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Globalization: The Indian 
Story 

Conclusion:  While globalization is a theme across the 
world, the Indian corporate sector is also in the act.  
Recent headline news suggests a surge in cross border 
activity with overseas M&A jumping 57% year-on-year 
in F2007 albeit from a subdued level of F2006.   

What's New:  That said, the breadth of activity is quite 
narrow. India’s top ten acquisitions of all time account 
for 60% of all overseas takeovers with ONGC Videsh 
alone contributing to 35% of M&A over the past seven 
years in the international markets.  The overall 
investments made abroad are still small at just 4% of 
private corporate capital spending of the past five 
years.  Indeed, the cross border M&A of the past five 
years is a fourth of the total M&A by Corporate India 
and just 2% of the stock market’s current capitalization.  
Innovative funding has made it difficult to 
comprehensively track overseas corporate activity.   

Implications:  While the pick up in recent months may 
be a result of bunching up of activity and the pace in 
the next few months could be slower, we think the trend 
in overseas investments will remain strong in the 
coming years.  Weak domestic infrastructure, India’s 
need to build oil equity, risk diversification and rich 
valuation of domestic assets versus those abroad could 
be key drivers.  The bottom line is that in its own small 
way and for its own reasons, Corporate India is firmly 
set on the path of globalization.   

Morgan Stanley does and seeks to do business with 
companies covered in its research reports. As a 
result, investors should be aware that the firm may 
have a conflict of interest that could affect the 
objectivity of this report. Investors should consider this 
report as only a single factor in making their 
investment decision. Customers of Morgan Stanley in 
the U.S. can receive independent, third-party 
research on the company covered in this report, at no 
cost to them, where such research is available. 
Customers can access this independent research at 
www.morganstanley.com/equityresearch or can call 
1-800-624-2063 to request a copy of this research. 
For analyst certification and other important 
disclosures, refer to the Disclosure Section. 
+= Analysts employed by non-U.S. affiliates are not registered pursuant to NASD/NYSE rules. 
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Model Portfolio 
 Reuters MSCI Portfolio Over/Under Price (Rs) Mkt Cap Avg 3M T/O Analyst YTD Perf.
Company Ticker Weight (%) Weight (%) - Weight (bps) 8/31/2006 US$mn US$mn Rating (%)
Consumer Discretionary  7.2 2.4 -483  
Bajaj Auto Ltd. BJAT.BO 1.4 2.4 100 2,697.5 5,866 14.9 Overweight 34.8
Consumer Staples  8.4 13.3 486  
ITC Ltd. ITC.BO 3.4 4.4 100 191.3 15,435 35.4 Overweight 34.7
Hindustan Lever Ltd HLL.BO 3.4 6.9 350 234.6 11,095 21.2 Overweight 18.9
Marico Industries MRCO.BO NA 2.0 200 510.4 636 0.2 Overweight 38.9
Energy  16.1 20.3 424  
Oil & Natural Gas Corp. ONGC.BO 3.8 6.8 300 1,215.9 37,262 44.4 Overweight 3.5
Reliance Industries Ltd. RELI.BO 11.5 13.5 200 1,117.6 33,462 175.2 Overweight 63.3
Financials  17.7 17.4 -29  
HDFC Bank Ltd. HDBK.BO 3.2 6.7 350 853.2 5,742 9.5 Overweight 20.6
ICICI Bank ICBK.BO 6.5 6.0 -50 596.5 11,407 19.2 Equal-Weight 2.0
IDFC IDFC.BO 0.3 2.8 250 60.0 1,447 4.1 Overweight -18.0
Union Bank of India UNBK.BO NA 2.0 200 116.9 1,156 1.4 Overweight -4.3
Healthcare  5.0 5.7 66  
GlaxoSmitkKline Pharma GLAX.BO 0.4 1.0 60 1,211.0 2,273 2.7 Overweight 8.1
Sun Pharma SUN.BO 0.7 4.7 400 905.8 4,032 4.1 Overweight 32.8
Industrials  9.2 5.1 -408  
Tata Motors TAMO.BO 2.6 5.1 250 845.2 7,281 43.9 Overweight 29.4
Materials  7.4 7.2 -24  
Hindalco Industries Ltd. HALC.BO 3.4 2.4 -100 172.5 3,654 29.2 Overweight 20.3
Steel Authority of India SAIL.BO NA 1.5 150 72.2 6,409 25.1 Overweight 33.7
Associated Cement Cos. ACC.BO 0.8 3.3 250 909.7 3,627 40.2 Overweight 70.3
Technology   22.1 22.9 80       
Infosys Technologies Ltd. INFY.BO 13.6 16.6 300 1,808.8 21,224 74.5 Overweight 20.7
Patni Computer Systems PTNI.BO NA 1.0 100 365.2 1,081 3.4 Overweight -26.3
Tata Consultancy Services TCS.BO 2.2 5.2 300 996.1 20,949 29.3 Overweight 17.0
Telecoms   4.2 3.3 -88       
Reliance Communications Ltd. RLCM.BO 3.3 3.3 0 299.7 7,877 37.3 Overweight - V NA
Utilities   2.7 2.0 -68       
National Thermal Power NTPC.BO NA 1.5 150 124.2 22,009 9.6 Equal-Weight 10.8
Reliance Energy RLEN.BO 0.9 0.5 -40 439.4 2,005 5.9 Overweight -27.3
Cash   0.0 0.5 46       
NA = Not applicable/available; Source: Bloomberg, Morgan Stanley Research 

