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The Nifty50 Index closed above 
20,000 for the first time on 
September 13, 2023. The  

mid- and small-cap indexes too 
appear turbocharged, having  
outpaced their large-cap counterpart 
year-to-date. Investors need to adopt 
a balanced approach while navigating 
this bullish market, avoiding the 
extremes of greed and fear.    

Positive FII and DII flows    
Foreign institutional investor (FII) 
flows turned positive in March. Says 
Bharat Lahoti, co-head, hybrid and 
solutions, Edelweiss Mutual Fund: 
“FIIs preferring India within the 
emerging markets basket is a key fac-
tor behind the Nifty scaling a new 
high.” Domestic institutional investor 
(DII) flows remain positive. 

Says Arun Kumar, head of research, 
Fundsindia.com: “Troubles within the 
United States, Chinese and European 
markets have made the Indian market 
all the more attractive to FIIs.” 

Small and midcap tilt    
Small and midcap funds, especially 
the former, have received strong  
flows due to heightened risk appetite 
among investors. Funds’ investments 
(along with investments by direct 
investors) have resulted in a strong 
rally in these segments. 

The smallcap category is not very 
large, so inflows tend to have a magni-
fied impact on stock prices. 

Valuations not cheap 
The consensus view suggests that Nifty 
earnings are likely to grow 15 to 18 per 
cent over the next two to three years. 

Current valuations are at par  
with, or above, historical averages.  
Says Chandraprakash Padiyar,  
senior fund manager, Tata Mutual 
Fund: “Valuations in pockets across 
market capitalisation have started to 

look pricey.” 
According to Lahoti, these val-

uations need to be viewed in context. 
“We are witnessing a cyclical recovery, 
with the Nifty’s return on equity (RoE) 
rising above 15 per cent after a decade. 
When you consider the price-to-book 
value (P/BV) valuation of 3x, which is 
close to the historical average, in this 
context, it does not appear demand-
ing,” he says. 

Kumar says investors need to be 
wary of valuations in the mid and 
smallcap segment. 

Key risks   
Risks could arise from unexpected 
global developments that could trigger 
FII outflows. “Weaker monsoon, rising 
crude, sticky bond yields, and demand 
recovery in the festive season need to 
be monitored,” says Lahoti. 

The price of crude oil, at $92 per bar-
rel currently, needs watching. “High 
crude prices could delay the govern-
ment’s capex plans, tighten systemic 
liquidity, and cause currency depreci-
ation against the US dollar, thereby 
impacting earnings and market val-
uations,” says Padiyar. 

High valuations in the mid and 
smallcap segment could trigger a cor-
rection if risks arise or inflows dampen. 

Smallcap segment  
warrants caution 
Avoid investing aggressively in small-
cap funds as the segment’s valuations 
don’t provide an adequate margin of 
safety. “Allocating above 15-20 per 
cent to small-cap funds would be 
risky,” says Kumar. Continue with 
your systematic investment plans 
(SIPs). If you have a lump sum, deploy 

it in a staggered manner. 
Lahoti warns about risks in  

microcaps. “The rate of failure has  
historically been higher in that cate-
gory,” he says. 

Time to rebalance? 
If the deviation from your original 
equity allocation is less than 5 percent-
age points, don’t rebalance. If it is above 
5 percentage points, start the process. 
Rebalance by directing more flows into 
debt (as selling equities will create a tax 
liability). Lahoti suggests shifting allo-
cation from mid and small caps 
towards large caps to mitigate risk. 

Pitfalls to avoid 
According to experts, the fundamentals 
are in place for earnings to grow over 
three to five years. Kumar says while 
investors should stay invested, they 
should not turn overly aggressive or 
cautious on equities. 

