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Together India and China have produced over 280 Consistent Compounders (CC) in 
the last decade1. 

CCs are companies that have grown their revenue by 10% or more and have generated a minimum 
Return on Equity (ROE) of 10% for ten consecutive years. In the last 20 years, Emerging Markets (EMs) 
have grown twice as fast as Developed Markets (DMs) in terms of real GDP growth. During this period, 
China and India have been the fastest growing EMs. Coupled with the size of their economies, it is 
unsurprising that these two countries are way ahead of any other EMs when it comes to producing 
CCs.

Country GDP 10-year  
CAGR (%)

Number of CCs Share of total  
listed companies (%)

India 6.7% 162 4.6%
China 7.7% 126 2.8%
Indonesia 5.4% 10 1.5%
Russia 2.0% 12 6.1%
Brazil 1.4% 0 0.0%

Consistent Compounders by Country (2009-2019) 

1 Why India Beats China Hollow on Consistent Compounding? by Marcellus Investment Managers

Source: Marcellus Investment Managers
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Today, India hosts over 160 companies that have a unique combination of market dominance and 
return ratios far in excess of cost of capital. The resulting free cash flow generation has enabled these 
companies to reinvest back into their businesses and strengthen their dominance and return ratios over 
the years. Accordingly, the last two decades have brought to light companies that have compounded 
capital at a high and steady rate. 

Company Average ROE  
Apr-99 to Mar-09 Apr-09 to Mar-19

Asian Paints 32% 36%
ITC 30% 30%
Nestle India 65% 68%
Pidilite 25% 27%
Page Industries 38% 51%
Hdfc Bank 21% 19%
Median ROE 31% 33%
Cost of Equity 15% 15%

ROE of dominant Indian companies over two decades

In India, there are only a few companies that dominate each industry. Markets, 
therefore, continue to favour those few.

In our view, this is a result of polarisation which is far more pronounced in India than in other countries. 
The Indian stock market has become sharply polarised over the past decade insofar as a handful of 
companies now take home almost the entire Profit After Tax (PAT) generated by the market. According 
to Marcellus, an investment firm, the top 20 profit-generating companies in India now account for more 
than 70% of the country’s profits, up from 14% thirty years ago.

A handful of companies drive 80% of the wealth created by Nifty*

Period Wealth created by 
Nifty (USD tn)

No. of companies 
accounting for 80% of 

wealth creation 

Median TSR  
CAGR (%)

Share in total 
market PAT (%)

Apr-00 to Mar-10 0.5 26 34% 26%

Apr-10 to Mar-20 1.0 16 15% 79%

*The NIFTY 50 is a benchmark Indian stock market index that represents the weighted average of 50 of the largest Indian 
companies listed on the National Stock Exchange.

This dynamic of polarisation in the Indian market extends beyond mere profitability. In the decade 
ending March 2010, the Nifty added USD 0.5tn in market cap. In these 10 years, 80% of the value 
generated came from 26 companies who delivered a median Total Shareholder Return (TSR) CAGR 
of 34%. Whereas, in the decade ending March 2020, when the Nifty added USD 1.0tn in market cap, 
80% of the value generated came from just 16 companies, whose median TSR CAGR was 15%. Wealth 
creation in India is being driven by fewer and fewer companies.

Source: Bloomberg, Marcellus Investment Managers

Source: Bloomberg

https://www.nseindia.com/products-services/indices-nifty50-index
https://marcellus.in/blogs/three-distinct-layers-of-polarization-in-the-indian-stock-market/
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The rise in corporate profitability of India’s top 20 PAT generators has been 
underpinned by the drivers of polarisation, which are rippling through the Indian 
economy. 

There are three distinct layers of polarisation in the Indian stock market. This is reflected by a handful 
of well-integrated and digitised companies who have achieved success in creating a synergistic 
flywheel that is keeping competitors at bay. Making it difficult to compete is how Indian CCs are 
attaining industry dominance.

