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What the Indian market knows that Indian investors do not (seem to acknowledge) 

Indian market seems to present a seeming contradiction with purported fundamentals. Earnings growth has 
been beating expectations this year. This has come about at a time when there are global headwinds. In the 
small-midcap (SMID) space, revenue traction and earnings growth have been robust and even spectacular 
in stocks that are delivering. Even in the large cap space, the execution from companies has been 
noteworthy. Valuations at the headline level have moderated for large caps even though India is still trading 
at a premium to peers. Yet the market is unimpressed. In fact, it has been stubbornly resisting the high 
decibel optimistic narrative that has characterized a sizeable part of the spectrum on domestic discourse.  

Look at the market returns 
CAGR   Nifty 50 Nifty Midcap 100 Nifty Smallcap 100 
1 year -10.4 -4.2 0.5 
2 year -2.4 1.1 -0.4 
3 year 6.5 13.8 13.4 

5 year 5.5 13.5 11.4 
Note: Returns as on 30-10-2026 
Source: Bloomberg, Spark Fund Research 

Nifty returns have fallen below the fixed deposit return in India over a five-year period. For the other indices, 
the returns show a serious deceleration.  

The typical positioning from the experts on both the Buy side and the Sell side in India has been to buy all 
dips. This has been so for much of the last 2-3 years. The price action in much of the market has gone against 
that. Even when media reports talk about panic, we see that the retail flows into equities through MFs has 
remained resilient. In addition, there is no data suggesting that investors have been giving up on their equity 
exposure.  When half a decade is lost doing that, questions are bound to come up. 

It is often hard to determine what will be the tipping point in all this. Whether the market will call off its 
strike and start to deliver or whether the domestic investors will capitulate is a matter of interest to everyone 
tracking the market. It is a tough call. We fully agree with the optimistic assertion that a meaningful subset 
of Indian companies are delivering good numbers and are poised to continue their execution journey (save 
the macro). This could be a classic opportunity to deploy capital into equities. Yet there is something 
bothering the market and in several earlier editions, we had flagged many headwinds that India faced. At 
this juncture, we find it worthwhile delving into the possible factors weighing on the mind of the market. 
Before that, let us look at some data points to put matters into context.   

Fundamentals 

1. Earnings growth is not the issue.  

Nifty 50  Earnings Growth (%) 
From 2011 to 2020 4.2 
From 2021 to 2026 14.6 

Source: IIFL Securities, Spark Fund Research 

Since SMID indices consist of names that are a motley mix, looking at the aggregates may not be 
the best way to analyze this. That said, and as stated above, earnings growth in this space has been 
accelerating noticeably over the last 2-3 quarters in one set of names and that is a sizeable subset. 

 

2. High frequency indicators have been flashing green for several months. Demand has been good 
across major economic segments after the government announced the GST cut last September.  
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Source: Ace Equity, Bloomberg, Spark Fund Research 

3. Credit conditions have been benign and have been pointing to favourable conditions for a cyclical 
recovery. 

 
Source: Reserve Bank of India, Spark Fund Research 
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Source: AceEquity, Spark Fund Research 

 

The protagonists have also been pointing out that valuations have softened. At the headline level, they are 
right.  

 
Source: Nifty Indices, Spark Fund Research 

Even at the granular level, valuations for major constituents of the Nifty have come down. 

 
Note: Nifty Top 10 stocks constituents monthly end PE with current weight is considered for calculation 
Source: Ace Equity, Spark Fund Research 

Yet there is investor angst. What is the market seeing which the narrative within India is not seeing or in sync 
with? 
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Investments are below the watermark  
DII  Weighted Average Nifty buying level 
Jan 01, 2021 to Oct 30,2026 22,714 
Jan 01, 2022 to Oct 30,2026 22,970 
Jan 01, 2023 to Oct 30,2026 23,688 
Jan 01, 2024 to Oct 30,2026 24,119 
Jan 01, 2025 to Oct 30,2026 24,346 
Jan 01, 2026 to Oct 30,2026 24,088 

Source: Money Control, Spark Fund Research 

The domestic institutions have been persistent buyers in India in the post-Covid period. The retail has been 
consistently investing into equities. The data now shows that almost all of that investment are now losing 
on a mark-to-market basis at the aggregate level.  

While it is argued that bulk of these flows are long term and are not backed by leverage, this has happened 
at valuations higher than India’s peer markets. FPIs have been given a comfortable exit by these flows. Has 
the positive narrative around the infallible aura of Indian equities led to a transfer of wealth from the Indian 
middle-class investors to the foreigners? This question will haunt the markets.   

