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Cloud Kitchens: 
To Be or Not To Be

Introduction:
Ghost kitchens have been sneaking up in the market 
like nobody’s business in the past few years. Gigantic 
companies have been built around the concept that is 
known as‘Cloud Kitchen’. So, what exactly are they? 
Simply put, it is a commercial kitchen space that pro-
vides restaurant brands the facilities and resources re-
quired to sustain a delivery and take out centric service. 
Its intrinsic purpose is to provide restaurant like ser-
vices without the physical infrastructure, dine in spaces 
and take away counters and is an operational kitchen 
serving as a production unit for the product that is food. 
One could say Cloud Kitchens are the Ola and Uber or 
the food industry, given as they own little to no tangible 
assets. No furniture, no waiters, no ambience expenses, 
no maintenance costs are perks they enjoy. Customers 
can place orders through online delivery aggregators or 
the specific restaurant’s app and their food will be pre-
pared in a shared kitchen space. 

Cloud Kitchens also do away with the infamous failure 
rates of the restaurant industries. While many factors 
contribute to the foundering of restaurants, the most 
common one is that of the location. And since cloud 
kitchens are not bothered about the location, that is one 
less factor contributing to possible failure. Their oper-
ating model is somewhat like this: The brand operating 
in the cloud kitchen receives an order, usually through 
an online delivery aggregator such as Zomato or 
Swiggy, the food is prepared and thus dispatched for 
delivery. All a standard process of the food delivery , 

system. But the difference here is that there is no 
“restaurant” space. All the food being prepared by a 
particular restaurant or more aptly, the concerned 
brand, is being prepared along side the food from dif-
ferent brands. Cloud Kitchens are thus just a commu-
nal, joint food preparation space in the restaurant in-
dustry. 

The rudimentary concept of Cloud Kitchens however, 
has been around for quite a few decades now. Pizza de-
livery restaurants in the 1950s would prepare fresh 
pizzas ready for takeout without creating a physical 
space for dining. The modern concept of Cloud Kitch-
ens however emerged in India in 2003 when Rebel 
Foods started its first business with ‘Faasos’. Since 
then

Rebel Foods:
Launched in 2004, Rebel Foods has been the pioneer of 
the cloud trend and it started with its founder’s dream 
to sell the previously unknown Calcutta Rolls, a popu-
lar street food that originated in Kolkata, India. Today, 
in 2021, Rebel Foods has transformed itself into the 
world’s largest Internet restaurant platform with 4,000 
virtual restaurants and 350+ cloud kitchens in 40 cities 
in India and across countries like The United States of 
America the United Kingdom, Indonesia, Singapore, 
UAE, Malaysia, Bangladesh and many more. In fact, it 
is one of the handful companies working on all three 
levels of the present model of the F&B business sector 
of India i.e. ordering, logistics, and order fulfilment.
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 The brand has become India’s newest unicorn on 7 Oc-

tober 2021 by raising $175 million in a Series F round 

led by sovereign fund Qatar Investment Authority, with 

participation from existing investors Coatue and Evol-

vence. The company has also set its eyes on an IPO in 

the next 18-24 months.

The story of such big numbers goes back to January 

2011, when Jaydeep Barman and his partner Kallol Ba-

nerjee quit their jobs and started working extremely 

hard towards an idea, a project, which would realise 

their love of Indian Food and bring a systemised 

fast-food option, catered to the Indian taste, in a com-

petitive environment of burgers and pizza’s. Their solu-

tion to it was a simple Calcutta Roll store chain in Pune 

named ‘Faasos’. The first big break just hit by October 

2011, when this nascent chain raised $5 million from 

the American Venture Capital firm, ‘Sequoia Capital’.

While their business was booming in its initial years, it 

faced a challenge that majority of  restaurants go 

through, the problem of location. Their operating struc-

ture added to the problem, as a typical Faasos joint just 

had a small standing area with a table or two, and a 

basic kitchen area. If a good location failed, the high 

rent to be paid to acquire it made the situation even 

worse. And if it was successful, balancing the dining-in 

and delivery consumers from a joint tangled with time. 

