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The small-cap segment of 
the equity market has 
been hit hard in the 

ongoing downturn. The Nifty 
Smallcap 250 Total Return 
Index (TRI) is down 14.9 per 
cent year-to-date (YTD). Small-
cap mutual funds have, on 
average, declined 9.6 per cent 
over the same period. 

Among stocks belonging to 
the Nifty Small-cap 250 Index, 
while the median performer 
has declined 33.8 per cent, the 
worst performer has lost 85.9 
per cent from its 52-week peak. 

A volatile category 
Small-cap stocks, by their very 
nature, are volatile. Since their 
free float market cap tends to 
be low, small inflows and out-
flows result in large price 
changes. 

Small-cap companies are 
also less resilient than their 
large-cap peers. “Within the 
small cap segment, you have 
small but healthy companies, 
and also those struggling to sur-
vive. During an economic slow-
down, the latter are more likely 
to go bankrupt,” says Avinash 
Luthria, a Sebi-registered 
investment advisor and 
founder, Fiduciaries. 

Analyst coverage tends to 
be much lower in small-cap 
stocks than in large- and mid-
cap stocks. “Lack of analyst 
coverage means the market 
price of these stocks tends to 
deviate more from their intrin-
sic value,” says Ajay Bodke, an 
independent market analyst. 

Invest if you can stand  
the volatility 
Retail investors should ideally 
take limited exposure to small-
cap stocks and funds. “There is 
no harm in allocating some 
money to a well-chosen basket 

of small-cap stocks, each of 
which has the ability to survive 
and grow into a mid- and then 
large-cap stock over time,” says 
Vishal Dhawan, chief financial 
planner, Plan Ahead Wealth 
Advisors. 

Before allocating money to 
this segment, however, retail 
investors must prepare them-
selves for its higher volatility. 
In fact, they need to alter their 
perspective on volatility. 
“Investors in a small-cap fund 
need to appreciate that volatil-
ity, especially that caused by 
liquidity, isn’t risk. Risk, to us, 
is the chance of permanent loss 
of capital,” says Harish Bihani, 
fund manager, ICICI Prudential 
Small Cap Fund. 

According to Bihani, the 
best way to beat the higher risk 
in small caps is to have a longer 
investment horizon. “As time 
horizon increases, the chance 
of a permanent loss of capital 
in a small-cap fund decreases,” 
he says.   

The Nifty Smallcap 250 
Index makes up around 6.7 per 
cent of the Nifty 500 Index. 
Says Luthria: “Small-cap funds 
should not comprise more than 
6.7 per cent of the equity port-
folios of retail investors.” 

According to him, only 
ultra-high net worth individ-
uals should take a higher allo-
cation. During the market 
downturn of 2008-09, the Nifty 
100 TRI (large-cap) fell 61.1 per 
cent from peak to bottom. The 
Nifty Small-cap 250 TRI fell 
75.6 per cent. Luthria says only 
ultra-high net worth individ-
uals are likely to have the finan-
cial strength to live through 
that kind of a downturn (with 
a higher allocation to small 
caps) without selling at the  
bottom. Retail investors must 
also have a long horizon. “If the 
investment horizon for invest-
ing in other equity segments is 

10 years, it should be 15 years 
for small-cap investing,” says 
Dhawan. 

Investors with a low 
risk appetite may avoid  
this category. 

Limit your exposure   
During bull runs, the small-cap 
segment does much better 
than others. Going purely by 
past performance, retail inves-
tors, especially the less experi-
enced ones, take exposure to 
the three-four best-performing 
funds, all of which turn out to 
be small-cap. 

“Exposure to the small-cap 
category should be limited  
to one or two funds,”  
says Dhawan. 

If you are unable to handle 

the volatility in small-cap 
funds, exit the category. If that’s 
not the case, stay put. Pare the 
number of funds to two over 
time. Continue with your sys-
tematic investment plans in the 
funds you intend to hold over 
the long term. 

Within the category, dispar-
ity in fund performance has 
been high during this  
correction. Year-to-date, the 
worst performer has declined 
20.7 per cent while the best per-
former has fallen only 1.7 per 
cent. Investors may be tempted 
to migrate from the worst to the 
best performers. That may not 
always be a good idea. 

“Don’t exit a fund based on 
six months’ performance. See 
how it has done over a longer 

horizon of seven or 10 years,” 
says Dhawan. 

Understand the reason for 
a fund’s underperformance 
before you exit. Each fund has 
its own fund management 
style, which works in certain 
market conditions and doesn’t 
in others. “Over the past 12 
months, value-style funds have 
done better than growth-style 
funds. Instead of migrating 
from a growth- to a value-style 
fund, diversify across styles,” 
says Dhawan. 

Direct investors: Check 
quality of holdings    
During a bull run, small-cap 
stocks run up more than their 
mid- and large-cap peers. 
Retail investors, especially the 
new entrants, tend to pour 
more money into these stocks. 

Investors who took expo-
sure to small-cap stocks with-
out analysing them should do 
a thorough appraisal of their 
portfolios, or get an expert to 
do so. Says Bodke: “Check 
whether the underlying busi-
ness has a sustainable compet-
itive advantage, strong brand, 
robust distribution capabilities, 
strong return ratios, free cash 
flow, and a low debt-equity 
ratio.” 

