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Mid and small-caps underperformed
Nifty-50 between Oct’21 and Dec’22...
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...but outperformed Nifty-50
since Dec’22

Level up: #19K — Nifty-50 hits its highest teen!

Dec'22 - Jun'23 (%)
10.7

Nifty-50

Nifty:
Midcap100

Nifty-
Smallcap100

Despite sharp recovery from its lows,
Nifty small-cap index stands far lower
than its large and mid-cap peers
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Valuations more sober today than in Oct’21

It is a rough road that leads to new peaks!

After a roller-coaster ride of 18 months, Nifty-50 finally surpassed its all-time
high and touched 19K mark in Jun’23. The feat was not at all easy! Nifty’s
journey from 18K to 19K took 425 trading days (from Oct’21-Jun’23) vs. only 30
days when it covered the journey from 17K to 18K.

Post-strong recovery in the Indian economy and corporate earnings in FY22,
FY23 was hit by a multitude of headwinds that dragged down Nifty on multiple
occasions. These widespread challenges ranged from geopolitical tension (led by
Russia-Ukraine conflict), spike in commodity costs to multi-year highs (adversely
impacting corporate margins), sharp rate hikes by global central banks, supply
chain disruptions (Covid-19 restrictions in China), to consumption slowdown in
2HFY23 and cumulative Fll outflows of ~USD26b (over Oct’21- Feb’23).

Despite these obstacles, however, Nifty-50 managed to recover from its Jun’22
and Mar’23 lows, mainly fueled by all-time high DIl inflows of USD47b during the
same 18-month period, recovery in Fll flows post Mar’23 and healthy corporate
earnings delivery in 4QFY23.

What drove the Nifty to the new high?

The recent rally in Nifty-50 has been led by strong combination of healthy macro
and micro, complemented by sharp recovery in Fll flows.

Strong GDP growth of above 7.2% in FY23, moderating inflation (with headline
CPl inflation falling to a 25-month low at 4.3% in May’23), narrowing of CAD (to
0.2% of GDP in 4QFY23), stable crude prices, stable exchange rates and global
interest rates nearing its peak, are some of the key macro drivers. Conversely,
solid growth in corporate earnings (Nifty earnings up 10% in FY23 on a high base
of 34% in FY22) and expectations of high-teens earnings CAGR over FY23-25E
has kept the sentiment buoyant.

MOFSL Universe posted an earnings CAGR of 26% to reach INR8.3t over FY20-
23; whereas Nifty-50 posted an earnings CAGR of 22% to reach INR6.3t during
the same period. The earnings momentum is likely to remain strong going ahead
with MOFSL/Nifty-50 earnings projected to clock 19%/17% CAGR over FY23-25.
Flows: After reporting cumulative outflows between Oct’21 and Feb’23, Fll flows
bounced back strongly in the last four months, with cumulative inflows of
USD14b over Mar-Jun’23 while DIl flows continued to remain positive at USD4b
during the same period. The recent recovery in Fll flows has pushed the index to
an all-time high level. As of CY23YTD, Fll inflows stand at USD9.7b whereas Dlls
remain net buyers with inflows of USD10.5b.

Nifty-50 has gained 13% from Mar’23 lows and touched an all-time high in
Jun’23. We note that as of 30™" Jun’23, Nifty-50 was up 4% and 2% from its
Oct’21 and Dec’22 highs, respectively.
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Refer to our recent report on
“Nifty and its Virtuous Circle of
Peaks and Troughs”
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Large-, mid- and small-cap performances: A story of changing priorities

After witnessing a strong rally powered by high liquidity, low inflation and low
interest rates from Mar’20 to Oct’21, markets continued to prefer high-risk
assets and equity as an asset class remained a clear outperformer.

However, the tide had completely turned with the onset of liquidity tightening,
depreciating currency and rising rates and spiraling commodity inflation.

As ‘flight to quality’ and ‘risk aversion’ became the top priorities, value over
growth emerged as a preferred theme and large-cap remained clear
outperformer between Oct’21 and Dec’22. Mid- and small-cap underperformed
large-cap by a margin of 4% and 16% respectively, during the period.

Now, as the peak of rate-hike cycle seems behind, mid- and small-caps are back
in favor. This has been clearly evident in the recent market rally of Dec’22-
Jun’23, when both mid- and small-cap outperformed Nifty-50 by 9% and 6%,
respectively.

Valuations far more reasonable now than that in Oct’21 high

As the benchmark soars to a new high, the Nifty trades at a 12-month forward
P/E of 18.8x, at a 6% discount to its own long period average (LPA). Further, it
also trades at a 12-month forward P/B of 3x, at a 10% premium to its LPA.
Notably, Nifty EPS grew ~19% during FY20-23 to INR807 as against market
returns of ~14% (over Jan’20-Jun’23). Thus, valuations are far more reasonable
today than that in Oct’21 highs.