 > Layer 1: Adoption of technology that is increasing returns to scale and improving efficiency

The conventional idea of diminishing returns to scale is being replaced by businesses that are 
generating increasing returns to scale. Increasing returns to scale refer to the tendency of returns 
to keep increasing as the output increases whereas diminishing returns imply the opposite. At 
a national level, India’s labour productivity and capital productivity are both low. While other 
developing economies such as China have managed to catch up with advanced economies in capital 
productivity, India’s capital is only about two-thirds as productive as China’s (McKinsey). By adopting 
automation and digital technologies, selected Indian companies with strong balance sheets have 
been able to generate significant productivity gains. 

For example, Asian Paints has perhaps been the most proactive corporate investor in technology 
across the country over the past 60 years. Through these investments, they have improved their 
ability to forecast demand for each SKU, each location and for every week of the year with a 
high level of accuracy. Thereby improving their working capital efficiency. The inability of their 
competitors to forecast demand precisely has allowed Asian Paints to dominate the Indian 
decorative paints industry.

 > Layer 2: A networked economy that is disproportionally benefiting nation-wide operating 
companies

The rise of India’s networked economy (highways, cheap flights, broadband penetration, GST 
reforms, etc.) has allowed large, nation-wide operating companies to become markedly more 
efficient. As a result of this, efficient companies with strong distribution systems have differentiated 
themselves from regional and local players. 

For example, as the economy integrated, lending, which was once dominated by regional players, 
saw the emergence of a few national players like HDFC Bank and Bajaj Finance. Today, HDFC Bank 
has 5,608 branches and Bajaj Finance has 3,113 branches across India with a significant footprint 
in rural and urban areas. Their ability to provide a seamless, unified, and omni-channel experience 
across various channels of banking has made them a customer favorite.

 > Layer 3: Increasing share of intangibles that is creating strong competitive advantages

In the past 40 years, corporate investments have become increasingly intangible (e.g. brands, 
trademarks, knowledge). In Capitalism without Capital (2017) by Haskel and Westlake, the pre-
eminence of intangible investing has brought to the forefront four fundamental properties of 
intangible assets: scalability, sunk costs, spillovers, and synergies.

https://www.mckinsey.com/industries/advanced-electronics/our-insights/a-new-growth-formula-for-manufacturing-in-india
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1. Scalability: It enables growth in revenue accompanied by a less than proportional increase in 
variable cost. This has a positive impact on profit and return ratios because a scalable intangible 
asset can be used without limits. For example, oranges (a tangible rival good) can be used to make 
marmalade, but only for a certain amount. In contrast, a recipe (intangible non-rival good) can be 
used to make marmalade without limits. Intangible assets such as a brand or an algorithm are 
considered the easiest to be scaled up due to network effects affecting them and their ability to 
reap incumbency advantages. For example, Airbnb, doesn’t own a single square meter of real estate, 
is now worth USD 106 billion, which is more than the combined value of Hilton, Marriott, and Hyatt3.

2. Sunk Costs: Why do some companies systematically outperform their competitors and maintain 
their leadership position for long periods of time despite competition and changing business 
landscape? One reason is organisational capital. Organisational capital consists of businesses 
processes and systems – commitment to rules, norms, and relationships - that enable tangible 
and intangible assets such as patents, brands, and human capital. Consider Netflix’s personalised 
recommendation algorithms and Zara’s relationship with suppliers and process of transmitting 
customers choices in real time to its suppliers worldwide. A common thread among these business 
processes and systems is that they are not easily mimicked by competitors. The increasing rate 
at which new technologies disrupt the way business is done, makes it even more important for 
companies to develop organisational capital in multiple ways. However, these intangibles have the 
risk of significant sunk costs being tied to them. The riskiness in intangibles stems from the non-
transferability of the asset. For example, when Nokia went bust, it was able to sell the land (HQ 
building) but not the operating software (Symbian). Therefore, industries that require significant 
sunk costs often have high entry and exit barriers. A lock-in of this type then leads to a winner-
takes-all market.

3. Spillovers: Intangibles create spillovers in two ways - productivity spillover and knowledge spillover.
Productivity spillover occurs when investments in R&D activities by one firm benefit other firms 
in the market when they apply the newly-developed technology in their business to reduce costs, 
without the beneficiary firms contributing to the expenses of the innovating company. Amazon, with 
the creation of its low-cost cloud storage service (Amazon AWS), has helped SMEs transform the 
cost of a data centre from fixed to variable cost. Whereas, knowledge spillover occurs when some 
firms benefit from hiring employees trained by other firms.