 

Market Focus 
  Current 1-W YTD

BSE Sensex 11,699.05 1.45 24.49

MSCI India * 473.34 1.67 23.63
* Local currency, as of August 30, 2006.     Source: Bloomberg, Morgan Stanley Research 
 
 

Recent Reports 
Strategy Chartbook: India is Different In More Ways 
Than One 

August 30, 2006

India is Different - Part II August 24, 2006
India is Different August 23, 2006
Delhi Remains Benign August 13, 2006
Domestic Flow Monitor: June 2006 August 9, 2006
Ownership: Domestic Investors vs. the Rest August 4, 2006
India Monthly Review: Retrospect July 2006 August 2, 2006
Quarterly Earnings 1QF07: Its About Revenue 
Growth 

August 2, 2006
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Overseas Acquisitions Surge After a Dull F2006 
One of the responses from Corporate India to the poor 
infrastructure in the country and hence difficulty of investing 
seems to be to go overseas.  In F2005, the FDI outflow, which 
is investments made by Indian companies in overseas assets, 
reached US$2.4 billion or 0.5% of GDP – its highest ever 
annual level in corporate history.  Things slowed in F2006 
with a 17% drop in absolute international investments (Exhibit 
1), but the interest level seems to have picked up in the 
current fiscal year.  This is underpinned by the recent US$677 
million acquisition made by the Tata Group in US-based 
Energy Brands.  In the first five months of F2007, overseas 
M&A has jumped 57% over the corresponding period in 
F2006 to US$5.2 billion – equal of the number for the whole of 
F2006.   

More To It Than The Data 
While this simple analysis suggests that Corporate India has 
turned very bullish on cross border deals, there are other facts 
that need to been seen as well.  For one, this globalization 
effort by Indian companies does not seem to have adequate 
breadth.  The top ten transactions of all time (all done over the 
past five years) account for almost 60% of the total overseas 
acquisitions in the past five years (Exhibit 2).  The Tata group 
has been at the forefront accounting for most of the big ticket 
transactions in overseas markets in the private sector.  
However, the biggest acquirer has been ONGC Videsh.  
ONGC Videsh, with just under US 8$ billion of acquisitions 
(mostly oil fields), has accounted for 35% of the M&A over the 
past seven years.  Even in F2007, the top five deals have 
accounted for 70% of the total acquisitions during the year so 
far.   

Secondly, for all the big surge in overseas acquisitions, the 
numbers are still small for even a corporate sector that has 
been a careful spender in recent years.  For example, 
overseas investments (defined by official sources as FDI 
outflow) have just accounted for 4% of the private sector’s 
capital spending over the past five years (Exhibit 3).  Indeed, 
this number has dropped to a six-year low in F2006 by our 
estimates.  This number overstates the share of cross border 
activity in overall capital spending because we are only using 
the private corporate sector spending as the denominator for 
comparison whereas a large proportion of cross border 
investment has been accounted for by the public sector.   

