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ABSTRACT

Mid-cap companies are those with a market value between $2 billion and $10 billion. 1 The
market capitalisation of a company is calculated by multiplying shareholders' equity by the stock
price. It is a well-known company with a great deal of potential for growth.ETFs that track mid-
cap companies are another option. Fees for mutual funds are much higher. Because an ETF will
never outperform the market, it has a downside. Consequently, they may keep an eye on the
market. It's common for new investors to have a hard time deciding which stocks to buy. Even
seasoned investors might be overwhelmed by these questions. If you're going to be a successful
stock market investor, you need to have a good grasp of the fundamentals. You may suffer losses
if you don't know which stocks to invest in. Stocks on the stock market are subject to inherent
risk, which can vary greatly from one company to the next.
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INTRODUCTION

Mid-cap mutual funds are much easier to choose from. These funds are managed by people who
have a lot of expertise in the mid-cap market. A little homework will still be required, but the
risk is much decreased. This is because money provides a wide range of choices. It is great for
investors because of its minimal risk and long-term profitability [1].

Large-cap, mid-cap, and small-cap equities are commonly categorised in the stock market based
on their market capitalization (or market cap). Informed investment selections may be made with
the aid of this classification for investors. Learn about the distinctions between big, medium and
small cap stocks in this article.

This is a list of the most crucial points to remember.

e FETFs and mutual funds that track the total performance of all mid-cap public companies, as
well as equity shares in mid-cap enterprises, can be acquired by investors.

e When a company is expanding, mid-cap firms provide extra growth opportunities.
e When it comes to volatility and stability, mid-caps and large-caps are very different.

e What You Need to Know Before You Buy
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e The ideal option to invest in mid-cap equities is through mutual funds. Investing in individual
stocks necessitates thorough research of each firm. It's going to require some time and effort,
as well as some education. However, there is a chance that you may uncover something that
the stock gurus have overlooked.

Let's begin by defining market capitalization and its many subcategories.

The current market price of each share is multiplied by the total number of outstanding shares of
a firm to arrive at the company's market capitalization. It is an indicator of a company's estimated
market value.

Large-cap, mid-cap, and small-cap corporations are all traded on the stock markets and may be
divided into three major groups. Learn more about each one of them.

As a rule of thumb, large-cap firms are those that have been around for a long time and have a
large market share. Companies with a market capitalization of Rs 20,000 crore or more are
considered large-cap. These firms are the most powerful and stable in the industry. Regardless of
the economic downturn or other adverse circumstances, they maintain their composure
admirably. Then there's the fact that they've been around for a long time and have an excellent
track record. Large-cap stocks are a fantastic alternative if you want to invest in a company's
shares without taking on too much risk. Comparatively, these equities are less volatile than those
in the middle and small caps. They are less dangerous because of their decreased volatility.

Examples of large-cap market corporations listed on the Indian stock markets are Reliance
Industries and Infosys. Long-term investors should look to these companies because of their
solid market position and steady success.

Midcaps Stocks Smallcaps Stocks

Ipca Laboratories Lid Intellect Design Arena Ltd
Laurus Labs Ltd Avanti Feeds Ltd
Endurance Technologies Ltd BASF India Ltd
Indian Bank IDFC Ltd
Indian Railway Finance Corp Ltd Quess Corp Ltd

Syngene International Ltd Rain Industries Ltd
Balkrishna Industries Ltd Granules India Ltd
India Cements Ltd

Figure 1 : Key Stocks in Mid and Small Cap
Stocks In The Mid-Cap Area

Companies with a market capitalization between Rs 5,000 crore and Rs 20,000 crore are
considered mid-cap. Small-cap stock investments have a higher level of risk than large-cap ones.
To put it another way, mid-cap stocks tend to be more volatile than smaller ones. Mid-cap firms,
on the other hand, have the potential to grow into large-cap ones in the long term. Investors are
drawn to these firms because they have a stronger growth potential than large-cap equities.

There are a number of mid-cap corporations in India, such as Metropolis Healthcare, Castrol
India, and Life Insurance Corporation of India (LIC).
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Small Cap Shares

Companies with a market capitalization of less than Rs 5,000 crore are referred to as small-cap.
These firms are modest in size, but they have a lot of room for expansion. What makes them
dangerous is that there is a low likelihood that they will succeed over time. Stocks in these firms
are therefore very volatile. Historically, small-cap firms have underperformed, but when the
economy is recovering, small-cap stocks frequently thrive.

Small-cap market firms with Indian stock exchange listings include Hindustan Zinc, DB Corp,
KNR Constructions, and Hathway Cable.

Large, Medium, And Small Companies

Type and stature of the company: Large-cap firms are those that have been around for a long
time and are well-known in the stock market. These businesses have solid leadership and are
among the country's top 100. Between big and small-cap corporations, there are mid-cap
companies. These are some of the country's most well-known and well-respected enterprises.
Finally, small-cap firms have the ability to develop quickly since they are smaller in size.

