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Diverging Realities: A Deep Dive into Sector Exposure, 

Deleveraging, and Cap-Segment Resilience 
Valuation liquidity sector leadership and portfolio strategy  

REPORT DATE 24 OCTOBER 2026 |  MARKET DATA THROUGH 23 OCTOBER 2026 CLOSE 
 

Executive assessment 

The October correction is materially deeper than the Nifty 50 suggests. Through the 23 October close, Nifty was 

down only 0.09% month to date, while Midcap 100 declined 5.95%, Smallcap 100 fell 7.83%, Smallcap 250 lost 

7.94% and Microcap 250 declined 9.23%. Over the trailing month, the broader indices lost approximately 10.6% to 

11.3%, against 3.61% for Nifty. [S1] 

Benchmark October MTD One month MTD gap vs Nifty 

Nifty 50 -0.09% -3.61% +0.00 pp 

Midcap 100 -5.95% -10.57% -5.86 pp 

Smallcap 100 -7.83% -11.27% -7.74 pp 

Smallcap 250 -7.94% -11.01% -7.85 pp 

Microcap 250 -9.23% -11.07% -9.14 pp 

 

Our assessment is that the correction combines relative valuation compression, weak participation in benchmark 

rebounds and reduced willingness to absorb less-liquid equity risk. The smaller-cap segments entered the 

observation period with trailing P/E premiums of approximately 45% to 71% to Nifty 50. The subsequent repricing 

reflects the market's reassessment of expected growth, required returns and exit liquidity. These mechanisms 

reinforce each other, although their exact causal contributions cannot be isolated from aggregate index data. [S01] 

The latest session strengthened this diagnosis. On 23 October, Nifty fell 0.39%, while the four broader indices 

declined 2.21% to 2.94%. India VIX rose to 16.86, up 24.98% from September end. [S1] 

Leverage is a credible amplifier. NSE-published MTF outstanding exposure fell 1.92% between 23 September and 

23 October, and gross liquidations exceeded fresh exposure on 21 and 22 October. These disclosures establish net 

deleveraging, but do not identify the forced component. A substantial stock of financed exposure remains 

outstanding. [S02] 

Sector allocation also matters. Financial services and IT represented 44.97% of Nifty 50 at September end, against 

23.91% of Smallcap 250 and 17.09% of Microcap 250. Over the observation month, Nifty IT rose 12.92%, while 

capital goods, chemicals and several discretionary sector benchmarks fell sharply. Mutual fund liquidity 

management can further reduce marginal demand for smaller stocks, even while investor subscriptions remain 

positive. [S01, S03-S06] 

Exyst stance: Maintain a liquid and diversified core, review smaller-company holdings against cash generation 

and conservative valuation, and deploy new capital in stages. A fall from a previous price peak is insufficient 

evidence of value and a stable Nifty is insufficient evidence of broad market health. 

MTD starts at the 30 September close; trailing one month starts at the 23 September close. Returns are INR price returns without dividends. 
Smallcap 100 and Smallcap 250 are distinct indices and are shown separately throughout.  
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1. Market performance through the latest close 

 

Index 23 Oct close 23 Oct day 16 to 23 Oct One month 

Nifty 50 22,600.00 -0.39% -2.36% -3.61% 

Midcap 100 55,800.65 -2.21% -5.63% -10.57% 

Smallcap 100 17,739.45 -2.94% -7.27% -11.27% 

Smallcap 250 16,385.15 -2.79% -7.10% -11.01% 

Microcap 250 23,827.10 -2.32% -7.42% -11.07% 

 

 
Figure 1  October MTD and trailing one-month price returns. Source NSE daily all-index files and Exyst calculations. [S1] 

 

The completed week accounts for a large portion of October’s broader-market weakness. From 16 to 23 October, 

Microcap 250 fell 7.42% and Smallcap 100 fell 7.27%, compared with 2.36% for Nifty. The microcap MTD shortfall 

against Nifty reached 9.14 percentage points. 

This is not an artefact of selecting one narrow benchmark. Midcap 150 fell 5.83% MTD, Smallcap 250 declined 

7.94% and Nifty 500 lost 2.92%. Smaller-company investors have experienced a substantially different market from 

the headline index. [S1] 

One month is 23 September to 23 October. The weekly interval contains four trading sessions because 20 October was a holiday. Percentage-point 
differences are arithmetic relative returns, not Jensen alpha. 
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2. Return paths and the failure to recover 

 
Figure 2  Daily price indices rebased to 100 at the 23 September close. Source NSE and Exyst calculations. [S1] 

Index 9 to 16 Oct rebound 16 to 23 Oct decline One month gap vs Nifty 

Nifty 50 +2.78% -2.36% +0.00 pp 

Midcap 100 +0.58% -5.63% -6.96 pp 

Smallcap 100 -0.12% -7.27% -7.65 pp 

Smallcap 250 +0.36% -7.10% -7.39 pp 

Microcap 250 +0.78% -7.42% -7.46 pp 

 

A larger final loss can arise from two different behaviours: larger falls on stressed days and weaker gains during 

recoveries. During 9 to 16 October, Nifty gained 2.78%, while Midcap 100 gained only 0.58%; Smallcap 100 actually 

declined 0.12%. The subsequent week then imposed materially larger losses on the broader indices. [S1] 