Slicing this in another way, overseas M&A has contributed 
24% to the cumulative M&A done by corporate India over the 
past five years until the end of F2006 (Exhibit 4).  Interestingly 
the number has jumped in the quarter ending June 2006 to 
56% in line with the surge in international acquisitions  

Exhibit 1 
Corporate Investments Abroad Dips in F2006 
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Exhibit 2 
Biggest International Takeovers By Corporate India 

Sector 
Acquiring 
Company 

Acquired 
Company Value Date

Energy ONGC 
Sakhlain Block 
(Russia) US$2.7 bn Feb-01

Energy ONGC 
Compos Basin 
Block (Brazil) US$1.4 bn 2Q06 

Energy ONGC 
Talisman Energy 
(Sudan) US$756 mn Mar-03

Consumer 
Staples Tata Tea 

Energy Brands 
(USA) US$677 mn Aug-06

Healthcare Dr Reddy 
Betapharm 
(Germany) US$570 mn Feb-06

Utilities Suzlon Energy 
Hansen 
(Belgium) US$565 mn May-06

Technology 
Scandent 
Solutions 

Cambridge 
Services (US) US$529 mn Jun-06

Telecom Reliance Group 
Flag Telecom 
(UK) US$345 mn Jan-04

Healthcare Ranbaxy 
Terapia SA 
(Romania) US$324 mn Jun-06

Consumer 
Discretionary 

Videocon 
International 

Thomson 
(Poland and 
China) US$299 mn Sep-05

Source: FactSet, Merger Stat, Morgan Stanley Research 
 

witnessed over the past few months.  Another aspect of this 
recent surge is that the top five transactions of the past five 
months feature in the top ten overseas acquisitions of all time 
underscoring the strength of the surge (Exhibit 5).   

Thirdly, the pace of FDI inflow is greater than that of FDI 
outflow (Exhibit 6).  This is a marked change, and should be a 
welcome one, from the late nineties and the early part of this 
decade when Indian companies were more aggressive about 
investing overseas than their competitors’ desire to put money 
into the Indian market.  However, this relative pace change 
seems to be more a function of slower investment abroad 
rather than a massive acceleration of flows into the country.  
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Indeed, FDI inflow to GDP is yet to breach its all-time high 
level although it has risen sharply from its 2003 low.  

Innovative Financial Structuring Causes Understatement 
of Cross Border Activity  
Our bottom up analysis shows that, over the past five years 
there have been just around 250 overseas acquisitions adding 
up to US$13.5 billion (including US$4.4 billion by ONGC 
Videsh).  The FDI outflow adds up to around US$9.5 billion.  
Neither of these numbers fully represents the cross border 
activity of Indian companies.  While the acquisitions’ data 
does not include investments made by Indian companies in 
assets other than those acquired, the FDI outflow data 
overlooks the assets acquired through leveraged buyout or 
special purpose vehicles (SPVs).  The gap between the two 
represents the limitation of our analysis driven by the financial 
structuring of several overseas transactions.   

Overseas investment is being funded through a variety of 
sources such as withdrawal of foreign exchange in India, 
capitalization of exports, balances held in EEFC accounts and 
swap of shares.  A part of overseas investment is also 
financed through funds raised abroad such as external 
commercial borrowings, foreign currency convertible bonds 
and ADRs/GDRs. Overseas investment also takes place 
through leveraged buyout by way of setting up of SPVs 
abroad.  These SPVs typically raise funds from international 
markets to finance the buyout and such transactions are not 
captured in the overseas investment statistics or FDI outflow.   

Outlook for Overseas Investments Remains Robust 
While the pick up in recent months may be a result of 
bunching up of acquisitions and the pace in the next few 
months could be slower, we think the trend in overseas 
investments will remain strong in the coming several months.  
We put this down to four reasons a) the weak infrastructure 
initiatives make corporate sector less likely to indulge in a 
spending binge at home b) India’s need to build oil equity 
should keep India’s largest overseas investor, ONGC, busy 
acquiring assets abroad c) Companies in India are seeking 
geographical diversification to allow them to build capacity 
back home and hence reduce risks associated with the Indian 
economy d) assets in other developing markets and even 
developed markets could be cheaper than those at home 
especially given the valuations in the public markets.   The 
bottom line is that in its own small way and for its own 
reasons Corporate India is firmly set on the path of 
globalization.  

 

Exhibit 3 
Cross Border Investments: Still Small in the 
Context of Corporate Capex 
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Exhibit 4 
Overseas M&A Gains Share in Total M&A 
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Source: CMIE, FactSet, Merger Stat, Morgan Stanley Research 
 
Exhibit 5 
F2007: The Biggest Overseas Deals This Year 

Sector 
Acquiring 
Company 

Acquired 
Company Value Date

Energy ONGC 

Compos 
Basin Block 
(Brazil) US$1.4 bn 2Q06

Consumer Staples Tata Tea 

Energy 
Brands 
(USA) US$677 mn Aug-06

Utilities 
Suzlon 
Energy 

Hansen 
(Belgium) US$565 mn May-06

Technology 
Scandent 
Solutions 

Cambridge 
Services 
(US) US$529 mn Jun-06

Healthcare Ranbaxy 
Terapia SA 
(Romania) US$324 mn Jun-06

Source: FactSet, Merger Stat, Morgan Stanley Research 
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Exhibit 6 
FDI Gains Share Over International Investments 
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Disclosure Section 
 