4. Synergies: Intangible investments tend to possess synergies, or complementarities, whereby they 
are more valuable together in the right combinations. Together, synergies often result in revenue 
enhancement and cost savings. Take the case of Facebook. By leveraging its customer base 
and insights from Instagram, Facebook has become a leader in influencer marketing. Apple, for 
instance, continues to leverage its brand, design, and App Store capabilities to enhance customer 
stickiness. 

Smart investments into intangible assets can have an explosive impact on growth and profitability. 
Intangibles are therefore gaining prominence and leading to new use cases with the adoption of 
technology. A new ‘class’ of compounders is now emerging that represent ‘Digital India’. 

3 Data source: Bloomberg
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Companies like Zomato, with virtually no tangible assets but very high brand value on the back of the 
proven business models, have almost the same market cap as Coal India, a monopolistic business with 
a 70% market share in the coal business. India’s strength in intangibles is reflected in the fact that it 
now hosts more than 60 digital unicorns, some of whom have already become a sector leader and are 
on track to become a CC.

Since 1774

What does all of this mean for investing in Indian equities? 

It may seem that a simple filter-based approach is all that is needed to create a highly attractive 
portfolio of CCs. However, the obvious problem with this approach is that it is entirely focused on the 
past. As we all know, past performance is no guarantee for future results, and this is also true for CCs. 

We believe that in order to construct a portfolio of future CCs, three factors are required for success: 

1. You need a systematic stock selection framework that incorporates the three layers of polarisation 
discussed above. By looking beyond the standard metrics, the framework helps in finding 
companies who currently drive or have the potential to drive majority of the market PAT growth.

2. You need to be open-minded and skilled enough to apply the stock selection framework not only 
to well-established companies with a long public market history (e.g. Nestle India, Pidilite, Asian 
Paints, etc.) but also to (a) new age technology businesses with less than 10 years of public market 
history like DMart (founded in 2002, public since 2017), and (b) traditional businesses that have 
gone through a digital transformation process like Saregama (founded in 1901, the company went 
public in 1977 under the name The Gramophone Co. (India) Limited). Technology is reshaping the 
way economies and businesses work in the 21st century. New age tech or digital businesses in the 
listed space in India are a fairly recent addition. But globally, they have been the dominant drivers 
of equity indices – in the US and elsewhere – for a while. The 2021 Indian IPO wave will produce 
a range of future CCs. However, make no mistake, the IPO wave will produce more companies 
that will likely never reach the status of a CC than vice-versa. Hence, adaptability and a deep 
fundamental understanding of these new businesses is required to be successful.   

3. Applying a systematic framework to detect companies that are likely beneficiaries of the described 
polarisation and understanding new business models are necessary conditions, but not sufficient. 
The final piece of the puzzle is “old-school” fundamental company analysis, with a strong focus on 
understanding the management and its incentives as well as the company’s governance structures 
(which is particularly important in India). 

In the end, a company’s business can have all the ingredients to become a future CC, but it still 
depends on the successful execution by the management team. In that sense, we would change the old 
investment adage “bet on the jockey not the horse” to “make sure you have a very good jockey and a 
very good horse”.     

Zomato is an Indian multi-national restaurant aggregator and online food delivery company with 
nearly the same market cap as Coal India.

Since 2010
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Disclaimer
This document, and the information contained in 
it, is prepared by Silverhorn Investment Advisors 
Limited (“Silverhorn”) and is strictly confidential. As 
such, this document must not be issued, circulated 
or distributed to any other person other than the 
intended recipient under any circumstances without 
prior written consent of Silverhorn. 

This document is not directed to any person in 
any jurisdiction which (by reason of that person’s 
nationality, residence or otherwise) is prohibited by 
law to access such information.

For investors in Hong Kong: Any products and 
services contained and described in this document are 
intended only for “professional investors” as defined 
in Part 1 of Schedule 1 to the Securities and Futures 
Ordinance (Chapter 571 of the Laws of Hong Kong). 