Concentration helped the headline benchmark 

Nifty50 Equal Weight fell 5.50% over the month, versus 3.61% for the conventional Nifty 50. Nifty500 Equal Weight 

lost 10.25%, versus 6.57% for Nifty 500. Weighting and leadership therefore contributed to resilience; the data do 

not establish the identity or motivation of buyers. [S1] 

For clients, the useful question is whether their holdings participate when the market recovers. Repeated failure 

to recover can accumulate into a large relative loss even when a portfolio does not display a high daily covariance 

with Nifty. 
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3. Risk and conditional market participation 

 

Index MTD max drawdown Annualised volatility Beta vs Nifty Correlation 

Nifty 50 -2.39% 16.56% 1.00 1.00 

Midcap 100 -6.63% 18.99% 0.86 0.75 

Smallcap 100 -9.06% 21.48% 0.51 0.40 

Smallcap 250 -8.55% 20.43% 0.57 0.46 

Microcap 250 -9.25% 21.48% 0.58 0.44 

 

 
 

Figure 3 Compounded returns on the six Nifty-positive and nine Nifty-negative October sessions. Conditional groups are not continuous holding 
periods or formal capture ratios. [S1] 

 

Microcaps gained only 0.81% across the six Nifty-positive sessions, against Nifty’s 6.97%. On the nine Nifty-negative 

sessions, Microcap 250 lost 9.96%, versus Nifty’s 6.60%. Weak rebound demand is therefore central to the 

cumulative divergence. [S1] 

The microcap October beta was 0.58 despite its substantially larger loss. Beta measures covariance around average 

returns; it does not measure persistent relative drift or guarantee protection against illiquidity. The roughly 

threefold one-month loss ratio must not be described as a statistical beta of three. 

All risk figures use 15 aligned daily simple returns from 30 September through 23 October. Volatility is sample daily standard deviation multiplied by 
the square root of 252. Estimates from this short window are descriptive and unsuitable as strategic risk forecasts. 
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4. Technical condition and recovery evidence 

 
Figure 4  Closing drawdowns from each index’s running peak, including the 30 September baseline. Source NSE and Exyst calculations. [S1] 

Index 23 Oct close 10 session mean October intraday low MTD closing peak 

Nifty 50 22,600 22,736 22,180 23,146 

Midcap 100 55,801 58,374 55,209 59,761 

Smallcap 100 17,739 18,911 17,572 19,507 

Smallcap 250 16,385 17,400 16,232 17,918 

Microcap 250 23,827 25,254 23,404 26,254 

All five indices closed below their 10-session mean. Midcaps, smallcaps and microcaps also closed at their lowest 

October closing levels. The microcap closing drawdown reached 9.25%, compared with a maximum 2.39% for Nifty 

during the month. [S1] 

The observed October low is a reference for monitoring further deterioration. A recovery above the 10-session 

mean would be an initial improvement signal, particularly if relative performance and participation also improve. 

These are observation rules, not validated support levels or assured trading signals. 

Exyst would place greater weight on repeated participation across several sessions, a stabilising relative-price line 

and better business disclosures than on a single sharp rebound. A Nifty recovery driven by a few large constituents 

can leave smaller-company execution conditions largely unchanged. 

5. Trailing valuation and the repricing of growth 

 

Index P/E 23 Sep P/E 30 Sep P/E 23 Oct P/B 23 Oct P/E premium 

Nifty 50 19.82 19.36 19.05 2.78 0.0% 

Midcap 100 30.07 27.98 25.98 3.55 36.4% 

Smallcap 100 31.67 37.71 33.64 3.44 76.6% 

Smallcap 250 33.97 34.45 31.20 3.15 63.8% 

Microcap 250 28.80 27.28 24.21 2.86 27.1% 
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Figure 5 Published trailing valuation multiples. Source NSE daily files. Premium is relative to Nifty 50 on 23 October. [S1] 

Midcap 100, Smallcap 250 and Microcap 250 entered the trailing month with P/E premiums of 51.7%, 71.4% and 

45.3% respectively. By 23 October their premiums were 36.4%, 63.8% and 27.1%. Smallcap 100 remained at 33.64 

times earnings, a 76.6% premium. The fall reduced valuation risk without proving broad undervaluation. [S1] 

A premium can be justified by sustainable growth and capital efficiency. It becomes vulnerable when investors 

require uninterrupted growth, favourable financing and a high terminal multiple simultaneously. Rising required 

returns reduce the present value of distant cash flows and increase the discount applied to uncertain delivery. 

P/E and P/B are published trailing multiples, in times. Their changes also reflect earnings rollovers, index rebalancing and denominator methodology. 
The sharp Smallcap 100 P/E change around September end must not be treated as a pure change in price or analyst expectations. 

