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EXECUTIVE SUMMARY 

 

Risk and return are two important facets to consider while investing. In search of higher returns 

and a lower probability of loss, investors diversify their portfolio by investing their capital 

across borders. In recent years, countries like Brazil and India have shown robust growth and 

have attracted investors from all over the world.  

 

However, as investors pour capital into these economies, the level of risk would rise and hence 

continuity of returns would depend on economic sustainability. In the past (prior to year-1999), 

both nations viz. Brazil and India have seen volatility in terms of growth and sustenance. Their 

economies were marred by political and macroeconomic instability. However, post 2001; both 

the nations managed huge capital inflows, robust GDP growth rates and considerably low 

inflation rates.  

 

Reflecting this growth, the capital markets of these countries have seen a huge appreciation. 

During the period, April, 2000 to April, 2007, the Brazilian and Indian stock index have seen 

an average year-on-year growth of 18.87% and 17.6% respectively.  

 

From an investor’s perspective, both the countries look equally attractive and in order to 

diversify one’s portfolio, one should allocate funds in an optimal proportion so as to get the 

highest reward to variability. It can be said that as long as in-satiated demands exist, the growth 

story would continue and investors would continue to reap rewards. 
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INTRODUCTION 

 

The relationship between risk and return is one of the essential concepts to understand when 

investing in assets. Every investment carries with itself a certain amount of risk and 

correspondingly an expectation to earn substantial returns. Since the mid-1990s, financial 

institutions and portfolio investors have looked abroad in their search for higher yields on their 

investments. With the advent of “Globalization”, the world has become an integrated place and 

has created investment opportunities in foreign markets, offering better returns and a chance to 

reduce portfolio risk. 

 

Investing across borders may seem an effective portfolio diversification tool; however, 

additional types of risks have to be taken into consideration. Country risk, which refers to the 

likelihood of a change in the business environment, can adversely affect operating profits or 

the value of assets in the specific country. Also, the economic, social or political imbalances 

affecting the country can affect the volatility of the investments’ rate of return.  

 

While, Bevan & Estrin (2004) show that country risk has a significant impact on foreign 

investment decisions, Le and Zak (2006) argue that political instability is one of the most 

important factors associated with capital flight. 

 

The cited studies conclude that risk is an important factor to consider when investing in foreign 

markets. Though investing across borders may help diversify one’s portfolio, it may also 

increase exposure to unwarranted risk. 

 

The aim of this paper is to analyze two countries viz. India and Brazil from the perspective of a 

foreign portfolio investor and to study the conditions prevailing in these nations that are 

conducive for sustainable growth.  
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SUSTAINABLE GROWTH 

 

In the past decade, nations like India and Brazil have seen tremendous growth in terms of 

GDP, Industrial Production, Foreign Investments, etc. It is this humungous growth that has 

shifted the focus of the world from developed nations to these emerging market economies 

(Henceforth referred as EMEs). 

 

For foreign investors or developed economy businesses, an EME provides an outlet for 

expansion by serving, for example, as a place for a new factory or for new sources of revenue. 

On the recipient side, the EMEs get a boost in terms of increase in employment, productivity 

and standard of living. 

 

However, as investments pour into these economies, risk levels increase and hence the 

question arises: “Is this growth sustainable?” 

 

The Goldman Sachs study called BRICs Report (2003), put down certain conditions for 

growth. It is mentioned that in-order to achieve sustainability in growth, the nation’s political 

leaders: 

 

• Must commit them-selves to maintain policies and develop institutions that are 

conducive to growth.  

 

• Must ensure growth in employment, education and technical progress. 

 

• Must be open to trade and foreign investment. 

 

 

Therefore, building a strong domestic demand, associated with a well-balanced income 

distribution, will be of crucial importance for long-term sustainable growth. 
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ECONOMIC AND POLITICAL STABILITY 

 

BRAZIL 

Over the past 25 years, economic growth in Brazil has demonstrated substantial volatility 

around a relatively low mean. Due to the “oil Shocks” of 1973, the Brazilian economy suffered 

a major set-back. During that period, the country’s balance of payment was drastically 

reduced; GDP growth rate fell to 6.9% (11.1% prior to 1973); foreign debt rose from US$6.4 

billion in 1963 to nearly US$54 billion in 1980; and current-account deficits increased from 

US$1.7 billion in 1973 to US$12.8 billion in 1980.  

