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India under Construction: India Infoline Research 

 
India Infoline, one of the leading financial services companies in India, has released a 
comprehensive report on the Indian Construction sector. 
 
The report states that, India is under construction and it is visible all over - houses, roads, ports, 
power plants et al. Favorable policy environment and easy flow of capital is helping India to build 
and improve its woefully poor and inadequate infrastructure. Order books of all construction 
companies are overflowing and sustained revenues growth of 40-50% pa can be seen for at least 
next 5 years. Investors can have a double windfall, as rising EPS quarter after quarter invariably 
leads to P/E re-rating. Even with a reasonable Price/Earnings Growth (PEG) of 0.8x without factoring 
a euphoric re-rating, the report covers 8 companies that can potentially be 5-baggers over the next 
5 years. 
 
The research further emphasizes that, investments to the tune of US$180bn in infrastructure 
development are expected over the next 3-4 years. The construction sector, accounting for 65% of 
the total investment on infrastructure development, has been the biggest beneficiary of the capex 
spend. Infrastructure in India is woefully inadequate and manifests itself in myriad ways in our daily 
lives – be it traffic jams or jam-packed trains or delayed flights or load shedding or goods stuck in 
ports or roads with pot holes. Even Urban infrastructure is crumbling and needs rejuvenation. This 
calls for immediate investments, that too over the next 10 years if India has to realize its dreams of 
being an economic powerhouse. 
 
Speaking to the media, Mr Sachin Neema, Head of Research, India Infoline Ltd. said, “Most Indian 
construction companies have built engineering and project management skills to garner the lion’s 
share of this spend. The construction sector is expected to witness 10-12% growth in the coming 
years on the back of high investments on infrastructure development. We believe that India has 
barely scratched the surface. China has been spending over 6.5% of its GDP on construction, for 
the last 10 years. In India’s case, construction spends stood at 4.5-5.8% of GDP prior to 1999-00 
and reached 6% only in the last few years. China’s spend on construction is nearly 4x that of 
India’s.” The amount of development planned by real estate companies itself will entail extensive 
construction work, let aside government orders. 
 
Speaking to the media, Mr Amar Ambani, Research Analyst, India Infoline Ltd said, “We met several 
companies and the buoyant mood prevalent was well expressed by a director of a large 
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construction company, who said ‘Just the requirements of DLF, already planned, can keep 
Gammon, HCC, NCC and IVRCL fully booked for 2 years.’ 
 
With the rising share of construction in total bank credit and greater clarity having emerged with 
sources identified for a major portion of investments, funding issues are reasonably under control. 
Innovative measures like cess on petroleum products, privatization through BOT, budgetary 
support, borrowings from multilateral agencies and a buoyant capital market have helped. We do 
not envisage any funding bottlenecks to derail investments in infrastructure. We are overweight on 
the construction sector and believe valuations to be attractive. The sector offers high visibility with 
huge investments in the pipeline and order book of companies at 3.5-6.5x current turnover. 
Construction companies in India are scaling up fast and are expected to attain considerable size 
going forward.” 
 
Elaborating on the investment rationale Mr. Ambani states further, “We believe that the sector is 
placed to exploit the infrastructure spend, just like software services in mid 90s exploited the Y2K 
bug. There is considerable scope for a second round of re-rating, just like what happened to 
software services in the last decade. In the beginning, software services was compared to low 
value, manpower contracting. Strong revenue growth not only led to EPS growth on a quarter-on-
quarter basis, but also drove multiple expansions. We expect the same story to repeat in the 
construction sector also. 
 
The report has designed an interesting case study contemplating whether the IT story will repeat in 
construction. Scope for continuous re-rating exists with the comparison with software services 
extremely compelling. 15 years ago, the software services industry in India comprised small sized 
companies doing low value added ‘body shopping’ - manpower contracting, with strong investor 
concerns on quality of management. When India Infoline Ltd (then Probity Research and Services 
Pvt Ltd) came out with its seminal report on Indian Software Services Industry in 1998, it was met 
with huge skepticism. Investors and analysts used to ask questions like: 
 

• How will Infosys manage 10,000 employees? 
• Are software services not a manpower multiplication game? 
• ICDs of Company X have bounced. 
• Shady management - This in fact was the most common refrain from investors not willing to 

buy the huge growth story. 
 
Thanks to the Y2K boom, IT companies scaled up aggressively. They not only became 
“professional”, but also set standards for corporate governance and transparency. Strong quarter-
on-quarter performance for years, not only led to an expansion in EPS, but also in P/E. From times, 
when the sector traded at a discount to the market index, it started trading at a premium. A similar 
trend and sequence of events can be observed, taking place with the construction sector. A few 
years back, construction companies were trading at low multiples with reservations on management 
quality. Today, the opportunity at hand has worked in favor of these companies. They have geared 
up and possess the competitive ability and people to undertake complex jobs. Earnings 
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performance has already resulted in a re-rating in the sector over the last 2-3 years. Revenue 
visibility still continues to be high and we expect EPS growth to drive a second round of P/E 
expansion. No doubt, these companies will raise capital; still they will be EPS accretive. 
 
The research recommends investors to overweigh this sector and build a portfolio of stocks in 
construction universe. Top picks are Simplex Infrastructures (CMP Rs333), Hindustan Construction 
(CMP Rs128), Nagarjuna Construction (CMP Rs175), Gammon India (CMP Rs385), Patel 
Engineering (CMP Rs361) and IVRCL Infrastructures (CMP Rs287) among large caps and Valecha 
Engineering (CMP Rs208) and Era Constructions (CMP Rs358) in mid caps, in that order.” 
 
For more information, please visit http://www.indiainfoline.com and http://www.5paisa.com
 
About India Infoline 

  
The India Infoline Group is a one-stop shop for information, advice as well as transaction execution 
of financial services. IIL along-with its subsidiaries caters to entire gamut of financial services 
including equities and commodities broking, portfolio management, distribution of mutual funds, life 
insurance products, home loans, personal loans, etc. Broking services are offered under the 5paisa 
brand. The company has proven research capabilities and was rated by the Forbes as ‘the best of 
web’ and ‘must read for investors’. It has 400 branches across 250 cities and towns, and over 
12,000 employees spread across the country. 
 
India Infoline’s Consolidated revenues for FY 06 was Rs 218 crores (up 182%) and Profit after Tax 
was Rs 49 crores (up 126%). India Infoline’s Consolidated revenues for 1H FY07 was Rs 167.4 
crores (up 114%) and Profit after Tax was Rs 32.9 crores (up 64%). 
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