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  Indian markets have acquired the depth and strength to weather any storm 
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The Sensex has held investors in thrall for more than three years now, as nine successive 1000-point 
marks were crossed, each in quicker time than the earlier one. And the Nifty, too, has moved past the 
Sensex level at the start of this bull market. In May, there was a shift, as a sharp corrective phase, long 
anticipated, at last materialised, and the indices declined by more than 25 per cent from their peaks of 
early May. This phase continued through June and there has been a subsequent recovery; large-cap 
stocks have recovered much of the lost territory and the Sensex and Nifty are now less than 10 per cent 
away from the all-time highs.  

For the markets, the correction has been healthy even though there is near-term pain. Even as this pause 
has spooked sentiment, we take a look at how different the market is today, as compared to bull markets in 
the past. And we are not talking about the robust trends in the economy or the benefits from the RBI's 
conservative handling of the economy. The changes should bring as much comfort from a long-term 
perspective to investors as the relentless rise in stock prices has. 

Superior Market Depth

Foremost is the deepening of the equity market, as it presents investors—institutional as well as retail—
with a wider choice in building a portfolio of stocks. As compared to about 100 stocks that comprised an 
investment universe at the turn of 2003, this number has edged up to 400 plus now and increased the 
attractiveness of India for global investors. More encouraging is the fact that the enhancement of depth has 
also straddled several market-cap spaces and sectors. 

Wider Large-cap Universe 

A principal factor luring FIIs has been the expansion in the universe of large-cap stocks from about 40 to 
100 plus now (we have considered stocks with a market cap that is higher than the one with least value in 
the Nifty). FIIs tend to prefer large-caps in emerging markets as a measure of risk containment and for the 
high comfort they provide on liquidity. In India, too, they have been late entrants in the mid-cap space and 
have only a marginal presence in small-caps. The investment universe of FIIs has crossed the 750-stocks 
mark. Even as this number is encouraging at one level, a vast proportion of their exposures (in excess of 
85 per cent) are, however, in the large-cap space. 

Expanding Mid-Caps and Small-Caps 

Even as a multitude of stocks have graduated to large-cap status, the process has not lead to shallowness 
in the space vacated by them. The robust trends in the economy have strengthened the fundamentals of 
many-a-mid- and small-cap company. The central theme of the three-year old bull market has been the 
mid-cap space, as stocks have enjoyed several bouts of re-rating. From low-single digit price-earnings 
multiples, mid-caps enjoy valuation levels that are on a par with large-cap stocks. Their higher growth 
potential is likely to preserve investors' dalliance with mid-caps. That genuine mid-cap and small-cap 
portfolios are now possible (this was never the case in earlier bull markets) confirms the expansion in 
market depth. 

Quality IPOs 

Over the past three years, more than 100 IPOs have also played no mean role in expanding the 
investment universe, even though pricing has been aggressive, especially over the past year. About 95 per 
cent of the IPOs have been by established companies with a credible story; this was never the case in any 
of the previous bull markets when making IPOs was just a business of mobilising investor funds for 
promoter convenience. There has been no repeat of the plethora of poor-quality IPOs from the NBFC, 
steel and cement sectors, to name a few, that was central to the bull market in the mid-90s and the 



tech/media IPOs in 1999-2000. Several debutants such as Bharti Airtel, Suzlon, Jet Airways, IDFC and, 
Sun TV, to name few, have deepened the large-cap space. 

Revival of the Moribund 

Several sectors such as sugar, construction, fertilisers, real estate and textiles that had no takers for close 
to ten years have acquired a fresh lease of life. Indeed, this is the first time that construction stocks have 
enjoyed lasting investor fancy and have emerged as genuine portfolio candidates. This coupled with the 
emergence of new sectors such as retail, financial services and media & entertainment has provided 
investors with about more 100 stocks as options. Sunrise sectors such as insurance, asset management, 
web-based and travel-related services, logistics, DTH and outsourcing are likely to ensure a robust 
pipeline. 

Lifeline for Business Groups 

The excesses of India Inc. in the bull markets between 1985 and 2000 left investors disenchanted with a 
host of business groups and lead to a shallow market. Even flagships of such groups were given a wide 
berth, as investors punished them for poor governance.. Even though not much changed on this front, the 
buoyancy in the economy and sheer force of liquidity has given these companies a lease of life. If they get 
their act together and improve corporate practices, it could lend a high degree of permanency to the fancy 
they enjoy now and ensure that their contribution to market depth is of a lasting nature. 