While Nifty-50 is at a new high and is creating a lot of buzz, the fact remains that
on a two-year basis, it stands nearly flat (just up 4% from Oct’21 high); whereas
its aggregate FY22/FY23 earnings are up ~38%/10% and that for MOFSL
Universe are up 39%/10% over the same period.

Exhibit 1: Key parameters between Nifty-50 peaks

Oct’21 Dec’22 Jun’23
Nifty-50 Index 18,477 18,813 19,189
Projected/Actual EPS FY23 (INR) 874 820 807
Projected/Actual PE FY23 (x) 21.1 22.9 23.2
10 years G-sec yield (%) 6.4 7.2 7.1
DIl flows (USD b) * 7.5 37.0 13.3
FIl flows (USD b) * 1.1 -19.3 9.6
Nifty-50 Market Cap (INR t) 146.6 150.5 151.7
Nifty Midcap 100 Mkt Cap (INR t) 35.0 34.4 38.2
Nifty Smallcap 100 Mkt Cap (INR t) 11.0 10.7 13.3

Flows: * Apr’21 to Oct’21, Nov'21 to Nov'22 and Dec’22 to Jun’23

Note: Exhibit data are sourced from Bloomberg, Capitaline, and MOFSL database. All stock prices and indices are as of 30th
Jun’23, unless otherwise mentioned; Fll flows as of 28th June 2023.
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Exhibit 2: Nifty-50 up 19.2x over the last ~28 years
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Exhibit 3: Nifty-50 up 25% from its bottom of Jun’22 Exhibit 4: Nifty’s market cap up ~30% from Jun’22 bottom
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Exhibit 5: Nifty Midcap 100 outperformed Nifty-50 and Nifty Smallcap 100
Nifty-50 == Nifty-Midcap100 (Re-based) ——— Nifty-Smallcap100 (Re-based)
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Exhibit 6: Nifty-50 outperformed mid- and small-cap until Dec’22...

Nifty-50 Nifty-Midcap100 (Re-based) = Nifty-Smallcap100 (Re-based)
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Exhibit 7: ...while, mid-cap and small-cap were clear outperformers since Dec’22

Nifty-50 Nifty-Midcap100 (Re-based) Nifty-Smallcap100 (Re-based)
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Exhibit 8: Top mid-cap performers over Oct’21-Jun’23 Exhibit 9: Bottom mid-cap performers over Oct’21-Jun’23
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Exhibit 10: Top small-cap performers over Oct’21-Jun’23 Exhibit 11: Bottom Small-cap performers over Oct’21- Jun’23
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Exhibit 12: Sectoral performance (%) — CY23YTD
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Exhibit 13: MOFSL Universe PAT is expected to report 19% CAGR over FY23-25
PAT (INR b) CAGR (%)
Sector FY20 FY21 FY22 FY23 FY24E FY25E FY20-23 FY23-25E
Automobiles 195 277 194 439 688 800 31 35
Banks-Private 535 744 956 1336 1614 1929 36 20
Banks-PSU 163 337 610 966 1233 1450 81 23
Insurance 85 77 81 431 240 280 72 -19
NBFC - Lending 313 338 406 655 643 764 28 8
NBFC- Non Lend 14 23 33 33 39 45 35 15
Cement 165 190 222 177 214 250 2 19
Spec. Chemicals 29 29 34 38 43 50 10 14
Consumer 382 387 432 505 600 693 10 17
Healthcare 226 305 345 330 391 463 13 18
Infrastructure 16 12 15 20 22 25 8 12
Logistics 14 10 21 22 26 33 15 23
Media 25 20 23 20 30 36 -7 34
Metals 452 738 1559 837 1054 1105 23 15
Oil & Gas 847 1239 1695 1364 1848 1945 17 19
Real Estate 31 34 53 79 95 122 37 24
Retail 36 9 52 82 108 142 31 32
Staffing 7 5 7 6 9 13 -3 42
Technology 815 871 1005 1076 1211 1401 10 14
Telecom -205 -187 -170 -175 -87 10 -Loss LP
Others 27 2 35 136 219 271 73 41
MOFSL Universe 4,171 5,459 7,606 8,377 10,239 11,827 26.2 18.8
MOFSL Ex Financials 3,061 3,940 5,521 4,956 6,470 7,360 17.4 21.9
MOFSL Ex-Commodities 2,871 3,482 4,352 6,176 7,337 8,777 29.1 19.2
Exhibit 14: Nifty-50 PAT is expected to clock 17% CAGR over FY23-25
PAT (INR b) CAGR (%)
Sector FY20 FY21 FY22 FY23 FY24E FY25E FY20-23 FY23-25E
Automobiles 103 179 76 287 455 521 41 35
Banks-Private 488 668 902 1,203 1,433 1,702 35 19
Banks-PSU 198 224 354 556 678 768 41 17
Insurance 27 28 27 31 36 42 4 17
NBFC 183 196 244 338 396 478 23 19
Capital Goods 89 69 86 106 133 163 6 24
Cement 100 100 130 116 129 141 5 11
Consumer 289 292 319 384 447 510 10 15
Healthcare 93 129 172 181 199 231 25 13
Infrastructure 53 44 61 82 84 102 16 11
Metals 69 216 753 223 418 445 48 41
Oil & Gas 649 776 1,107 1,076 1,352 1,452 18 16
Retail 15 10 23 33 41 50 29 23
Technology 741 792 919 977 1,092 1,260 10 14
Telecom -41 -7 35 76 110 164 -223 47
Utilities 411 404 480 605 548 592 14 -1
Others 36 46 56 72 77 86 26 9
Nifty-50 3,503 4,164 5,745 6,345 7,629 8,707 22 17
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Exhibit 16: Cumulative Fll flows (USD b) from Oct’21