Stocks that pass muster on 
these counts may be retained. 
Those that don’t should be 
purged, even at a loss.  
Poor-quality holdings may 
never bounce back to their  
previous highs. 

In the future, investors 
should buy a small-cap stock 
only after doing the due dili-
gence on business fundamen-
tals, valuations, and manage-
ment quality. According to 
Bodke, in the small-cap space 
especially, most retail investors 
will be better off handing over 
their money to an able fund 
manager.

Combine limited exposure with 
long horizon in small caps

Try this experiment. Think of anyone who 
invested in shares during the 1980s or 1990s. 
Now search for unclaimed shares and div-
idends in that person’s name. There is a good 
chance you will discover some. 

I did this search for my father, spouse, 
and myself. I discovered that my father had 
unclaimed shares, likely to be worth a couple 
of lakh at least. I also discovered unclaimed 
shares of other members of my far-flung clan, 
at times worth more than ~10 lakh. Many of 
my friends and colleagues 
have also made similar discov-
eries. Clearly there are a lot of 
unclaimed shares out there. 

Unclaimed shares and div-
idends go to the Investor 
Education and Protection 
Fund (IEPF) managed by the 
Investor Education and 
Protection Fund Authority 
appointed by the Government 
of India. I was unaware of the 
widespread and extensive 
nature of unclaimed shares belonging espe-
cially to people who were active in the share 
markets in the 1980s and 1990s before dema-
terialisation happened. Sarika, a client, 
alerted me about this issue and advised me 
to do this search for all our clients. 

I tried searching on the IEPF website 
(https://bit.ly/3Iasu4X). It allows search 
based on a combination of investor name and 
father/husband’s name; or folio number; or 
DP-ID number. Since I didn’t know whether 
there were any unclaimed shares at all, I 
searched based on the combination of inves-
tor’s name and father/husband’s name. The 
search produced nothing. 

Sarika told me not to be discouraged as 
the search functionality on the IEPF website 
is non-functional. She encouraged me to use 
various “nonofficial” websites. I discovered 

at least two that allowed search based on just 
part of the name or the surname. 

The first one (https://bit.ly/3uAUWaw) 
displayed that my father had unclaimed 
shares worth a couple of lakh. However, it 
demanded around ~10,000 just to provide 
the company name and the folio number. I 
paid up and promptly got the information 
via email. 

Armed with the folio number, I again 
searched on the IEPF website. It still reported 
nothing. The company that transferred the 
shares to IEPF is also required to make this 
data available on its website. I tried the com-
pany’s website in which my father held the 
shares. Though it is a blue-chip company, its 
search functionality was terrible. Typing in 
the folio number didn’t yield any result.   

Later, I discovered a second website 
(https://bit.ly/3Pf2ffX) that provides the same 
information for free, though the quality of its 
data is reportedly lower. 

Meanwhile, I checked with professionals 
who specialise in this area. I asked how a pri-
vate party had managed to get the data. I 

learnt that the first such trans-
fers happened in late 2017. At 
that time, company wise data 
was available in the public 
domain. Many far-sighted 
professionals downloaded this 
(then) publicly available data, 
collated it across all com-
panies, and also provided 
better search functionality.   

These professionals now 
specialise in this area of work. 
They search for  investors with 

large unclaimed shares via social media and 
even visit the addresses available with them. 
Most investors who have large, unclaimed 
amounts willingly pay the fees to get  
access to such data. Though these  
professionals charge a stiff fee, they are  
rendering a valuable service. 

The key to reducing this mountain of 
unclaimed shares is a search functionality 
that allows anybody to easily search for 
unclaimed shares or dividends in their 
names. The stock exchanges should aggre-
gate this data from all listed companies and 
provide an easy-to-use search functionality 
for investors on their websites. 

The writer heads Fee-Only Investment Advisors 
LLP, a Sebi-registered investment advisor 
Twitter: @harshroongta
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The stock exchanges 
should aggregate 
data on unclaimed 
shares and dividends 
from all listed 
companies, and 
provide it on their 
websites with  
easy-to-use  
search functionality

BEST-PERFORMING SMALL-CAP FUNDS OVER 
FIVE YEARS                 Returns (%) 
Fund                               YTD     1-yr      2-yr      3-yr      5-yr 
Quant Small Cap             -9.9      0.4     69.6     40.4      19.7 
Axis Small Cap Fund       -7.5      8.2     42.5     27.6      18.9 
SBI Small Cap Fund         -5.3      6.9     41.6     26.8      18.3 
Kotak Small Cap              -8.9      6.8     53.2     31.3      17.1 
Nippon India Small Cap  -7.0    10.2     51.8     29.3      17.0 
ICICI Pru Smallcap           -1.7    11.2     51.8     27.3      15.3 
Union Small Cap             -7.1      4.8     46.4     29.0      13.8 
Average                          -9.6      4.4     45.9     26.3      13.4 

 Returns are for direct, growth funds             
 Source: Morningstar AWS                              
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