The information and opinions in this report were prepared or are disseminated by Morgan Stanley Dean Witter Asia Limited (which accepts the 
responsibility for its contents) and/or Morgan Stanley Dean Witter Asia (Singapore) Pte. (Registration number 199206298Z, regulated by the 
Monetary Authority of Singapore, which accepts the responsibility for its contents),  and/or Morgan Stanley Asia (Singapore) Securities Pte Ltd 
(Registration number 200008434H, regulated by the Monetary Authority of Singapore, which accepts the responsibility for its contents), and/or 
Morgan Stanley & Co. International Limited, Taipei Branch and/or Morgan Stanley & Co International Limited, Seoul Branch, and/or Morgan Stanley 
Dean Witter Australia Limited (A.B.N. 67 003 734 576, holder of Australian financial services license No. 233742, which accepts responsibility for its 
contents), and/or JM Morgan Stanley Securities Private Limited and their affiliates (collectively, "Morgan Stanley"). 
 

Analyst Certification 
The following analysts hereby certify that their views about the companies and their securities discussed in this report are accurately expressed and 
that they have not received and will not receive direct or indirect compensation in exchange for expressing specific recommendations or views in 
this report: Ridham Desai. 
Unless otherwise stated, the individuals listed on the cover page of this report are research analysts. 
 

Global Research Conflict Management Policy 
This research has been published in accordance with our conflict management policy, which is available at 
www.morganstanley.com/institutional/research/conflictpolicies. 
 

Important US Regulatory Disclosures on Subject Companies 
As of July 31, 2006, Morgan Stanley beneficially owned 1% or more of a class of common equity securities of the following companies covered in 
this report: Associated Cement Cos., HDFC Bank, Hindustan Lever, ICICI Bank, IDFC, Infosys Technologies, ITC Ltd., Marico Limited, Patni 
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past has entered into an agreement to provide services or has a client relationship with the following companies covered in this report: Bajaj Auto 
Ltd., HDFC Bank, ICICI Bank, IDFC, Reliance Industries. 
The research analysts, strategists, or research associates principally responsible for the preparation of this research report have received 
compensation based upon various factors, including quality of research, investor client feedback, stock picking, competitive factors, firm revenues 
and overall investment banking revenues. 
Morgan Stanley & Co. Incorporated makes a market in the securities of Infosys Technologies. 
Certain disclosures listed above are also for compliance with applicable regulations in non-US jurisdictions. 
 

STOCK RATINGS 
Different securities firms use a variety of rating terms as well as different rating systems to describe their recommendations. For example, Morgan 
Stanley uses a relative rating system including terms such as Overweight, Equal-weight or Underweight (see definitions below). A rating system 
using terms such as buy, hold and sell is not equivalent to our rating system. Investors should carefully read the definitions of all ratings used in 
each research report. In addition, since the research report contains more complete information concerning the analyst's views, investors should 
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Global Stock Ratings Distribution 
(as of August 31, 2006) 
For disclosure purposes only (in accordance with NASD and NYSE requirements), we include the category headings of Buy, Hold, and Sell 
alongside our ratings of Overweight, Equal-weight and Underweight. Morgan Stanley does not assign ratings of Buy, Hold or Sell to the stocks we 
cover. Overweight, Equal-weight, and Underweight are not the equivalent of buy, hold, and sell but represent recommended relative weightings (see 
definitions below). To satisfy regulatory requirements, we correspond Overweight, our most positive stock rating, with a buy recommendation; we 
correspond Equal-weight and Underweight to hold and sell recommendations, respectively. 
 

  Coverage Universe Investment Banking Clients (IBC) 

Stock Rating Category Count % of Total Count
% of Total 

IBC
% of Rating 

Category

Overweight/Buy 784 39% 294 44% 38%
Equal-weight/Hold 888 44% 297 45% 33%
Underweight/Sell 332 17% 74 11% 22%
Total 2,004  665   
 
 
Data include common stock and ADRs currently assigned ratings. An investor's decision to buy or sell a stock should depend on individual 
circumstances (such as the investor's existing holdings) and other considerations. Investment Banking Clients are companies from whom Morgan 
Stanley or an affiliate received investment banking compensation in the last 12 months. 
 