Exhibit 15: Monthly Fll flows (USD b)

Cumm Fll Flows (USD b)

Flls (USDb)

-12.1

-33.3

gz-aunf
€z-1dy
€7-9°4
[44=Eld
R0
-8y
zz-aung
Te-1dy
(44l EE
12-%3@

T¢-P0

gz-unr
ct-AeiN
€7-1dy
€7-1eN
€7-9°4
€g-uer
[44Cld
C¢-NON
7100
[44EX
tt-8ny
c¢-Aint
ca-aunm
tt-Aen
tt-1dy
Tt-1eN
(44 CE|
Te-uer
17-22Q
TZ-NON
12-120
Tg-das
Tz-8ny
TZ-AInr
TZ-aunr
Te-AeiN
Tz-1dy
Tz-1eiN
1¢-9°4
Te-uer

Exhibit 18: Cumulative DIl flows until Jun’23 (USD b)

Exhibit 17: Monthly DIl flows (USD b)
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Exhibit 20: Trend in yearly DIl flows (USD b)

Exhibit 19: Trend in yearly Fll flows (USD b)
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Nifty-50 valuations snapshot

Exhibit 21: 12-month forward Nifty P/E (x) Exhibit 22: 12-month forward Nifty P/B (x)
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Exhibit 23: 12-month forward Nifty RoE (%) Exhibit 24: India’s market-cap-to-GDP (%)
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Exhibit 25: Trends in Nifty-50 sectoral weights (%) — Financials near highs; Technology at a six-year low
Weight of private Weight in Nifty-50 (%)
banks was equal to Sector Dec-02 Dec-05 Dec-08 Dec-11 Dec-14 Dec-17 Dec-20 Dec-21 Dec-22 Jun-23
that of PSUs two Automobiles 5.6 6.8 2.5 8.1 9.3 10.6 5.4 5.0 53 5.9
decades ago; it is Banks - PVT 4.4 5.4 5.0 13.7 19.9 23.5 24.7 21.9 24.2 24.3
now 9x of PSU Banks - PSU 4.7 5.1 5.4 3.7 4.8 2.8 1.8 2.3 2.9 2.6
banks NBFC 26 22 23 69 71 87 123 114 106 108
Cap. Goods 3.1 5.0 7.7 5.5 5.2 3.8 2.6 3.0 3.1 3.5
Cement 2.4 2.5 1.7 3.1 2.8 1.6 2.2 2.4 1.8 1.9
Consumer 17.9 8.0 6.5 10.7 10.5 9.2 10.4 9.4 10.3 11.7
Healthcare 8.3 4.2 2.6 4.4 6.1 4.0 3.6 3.4 3.8 3.9
Media 1.2 0.5 0.3 0.0 0.7 0.8 0.0 0.0 0.0 0.0
Metals 2.9 5.5 4.8 5.6 3.1 3.7 2.0 2.9 2.9 2.7
Oil & Gas 17.6 25.5 24.5 13.3 9.3 12.7 12.5 12.3 12.1 11.4
Real Estate 0.0 0.0 3.0 0.5 0.2 0.0 0.0 0.0 0.0 0.0
Technology 24.2 20.0 9.0 15.8 15.7 11.4 16.3 19.1 14.0 12.5
Telecom 2.6 6.3 11.6 3.3 1.7 2.4 2.0 2.1 2.5 2.6
Utilities 1.6 1.5 13.3 5.4 3.6 3.3 2.1 2.1 2.5 2.7
Miscellaneous 1.1 14 0.0 0.0 0.0 14 2.1 2.6 3.9 33
Nifty-50 100 100 100 100 100 100 100 100 100 100

Note: Index weight from 2009 is on free-float market cap

Investment in securities market are subject to market risks. Read all the related documents carefully before investing
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