The total value of the stock market in the United States: A company is considered large if its
market capitalization exceeds Rs 20,000 crore. While mid-cap firms have a market value of
between Rs 5,000 crore and less than Rs 20,000 crore, they are not publicly traded. The market
capitalization of small-cap enterprises is less than Rs 5,000 crore.

Volatility is a key factor in determining your stock market risk. In a volatile market, if a stock's
price doesn't fluctuate much, it's said to have low volatility. Stocks that fluctuate greatly in price
during these periods are said to as volatile. It is common for large-cap stock values to stay
relatively constant even in the face of market turmoil. Because of this, they are considered to be
low-risk investments. There is a tiny difference between large-cap stocks and mid-cap stocks
when it comes to volatility and risk. Investors' exposure to small-cap firms is more volatile, and
as a result, their values might fluctuate widely [1].

Large-cap stocks have a lesser growth potential than mid- and small-cap equities. If you have a
long-term investing goal in mind, large-cap stocks are a safe bet. This makes large-caps ideal for
investors who aren't afraid of taking on a lot of risk. Consider investing in mid-cap stocks if your
risk tolerance is modest, as they offer a somewhat larger growth potential. You should only
invest in small-cap companies if you are willing to take a high degree of risk.

Liquidity: Liquidity refers to the ease with which large-cap shares may be bought and sold by
investors without impacting the share price. This has resulted in a rise in the liquidity of large-
cap equities on the stock market. As a result, buying such shares makes squaring off holdings a
lot simpler. Mid-cap firms, on the other hand, have less liquidity due to a slightly lower demand
for their equities. Squaring off investments might be more challenging for small-cap corporations
since they have a lower liquidity.

Market Capitalisation And Mutual Funds

In India, mutual funds constitute an essential aspect of the economy. A mutual fund's investment
allocation determines whether it is a giant, mid, or small-cap fund. It's possible to invest in a
large-cap mutual fund, for example, whereas a mid-cap mutual fund would invest in a smaller-
cap mutual fund, for example.
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What factors should you consider while selecting a mutual fund for your portfolio? Your risk
tolerance will play a role in some of your decisions. Large-cap funds are typically less hazardous
than small-cap funds, but small-cap funds may have a better chance of achieving their promise.
However, it's crucial to know the variations between mutual fund plans in terms of risk before
you begin looking into them.

MID, SMALLCAPS RACE AHEAD
| Price (Rs)| Change (%)

Brightcom Group 183.55 2583.5
Tata Teleservices (Maharashtra) 187.75 2255.7
GRM Overseas 596.15 1539.6
Nahar Spinning Mills 496.85 551.6
Ganesh Housing Corporation 203.2 550.2
Saregama India 5275.3 532.2
PTC Industries 5245.75 529.4
Tips Industries 1848 481.9
Trident 53.15 438.0
JSW Energy 305.4 350.1
S&P Bse Smallcap 29066.03 60.6
S&P Bse Midcap 24684.86 37.6
S&P Bse Sensex 57806.49 21.1
Price on BSE as on December 29, 2021; Change in CY21; Data source: ACE
Equity

Figure 2 : Mid Cap Stocks and Performance
Investing in Large Cap Funds

Blue-chip corporations are the primary focus of large-cap funds. Certain benefits are inherent in
these funds: They only invest in well-established, well-capitalized firms that can withstand
market ups and downs. These stocks are in great demand, and as a result, they are quite liquid.
However, their development potential is minimal, and so is the danger. In the long run, investors
should expect modest but steady returns from these funds [2].

Investing in Mid-Cap Funds

Mid-cap equities dominate the portfolios of these mutual funds. As a result, there is a little larger
chance of growth and consequently better returns for mutual funds. However, the likelihood of
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risk is higher since mid-cap corporations are less able to handle market volatility than large-cap
companies. The fund manager's purpose is to invest in mid-cap firms that have the potential to
succeed in the future.

Small-cap funds are prone to risk

These mutual funds have a primary concentration on small-cap stocks. Because small-cap firms
are less well-established, investors face greater risk when investing in these funds. During a
recession, for example, they may find it difficult to stay afloat. However, growth opportunities
for mid- and large-cap stocks are greater when a small-cap company does well. Small-cap funds
seek to exploit this potential. Even if the danger is greater, the potential reward is greater.

A company's market capitalization can have a major impact on your investment portfolio.
Smaller and larger companies' performance changes when the stock market moves through
different phases. Mid- and small-cap stocks may be on the rise when large-caps are struggling.
The large-caps in your portfolio can also help to stabilise your total returns when the mid- or
small-caps are in decline. The importance of investing in different market capitalization cannot
be overstated for stock and mutual fund investors. It will help you weather the storm of
fluctuating market circumstances with your investment portfolio.