To improve the economic situation, IMF assisted Brazil in the late 1979 and continued until 

1984. The major concern during that period was the rising rate of inflation, which was growing 

at the rate of 30% per month. Investors lost confidence in the economy and sustainable growth 

seemed a distant dream. 

In the midst of 1990’s, the government of Brazil introduced a stabilization program called 

Plano Real. This stabilization plan was implemented in three stages and aimed at reducing 

inflation, stabilizing the domestic currency (Cruzeiro Real) and improving the economic health 

of Brazil. 

 

PLANO REAL 
STAGE   

1 Introduction of an equilibrium budget mandated by the National Congress 

2 

A process of general indexation (prices, wages, taxes, contracts, and financial 

assets) 

3 Introduction of a new currency, the Brazilian real, pegged to the dollar. 

 

Post “Plano Real” the economy of Brazil improved drastically. The economic growth resumed, 

(mainly the industrial sector), and after many years of erratic trend, the GDP growth rate was 

seen at 6% in 1994.  

 7

However, in the late 90’s (1997-99), the Real appreciated against the U.S. dollar as a result of 

the large amount of capital inflows in 1994 and 1995. It then began a gradual depreciation 
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process, culminating in the 1999 Brazilian currency crisis, when the Real suffered a maxi-

devaluation, and fluctuated wildly. 

INDIA 

Till 1991, India had an inward looking policy, wherein the nation’s political leaders decided to 

depend on the country’s domestic produce and achieve self sufficiency. The nation maintained 

a fixed exchange rate system, where the rupee was pegged to the value of a basket of 

currencies of major trading partners.  

 

As a result of such policies, the nation suffered from a “Hindu rate” of growth of 3-4% per 

annum and started having balance of payments problems in 1985. By the end of 1990, it was in 

a serious economic crisis where the government was close to credit default and its foreign 

exchange reserves had reduced to the point that India could barely finance three weeks’ worth 

of imports. 

 

In 1991, India began “macro-balancing” its economy where it launched economic reforms 

under the finance minister, Dr. Manmohan Singh. 

 

MAJOR REFORMS 
   

1 Liberalisation did away with regulatory hurdles and minimised licensing requirements.  

2 Privatisation reduced the role of the state and public sector in business. 

3 Globalisation made it easier for the MNCs to operate in India. 

 

Post reforms, strong private investment spurred economic growth to levels in excess of 7 

percent. However, the 1997 Asian Economic Crisis in Thailand, Indonesia, Singapore, 

Malaysia, Hong Kong, Japan and South Korea, hampered the Indian economy. India’s stock 

index, the Bombay Stock Exchange's Sensitive Index, lost more than 9 percent of its value in a 

week and a half of trading, the GDP growth rate paused and the Rupee started to depreciate. 
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TOWARDS SUSTAINABLE GROWTH 

 

As an investor it is important to understand the past and act for the future. Both the countries, 

Brazil and India have faced a volatile and unstable past. Both of them have successfully 

implemented reforms and both have seen a promising period (post 2001). However, with the 

level of risk surrounding cross-border investing sustainability of development should be an 

investor’s major concern. 

 

Looking back, the period 2000-2006 for Brazil, on an average, saw a reasonable growth rate of 

3.1%. Owed to the reforms of the earlier decade, the inflation rate had remained at historically 

moderate rates. In 2007, it is estimates that the Brazilian economy would grow at 4.50%, and 

that the interest rate would end at 14%. The market estimates that the foreign trade surplus for 

2007 would be US$ 40 billion, and that foreign direct investment would total US$ 19.1 billion.  

 

In the case of India the rapid economic growth on the order of 8 percent annually since 2003 

has brought some increase in inflation. The economy in 2007 is expected to grow at 9% with a 

focus on reducing inflation. It is expected that under the leadership of a visionary prime-

minister, India would see further reforms and increased foreign investments. 

 

Are the two countries (Brazil and India) still vulnerable to a crisis? 

 

Brazil is far less financially vulnerable now, as it was ten years ago. With reforms in place, 

Brazil has reduced its vulnerability to foreign shocks. It imports 9% of the oil it consumes; it 

has halved its domestic debt through exchange rate-linked certificates and has seen exports 

grow, on an average, by 15% a year. The exchange rate does not put pressure on the industrial 

sector and does away with the possibility of a liquidity crisis. However, in a “globalized” 

world, nations are susceptible to external risk factors. With the current slow-down in the US 

economy, the possibility of a contagion effect in Brazil cannot be ruled out.  