Analyst Stock Ratings 
Overweight (O or Over) - The stock's total return is expected to exceed the total return of the relevant country MSCI Index, on a risk-adjusted basis 
over the next 12-18 months. 
Equal-weight (E or Equal) - The stock's total return is expected to be in line with the total return of the relevant country MSCI Index, on a risk-
adjusted basis over the next 12-18 months. 
Underweight (U or Under) - The stock's total return is expected to be below the total return of the relevant country MSCI Index, on a risk-adjusted 
basis, over the next 12-18 months. 
More volatile (V) - We estimate that this stock has more than a 25% chance of a price move (up or down) of more than 25% in a month, based on a 
quantitative assessment of historical data, or in the analyst's view, it is likely to become materially more volatile over the next 1-12 months compared 
with the past three years.  Stocks with less than one year of trading history are automatically rated as more volatile (unless otherwise noted). We 
note that securities that we do not currently consider "more volatile" can still perform in that manner. 
Unless otherwise specified, the time frame for price targets included in this report is 12 to 18 months. 
 

Analyst Industry Views 
Attractive (A): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be attractive vs. the 
relevant broad market benchmark, as indicated below. 
In-Line (I): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be in line with the relevant 
broad market benchmark, as indicated below. 
Cautious (C): The analyst views the performance of his or her industry coverage universe over the next 12-18 months with caution vs. the relevant 
broad market benchmark, as indicated below. 
Benchmarks for each region are as follows: North America - S&P 500; Latin America - relevant MSCI country index; Europe - MSCI Europe; Japan - 
TOPIX; Asia - relevant MSCI country index. 
 
Stock price charts and rating histories for companies discussed in this report are available at www.morganstanley.com/companycharts or from your 
local investment representative.  You may also request this information by writing to Morgan Stanley at 1585 Broadway, (Attention: Equity Research 
Management), New York, NY, 10036 USA. 
 

Other Important Disclosures 
For a discussion, if applicable, of the valuation methods used to determine the price targets included in this summary and the risks related to achieving these targets, 
please refer to the latest relevant published research on these stocks.  Research is available through your sales representative or on Client Link at 
www.morganstanley.com and other electronic systems. 

This report does not provide individually tailored investment advice.  It has been prepared without regard to the individual financial circumstances and objectives of 
persons who receive it.  The securities discussed in this report may not be suitable for all investors. Morgan Stanley recommends that investors independently evaluate 
particular investments and strategies, and encourages investors to seek the advice of a financial adviser.  The appropriateness of a particular investment or strategy will 
depend on an investor's individual circumstances and objectives. The securities, instruments, or strategies discussed in this report may not be suitable for all investors, 
and certain investors may not be eligible to purchase or participate in some or all of them. 
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This report is not an offer to buy or sell or the solicitation of an offer to buy or sell any security or to participate in any particular trading strategy.  The "Important US 
Regulatory Disclosures on Subject Companies" section lists all companies mentioned in this report where Morgan Stanley owns 1% or more of a class of common 
securities of the companies.  For all other companies mentioned in this report, Morgan Stanley may have an investment of less than 1% in securities or derivatives of 
securities of companies mentioned in this report, and may trade them in ways different from those discussed in this report. Employees of Morgan Stanley not involved in 
the preparation of this report may have investments in securities or derivatives of securities of companies mentioned in this report, and may trade them in ways different 
from those discussed in this report. Derivatives may be issued by Morgan Stanley or associated persons. 

Morgan Stanley & Co. Incorporated and its affiliate companies do business that relates to companies covered in its research reports, including market making and 
specialized trading, risk arbitrage and other proprietary trading, fund management, investment services and investment banking. Morgan Stanley sells to and buys from 
customers the securities/instruments of companies covered in its research reports on a principal basis. 

With the exception of information regarding Morgan Stanley, reports prepared by Morgan Stanley research personnel are based on public information. Morgan Stanley 
makes every effort to use reliable, comprehensive information, but we make no representation that it is accurate or complete.  We have no obligation to tell you when 
opinions or information in this report change apart from when we intend to discontinue research coverage of a subject company. Facts and views presented in this report 
have not been reviewed by, and may not reflect information known to, professionals in other Morgan Stanley business areas, including investment banking personnel. 

Morgan Stanley research personnel conduct site visits from time to time but are prohibited from accepting payment or reimbursement by the company of travel expenses 
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