6.  Forward earnings and valuation scenarios 

Benchmark 12 month forward P/E Premium to Nifty 50 

Nifty 50 17.2 times Base 

Nifty Midcap 150 22.8 times 32.6% 

Nifty Smallcap 250 23.2 times 34.9% 

 
Snapshot dated 30 September 2026 from IDFC FIRST Bank’s October strategy publication. Midcap 150 is different from Midcap 100. This is a dated 
forward snapshot, not a 23 October consensus. Comparable microcap forward P/E and forward P/B are unavailable in the set. [S3] 

Earnings growth can coexist with a falling price 

For a company with a consistent share count and accounting basis, price is earnings per share multiplied by P/E. If 

EPS rises 15% while P/E declines from 34 to 25 times, the resulting price return is approximately negative 15.4%. A 

10% earnings downgrade combined with a 20% multiple reduction produces a 28% fall. These are arithmetic 

illustrations, not forecasts. 
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EPS change P/E unchanged P/E down 10% P/E down 20% 

-10% -10.0% -19.0% -28.0% 

0% 0.0% -10.0% -20.0% 

+15% +15.0% +3.5% -8.0% 

 

Evaluate the distribution of earnings 

Aggregate profit growth can be carried by a few large contributors, cyclical recoveries or exceptional income. A 

better review includes median growth, the breadth of earnings revisions, the concentration of incremental profit 

and the share of companies whose cash flow supports reported earnings. 

Dividing an index level by its published P/E creates an earnings-related denominator. Its change is an accounting 

diagnostic; it is not analyst guidance, organic earnings growth or proof of an earnings upgrade cycle. Company-

level revenue recognition, receivables, inventory and capital requirements remain essential. 

Exyst conclusion: The observed multiple compression is clear. There is no collapse in underlying earnings and the 

earning guidance remains the same. New investments should be supported by conservative profit assumptions 

and a required return that compensates for financing, execution and liquidity risk. 

 

7.  Policy conditions and domestic investment flows 

Observation Latest verified reference Investment transmission 

RBI policy repo 5.50% after 25 bp rise on 7 October Higher required returns and borrowing sensitivity 

RBI stance Calibrated tightening Near-term easing expectations reduced 

US federal funds target 3.75% to 4.00% after 16 September rise Global discount-rate and financing pressure 

India VIX 16.86 at 23 October close Nifty option-implied uncertainty up 24.98% MTD 

 

The policy backdrop became less supportive of long-duration equity valuations. The RBI’s October communication 

highlighted energy and food-price pressures alongside resilient domestic activity. Its 7.1% FY27 GDP projection is a 

macro forecast, not an estimate of listed-company EPS growth. The Federal Reserve also raised its target range in 

September. [S4, S5] 

Positive subscriptions do not ensure immediate stock purchases 

Mutual fund category September net inflow INR crore 

Small cap funds 9,038.57 

Mid cap funds 7,834.84 

Large cap funds 859.47 

All open ended equity categories 38,306.55 

 
Source AMFI monthly report for September 26. These are investor subscriptions less redemptions, not October secondary-market purchases. [S13] 
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Cash raised by funds can be retained, deployed gradually or invested across other eligible securities. SIP receipts, 

net category flows and aggregate DII buying are different measures; none establishes how much demand reached 

a particular small-cap stock. 

The RBI also reported surplus banking-system liquidity in its October communication. Banking liquidity and equity 

order-book depth are different concepts and a smaller stock can face a shortage of executable bids even when 

banks hold surplus funds. [S4; Exyst interpretation] 

This report does not estimate a numerical October FPI or DII contribution. Exchange provisional flows and 

depository investment flows have different coverage and timing. A causal attribution requires consistent data and 

holdings-level transactions. 

 

8.  Sector exposures across market capitalisations 

 
Figure 6 Sector exposures at 30 September 2026. Source NSE Indices factsheets. Selected discretionary combines automobiles, consumer services, 
consumer durables and realty. [S2] 

 

 

Exposure Nifty 50 Midcap 100 Smallcap 250 Microcap 250 

Financial services plus IT 44.97% 33.19% 23.91% 17.09% 

Capital goods relative to Nifty 1.0 times 9.3 times 12.4 times 16.5 times 

 

In October 2026, the Indian equity landscape experienced a profound and violent structural shift. The massive 
performance divergence between market capitalization segments Month-to-Date (MTD) has been heavily driven 

by intrinsic, structural sector exposures, rather than a uniform macroeconomic shock. As broader market indices 
suffer their sharpest pullbacks in two years, the correction has exposed the vast operational differences between 

the highly institutionalized large-caps and the retail-dominated, highly leveraged small-, micro-, and mid-cap 
spaces. 
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MTD Sector & Cap Performance Breakdown 
 

Cap Category 
Major Supporting Sectors 

(MTD) 
Major Dragging Sectors 

(MTD) 
Key Valuation / Market Status 

Large Cap (Nifty 50) 
Utilities, Select Private 

Banks 
Oil & Gas, Overvalued Auto 

Down 13.2% YTD; trading at a reasonable 
17.1x forward P/E. 

Midcap 
Household Products (+17%), 

Food & Beverage (+9%) 
Electrical Equipment (-33%) 

Facing its worst week in 2 years, but 
supported by secular consumer demand. 

Small Cap 
Capital Markets (Flat / 

Neutral) 
Semiconductors (-18%), 

Hardware (-10%) 
Down 7.1% weekly as expensive P/E 

cushions (23.8x) begin to deflate. 

Microcap 
Ground Transportation 

(+14%) 
Biotech (-17%), Life Sciences 

(-44%) 

RSI indicators slipping past oversold 
boundaries (<30) from forced broker 

liquidations. 