Before making an investment, consider your financial objectives, risk tolerance, and time
horizon. When it comes to the stock market or mutual funds, remember that you need to do some
study and analysis. An account with Kotak Securities, a well-known stockbroker, may be
beneficial if you're unsure about investing or require guidance. In addition to market research
and analysis, you will have access to an extensive library of instructional resources [3].

Any well-diversified investing portfolio should include some mid-cap equities or mutual funds.
Amounts vary based on your own investment goals and the make-up of your portfolio. A factor
to consider is also where we are on the business cycle. 3 Investing in mid-cap stocks 1s a smart
idea for these four reasons.

An Increase In Length Of The Current Economic Cycle

Mid-cap companies benefit from the expansionary phase of the business cycle. Economic
development is projected to continue as long as interest rates are low and money is available. It is
possible for management of mid-cap companies to obtain low-interest loans as a result of this
[4]. They primarily grow through acquisitions, mergers, and purchases of capital equipment.

Smaller businesses are more risky than medium-sized firms. In an economic downturn, small-cap
firms are less likely to go out of business than their larger counterparts.

There is more information on mid-caps than smaller ones due to the length of time they have
been in business. They've been around for a while and have a lengthier track record of success.

Actually, you need to complete your due diligence before investing in mid-capitalization
companies. As a result, each of these businesses has its own unique profitability and
development opportunities.

Some of these companies' shares will remain in the mid-cap range. They may not be able to
expand because of their business model. It is possible that their goods will be able to meet the
entire existing demand. Also, the company's executives may be reluctant to go public. They may
want a small or medium-sized firm [5].
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In spite of their high earnings, some firms' shares are listed in an unattractive market segment.
Because of this, the P/E ratio is low for them. Despite strong sales, the industry's investors have a
negative view of it. Mid-caps might become giant corporations without this consequence," he
says. "

More mid-cap companies may be on the cusp of becoming breakouts. A new product or
acquisition might be in the works. The growth potential of mid-cap corporations is comparable to
that of smaller companies, but the risk is lower.

A large-cap company may also purchase a mid-cap business. In that scenario, the stock might
become a large-cap stock. If the transition is lenient, it's feasible to gain a lot.

A mid-cap company's financial health is less guaranteed than a large-cap company's. As a start,
they don't have as much liquid assets on hand to help them through a time of economic distress.
As a result, during the downturn of the business cycle, they will be more volatile. Second, they
tend to focus on a specific market or sector. If that market disappears, they'll be out of business.

Examples

Many mid-cap companies have a good reputation. As a result of their years in the company,
they've managed to carve out their own unique niche. Financial services, real estate, and
transportation all have a disproportionate amount of mid-cap companies versus their larger
counterparts.

A few well-known mid-cap corporations for the future may be found in the list below:

3D Systems Corp. has a market value of $1.91 billion. This firm produces 3D printers. Dollar
Tree, Inc.'s stock is valued at $31.86 billion. Retailer providing a discount on their products. The
ten Nu Skin companies are worth a combined $2.36 billion. Network marketing for personal care
products. Pitney Bowes has a market capitalization of $861 million. The company's best-known
product is the postage metre [6, 7].

In order to show the wide variety of mid-cap companies, this list has been put together.
Moreover, the company does not recommend or guarantee the safety of these stocks. An expert
financial counsellor is absolutely necessary. The best stocks for your portfolio's asset allocation
will be found by him or her. Depending on your financial objectives, mid-cap stocks might not
be the best choice for you.

Sectors and domains of the stock market are suffering steep declines. However, a typical pattern
has been that the decline in mid-cap equities has been sharper than the decline in large-cap stock

[8].

Investors have become more cautious as a result of concerns about the possibility of a recession
in the United States, which might have an impact on Indian equities. This stage has picked the
"best among equals" large caps over the "midcaps."

In addition, analysts believe that the current market value of mid-cap stocks is probably a
reasonable one, given the recent rise in their prices. Due to lesser stock volumes, mid-caps also
tend to move quickly.

A bigger amount of correction was predicted because they had risen so much before compared to
the large cap. G Pradeepkumar, CEO of Union Asset Management Company, told Business
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Insider that mid- and small-cap stocks would be more volatile in the next few months since they
are more risky, less liquid, and move on smaller quantities.

The sell-off in sentiment may have reached a bottom.

According to analysts, the FII outflow of 2.07 lakh crore in the previous six months had little
impact on midcap values. Market conditions are to blame for the current sell-off according to
Vikaas M Sachdeva, CEO of Emkay Investment Managers.

There are no FIIs in most midcaps, although they are prevalent in the bigger midcaps. As a result
of robust SIP inflows, domestic mutual funds are available, but there is no selling pressure.
Vikaas M Sachdeva, CEO of Emkay Investment Managers, told Business Insider that "if it is
sentiment driven, there is no structural concern as such and it will bottom out shortly."