A turning point came with a new infrastructure system, 

when online food ordering was introduced, and the per-

severing entrepreneurs immersed their business into it. 

But the rapid growth of this model led to a discovery, 

that 70% of its customers had never set foot in a Faasos 

store. As Barman and Kaloll’s internet and phone de-

livery business was growing independent of the stores, 

this discovery led to the genesis of Rebel Foods. The 

quick service outlets were shut down, low-rent kitchen 

spaces were leased and India’s and quite frankly, the 

world’s first ever cloud kitchen was born, a kitchen 

with only online delivery. As they had solved the prob-

lem of location and rent, the rent to sales ratio dropped 

from 15% to 4% and Faasos grew exponentially in the 

ensuing years. And thus, Rebel Foods became a uni-

corn and a revolutionary in the kitchen industry. 

Rebel Launcher:
Just like Pizza Hut or KFC have their niche, Faasos 

was built around a niche of Calcutta Rolls. Food fa-

tigue however is an imminent hurdle to a consumers 

psychology and preferences when they consume the 

same fare week in and week out. Faasos however, had 

already overcome this block.  If it had been an offline 

restaurant chain, the cost of setting up new outlets 

would have been higher than that of cloud kitchens, as 

the latter can provide the brand multiple outlets, even 

in a city. With set up costs minimised, fear of failure 

mitigated and physical constraints removed, Rebel 

Foods’ very own start up incubator, Rebel Launcher, 

has launched eleven independent brands, each with 

their own niche and speciality. 

Launched in 2018, the Rebel Launcher Program offers 

a complete operating system, with kitchens, technolo-

gy, distribution channels and a supply chain and is now 

being used to scale up partnerships with established 

brands, who are working towards building a 

Cloud-Kitchen network to increase their market share 

and consumer base. Currently working with 15 restau-

rant chains such as Mad Over Donuts and Belgian 

Waffle and tying up with foreign brands such as 
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Wendys has provided Rebel Launcher and in turn, 

Rebel Foods, an opportunity to establish over 250 

cloud kitchens in India in the foreseeable future.

Cloud Kitchens As A Separate Industry: 

03

UBS in its report “Is the Kitchen Dead?” estimates that 

the online food delivery market will grow ten times in 

the next ten years, from its current value of $35 billion 

to $365 billion by 2030. They cite “In a world of in-

creasingly time-starved and asset-light consumers, 

online food delivery is part of a mega-trend, combining 

the on-demand and sharing economies.” The Covid19 

pandemic has also done Cloud Kitchens a great favour. 

Majority of the dine-in restaurants were shut down and 

physical dining took a back seat as home deliveries 

became a sort of necessity around the world. Sharing a 

kitchen space comes with its own benefits. The relative 

ease and low cost of setting up a cloud kitchen attracted 

many investors and also moved many restaurants to 

become delivery only, seeing the enormous financial 

and operational benefits it offered. -Rashika Namdev, Aastha Kumarr
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What Are Brownfield Assets And Why Are 
They Being Monetized?
The Government of India has been stressing on that 

fact that the National Monetisation Pipeline (NMP) 

will strictly be a “Monetisation transaction of brown-

field assets”. Well, in simpler words a Brownfield asset 

is one that has already been built, but it either incom-

plete; in bad shape; has less facilities or is being un-

derutilized. Whereas a Greenfield asset is something 

that is usually built from scratch. Here, with NMP, the 

Government wants to basically invite private players to 

come and invest in equipping these Brownfield assets 

to their full capacities on a revenue sharing basis. And 

what more has been promised is that this will be on 

contractual basis only. The assets will have to be 

handed back into the ownership of the government 

itself after a specified term according to the contract. A 

great example of the same is the Indira Gandhi Interna-

tional Airport. It was also a brownfield investment 

project wherein, before the said project, the airport 

wasn’t as big and charming and had fewer terminals 

and capacity. The government made a contract of 

30-40 years to keep it under revenue sharing basis but 

then to hand back to full government ownership. This 

is beneficial to the government as it is the private par-

ties who fund it and maintain it as well, until the end of 

the terms that are. 