 

Midcaps: Held Up by Consumer and Defensive Anchors 
 

While the Nifty Midcap 150 index saw a steep weekly decline (-5.26%), its MTD performance has historically shown 

a softer landing than small caps due to institutional ownership and specific sector allocations:  
 

Defensive Anchors: Midcap exposures to Household & Personal Products (+17% MTD), Food, Beverage & Tobacco 
(+9% MTD), and Real Estate (+3% MTD) have acted as stabilizing factors. 

 

The Drag: High-beta pockets within midcaps, notably Electrical Equipment (-33% MTD), have faced aggressive de-
rating as institutional investors trimmed capital.  

 

Small Caps: Hammered by Semi-Conductors & Hardware Correction 
 
The Nifty Smallcap 250 index shed 7.10% in just one week, underperforming large caps MTD due to a sudden drying 

up of retail momentum and margin liquidations.  
 

Tech and High-Beta Pain: small caps are heavily exposed to cyclical tech supply chains. A sharp decline in 

Semiconductors & Semiconductor Equipment (-18% MTD) and Hardware (-10% MTD) heavily dragged down 
smallcap index weights.  

 
Capital Market Exhaustion: Over 168 smallcap stocks sit in the Capital Markets / Financial Services sector. As retail 

volumes slowed down due to poorer calendar-year returns, these stocks went flat-to-negative, erasing a core 
engine of the previous smallcap rally.  
 

Microcaps: Biotech & Tech Bloodbath 

 

Microcaps have borne the absolute brunt of the de-leveraging wave, experiencing highly concentrated structural 

hits across their largest underlying sectors: 
 

The Biotechnology Trap: Microcaps feature an immense concentration in Biotechnology / Healthcare items (247 

stocks), which crashed an average of -17% MTD. 
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Deep Capital Attrition: Extreme speculative niches such as Automobile Components (-49% MTD) and Life Sciences 

Tools (-44% MTD) faced absolute illiquidity. When brokers triggered auto-liquidation on MTF accounts, these thinly 
traded microcap sectors entered near-vertical downward price spirals. 

 

9.  Sector performance and conditional stabilisers 

 
Figure 7  Selected sector benchmark price returns from 30 September to 23 October. These are sector indices, not the returns of sector sleeves 
within each broad benchmark. [S1] 

IT and banks helped relative resilience 

Nifty IT gained 15.49% MTD and 12.92% over the trailing month. Nifty Bank declined only 0.63% MTD and Financial 

Services 1.00%, compared with an 8.55% fall in Capital Goods and 10.05% in Metal. These differences are consistent 

with the headline index’s relative resilience. [S1] 

Financial companies have limited direct manufacturing input costs; their sensitivities instead include deposit 

pricing, loan repricing, credit losses and funding access. They can become the epicentre of a downturn driven by 

credit or liquidity stress, so, their current relative resilience is conditional. 

IT earnings depend on international spending, execution and currency translation as well as domestic costs. These 

drivers diversified the current weakness in industrial and discretionary exposures. Global technology-spending 

cuts, pricing pressure or currency hedges could change that outcome. 

Exact index contribution requires constituent returns, appropriate starting weights and treatment of corporate 

actions. Multiplying a sector-index return by an approximate broad-index sector weight would not provide a 

reliable attribution. 

10. Market depth impact cost and execution capacity 

Market capitalisation values all shares but free float identifies shares theoretically available to public investors. 

Executable liquidity is the quantity that can be transacted close to prevailing prices. A large nominal free float can 

still trade poorly when ownership is crowded or potential buyers withdraw orders. 

NSE defines impact cost for a specified order size relative to the prevailing ideal price. A narrow quoted spread can 

coexist with poor institutional liquidity when available depth is small. Institutional execution should therefore be 

assessed at the intended order size, not inferred from the last traded price. [S11] 



   EXYST VENTURES  | |  PRIVATE WEALTH RESEARCH 

Exyst Ventures  |  Private and confidential  |  24 October 2026         Page 11 of 19 

Liquidity feature Potential stress transmission 

Concentrated ownership Several portfolios seek the same limited pool of buyers 

Weak bid replenishment Selling consumes visible bids faster than demand returns 

Low accessible turnover The intended exit takes longer or requires a lower price 

Price bands or restrictions Sale queues can persist while quoted value overstates cash realisability 

 

A stressed exit can take much longer than expected 

Position INR crore Daily value INR crore Participation Estimated trading days 

20 10 10% 20 

20 5 10% 40 

20 5 5% 80 

 
Illustration only. Days equal position value divided by accessible daily traded value and participation. It excludes adverse price movement, settlement 
timing and binding price bands. 

Higher turnover during a sell-off does not necessarily mean better liquidity. A large amount can change hands at 

sharply lower prices while spreads widen. Ownership overlap, market-maker inventory capacity and available 

depth determine the cost of absorbing the next order. In the recent trading sessions, we have seen Small Caps and 

Micro caps falling as much as 5%-7% on very thin volumes, in some cases Volume shrink down to 20% of the average 

daily traded volume resulting the stock drawdown of 8%-10%.  

Exyst implication Set position sizes against stressed execution capacity before a downturn. Several holdings 

exposed to the same buyers, financing channels or sector thesis may have less combined liquidity than their 

individual normal-day turnover suggests. Before entering into a fresh position look for the trading volumes and 

free float.  