 

India, on the other hand, looks much healthy from its state during the 1990-91 and 1997-99 

economic crisis. It has a surplus of foreign reserves and seems an attractive destination for 

investments. However, a recession in the US and Asian economies may slow-down economic 

growth (especially in India’s IT-service sector).  
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SUMMARY OF KEY SIMILARITIES OF BRAZIL AND INDIA  
FROM AN INVESTOR’S PERSPECTIVE 

 

• Brazil and India have maintained a robust GDP growth during the period 2000-2006. 

India vis-à-vis Brazil has seen a higher rate of growth (especially due to its booming 

Information Technology Sector) (Graph 1). 

 

Graph 1: GDP Growth Rate of Brazil (1998-2006) 

* Source: Statistics Department of the International Monetary Fund  
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• During the period 1997-2006, both the nations have maintained a modest inflation rate. 

However from graph 2, it can be seen that Brazil has a higher average rate of inflation 

than India.    

 

Graph 2: Inflation Rates of India and Brazil (1997-2006) 
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* Source: Statistics Department of the International Monetary Fund  
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• Both the countries, Brazil and India, are framing and maintaining expansionary 

policies. Such policies require huge capital for infrastructure development. Foreign 

countries are a good source for such capital. As seen from graph 3, foreign funds, (both 

direct investment and portfolio investment) are growing at an increasing pace. Though 

India lagged behind Brazil during 1997-2001, the period 2003 onwards has seen strong 

inflows. 

Graph 3: Net foreign fund inflows (FDI and FII) in India and Brazil (1997-2006) 
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SUMMARY OF KEY DIFFERENCE BETWEEN BRAZIL AND INDIA 

 

• It can be seen from graph 4 that India’s balance of trade deficit is growing at an 

increasing pace. On the other hand, Brazil’s balance of trade shows a surplus and is 

increasing exponentially. From this it could be concluded that India is more import 

dependant vis-à-vis Brazil. 

 

Graph 4: Balance of trade of Brazil and India (in Billion USD ($)) for 1997-2006 

-60.000

-40.000

-20.000

0.000

20.000

40.000

60.000

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Balance of trade (Brazil and India) in Bllion USD ($) 
1997-2006

Balance of Trade (Brazil)
Balance of trade (India)

 

 11

* Source: Statistics Department of the International Monetary Fund  

* Source: Statistics Department of the International Monetary Fund  
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CAPITAL MARKETS 

 

The story of the Indian and Brazilian stock markets seems breath-taking. From a quarterly 

average of 15471 in March-July 2000, the Brazilian stock index moved to a quarterly average 

of 51872 in March-July 2007 (a Year on Year Growth of 18.87%). India’s BSE SENSEX grew 

Year on Year 17.6 % from a quarterly average of 4613.31 in March-July 2000 to a quarterly 

average of 14355.78 in March-July 2007. 

 

The spectacular growth of these index values could be attributed to the strong growth in these 

economies and the flow of foreign funds in these countries. Most market participants today talk 

of the economic fundamentals and say that as long as strong demands in these countries exist, 

the growth story would continue.   

 

Keeping this growth in mind, a projected value of the Brazilian Stock index (Bovespa) and the 

Indian Stock Index (BSE Sensex) has been arrived at using multivariate regression analysis. 

Though it is true that the short-term values of these indices depend on market sentiments, 

however in the long-run they are mostly a reflection of the economic health of the nation. 

 

Regression analysis is used to determine the value of the indices (dependant variable) of two 

countries viz. Brazil and India based upon certain assumptions made on the independent 

variables.  
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Y = β0 + β1.X1 + β2.X2 + β3.X3 + β4.X4 + β5.X5 + β6.X6

Here Y: The dependant variable, is the value of the index 

         X1 ,X2 ,X3 ,X4 ,X5 ,X6 are the independent variables where: 

         X1 is the Gross Domestic Product (GDP) of the nation 

         X2 is the Index of Industrial Production (IIP) of the nation 

         X3 is the WPI/CPI (WPI for India and CPI for Brazil) of the nation. 