Aimed at tapping a huge chunk of private sector invest-

ment, this new brownfield infrastructure project is a 

US$ 80million investment designed by the NITI 

Aayog, in consultation with infrastructure line minis-

tries, based on the mandate for 'Asset Monetisation' 

under Union Budget 2021-22. NMP estimates aggre-

gate monetisation potential through core assets of the 

Central Government, over a four-year period, from FY 

2022 to FY 2025, whereas in the current year i.e. 2021, 

they plan on investing US$ 12billion. The top 5 target-

ed sectors throughout the 4 years include Roads (27%) 

followed by Railways (25%), Power (15%), oil & gas 

pipelines (8%) and Telecom (6%). In this article we’ll 

discuss some core aspects of,

• What are brownfield assets?

• What is the current state and need for investment 

in the infra sector? 

• Insights for investing in NMP projects.

• The future of infrastructure in India and impacts 

on the economy. 

A Blessing To The  Infra 
Sector: National Monetisation 

Policy (NMP)

Fig.1, Source: PIB

Sectorwise Monetisation
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Current State And The Need ForInvestment
In The Infrasector:
Infrastructure is the cornerstone of any economy. Es-
pecially a developing economy like India’s; needs to 
focus more on improving the role that infrastructure 
plays for the overall development of the country. The 
sector covers wide range of sub-groups namely power, 
roads, ports, railways and telecommunication amongst 
others. It is safe to say that India’s infrastructure has 
been and is still being grossly under-utilised. Hence, 
there is a wide untapped market yet to bloom and 
flourish, which will not only benefit the citizens but 
also become a revenue generating asset for the Gov-
ernment. But the lack of funds, investment, enthusi-
asm and urgency in this sector, has led to delay in proj-
ect implementation or completion. The sector had a 
Gross NPA of 13.1% of total advances as of Mar’ 20, 
positively declining from peak of 22.6% in March’18 
(during last five financial years), though remains very 
high. Power, infrastructure, and steel sectors together 
constitute about half of US$ 200billion worth stressed 
assets. Power sector accounts for the largest proportion 
of the bad loans wherein RBI’s revised stressed asset 
framework is expected to benefit the stressed power 
sector assets that were operational and on the verge of 
being referred to insolvency proceedings under IBC 
(estimated as US$ 15.38billion as on March 31, 2019). 

Insights for Investing in NMP projects:
NMP will prima-facie help in evolving a common 
framework for monetisation of core assets. It will criti-
cally clarify its distinction from privatization, eventual-
ly helping to create a virtuous cycle of ‘develop, com-
mission, monetise and invest’. It will also help in iden-
tifying potential “Monetisation-ready” projects, across 
various infrastructure sectors/ ministries and simulta-
neously provide visibility to investors.
Monetisation of infrastructure assets should hence be 
structured with a careful consideration to protection of 
user interests and maximization of value to the public 
authority (similar to that in case of Public Private Part-
nership projects). Monetisation models which are cur-
rently being explored/ availed may broadly be catego-
rized into two approaches: (i) Direct Contractual Ap-
proach, where bidders are invited to come up with ten-
ders and the best one wins the auction and gets the con-
tractual project; (ii) Structured Financing models. This 
is when Capital market and InvITs come into play.
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Fig.2, Source: Mordor Infrastructure

FDI Inflows in Infrastructure

As the Government has finally understood the compel-
ling need for funding and investment in these un-
der-utilised assets, they have hence launched the NMP 
to further the economic state and to turn these brown-
field assets in the loss making infra sector into fully 
functioning profit making sector for India. The Infra-
structure sector is also a great source of attracting For-
eign Direct Investments (FDIs). Between 2000 and 
2019, about US$ 25.6 billion of inflows were recorded 
in verticals such as townships, construction develop-
ment projects and housing. Asian Development Bank 
has also announced a US$ 100million funding for the 
Indian infrastructure sector through the government 
promoted NMP.