11.  Margin funding and observed deleveraging 

 
Figure 8 NSE-published reported MTF exposure. Latest successfully verified archive is 23 October. [S6] 

Reporting date End of day exposure INR crore 

23 September 149,071 

8 October 149,566 
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Reporting date End of day exposure INR crore 

21 October 147,432 

22 October 146,503 

 

A sharp wave of retail deleveraging and forced margin liquidations has triggered a heavy sell-off in Indian small- 

and mid-cap stocks. Small/Mid & micro-cap shares have accounted for a massive share; nearly 46% to 49% of the 

total Margin Trading Facility (MTF) leverage book in India, with leveraged positions spread across hundreds of 

smaller stocks. When stock prices start to drop or breach safety thresholds, retail and small-HNI traders using 

borrowed funds face margin calls (demands to put up more cash or collateral). According to market data, a large 

majority of MTF positions dropped below average buying prices, prompting brokers to automatically liquidate 

holdings to recover their loaned funds. 

Outstanding reported exposure declined by INR 2,568 crore, or 1.72%, between 23 September and 22 October. 

Gross exposure liquidated on 21 and 22 October totalled INR 7,878 crore, compared with fresh exposure of INR 

5,812 crore. The net reduction over those two sessions was INR 2,066 crore. [S6] 

The disclosures establish net deleveraging and a still-substantial stock of financed exposure. They do not classify 

exits as discretionary, funding conversions or broker-enforced disposals. Reported financing liquidations are not 

the same as total cash-equity selling turnover. 

Financing can change the timing of an exit 

An illustrative INR 100 purchase funded by INR 30 of investor equity and INR 70 of debt leaves only INR 15 of equity 

after a 15% share-price decline. The investor has lost 50% of initial equity before financing charges. Maintenance-

margin and MTM requirements can require more collateral or an exposure reduction. [S12] 

This margin unwinding coincided with external headwinds, including higher interest rates, persistent oil prices, 

inflation worries, and primary market pull (such as massive capital being sucked into large upcoming IPOs like Jio 

Platforms). A decline in the aggregate MTF book alone cannot establish that a leverage unwind is complete. 

12.  Corporate resilience and layers of leverage 

Investor leverage and company leverage are separate exposures. A net-cash business can experience severe share-

price pressure when shareholders are financed. An unleveraged investor can still own a company whose working 

capital or refinancing needs threaten equity value. 

Risk channel What can trigger pressure Evidence under inspection 

Company borrowing Higher interest costs or refinancing difficulty Dt maturities, int cover and committed facilities 

MTF and trading collateral Margin shortfall or higher collateral haircuts Funded quantities and collateral concentration 

Derivatives funding MTM losses elsewhere in the portfolio Co. exposure and cash collateral requirements 

Promoter pledged shares Covenant breach or lender invocation Exchange disclosures and actual lender action 
 

Operating leverage can amplify a modest revenue shock 

Consider revenue of INR 100, variable costs of INR 60 and fixed operating costs of INR 25. EBIT is INR 15. If revenue 

falls 10% and variable costs decline proportionately, EBIT falls to INR 11, a 26.7% decline. Company borrowing adds 

another layer of earnings sensitivity. This is an illustration rather than an observed index average. Input inflation 

can both compress margins and increase inventory funding. At an 8% EBITDA margin, an unmitigated cost increase 
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equal to 2% of revenue reduces EBITDA by 25%. Contractual pass-through, hedges and pricing power determine 

how much of the shock reaches earnings and cash flow. 

Size provides options rather than immunity 

Larger enterprises may have broader funding access, customer diversification and treasury capability. These are 

potential advantages, not proof that every small company has greater debt or poorer quality. A sector-adjusted 

comparison should separate financials from non-financials and examine net debt, coverage, maturity 

concentration and cash conversion. 

The investment risk lies in the weaker tail: receivables that do not convert, customer concentration, short-duration 

borrowing and limited ability to recover higher input costs. Neither market-cap classification nor reported PAT 

growth resolves those questions. 

13. Exyst Parameter 1 and Parameter 2 framework 

We apply Exyst’s two-parameter discipline to distinguish the observed market experience from the company 

evidence required for ownership. The following gates guide review; they are not stock ratings inferred from index 

membership. 

Parameter 1 Performance risk and execution 

Measure Current evidence or decision rule 

Absolute and relative return Assess returns against both Nifty and the portfolio’s actual size mix. 

Drawdown and concentration Microcap closing drawdown is 9.25% MTD; test combined exposure to similar risks. 

Beta and participation Microcap MTD beta of 0.58 coexists with weak recovery; do not use beta alone. 

Liquidity and implementation Size trades against stressed executable turnover and anticipated slippage. 

Hedge effectiveness A Nifty hedge can leave substantial smaller-cap relative underperformance. 

Parameter 2 Fundamentals valuation and governance 

Research gate Evidence required 

Cash conversion Reconcile multi-year CFO with PAT; investigate receivables and inventory. 

Capital efficiency Test ROCE, ROE and returns on incremental capex against funding costs. 

Balance sheet Stress interest cover, maturity concentration and working-capital facilities. 

Valuation Use conservative forward earnings, sector peers and a realistic exit multiple. 

Governance Check pledging, related parties, auditor changes and contingent liabilities. 

Business resilience Assess customer dependence, order conversion, pricing and economic hedges. 

