing sector labor  

cost is roughly 40% of China’s.7 At the same time, penetration rates 

remain low across various metrics. Household credit to GDP hovers 

around 50% (well below peers such as Brazil, Thailand, Korea, and China), 

and other per-capita metrics such as car sales, domestic air passengers, 

and internet users all lag China and various other emerging markets.8  

Broadly speaking, we believe that the above backdrop sets up the best 

potential structural growth story in the world for the next two decades 

GDP = 
Private Consumption + Government Spending + Private Investment + Exports-Imports

Looking forward, we see the growing middle class driving a larger 

consumption pie. The government has been forthcoming in terms of plans 

for investment in technology and infrastructure. Regarding investment, 

the world seems to be looking to India as a destination for supply-chain 

diversification out of China.  

Last, we believe exports should continue to pick up due to high education 

levels, a low cost of labor, and the government led Make in India program.

CONCLUSION 

When you see India’s equity market valuation trading above other EM 

countries’, we believe it can be justified by plugging in expectations for 

superior returns and growth. In addition, India’s valuation recently traded 

in-line with its five-year historical average, so current multiples appear 

aligned with market expectations through a full economic cycle.

Cost of equity is the return a company requires to decide if an investment meets 
capital return requirements. It represents the compensation the market demands in 
exchange for owning the asset and bearing the risk of ownership.

Earnings Per Share (EPS) is the portion of a company’s profit allocated to each  
outstanding share of common stock. EPS serves as an indicator of a company’s  
profitability.

Economic Moat is a distinct advantage a company has over its competitors, which 
allows it to protect its market share and profitability.

Intrinsic Value Intrinsic value is a measure of what an asset is worth and refers to 
some fundamental, objective value contained in a financial asset.

Price-to-Earnings (P/E) Ratio The price-to-earnings (P/E) ratio measures the  
company’s current share price relative to its per-share earnings.

Return on Equity (ROE) Return on equity (ROE) is a measure of financial performance 
calculated by dividing net income by shareholders’ equity.

Value Trap is a stock that appears to be cheaply priced because it has been trading at 
low valuation metrics for an extended time period. The danger of a value trap presents 
itself when the stock continues to languish or drop further after an investor buys into 
the company.
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FOOTNOTES

GLOSSARY
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Global X Management Company LLC (Global X) is an investment adviser registered with the U.S. Securities and Exchange Commission. Global X Management 
Company LLC serves as an advisor to the Global X Funds.

Investing involves risk, including the possible loss of principal. Diversification does not ensure a profit nor guarantee against a loss. This material represents 
an assessment of the market environment at a specific point in time and is not intended to be a forecast of future events, or a guarantee of future results. This 
information is not intended to be individual or personalized investment or tax advice and should not be used for trading purposes. Please consult a financial 
advisor or tax professional for more information regarding your investment and/or tax situation. 

The risks of foreign investments are typically greater in less developed countries, which are sometimes referred to as emerging markets. For example, legal, political 
and economic structures in these countries may be changing rapidly, which can cause instability and greater risk of loss. These countries are also more likely to 
experience higher levels of inflation, deflation or currency devaluation, which could hurt their economies and securities markets. For these and other reasons, 
investments in emerging markets are often considered speculative. Similarly, investors are also subject to foreign securities risks including, but not limited to, the fact 
that foreign investments may be subject to different and in some circumstances less stringent regulatory and disclosure standards than US investments. Geopolitical 
and other events, including war, terrorism, economic uncertainty, trade disputes, natural and environmental disasters, systemic market dislocations, public health 
crises and related geopolitical events have led, and in the future may lead, to increased market volatility, which may disrupt U.S. and world economies and markets 
and may have significant adverse direct or indirect effects on the value of a Fund and its investments.

This document may contain certain statements deemed to be forward-looking statements. All statements, other than historical facts, contained within this document 
that address activities, events or developments that Global X expects, believes or anticipates will or may occur in the future are forward-looking statements. These 
statements are based on certain assumptions and analyses made by Global X in light of its experience and perception of historical trends, current conditions, 
expected future developments and other factors it believes are appropriate in the circumstances, many of which are detailed herein. The opinions expressed in these 
statements represent the current, good faith views of the author(s) at the time of publication and are provided for limited purposes, are not definitive investment 
advice, and should not be relied on as such. Such statements are subject to a number of assumptions, risks, uncertainties, many of which are beyond Global X’s 
control. Please note that any such statements are not guarantees of any future performance and that actual results or developments may differ materially from those 
projected in the forward-looking statements.

The information presented in this presentation has been developed internally and/or obtained from sources believed to be reliable; however, Global X does not 
guarantee the accuracy, adequacy or completeness of such information. Predictions, opinions, and other information contained in this presentation are subject to 
change continually and without notice of any kind and may no longer be true after the date indicated. Any forward-looking statements speak only as of the date they 
are made, and Global X assumes no duty to and does not undertake to update forward-looking statements. Forward-looking statements are subject to numerous 
assumptions, risks and uncertainties, which change over time. Actual results could differ materially from those anticipated.