         X4 is the net Foreign Direct Investment (FDI) inflow of the nation 

         X5 is the net Foreign Portfolio investment (FII) inflow of the nation 

         X6 is the interest rate prevailing in the nation 

β1, β2, β3, β4, β5, β6 are the coefficients of the model and β0 is the 

constant factor. 
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Table 1: 2007-08 to 2014-15 estimates for Brazil 
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ASSUMPTIONS: 

• The Gross Domestic Product (GDP) is expected to grow at 4% year on year from 2007-

08 to 2014-15. 

 

• The Index of Industrial Production (IIP) has been estimated using regression analysis 

with the GDP as the independent variable.  

            IIP = (-11.881) + (0.095*GDP)                            (R2 = 0.991) 

 

• The Consumer Price Index (CPI) has been estimated using regression analysis with the 

GDP as the independent variable. 

            CPI = (-2279.975) + ((337.144)*(Ln (GDP)))       (R2 = 0.969) 

 

• The Net - FDI inflow (in million USD) has been estimated at 1.8% of the GDP (in billion 

Real) for the period 2007-08 to 2014-15. (Using Historical trends) 

 

• The net - FII inflow has been kept constant at 9000 million USD for the period 2007-08 –

2014-15. 

 

• The interest rate has been kept constant at 16 % for the period 2007-08 to 2014-15 
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Based on the above assumptions and the estimates for the independent variables a multivariate 

regression model was constructed to estimate the value of the index for the period 2007-08 to 

2014-15. 

 

 
   BOVESPA =    (-141512) + (131.593*GDP) + (-387.828*IIP) + (196.06*CPI) +   
                              (0.426*FDI) + (0.058*FII) + (425.415*Interest Rate)                                                                                                                                                   

 

 

 

Table 2: Past and Future -Estimated Values for the Brazilian Stock Index (BOVESPA) 

 

 
 

 

 

Graph 5: BOVESPA 1997-98 to 2014-15 
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* Source: Yahoo Finance (HISTORICAL DATA ON BOVESPA) 1997-2006
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Table 3: 2007-08 to 2014-15 estimates for India 
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ASSUMPTIONS: 

• The Gross Domestic Product (GDP) is expected to grow at 8.5% year on year from 2007-

08 to 2014-15 

 

• The Index of Industrial Production (IIP) has been estimated using regression analysis 

with the GDP as the independent variable.  

            IIP =3.947 + (0.005*GDP)                                   (R2 = 0.996) 

 

• The Wholesale Price Index (WPI) has been estimated using regression analysis with the 

GDP as the independent variable. 

            WPI = (-701.203) + ((81.399)*(Ln (GDP)))           (R2 = 0.996) 

 

• The FDI inflow (in million USD) has been estimated at 0.022% of the GDP (in Billion 

INR) for the period 2007-08 to 2014-15. (Using Historical trends) 

 

• The FII inflow has been kept constant at 9000 million USD for the period 2007-08 –

2014-15. 

 

• The interest rate has been kept constant at 7 % for the period 2007-08 to 2014-15. 
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Table 4: Past and Future -Estimated Values for BSE-SENSEX (*)

 

 
 

 

 

Graph 6: SENSEX 1997-98 to 2014-15 
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(*) For the sake of simplicity only the BSE SENSEX has been taken into consideration. A similar analysis could 

be performed for the index of the National Stock Exchange of India (NSE – S&P CNX NIFTY). 
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        SENSEX   =    (5335.122) + (1.687*GDP) + (223.626*IIP) + (-577.925*WPI) +   
                                 (0.1*FDI) + (0.119*FII) + (243.48*Interest Rate) 

* Source: Yahoo Finance (BSE SENSEX HSITORICAL DATA) 1997-2006
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CONCLUSION 

 

Table 5 shows the expected returns on the Brazilian stock index (BOVESPA) and the Indian 

stock index (BSE SENSEX). In order to maximize one’s returns and simultaneously reduce 

risk, the investor could go for three options: 

 

1) Invest all his/her funds in the Indian stock exchange. 

2) Invest all his/her funds in the Brazilian stock exchange. 