IPOs are being bought into at high valuations. On the back of this, an inexhaustible supply of paper is coming 
about. We have seen this script play out in other EMs, in China for sure. Paper supply will always overwhelm 
demand when such demand is valuation agnostic. That is a characteristic of free markets. And when such 
paper supply comes, it will look like good quality, and it will feel like it is at a significant discount to the 
market leaders. Nobody will easily notice that the market leader trades at valuations that do not make sense. 
Any voice against this is likely to be drowned out. This is typical and not surprising at all.  

What is intriguing is that the market reaction is counter-intuitive to fundamental news flow.  

What is the market seeing in India  

The above backdrop is important and now, we will flag a few points – which we think is concerning the 
market. 

1. Indian macro is weaker than it looks 
In particular on the balance of payments front, India is vulnerable. India’s BoP has very rarely 
balanced itself without capital flows plugging the negative gap. The investment is negative now for 
a while. This has led to the currency becoming one of the worst performers for any major economy. 
Let us restate the Nifty returns in USD terms. 

CAGR   Nifty 50 (in USD terms) 
1 year -17.5 

2 year -8.9 

3 year 1.4 

5 year 0.3 
Source: Bloomberg, Spark Fund Research 

Now, we know one of the many reasons why FPIs have been consistent sellers in India.  

 

2. A depreciating INR destroys purchasing power 
While policymakers have generally taken a view that the depreciation in INR has been a normal 
mechanism of fair value discovery and a required reset, the weak INR destroys the value of domestic 
savings and erodes purchasing power. To the extent that today’s savings represents tomorrow’s 
consumption, savers in this country have been getting shortchanged for a long time. They need to 
contend with the reality that they are likely to be crowded out every year. A lot of consumption is 
dollarized, and this debasement of domestic savings has never helped. The K-shaped recovery has 
then eroded the purchasing power of Indian middle class. Indian incomes have therefore not grown 
to a level where investor expectations on end market size have come anywhere close within the 
intended timeframes.  
 
 

3. Regulatory drags where profitability has been visible 
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Perhaps in response to the K-shaped recovery, regulatory intervention has sought to transfer value 
away from businesses. Recent examples include insurance and healthcare. 

Nifty 50 %  
Banking  30 
Insurance 1 
Telecom 8 
Power Generation & Transmission 2 
Oil & Gas 3 
Coal 1 
Airline 1 
NBFC 3 

Source: Nifty Indices, Spark Fund Research 

About half of the Nifty are regulated businesses. What is left out is facing structural issues (IT 
services), K-shaped recovery (consumer) or global cyclical challenges (metals, petrochemicals). 
Many businesses are in turn dependent on these regulated businesses to varying degrees. No 
wonder valuations have been hit with a double whammy (higher global cost of capital and regulatory 
squeeze). Regulated businesses have never got premium valuations and if a chunk of the market is 
perceived as a hostage to regulations, it should not surprise us if everything is derating.  It is not our 
point that regulated businesses are not investment worthy. The FPIs may be taking a view that if a 
lot of this market suffers regulatory squeeze (including taxation), high valuations in pockets of the 
market are not defendable.  
 

4. Inflation and global demand destruction 
Food inflation is sure to pick up. Imported inflation through higher energy costs is yet to fully reflect 
in prices. Now, we are staring at the distinct possibility of a full-fledged global demand shock. Even 
as current earnings numbers are excellent, the market may be sniffing what lies ahead. While Indian 
investors and pundits have always ascribed high Indian valuations to the market looking ahead, the 
market can also look ahead to negative news that lies ahead.  
 

5. Foreigners have choice 
India has largely missed the AI boom. There are hardly any innovation driven companies in India. 
While many Indian names are excellent in execution, the market is now making it clear that there 
are limits to the amount of imagination investors can conjure up on the valuation of these names. 

The domestic liquidity that has been hell-bent on investing in equities whatever the merit of 
circumstances, has been chasing up the paper supply that is pouring in. Some of that supply has 
been good quality and the huge depreciation in INR has made many Indian businesses more 
competitive along with the China+1 tailwind. These assets have been getting astronomical 
valuations but many of these stocks are illiquid when it is time to exit.  

This is the set-up of the Indian market as we see a global environment which is far from favorable. 
Having said that, the positives that we have identified and listed remain in place. Indian large caps, 
in many instances, have become attractively valued. The market is indeed seeing some risks which 
domestic investors do not want to acknowledge. Often, price destruction is indiscriminate in such 
situations. That could lead to the best opportunity for investors after the forced sell-off of Covid. 
The time to have adopted a negative stance on Indian equities was one or two years back. We now 
feel that a clear opportunity could lie ahead for allocating into stocks. It is not going to be easy. But 
a confluence of challenging global macro and over-extended posturing by domestic investors can 
lead to a great buying opportunity. Time to take guard and draw up plans.  