Institutional Investor Depth 

This aspect has contributed to, and, also neatly complemented the expansion in market depth. There has 
been a close-to-threefold rise in the number of FIIs registered with SEBI over the past three-and half years. 
This is important, the more so because most new entrants have written out cheques to buy Indian equities 
in a big way unlike the early entrants in the 1990s (this was a period when only less-than-a-handful 
accounted for a large proportion of FII activity). That the new crop of FIIs has come from a wider 
geography (the Japanese have been the most prominent) and also encompasses long-term pension funds 
as well as hedge funds is an encouraging sign. This has led to a superior balance in the FII ranks and the 
markets are no longer vulnerable to actions of a few FIIs over the long term.  

More FIIs add depth and balance  

Year  Nos.  

2000 497 

2001 556 

2002 489 

2003 517 

2004 637 

2005 823 

2006 916  

Source: SEBI 

  

Domestic Fund Houses Strength 

This bull market has also provided domestic fund houses with a clout that they have never had before, as a 
critical mass of retail investors have taken the systematic investment plan route. As household savings 
invested in equities still remains less than three per cent and as debt options provide yields that are likely 



to sway investors towards equity, we can expect domestic fund houses to acquire greater strength over the 
next five years. This, too, is a healthy development, as it creates a better balance among the ranks of 
institutional investors. 

Diverse Investment Styles 

Superior depth in the market in terms of stocks, institutional investors, futures and options—a market that 
is now almost three times the cash market—has created room for a wide variety of investment styles, even 
in a typical diversified fund. This is reflected in a the wider range of products now (refer accompanying 
graphic) on offer across fund houses. Sector funds made a beginning in the late 1990s. The shallow nature 
of market did, however, make life difficult even for the few funds focused on the IT, media and FMCG 
space. That is not the case now. We have sector funds covering almost every sector of significance and 
there are products that slice and dice the consumption theme. This trend is significant as it offers investors 
a choice that they never had before.  

Fund variety reflects market's ability to accommodate diverse investment styles 
ABN Amro Multi Manager  ING Vysya A.T.M  SBI Magnum Emerging Business  
Benchmark's ETFs  Kotak MNC  Sundaram Capex Opportunities Fund  
Birla Sun Life Buy India  Principal Global  Sundaram India Leadership Fund  
Birla Sun Life Dividend Yield  PruICICI Dynamic Plan  Sundaram Select Focus  
DSP Merrill Opportunities  PruICICI Emerging S.T.A.R  Sundaram Select Midcap  
Fidelity Special Situations  Reliance Banking  Tata Infrastructure  
Franklin Dynamic PE Ratio  Reliance Diversified Power  Tata Life Science & Technology  
Franklin Flexi-Cap  Reliance Media  Templeton Equity Income  
Franklin Smaller Cap  SBI Magnum Comma  UTI Growth Sectors Series  
HDFC Core & Satellite  SBI Magnum Contra  UTI Services Fund   

Systemic Strengths 

What has been left in the background is the role played by superior trading and settlement systems that 
match or better those available even in advanced markets. The NSE (which has played a pioneering role), 
the BSE (though a reluctant convert, it has got its act together quickly) and depository services (facilitating 
paperless trading and settlement) have made the markets a safer place for investors; it has also played 
pivotal role in luring FIIs. You can buy and sell today in an environment that is more transparent and safe 
than at any time in the past. We believe that the IPO allotment controversy is only a minor blip and SEBI's 
firm hand is likely to prevent a repeat.  

Will these strengths disappear in a bear market or in a situation where equities go through a protracted 
period of flat price movements? A few sectors and stocks will go out of fancy and regain flavour. Preferred 
themes could rotate over time. The depth that has emerged is, however, here to stay, and, is only likely to 
get enhanced in the years ahead. This is a big positive for long-term investing, which should be the 
objective of investors, as only such an approach will enrich them with the higher returns that are integral to 
equity as an asset class.  

------------------------------------------------------------------------------------------------------------------------------- 
S. Vaidya Nathan is head, product & risk management, Sundaram BNP Paribas Mutual . The views 
expressed in this column are those of the author and do not reflect those of the organisation that he 
represents. 

 