Key stakeholders
Under this structure, the public asset owner (‘Spon-
sor’) creates an independent trust and transfers the 
ownership/ rights of the public assets to the same. In-
vestors (‘Unit Holders’) are the beneficiaries of the 
trust.
The key stakeholders under the InvIT structure in-
clude:
The Sponsor – The sponsor is the public asset owner 
(for public-owned assets) which sets up the InvIT with 
the objective to monetise its assets. In case of PPP proj-
ects, the sponsor is the infrastructure developer or a 
SPV holding the concession agreement.
The Trustee – The trustee means a person who holds 
the InvIT assets in trust for the benefit of the unit hold-
ers, in accordance with extant regulations.
The Unit holders – The unit holders are the investors 
who subscribe to the units of the InvIT. The unit hold-
ers are the eventual beneficiaries of the asset.
Other key stakeholders incidental to the InvIT registra-
tion and issuance process include merchant bankers, 
registrar & transfer agent, banks, registrar to the issue, 
credit rating agencies, and depository participants.

The Future And Way Forward:
With the economy trying to come back to normalcy, it 
looks like the infrastructure sector will benefit well, 
owing to the much needed funding through the NMP. 
Huge investments across all sectors of infrastructure, 
will create opportunities for stake holders. It is fore-
casted that infrastructure sector in India will grow at a 
Compound Annual Growth Rate (CAGR) of approxi-
mately 7% from 2020 to 2025. India is expected to 
become the world’s 3rd largest construction market by 
2023. The government’s efforts on improving the 
country’s energy infrastructure will provide an 
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What are InvITs and how do they work?
InvIT is a business trust, registered with the market reg-
ulator that owns, operates, and manages operational in-
frastructure assets. These long-term revenue-generat-
ing infrastructure assets, in turn generate cash flows, 
which are then distributed to the unit holders periodi-
cally.

InvITs are a hybrid between equity and debt invest-
ment, i.e., it has features of both equity and debt. While 
the operating business model helps provide stable, pre-
dictable, and relatively low-risk cash flows like debt, 
there is growth potential like equity as the returns are 
not fixed with a scope of change in the unit price. 
Public InvIT units can be listed and traded on a stock 
exchange like equity stocks. As against INR 
1lakh(US$ 1,338) before, market regulator, SEBI, has 
recently approved the reduction in the minimum appli-
cation value in InvITs or REITs to INR 10,000 to INR 
15,000 (US$ 133.84 – 200) and reduction in trading lot 
size for InvITs to one unit. The move will provide the 
ability to trade these units on exchanges without any 
specific minimum investment criteria or lock-ins). In 
case of public issue, the issue of units maybe through 
the following methods: initial public offer (IPO), or 
follow-on public offer (FPO) or any other issue made 
to the public as maybe specified.

The first InvIT of a public sector entity in India, Power 
Grid has been recently launched in the market. The 
issue has monetised assets worth ~ US$10million and 
Power grid has divested 85% of its unit holding in the 
InvIT. The issue has been listed at premium. National 
Highways Authority of India is also in advanced stage 
of raising funds through an InvIT issue expected short-
ly.



investment opportunity worth US$ 28,000 in the next 
10 years. As the infra sector is a mix of both labour and 
capital intensive workforce, it will prove to be a great 
source of employment in the economy in the years to 
come through NMP. With better roads and transport fa-
cilities, commuting to places will become much easier 
and faster. Storage, warehousing and power sector 
aimed at the urban, semi-urban and rural India as well, 
will prove to be a great boon to the farmers and retail 
industry. 
About US$ 750 billion of investment is suggested by 
the Government of India for railways infrastructure be-
tween years 2021 to 2030. The projected growth rate 
and investments have been hampered in short term due 
to Covid-19 pandemic stress in the economy. But opti-
mistically, we believe that industry will pull up its 
socks and gear up in FY 22-23 and the growth will be 
sustainable in the years to come
                                                            -Hrishita Lingam
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Market Euphoria: 
A Warning Sign

India's largest fund house, SBI , has waived a red flag 

over stocks and IPOs.Why? .. Why did some fund 

managers skip Zomato IPO? The reason: Market Eu-
phoria. Oops what's that?