 

 

Warm regards,  

P Krishnan (CIO) and Team Spark Fund 
 

Disclaimer for Portfolio Management Services 
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Spark Asia Impact Managers Private Limited (“SAIMPL”) is registered with the Securities and Exchange Board of India (SEBI) as a 
Portfolio Manager (Registration No. INP000006235). SEBI registration and NISM certification do not constitute an endorsement of 
SAIMPL’s performance, nor do they guarantee returns or the accuracy of any information provided. 

This document and all information, data, analysis, opinions, estimates, and views contained herein (“Information”) are provided solely 
for informational purposes. SAIMPL makes no representation or warranty, express or implied, as to the accuracy, adequacy, 
completeness, reliability, or fairness of the Information. The Information is based on publicly available sources or sources considered 
reliable; however, SAIMPL and its affiliates do not independently verify such information. 

Nothing contained in this document shall be construed as: 

▪ An offer, invitation, or solicitation to buy or sell any securities or financial instruments; 

▪ Investment advice or a recommendation regarding any security, investment strategy, or portfolio; 

▪ Legal, tax, or business advice. 

Recipients should seek advice from their own independent legal, financial, tax, and other professional advisors before making any 
investment decision. 

Investments in securities markets and Portfolio Management Services are subject to market risks. There is no assurance that the 
investment objectives of any strategy, Investment Approach, or portfolio will be achieved. Past performance of the Portfolio Manager 
or any strategy is not indicative of future results. The name of any portfolio or strategy does not imply its prospects or returns. Investors 
should carefully read all relevant documents, including the Portfolio Management Agreement (PMA), disclosures, and risk factors, 
before investing. All strategies / Investment Approaches may not be suitable for all investors. 

To the fullest extent permitted by law, SAIMPL, its affiliates, and their respective directors, employees, agents, or representatives shall 
not be liable for: 

▪ Any views, opinions, errors, omissions, or discrepancies in the information; 

▪ Any decisions taken or actions undertaken based on this document; 

▪ Any direct, indirect, incidental, special, consequential, or punitive damages (including loss of profits, revenue, or data) arising from 
the use of, reliance on, or inability to use this document or the Information. 

SAIMPL and its affiliates may have potential conflicts of interest. They may have financial interests in securities referred to, trade in 
such securities, or provide/seek to provide broking, investment banking, or other services to the entities mentioned. Different 
businesses of SAIMPL or its affiliates may hold views that differ from or are contrary to those expressed herein. Views expressed in 
this document may not be applied uniformly across all clients or businesses of SAIMPL or its affiliates. 

This document is confidential and intended solely for the authorized recipient. It may not be reproduced, distributed, copied, published, 
or transmitted, in whole or in part, without prior written consent of SAIMPL. 

This document is not intended for distribution in any jurisdiction where such distribution would be contrary to applicable laws or 
regulations or would require registration or licensing of SAIMPL or its affiliates. Persons receiving this document must comply with all 
applicable legal and regulatory requirements. 

Any valuations, valuation ranges, or financial opinions contained herein are indicative, based on publicly available information, and 
provided for discussion purposes only. They do not constitute a certified valuation, fairness opinion, or assurance of fair value, and 
should not be relied upon for regulatory, statutory, or compliance purposes. 

References or links to third-party websites or content are provided for convenience only. SAIMPL does not control, endorse, or assume 
responsibility for the accuracy or completeness of such content, and access to such links is at the user’s own risk. 

Disputes arising from Portfolio Management Services shall be governed by the redressal mechanism set out in the Portfolio 
Management Agreement, in accordance with SEBI (Portfolio Managers) Regulations, 2020. Disputes relating solely to the contents or 
distribution of this document, as marketing or presentation material, may not be eligible for exchange-level investor grievance or 
arbitration mechanisms. 

Compliance & Grievance Officer 

Ms. Diksha Jha 
Compliance & Grievance Officer 
Spark Asia Impact Managers Private Limited 
Tel: +91 22 62916700 
Email: ir.pms@sparkfund.in 

Registered Office: 
No. 1, 3rd Floor, First Crescent Park Road, Gandhi Nagar, Adyar, Chennai – 600020 

Correspondence Address: 
Solitaire Corporate Park, Unit 1252, Building No. 12, 
Andheri Kurla Road, Chakala, Andheri (East), Mumbai – 400093 

CIN: U65929TN2018PTC123119 
Website: https://www.sparkinvestmentmanagement.in/ 

For further details, please refer to: https://www.sparkinvestmentmanagement.in/ 
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