For investors in Singapore: Any products and 
services contained and described in this document 
are intended only for “institutional investors” and 
“accredited investors” as defined in section 4A of the 
Securities and Futures Act (Chapter 289 of the Laws 
of Singapore).

Not intended for U.S. Persons: Any products and 
services contained and described in this document are 
not intended for any U.S. Person under Regulation S of 
the U.S. Securities Act of 1933, as amended.

This document is provided for information purposes 
only and does not constitute an offer to anyone, or 
a solicitation by anyone, to make any investments in 
securities. Such offer will only be made by means of 

a personal, confidential memorandum. The content of 
this document has not been audited or reviewed by 
any regulatory authority in Hong Kong, Singapore or 
elsewhere. 

All information contained in this document is subject 
to copyright with all rights reserved.

Investing involves risk
You should remember that the value of investments 
can go down as well as up and is not guaranteed. Past 
performance is not a guide to future performance 
and may not be repeated. The actual performance 
realised by any given investor depends on, amongst 
other things, the currency fluctuations, the investment 
strategy invested into and the classes of interests 
subscribed for the period during which such interests 
are held. Emerging markets refer to the markets in 
countries that possess one or more characteristics 
such as certain degrees of political instability, relative 
unpredictability in financial markets and economic 
growth patterns, a financial market that is still at the 
development stage, or a weak economy. Respective 
investments may carry enhanced risks and should only 
be considered by sophisticated investors.

No liability
This document is intended for information and 
discussion purposes only and is not intended to be 
promotional material in any respect. The views and 
opinions contained herein are those of the author(s), 
and do not necessarily represent and may differ from 

the views of Silverhorn as expressed or reflected in 
other communications and promotional materials. 
Information contained herein is believed to be reliable, 
but Silverhorn does not warrant its completeness or 
accuracy.

Nothing contained in this document constitutes 
financial, legal, tax, investment or other advice, nor 
should any investment or any other decisions be 
made solely based on this document. This document 
does not provide any advice or recommendation as to 
whether any securities or investment strategy referred 
to in this document is suitable for the intended 
recipient.

Although all information and opinions expressed in 
this document were obtained from sources believed 
to be reliable and in good faith, no representation 
or warranty, express or implied, is made as to its 
accuracy or completeness and no liability is accepted 
for any direct or indirect damages resulting from 
or arising out of the use of this information. All 
information as well as any prices indicated are subject 
to change without notice. Any information on asset 
classes, asset allocations and investment instruments 
is only indicative. Before entering into any transaction, 
investors should consider the suitability of the 
transaction to their own individual circumstances 
and objectives. We strongly suggest that you consult 
your independent advisors in relation to any legal, tax, 
accounting and regulatory issues before making any 
investments.

If you have any enquiries concerning the document, 
please contact your Silverhorn client advisor for 
further information. Any communications with 
Silverhorn (including telephone conversations) may 
be recorded. 
 
investments@silverhorngroup.com 
silverhorngroup.com

Silverhorn Investment Advisors Ltd 
incorporated in Hong Kong with registration number 
1456284 and licensed by the Securities and Futures 
Commission under CE Number AWE828 to carry on 
Type 1 (dealing in securities), Type 4 (advising on 
securities) and Type 9 (asset management) regulated 
activities under the Securities and Futures Ordinance 
(Chapter 571 of the Laws of Hong Kong) 
 
 
18/F, 100 QRC 
100 Queen’s Road Central 
Hong Kong

Tel: (852) 2599 9100

Contact Silverhorn
Silverhorn Investment Advisors (Singapore) Pte Ltd 
incorporated in Singapore, licensed by the Monetary 
Authority of Singapore with licence number 
CMI100970 to carry on fund management regulated 
activities under the Securities and Futures Act 
(Chapter 289 of the Laws of Singapore) and exempt 
from holding a financial adviser’s licence under the 
Financial Advisers Act (Chapter 110 of the Laws of 
Singapore) 
 
168 Robinson Road 
#20-11 Capital Tower 
Singapore 068912

Tel: (65) 6977 6902


