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Synopsis
Microcap companies are like the small but spirited players of the market - they are
dynamic, often operating in niche sectors with significant room for growth.

In the vibrant tapestry of India's stock market,
the microcap sector stands out as a realm filled
with excitement and peril. It's a world where
savvy investors like Rajan from Mumbai, a veteran
with two decades of market experience, are drawn

to the allure of potential high returns yet remain
acutely aware of the inherent risks.

Microcap companies are like the small but spirited players of the market -
they are dynamic, often operating in niche sectors with significant room for
growth. This segment, characterized by its small market capitalization, offers
a glimpse into the adventurous side of the stock market. It's a sector where
fortunes can be made or lost in a blink. Every decision counts in a big way.

Alook at the Nifty Micro Cap 250 index, a benchmark for this sector, tells a
story of remarkable growth and potential. Since its launch on May 10, 2021,
the index has surged by an impressive 107.6% as of October 31, 2023. In the
financial year 2023, from April to October, the index witnessed a substantial
jump of 57.9%. These figures aren't just numbers; they represent the dynamism
and high-stakes nature of the microcap segment.

Consider the example of Jindal Saw, a company within this index. It
exemplifies the dramatic growth potential in the microcap sector, with its
stock value soaring by 326% year-to-date. This story isn't an outlier. 35 out of
the 250 companies listed in the index have seen their stock prices double
during this period. These examples demonstrate the broad spectrum of growth
opportunities within the market cap segment.

But with high potential comes high risk. Investing in microcaps is akin to
navigating a tightrope — it requires balance, focus, and a clear understanding
of the underlying risks. One of the primary challenges is liquidity. With very
low float in circulation, executing large trades without severely impacting the
stock price will be arduous.

Information asymmetry adds another layer of complexity. Microcap
companies don't command the same attention as their larger counterparts,
leading to a scarcity of availability of information in the public domain. This
lack of visibility necessitates in-depth research and due diligence, making it

https://economictimes.indiatimes.com/markets/stocks/news/riding-the-tiger-navigating-the-thrills-and-spills-of-indias-microcap-equity-surge/printar... ~ 1/3


https://economictimes.indiatimes.com/markets/stocks
https://economictimes.indiatimes.com/topic/microcap
https://economictimes.indiatimes.com/topic/companies
https://economictimes.indiatimes.com/topic/growth
https://economictimes.indiatimes.com/jindal-saw-ltd/stocks/companyid-13149.cms
https://economictimes.indiatimes.com/topic/market-cap
https://economictimes.indiatimes.com/
https://economictimes.indiatimes.com/markets
https://epaper.indiatimes.com/timesepaper/publication-the-economic-times,city-delhi.cms

11/21/23, 9:52 AM Riding the tiger: Navigating the thrills and spills of India's microcap equity surge - The Economic Times

crucial for investors to scrutinize every detail before taking the plunge.

Governance standards in these smaller companies also vary greatly, which can
lead to operational inefficiencies or even financial mismanagement. This
variability in governance and reporting standards demands a cautious
approach from investors.

Despite these challenges, the allure of microcap investing is undeniable. The
potential for rapid, significant growth draws investors into this space.
Microcap companies, often in their nascent stages, can experience rapid
scaling, sometimes doubling or tripling their earnings over a short time.
Moreover, relative obscurity presumes these stocks are undervalued,
presenting them as unique investment opportunities.

For investors like Rajan, the microcap sector is a theatre of high drama,
offering the tantalizing possibility of significant gains juxtaposed with the risk
of equally noteworthy losses. It's a market segment that demands more than
just capital. Courage, caution, and an in-depth understanding of market
dynamics are also essential demands.

The Indian stock market, with its ever-evolving landscape, offers a fertile
ground for the microcap segment. Here, the balancing act between risk and
reward is most pronounced. The segment beckons those with a knack for
detailed research and a taste for adventure in the financial world.

The story of microcap investing in India is about more than just making quick
profits; it's about understanding the complexities of the market, recognizing
the potential of undervalued assets, and navigating the intricate web of risks
and rewards. For the astute investor, the microcap sector offers a playground
for strategic investments, where careful analysis and patience can lead to
substantial gains.

In conclusion, the microcap sector of India's equity market is a challenging
yet potentially rewarding arena. It's a space where strategic thinking, patience,
and thorough research are essential. For the seasoned investor, it represents
an opportunity to apply their skills in a dynamic environment. For the new
investor, it's a place for learning and growth. As the market continues to
mature, whether these stocks will remain the domain of the bold or evolve
into a mainstream investment choice is a question that adds an intriguing
layer to India's financial narrative.

(Gopal Kavalireddi is Vice President - Research at FYERS. Views are his own)
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