 

The next decision should follow the weakest material gate. Strong revenue growth does not compensate for 

unverifiable cash conversion, and a cheap multiple does not compensate for a material governance failure. Liquidity 

limits should influence position size even when the business case remains attractive. 
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Use conditions to guide the response 

Regime Evidence to watch Exyst response 

Stress persists 
Fresh broader-index lows, weak recoveries and 

deteriorating company evidence 
Reduce excess risk and prioritise executable 

liquidity. 

Selective stabilisation 
Better businesses deliver while index participation 

remains narrow 
Make measured additions after valuation 

review. 

Broader recovery 
Relative strength, participation and earnings 

evidence improve together 
Consider further deployment within the 

mandate. 

 

These are conditional decision frameworks, not probability-weighted forecasts or tested trading strategies. Price 

action and operating evidence can diverge for extended periods. The response should reflect the investor’s liquidity 

needs, mandate and capacity to tolerate further loss. 

The correction should be attributed to an interaction of valuation, sector mix, ownership and execution conditions. 

A market-cap label summarises several exposures but cannot identify their individual causal contributions. 

14.  Conclusion and strategic assessment 

The October data through 23 October confirms a substantial repricing of broader-market risk. Nifty is almost 

unchanged month to date, yet midcaps have lost nearly 6%, smallcaps nearly 8% and microcaps more than 9%. 

Over the trailing month, their losses were around three times Nifty’s cumulative decline. The result is economically 

significant for client portfolios and cannot be explained adequately by describing every smaller company as a high-

beta stock. [S1] 

The market is demanding more evidence for growth 

Initial valuation premiums left less tolerance for uncertainty. As required returns increased, investors became more 

selective about the future growth they would capitalise and the illiquidity they would accept. The observed 

reduction in published multiples is consistent with this repricing. It does not establish that the aggregate earnings 

base has collapsed or that every corrected stock offers value. 

The recovery pattern is equally important. Smaller-company indices failed to participate fully when Nifty recovered, 

then suffered larger losses in the latest week. That combination points to narrower effective demand. A strong 

headline session can coexist with poor exit conditions and insufficient buying interest in the rest of the market. 

Separate valuation opportunity from business impairment 

An intact business can become a better investment at a lower price if its cash generation, funding and governance 

remain sound. A weakening business can remain unattractive after a large fall if working capital absorbs cash, debt 

maturities approach or the thesis relies on an unusually generous exit multiple. The appropriate distinction comes 

from operating evidence and conservative valuation rather than the distance from the previous price peak. 

The same distinction applies to liquidity. A long investment horizon is useful only when the client can avoid a forced 

sale. Borrowing against investments, near-term liabilities and oversized positions can turn a temporary mark-to-

market loss into a permanent capital decision. Portfolio construction must protect the ability to wait for business 

value to develop. 
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Retain the core and increase selectivity 

Our core strategy is designed to keep the portfolio resilient and ready for opportunities. We prioritize highly liquid, 

diversified investments while ensuring ample cash reserves are set aside to meet the upcoming financial 

commitments. We view smaller companies not as speculative bets, but as a deliberate, carefully managed risk 

allocation within investors broader wealth plan. 

Our Immediate Action Plan 

To optimize your portfolio, we are actively focusing on three core areas: 

• Pruning Outdated Positions: Reducing exposure to businesses whose growth trajectory or position size no 

longer fits our specific financial mandate. 

• Holding Quality and Value: Retaining deeply researched businesses backed by robust cash flow and 

attractive valuations. 

• Managing Structural Risks: Enforcing explicit risk limits on companies facing higher financing or execution 

hurdles. No Exits from the allocated Satellite Portfolios. 

 

Understanding the Market Dynamics 

While financial services and IT recently stabilized the benchmark index, they did so because their earnings drivers 

were temporarily shielded from the pressures hitting other sectors. However, market dynamics shift quickly. 

Concentrating your wealth solely in these recent winners would simply trade one market risk for another. Our 

ultimate objective is to ensure our clients own complementary sources of growth and cash generation at sensible 

prices, giving their portfolio the flexibility to adapt as new economic data emerges. 

Exyst’s preferred course is to maintain a diversified and liquid core, preserve reserves for identifiable commitments 

and treat smaller-company exposure as a deliberate risk allocation. Reduce exposures whose thesis or size no 

longer fits the mandate. Retain researched businesses where cash generation and valuation support ownership, 

with explicit limits for financing and execution risk. 

15.  Recommendations and deployment of fresh capital 

Begin with a holding-by-holding review that combines direct stocks and funds. Map repeated company, sector 

and smaller-cap exposures together, reconcile upcoming cash commitments and identify positions whose size 

would be difficult to reduce in stressed trading. 

Review category Evidence to establish Action within the mandate 

Retain with monitoring 
Cash generation, balance sheet and valuation 

continue to support the thesis 
Retain within risk limits; assess any addition 

separately. 

Focused review 
Cash conversion weakens or key operating 

assumptions become harder to verify 
Pause additions; record missing evidence 

and decision date. 

Reduce or exit where 
warranted 

Thesis invalidation, material governance concern or 
excessive client exposure 

Act according to urgency and executable 
liquidity. 
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Stage additions around new evidence 

Stage Required evidence Capital decision 

Initial allocation 
Quality, governance, funding and conservative 

valuation pass review 
Establish a measured position sized to 

liquidity. 