3) Invest funds in the Indian and Brazilian stock exchange (in a proportion of W1: W2) 

 

Table 5: Y-O-Y (%age) Returns of Brazil’s BOVESPA and India’s SENSEX 

 
 

Case 1) The investor could allocate 100% of his/her funds in BSE SENSEX 

 

If the foreign investor would allocate all his/her funds to BSE SENSEX, he/she would enjoy a 

mean return (RBSE) of 18.13% with a standard deviation of 3.81% (σBSE). In this case, the 

investor gets a reward to variability ratio (1) ((RBSE) - Rf 
(2)) / σBSE) of 3.45 

 

Case 2) The investor could allocate 100% of his/her funds in BOVESPA 

 

If the foreign investor would allocate all his/her funds to BOVESPA, he/she would enjoy a 

mean return (RBOVESPA) of 13.18% with a standard deviation (σBOVESPA) of 3.97%. In this case, 

the investor gets a reward to variability ratio ((RBOVESPA ) - Rf) / σBOVESPA) of 2.06 

 

(1) Ratio of returns above risk free returns and variance of the portfolio 

(2) Rf  is the Return on Risk Free Assets. In the following computation, the value of Rf  is taken as 5%. 
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Case 3) The investor could allocate W1% of his/her funds in BSE SENSEX and W2% of 

his/her funds in BOVESPA. 

Case 3) The investor could allocate W1% of his/her funds in BSE SENSEX and W2% of 

his/her funds in BOVESPA. 

  

The Expected return would thus become:  The Expected return would thus become:  

E(R) = W1 R(BSE) + W2R(BOVESPA)E(R) = W1 R(BSE) + W2R(BOVESPA)

  

And the Variance would become:  And the Variance would become:  
2 2 2 2 2 σP = W1σ(BSE) + W2σ(BOVESPA) + 2* W1 * W2* σ(BSE)*σ(BOVESPA)*ρ(BSE, BOVESPA)σP = W1σ(BSE) + W2σ(BOVESPA) + 2* W1 * W2* σ(BSE)*σ(BOVESPA)*ρ(BSE, BOVESPA)

  
Where: 

E(R) is the expected return on the portfolio 

σP , σP is the variance and Standard Deviation of the portfolio 

W1, W2 are the Weight assigned to BSE SENSEX and BOVESPA respectively. 

σ (BSE), σ (BOVESPA) is the standard deviation of BSE SENSEX and BOVESPA respectively. ESPA)

  

  

  

  

   is the standard deviation of BSE SENSEX and BOVESPA respectively. 

ρ(BSE, BOVESPA) is the correlation coefficient of BSE SENSEX and BOVESPA ρ
  

(BSE, BOVESPA) is the correlation coefficient of BSE SENSEX and BOVESPA 
  

  

For the period 2007-08 to 2014-15 the correlation coefficient of BOVESPA and SENSEX 

comes out to be (-0.474) suggesting that an investor could diversify his/her portfolio by 

investing in both the markets. Based upon the risk return trade-off theory, one would try to 

invest in a proportion so as to maximize ones reward-to-variability. 

For the period 2007-08 to 2014-15 the correlation coefficient of BOVESPA and SENSEX 

comes out to be (-0.474) suggesting that an investor could diversify his/her portfolio by 

investing in both the markets. Based upon the risk return trade-off theory, one would try to 

invest in a proportion so as to maximize ones reward-to-variability. 

  

Table 7: Reward to Variability Table 7: Reward to Variability 
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The reward-to-variability matrix (Table 7) for the two countries (viz. Brazil and India) suggests 

that in order to arrive at an optimal diversification, the foreign investor should invest 60% of 

his capital in the Indian stock index while 40% should be invested in the Brazilian Stock Index. 

By this, he/she would get the highest reward to variability of 5.13. 

 

Hence it can be said that on the equity investment side, the Indian capital market seems to 

outperform the Brazilian capital market and the foreign investor should allocate a higher 

proportion of his/her capital to the former. It should be noted that the basis of this conclusion 

rests on the robust growth shown by the two countries. To conclude, India and Brazil have 

strong macroeconomic fundamentals and have seen huge demands in yester-years. The long 

term growth story now depends on which country sustains this demand. 

 

 

 

“Any development that is not sustainable is not development.” - Anonymous 
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APPENDIX 

INDIA 

Table 1 Economic Structure of India 

 
Table 2 GDP of India 

 
Table 3 Import and Exports of India 
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BRAZIL 

Table 4 Economic Structure of Brazil 

 
 

Table 5 GDP of Brazil 

 
 

Table 6 Import and Exports of Brazil 
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