What Is Market Euphoria?
Let's understand what euphoria means. According to 

the Oxford University, the term Euphoria means a state 

or a feeling of intense happiness or excitement. This 

term entered the financial market lexicon and became " 

Market Euphoria " or "Investor Euphoria". Market Eu-

phoria rather than being just a term is actually one of 

the stages of market's emotion cycle. We , as social ani-

mals, are governed by our emotions incessantly during 

every part of our lives and investment is no such excep-

tion to that. The markets affect how we feel and like-

wise human emotions affect the stock market. Having 

an understanding of the role emotions play in the 

market cycle can help us avoid making decisions based 

on feelings that may trigger an impulse to buy and sell 

at the wrong time.

Emotion Cycle
The stage 1 of emotion cycle begins with optimism, ex-

citement, thrill and euphoria. Here, people expect re-

turns for the risk of investing. When these expectations 

are met, we get excited as we see the possibility of a bit 

of higher returns.Further, our excitement becomes 

thrilling as our return expectations exceed. At the top of 

the market cycle, we will experience euphoria. This is 

the point of maximum financial risk. Here, people start

 believing that they have got similar power like ‘Midas 

touch’. People start feeling that their investing any-

where is going to bring profits to them but they are only 

fooling themselves.

The stage 2 includes anxiety,  denial, fear and despera-

tion. Here, when people see that their newly built ex-

pectations for returns cannot be met they start getting 

anxious and anxiety takes a toll of them which turns 

into denial. They can't accept the fact that the market is 

taking a nosedive. This mounts up to fear of losing out 

on their returns. This then ,quickly transforms into des-

peration and in desperation people start pulling out 

their investment from equities and put it in the defense 

i.e. debt . The stage 3 includes panicky and despondent 

behaviour wherein most of the investors pull out their 

money and those who stick to the market become de-

spondent. Moreover investors here fail to recognise 

that this stage is the stage of maximum financial oppor-

tunity. The stage 4 or the final stage is wherein after 

reaching the bottom pit market starts reviving and hope 

and optimism prevail among the investors. Since we 

have understood how the market becomes euphoric, let 

us understand how it has affected the market in the 

recent times.
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Zomato IPO
All of us ,without any fail, must have heard about the 
much talked about IPO till date i.e. Zomato IPO. But 
what we do not know is why some fund houses skipped 
Zomato IPO. According to the Times of India, many 
investors believe that the euphoria around the Zoma-
toIPO isn't sustainable since it is still a huge loss 
making company with extremely large valuations. The 
news agency said that the buyers fell for the sheer size 
it has achieved by expanding its business across hun-
dreds of cities.

Looking at these IPOs we can clearly observe the suc-
cess of these IPOs. But the long term results are still 
unknown. These may as well turnout to be like Grub-
Hub. Globally if you look at grubhub, which is a simi-
lar company to zomato, did not do well at all. Food de-
livery giant GrubHub was founded in 2004 and made 
the move to go public 10 years later. It priced its IPO at 
$26 per share. GrubHub had initially targeted the $20 
to $22 range, but robust demand pushed the price up to 
$26 and allowed GrubHub to raise nearly $200 million 
by selling 7.4 million shares. At the time of its IPO, the 
company was valued at $2 billion. After selling IPO 
shares at $26, GrubHub shares hit the ground running, 
soaring up to $45.80 during the frenzy surrounding its 
IPO. However, the stock soon ran out of steam due in 
part to concerns over the slowing revenue growth
GrubHub shares dropped to their all-time low of 
$17.17 in early 2016 before beginning a multi-year 
ramp on the strength of a growth rebound and positive 
trends in food delivery. 

GrubHub stock hit its all-time high of $149.35 in 2018, 
but fears over competition from Uber Technologies Inc 
(NYSE: UBER), Postmates and other services have 
weighed on GrubHub shares in recent years. After the 
stock dropped as low as $29.35 in early 2020, investors 
got some huge news when media outlets reported that 
Uber is interested in a GrubHub buyout. 
 This kind of euphoria over an overhyped IPO can be 
imprudent for the short term investors expecting imme-
diate or speedy returns.
  