Operating confirmation 
Results, collections or execution validate the entry 

assumptions 
Reassess valuation and concentration 

before adding. 

Market confirmation 
Relative performance and participation improve with 

the business evidence 
Consider the remaining allocation if return 

potential remains acceptable. 

 

These stages need not be equal instalments or fixed dates. A researched company may merit a small initial position 

before the indices recover. Better index performance alone does not justify buying a financially weak business or 

paying an excessive price. 

Set a review cadence that changes decisions 

Immediately, review concentration, financed positions and liquidity for client obligations. At the next company 

disclosure, test results and collections against the investment assumptions. At the monthly portfolio review, 

reassess position capacity, sector overlap and valuation. Escalate material governance or funding events when they 

occur. 

The next broad deployment decision should require progress in both business delivery and market participation. 

The purpose of staging is to respond to new information and preserve flexibility, without depending on an exact 

market bottom. Implementation requires client suitability, tax and transaction-cost assessment. 

 

**** 
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Methodology & Resources Used 

 

Methodology and daily October closes 

The refreshed series contains 21 common closing observations from 23 September to 23 October. The October 

sample contains the 30 September baseline and 15 daily returns. Weekends and the 2 and 20 October holidays are 

omitted. All returns use INR price indices and exclude dividends, fees, taxes and implementation costs. [S1] 

Date Nifty 50 Midcap 100 Smallcap 100 Smallcap 250 Microcap 250 

30 Sep 22,620.45 59,332.05 19,245.70 17,798.80 26,250.10 

01 Oct 22,421.95 58,732.00 19,058.65 17,589.05 25,911.80 

05 Oct 22,555.75 59,123.65 19,149.10 17,655.35 25,912.85 

06 Oct 22,776.10 59,761.20 19,448.70 17,902.30 26,254.45 

07 Oct 22,603.05 59,382.60 19,506.95 17,917.75 26,191.65 

08 Oct 22,231.80 57,882.50 19,050.10 17,488.30 25,468.15 

09 Oct 22,520.45 58,787.30 19,153.70 17,574.85 25,536.65 

12 Oct 22,363.35 58,834.55 19,425.80 17,772.80 25,753.45 

13 Oct 22,721.95 59,459.20 19,447.40 17,833.45 25,800.40 

14 Oct 22,622.70 59,409.10 19,384.80 17,832.35 25,983.45 

15 Oct 22,997.35 59,197.25 19,131.70 17,627.05 25,554.75 

16 Oct 23,146.15 59,129.75 19,129.80 17,637.65 25,735.85 

19 Oct 22,888.95 58,487.95 18,935.75 17,435.15 25,306.15 

21 Oct 22,811.35 57,565.85 18,487.30 17,041.95 24,645.85 

22 Oct 22,687.65 57,063.95 18,275.90 16,856.20 24,393.05 

23 Oct 22,600.00 55,800.65 17,739.45 16,385.15 23,827.10 

 
Return equals end close divided by start close, less one. Rebased levels divide each observation by its starting level and multiply by 100. Drawdown 

compares each close with the preceding running closing peak, including the baseline. Simple daily returns are used consistently for volatility, beta and 

correlation in this combined report. 

Beta equals sample covariance with Nifty returns divided by Nifty return variance, equivalent to an OLS slope with an intercept. Conditional returns 

compound only the sessions selected by the sign of Nifty’s daily return. Multiplying their gross return factors and subtracting one reconstructs the 

full-period return, but they are not continuous portfolios or formal capture ratios. 

The source drawdown report used log returns for its trailing-month beta, while the earlier MTD report used simple returns. The combined report 

recalculates the displayed risk table on 15 October simple returns. Short-window risk measures should not determine strategic allocations. 
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Sources and data  

[S1]  NSE daily all-index closing files 
21 dated files from 23 September to 23 October. Closing levels, daily highs and lows, P/E, P/B and India VIX. The 23 October endpoint is linked; 

replace DDMMYYYY in ind_close_all_DDMMYYYY.csv for another listed date. Open source 

[S2a]  NSE Indices Nifty 50 factsheet 
Sector weights at 30 September 2026. Downloaded snapshot used; the live factsheet may later change. Open source 

[S2b]  NSE Indices Midcap 100 factsheet 
Sector weights and methodology at 30 September 2026. Open source 

[S2c]  NSE Indices Smallcap 250 factsheet 
Sector weights and methodology at 30 September 2026. Open source 

[S2d]  NSE Indices Microcap 250 factsheet 
Sector weights and methodology at 30 September 2026. References labelled S2 use these four factsheets. Open source 

[S3]  IDFC FIRST Bank October investment strategy 
Dated 30 September forward P/E snapshot for Nifty 50, Midcap 150 and Smallcap 250. Forward multiples have not been represented as 23 

October observations. Open source 

[S4]  RBI Governor statement of 7 October 2026 
Policy repo rate, stance, growth projection and banking-system liquidity context. The GDP forecast is not a corporate earnings forecast. Open 

source 

[S5]  Federal Reserve statement of 16 September 2026 
Federal funds target range and policy change. Open source 