Adds Vishal Dhawan, chief financial 
planner, Plan Ahead Wealth Advisors, 
“Look at valuations data carefully, and 
do not get carried away by extreme 
greed or fear.” Avoid these three pitfalls:  
Delaying deployment: Waiting for the 
market to correct to a level one deems 
appropriate can be problematic, as it 
may not descend so much ever. Even if 
it falls, the news could be so negative 
that you may turn reluctant to invest. 
“If you have a lump sum, invest 20 per 
cent now and the rest over six months,” 
says Kumar. 
Pulling out money: Avoid doing so 
because you fear a correction is  
imminent. Re-entering becomes  
difficult. Accept peaks as an intrinsic 
feature of a growing market. 
Taking excessive risks: If you 
missed the current rally, don’t  
overcompensate by taking high  
exposure to risky segments like sector 
or small-cap funds. 

Finally, Padiyar suggests avoiding 
leverage and Dhawan warns against 
chasing past performance.

Sarita Mishra had booked a flat in Divyam 
Heights in Andheri, Mumbai, which was to 
be jointly developed by two promoters: 
Harsh Constructions and Siddhivinayak 
Developers. According to the registered 
agreement for sale dated February 15, 2006, 
the cost of the flat was ~18,04,820. The agree-
ment stipulated that possession would be 
handed over in June 2008. The builders were 
entitled to two extensions of six months each 
and, further, until June 2010 for obtaining 
the Occupancy Certificate. 

Mishra paid ~2,07,554 to 
each of the two promoters, 
totalling ~4,15,108. When  
the builders failed to deliver 
possession within the prom-
ised time, she approached  
the Consumers Welfare 
Association, which filed a  
consumer complaint before 
the Maharashtra State 
Commission. 

The builders contested the 
case, attributing the delay to 
force majeure (meaning circumstances bey-
ond their control) due to public interest liti-
gation. They also accused Mishra of failing 
to pay the subsequent instalments. The 
builders said they would refund Mishra’s 
money since they had not obtained permis-
sions from the municipal corporation. The 
State Commission upheld the complaint and 
ordered the builders to accept the remaining 
amount of ~13,89,712 and hand over posses-
sion within three months. Alternatively, they 
could pay Mishra ~42,70,523—the escalated 
cost of buying another flat. The State 
Commission also granted a compensation 
of ~1 lakh and ~25,000 as litigation costs. 

 
The builders challenged this order in 

appeal and attempted to justify not handing 
over possession. Relying on a demand letter, 
they blamed Mishra for failing to pay. 

The National Commission asked the 
builders to produce the High Court order 
that prevented them from carrying out con-
struction work. This compelled them to 
admit there was no such stay. The 
Commission noted that the builders’ state-
ments were self-contradictory: they claimed 
construction couldn’t proceed due to public 
interest litigation but accused Mishra of 
defaulting on payment of instalments. The 
Commission said instalments are linked to 
the progress of construction. The question 
of raising any demand did not arise when 
there was no progress. 

The Commission referred to the judge-
ment dated September 21, 2021, delivered 
by the Supreme Court in Sivarama Sarma 
Jonnalagadda & Anr versus Maruthi 
Corporation Ltd & Anr where it was held that 
a consumer cannot be made to wait indefi-

nitely for possession by invok-
ing the force majeure clause 
while retaining the amount 
deposited for the flat. The 
Commission concluded that 
the builders’ conduct 
amounted to both deficiency 
of service and unfair trade 
practice. 

By its order of September 4, 
2023, delivered by Retired Vice 
Air Marshal J. Rajendra for the 
Bench along with Justice Sudip 
Ahluwalia, the National 

Commission modified the State 
Commission’s order. It ordered the builder 
to accept the balance amount of ~13,89,712, 
hand over possession of the flat, and execute 
the sale deed within one month. 
Alternatively, the builder would have to 
refund the deposit of ~4,15,108 within two 
months along with 9 per cent interest from 
February 12, 2006. If delayed, the interest 
rate would increase to 12 per cent per 
annum. Additionally, ~2 lakh was awarded 
for misleading the consumer, along with 
~25,000 towards costs. 

The writer is a consumer activist 
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The National 
Commission said 
instalments are 
linked to the 
progress of 
construction. The 
question of raising 
any demand didn’t 
arise when there 
was no progress in 
construction

Peak market strategy: Stay 
invested, rebalance portfolio

VALUATIONS ARE NO LONGER INEXPENSIVE
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Both exiting equities and not deploying fresh money could backfire
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