SBI Fund Manager Waived A Red Flag Over 
IPOs and Stocks:
Looking into why SBI fund manager waived a red flag 
over IPOs and stocks, we get to know the reason was 
the same market euphoria. Primary market activity is 
flashing warning signs. Such level of activity is nor-
mally associated with euphoria (in the market). Ac-
cording to the internet sentiment index, the investment 
activity is flashing warnings of  intense excitement and 
thrill among the retail investors. According to the 
Dinesh Balachandran,the  fund manager of SBI , the 
valuations with regard to the recent IPOs are exorbi-
tant, with the size as well as frequency of the IPOs 
reaching the zenith and these characteristics in them-
selves are  tell-tell signs of euphoria. The success rates 
in such cases are not so high though the market is quite 
unpredictable with regards to surety of returns. All of 
these factors when combined usually affect the liquidi-
ty of the market. So a question pops up into our minds 
when we read about such news articles and that is "Is 
Market Euphoria sustainable?"

Market Euphoria: Sustainable Or Not:
The Indian stock market has a large presence of indi-
vidual investors. Especially since the covid lockdown, 
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a large number of new individual investors have 

been added to this count. But do we know that it 

is the institutional investors who pulling the 

strings in the market. institutional investors are 

“Holding the stake”, while the “trading move-

ment and most of the price volatility” is by indi-

vidual investors. Most first-time investors have 

been experimenting with their trades.

Not all of them have an investment-theme in 

mind. More individual trades seem to be pushing 

up market prices. What if many of them are view-

ing the stock market investment as a thrill or en-

tertainment? What happens when the beginners’ 

luck runs out?  This behavior rightly proves the 

behavioral finance theory wherein even the ratio-

nal investors are seen following the crowd (herd 

instinct) when it appears their peers are behaving 

in a certain universal manner. Due to the over-

whelming power of the crowd and the tendency 

for trends to continue for lengthy periods of time 

on the basis of this strength, the rational individ-

ual trader is faced with a conundrum: do they 

follow the strength of the rampaging hordes or 

strike out defiantly with the assumption that their 

individually well-analyzed decisions will prevail 

over the surrounding madness? The solution to 

this problem is actually quite simple: follow the 

crowd when its opinion jibes with your analysis 

and cut your losses and get out of the market 

when the crowd turns against you! Both follow-

ing the crowd and getting out present their own 

unique challenges. The key to enduring success 

in trading is to develop an individual, indepen-

dent system that exhibits the positive qualities of 

studious, non-emotional, rational analysis and 

highly disciplined implementation. The choice 

will depend on the individual trader's unique pre-

dilection for charting and technical analysis. If 

market reality jibes with the tenets of the trader's 

system, a successful and profitable career is born 

(at least for the moment). So the ideal situation 

for any trader is that beautiful alignment that 

occurs when the market crowd and one's chosen 

So the ideal situation for any trader is that beautiful 

alignment that occurs when the market crowd and one's 

chosen system of analysis conspire to create profitabili-

ty. This is when the public seems to confirm your 

system of analysis and is likely the very situation 

where your highest profits will be earned in the short 

term. Yet this is also the most potentially devastating 

situation in the medium to long term because the indi-

vidual trader can be lulled into a false sense of security 

as their analysis is confirmed. The trader is then subtly 

and irrevocably sucked into joining the crowd, straying 

from their individual system and giving increasing cre-

dence to the decisions of others.

Inevitably, there will be a time when the crowd's be-

havior will diverge from the direction suggested by the 

trader's analytical system, and this is the precise time at 

which the trader must put on the brakes and exit his po-

sition. This is also the most difficult time to exit a win-

ning position, as it is very easy to second guess the 

signal that one is receiving, and to hold out for just a 

little more profitability. As is always the case, straying 

from one's system may be fruitful for a time, but in the 

long term, it is always the individual, disciplined, ana-

lytical approach that will win out over blind adherence 

to those around you.

Sustainability of market euphoria can also be assessed 

by measuring the actual valuation of stock and know-

ing whether it is overvalued or undervalued through 

buffet indicator.