[S6]  NSE Margin Trading Disclosures 
Reporting dates 23 September, 8 October, 21 October and 22 October. Latest verified file linked. Published lakh amounts divided by 100 for INR 

crore. No forced-sale classification is available. Open source 

References limitations and disclosure 

[S7]  SEBI Master Circular for Mutual Funds of 20 March 2026 
Category allocation table on printed page 30; redemption rule paragraph 15.3 on page 237; liquidity risk and monthly stress testing in the risk 

framework on pages 370 to 371. Open source 

[S8]  AMFI risk parameter disclosure portal 
Disclosure of stress tests and liquidity analysis for mid-cap and small-cap funds. Open source 

[S9]  HSBC September 2026 risk disclosures 
Portfolio date 30 September 2026. Scheme-specific cash, large-cap weights, liquidation days and model assumptions. No industry-wide inference is 

made. Open source 

[S10]  Tata Mutual Fund investor protection policy 
Published policy describing possible liquidity responses; not an October holdings disclosure. Open source 

[S11]  NSE explanation of impact cost 
Order-size-specific definition and execution-cost interpretation. Open source 

[S12]  NSE frequently asked questions on MTF 
Maintenance-margin and mark-to-market framework. Open source 

[S13]  AMFI monthly report for September 2026 
Category subscriptions, redemptions and net inflows. September flows do not measure October equity purchases. Open source 

 

 

https://nsearchives.nseindia.com/content/indices/ind_close_all_23102026.csv
https://www.niftyindices.com/Factsheet/ind_nifty50.pdf
https://www.niftyindices.com/Factsheet/ind_niftymidcap100.pdf
https://www.niftyindices.com/Factsheet/ind_Nifty_Smallcap_250.pdf
https://www.niftyindices.com/Factsheet/Factsheet_Nifty_Microcap_250_Index.pdf
https://www.idfcfirst.bank.in/content/dam/idfcfirstbank/pdf/Wealth-Management-Investment-Strategy-Summary-Oct-2026.pdf
https://rbi.org.in/scripts/BS_PressReleaseDisplay.aspx?prid=63744
https://rbi.org.in/scripts/BS_PressReleaseDisplay.aspx?prid=63744
https://www.federalreserve.gov/newsevents/pressreleases/monetary20260916a.htm
https://nsearchives.nseindia.com/content/equities/mrg_trading_221026.zip
https://www.sebi.gov.in/sebi_data/attachdocs/mar-2026/1774024028162.pdf
https://www.amfiindia.com/risk-parameters
https://www.assetmanagement.hsbc.co.in/assets/documents/mutual-funds/en/ea3ab1a2-602d-4f41-a3f2-7a6ed0491462/disclosure-of-risk-parameters-sep-26.pdf
https://betacms.tatamutualfund.com/system/files/2024-03/Policy%20to%20protect%20the%20interest%20of%20investor%20of%20Mid%26Small%20cap%20Schemes.pdf
https://www.nseindia.com/static/products-services/indices-impact-cost
https://nsearchives.nseindia.com/web/sites/default/files/inline-files/FAQs%20on%20Margin%20Trading%20Facility_0.pdf
https://portal.amfiindia.com/spages/amsep2026repo.pdf
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DISCLAIMER 

 

Confidentiality and investment-risk statement 

Confidentiality Disclaimer: This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation 

advice to you. Exyst Ventures is not soliciting any action based upon it. Nothing in this research shall be construed as a so licitation to buy or sell any security 

or product, or to engage in or refrain from engaging in any such transaction. In preparing this research, we did not take into account the investment objectives, 

financial situation and particular needs of the reader. 

This research has been prepared for the general use of the clients of Exyst Ventures and must not be copied, either in whole or in part, or distributed or 

redistributed to any other person in any form. If you are not the intended recipient you must not use  or disclose the information in this research in any way. 

Though disseminated to all customers simultaneously, not all customers may receive this report at the same time. Exyst Ventures will not treat recipients as 

customers by virtue of their receiving this report. 

This report is not directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction where such distribution, 

publication, availability or use would be contrary to law or regulation, or which would subject Exyst Ventures and its group companies to registration or 

licensing requirements within such jurisdiction. The report is based on information obtained from sources believed to be reliable, but we do not make any 

representation or warranty that it is accurate, complete or up to date and it should not be relied upon as such. 

We accept no obligation to correct or update the information or opinions in this report. Exyst Ventures or any of its affiliates or employees shall not be 

responsible for any loss or damage that may arise from any inadvertent error in the information contained in this report. Exyst Ventures or any of its affiliates 

or employees do not provide, at any time, any express or implied warranty of any kind regarding any matter pertaining to this  report. The recipients of this 

report should rely on their own investigations. 

This information is subject to change without prior notice. Exyst Ventures reserves its discretion and right to make or refra in from making modifications and 

alterations to this statement from time to time. Copyright and publishing rights are reserved with Exyst Ventures. 

Address: 4 Bha 5, Jawahar Nagar, Jaipur, Rajasthan - 302004, India. Phone: +91 911 6665612. Email: exystventures@gmail.com. 

Investment in securities markets is subject to market risks. Past performance is not indicative of future returns. Portfolio restructuring should be aligned with 

individual financial goals, risk appetite, liquidity requirements, tax considerations and suitability review. Small- and mid-cap equities may be volatile and 

illiquid. Market capitalization thresholds, prices, ratios and classifications can change rapidly.  

 

END OF REPORT 
Prepared for private circulation by 

Exyst Ventures - Private Wealth Advisory Desk. 

 