"Interest rates and the resulting debate have already been included into stock prices. At this
point, the market is looking ahead to the next batch of results, which are fine even if they are
only reasonable and not exceptional, as there are many concerns about inflation that might
damage the profitability of some firms. If you look for a bottoming out, I think you will get
outcomes that are reasonable and not as awful as predicted," Sachdeva said.

Angle of descent of the MF

However, mutual funds' increased investments in midcap stocks may remain sluggish. According
to ICICI Securities, midcap and smallcap funds outperform in an up-cycle while
underperforming in a down-cycle.

No one can say how long the present market cycle will last, therefore investors should proceed
with caution when making new investments in midcap/small size funds. It's critical to exercise
self-control in the face of today's unpredictability and high volatility, according to the research.

Fewer investors and funds are interested in purchasing the dip in small caps than in large ones.
Despite the fact that mutual funds don't face a fund shortage, tiny and midcap companies might
see a lot of back and forth, which could lead to additional volatility even if mood and results
don't disappoint.

Most stock price movements are driven by external variables such as socioeconomic
circumstances, inflation, and currency exchange rates. The value of a company's intellectual
capital does not influence its present profitability. The increase of a stock's return is dependent
on the presence of intellectual capital [9].

In financial economics, the efficient-market hypothesis (EMH) posits that asset prices represent
all currently available information.

Events like the 1987 stock market crisis, in which the Dow Jones Industrial Average fell by
22.6% in a single day, cannot be explained by the "hard" efficient-market hypothesis [10].

Despite the fact that non reasonable' development could be discovered to account for the crash,
this incident revealed that stock values can fall substantially even when there is no generally
agreed upon precise explanation. There are a few things that can happen at random, although
they are quite unusual. According to a research of the fifty greatest one-day share price
fluctuations in the United States since the end of World War II, many price moves (beyond those
projected to occur randomly') are not caused by new information.
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Market players must be unable to profit systematically from any temporary'market oddity," but
prices need not remain at or near equilibrium in order to satisfy a new, "soft" EMH. The stock
market has a well-documented propensity to trend over time periods of weeks or months,
contrary to EMH's prediction that all price movement is random (i.e. non-trending) in the
absence of changes in fundamental information. Several hypotheses have been put out to explain
such huge and seemingly non-random changes in pricing. The employment of tactics like as
stop-loss restrictions and value at risk limitations, as well as changes in assessed risk, have been
proven to theoretically lead financial markets to overreact. In reality, the most likely explanation
is that stock market price distribution is not normally distributed (in which case EMH, in any of
its current forms, would not be strictly applicable) [11].

EMH implies such actions "cancel out," however other research shows that psychological
variables might cause stock price movements to be amplified (statistically abnormal). Studies
show that humans are inclined to "seeing" patterns and often perceive a pattern in noise, such as
seeing recognisable forms in clouds or ink blots in the aforementioned examples of noise. The
current meaning of this is that a string of good news about a firm may cause investors to respond
favourably, resulting in an increase in the stock's price. Investors' self-confidence is bolstered by
a period of positive returns, which lowers their threshold for accepting risk.

Group thinking, a psychological phenomena, is another factor that impedes impartial evaluation.
As social creatures, it is difficult to maintain an opinion that is radically different from that of the
majority. One example is the reluctance to enter an empty restaurant; individuals like to have
their opinions validated by those of others in the group, as is the case in many cases [12].

Markets typically act like a game of roulette, where the odds are predictable and generally
unaffected by individual investors' choices. However, when the market is in turmoil, the game
resembles poker (herding behaviour takes over). Other investors and how they may respond
psychologically must now be taken into account by all stakeholders. According to the citations
cited above,

By helping to shift funds from units with excess funds (savings) to those with a deficit
(borrowing), stock markets play an important role in the growth of sectors that eventually impact
the economy (Padhi and Naik, 2012). This is to say that financial markets make it easier for
money to travel across the various entities listed above. Because of this, financial resources are
expanded, contributing to the expansion of the economy.

CONCLUSION

Macroeconomic movements, according to economic and financial theories, have an impact on
stock prices. Economic trends such as GDP, unemployment rates, national income and price
indices are examples of macroeconomic trends. These also include changes in production,
consumption, inflation and saving and investment in energy as well as international trade,
immigration, productivity and the ageing of the population. lower investment rates and lower
productivity growth, a smaller proportion of corporate revenues for employees and a greater
concentration of business are all factors that contribute to a rise in corporate profit margins.
Many academic studies have shown that smaller firms and those with low price-to-earnings
ratios tend to outperform the overall market. Smaller firms have typically outperformed large
ones in terms of stock returns, according to research.
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