Measurement Of Market Euphoria
What is a Buffett indicator?
It’s an indicator that Warren Buffett uses to get an over-

all feel of the valuation of the US stocks- whether they 

are undervalued or overvalued and it’s pretty easy to 

calculate.

10



Current State And The Need ForInvestment
In The Infrasector:
Infrastructure is the cornerstone of any economy. Es-
pecially a developing economy like India’s; needs to 
focus more on improving the role that infrastructure 
plays for the overall development of the country. The 
sector covers wide range of sub-groups namely power, 
roads, ports, railways and telecommunication amongst 
others. It is safe to say that India’s infrastructure has 
been and is still being grossly under-utilised. Hence, 
there is a wide untapped market yet to bloom and 
flourish, which will not only benefit the citizens but 
also become a revenue generating asset for the Gov-
ernment. But the lack of funds, investment, enthusi-
asm and urgency in this sector, has led to delay in proj-
ect implementation or completion. The sector had a 
Gross NPA of 13.1% of total advances as of Mar’ 20, 
positively declining from peak of 22.6% in March’18 
(during last five financial years), though remains very 
high. Power, infrastructure, and steel sectors together 
constitute about half of US$ 200billion worth stressed 
assets. Power sector accounts for the largest proportion 
of the bad loans wherein RBI’s revised stressed asset 
framework is expected to benefit the stressed power 
sector assets that were operational and on the verge of 
being referred to insolvency proceedings under IBC 
(estimated as US$ 15.38billion as on March 31, 2019). 
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Take the total market capitalization of all the 
stocks in a country and divide that by the coun-
try’s GDP.
For example, in 2018, the total market cap of all 
the stocks listed on Indian exchanges was around 
$2.3 trillion and the real GDP was about $2.6 tril-
lion. So, the Buffett indicator for the Indian 
market would be 88%. The logic behind the indi-
cator is that the GDP of a country gives us hard, 
ground-level information about the country’s 
economy whereas the market valuation is very 
subjective. So, by anchoring the market cap to 
the GDP, we can make an objective assessment of 
whether the valuations are reasonable or not. In 
other words, this indicator is used to judge 
whether the stock market, as a whole, is overval-
ued or undervalued.  The higher the value of the 
Buffett indicator, the higher are the chances that 
the markets are in the overvalued territory.

To give you a better sense, this is how the Buffett 
indicator has looked like for the Indian stock 
market from 2007 to 2018. If you notice the two 
times the indicator spiked, in 2007 and 2017, the 
market saw some significant correction.
So, it is fair to say that the Buffett indicator gives 
a pretty decent idea about the market valuations 
and no wonder, fund managers around the world 
use this indicator to decide whether to enter or 
exit the market.  
Current situation of India as per Buffet Indi-
cator:
Original and Modified Historical Ratio of Total 
Market Cap over GDP (%)
The current ratio of total market cap over GDP 
for India is 118.55%. The recent 10 year high was 
118.55%; the recent 10 low was 54.47%. If we 
assume that the ratio will reverse to the recent 10 
years mean of 78.22% over the next 8 years, the 
contribution to expected annual return is 
-5.06%.Based on the modified version, the cur-
rent TMC / (GDP + Total Assets of Central Bank) 

Ratio for India is 103.13%. The recent 10 year high 
was 103.13%; the recent 10 low was 48.43%. If we 
assume that the ratio will reverse to the recent 10 years 
mean of 70.07% over the next 8 years, the contribution 
to expected annual return is -4.72%.
Based on these historical valuations, we have divided 
market valuation into five zones:

Based on these modified historical valuations, we have 
divided market valuation into five zones:

So it all depends upon the intelligence and analysis of 
an individual as to what is his main purpose of invest-
ment and what he wants out of it. The sustainability is 
questionable whether or not there is euphoria prevail-
ing over the market. The investment should be synony-
mous with the goal of investment and if it doesn’t 
match your analysis and understanding of the market, it 
is better to pull out the investment.

                                                           - Sejal Manglani, (TY, Banking) 
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