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Out of Safety, Into the Froth

Large-cap funds just saw their first outflow in nearly three years while small-caps took
record money - a real rotation, but one that signals late cycle, not health.

In July, Indian investors did something they hadn't done in nearly three years: they pulled money out of
large-cap funds. The number itself was small, a %1,322 crore outflow, but the direction was loud.

In the same month, small-cap funds took a record %7,768 crore, mid-caps another 26,192 crore, and
together the two frothiest corners of the market absorbed more than half of all equity inflows.

Meanwhile SIPs hit a four-month high of 31,961 crore. The bull reading is obvious and comforting:
this is a tactical rotation into the segments with better near-term earnings, and the domestic bid has
never been stronger. We think that reading is half-right and wholly dangerous. The flows are a
rotation. But money leaving the market's cheapest, safest segment to chase its most expensive one, at
valuations that have already tripped a regulator once, is the signature of a late cycle, not a healthy
one.

Flow Snapshot
e
Large-cap fund flows (Jul) -%1,322 cr First monthly outflow in ~3 years — the turn
Small-cap fund flows (Jul) +%7,768 cr (record, +39% MoM) Crowd chasing the frothiest segment
Mid-cap fund flows (Jul) +36,192 cr Small + mid = >50% of equity inflows
Total active equity (Jul) 324,697 cr (—15% MoM) Pie shrinking even as headline stays positive
SIP flows (Jul) 31,961 cr (4-month high) Retail river intact — the cushion
Fll flows (Jul) -%5,780 cr (2026 low) Foreign selling fading fast — a tailwind
DIl flows (Jul) +%35,100 cr Domestic bid absorbing the sellers
Large-cap valuation (Aug) Nifty 50 ~25x Fair — the preferred segment
Small-cap premium (Aug) ~71% over long-run avg > 2x the ~29% that triggered SEBI's 2024 froth flag

Nifty 50 / Smallcap ratio (Aug) 20-year extreme (our Rotation Trap note) Behavioural + valuation signals now aligned
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1. What July's Flows Actually Showed

Start with the facts, because the shape of the data matters more than any single line. Active equity
funds took %24,697 crore in July, down about 15% from June's 28,973 crore, so the overall pie
shrank even as the headline stayed positive. Underneath, the composition inverted. Large-cap funds
saw a net outflow of %1,322 crore, their first monthly outflow in almost three years. Small-cap funds
took a record %7,768 crore (up 39% month-on-month), mid-caps 26,192 crore, and flexi-caps 4,709
crore (down from 5,231 crore in June). The one genuinely reassuring print was SIPs at ¥31,961
crore, a four-month high: the retail river is still running.

Two things stand out. First, the large-cap outflow is small in size but large in meaning — three years of
uninterrupted inflows into the safest equity category ended in the same month the broader market ran
hottest. Second, the money didn't leave equities; it migrated within them, from the bottom of the risk
spectrum to the top. That distinction is the whole debate: this is not risk-off, it is risk-up.

THE FLOW REVERSAL

Out of large-caps, into the froth — small + mid took more than half of all equity inflows

+Rs 7,768 cr

- 6'192 = m

Large-cap Flexi-cap Mid-cap Small-cap
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2. Rotation, or Distribution?

There are two ways to read a flow rotation, and they lead to opposite conclusions. The benign reading
- “tactical shift to broader markets”, says investors are simply following earnings: with Nifty 50 EPS
growth capped near 11-12% for FY27 (our August newsletter), and mid- and small-caps offering
higher near-term growth on favourable base effects, rotating toward them is rational. In this view, July
is healthy breadth, not a warning.

The problem is what that rotation is buying. Large-caps (Nifty 50 at ~25x) are, by the standards of this
market, fairly valued, the segment global houses now openly prefer. Small-caps are not: the small-cap
trailing P/E premium sits near 71% over its long-run average, versus the ~29% premium that was
enough to make SEBI publicly flag “froth” in February 2024. Mid-caps carry a ~26-30% premium of
their own. So the rotation is not moving from expensive to cheap, or even from fair to fair. It is moving
from fair value into a 71% premium. When retail money leaves the cheapest and most liquid segment
to concentrate in the most expensive and least liquid one, that is the textbook definition of late-cycle
distribution, not rotation. The label “tactical shift” describes the action; “warning” describes its meaning.
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There is a third reading, and it may be the most mechanical of all: large-cap funds bled partly because
of what they own. A large-cap fund is, by mandate, overwhelmingly allocated to the market's biggest
names, the large private banks, IT majors, Reliance, and big FMCG. Several of those spent 2026 out
of favour. IT is down roughly 30% vyear-to-date and FMCG about 12%, both at decade-high
underperformance versus the Nifty 50. That drag flowed straight into large-cap fund returns, which
lagged just as small- and mid-cap funds were posting standout gains. Seen this way, July's
redemptions look less like a considered macro decision to “leave safety” and more like ordinary
performance-chasing. Investors abandoning the category that disappointed them, and cutting losses
on IT-heavy exposure, while piling into the one that delivered. It is, in part, a loss-protection reflex
dressed as conviction.

That matters in two ways. First, it cautions against over-reading the outflow as a deliberate risk signal,
a good chunk of it is simply the arithmetic of cap-weighting into names that fell. Second, and more
importantly, it is contrarian: investors tend to capitulate on a segment at the point of its maximum
underperformance, and abandoning large-caps precisely when their IT and FMCG components sit at
decade-cheap relative valuations is the mirror image of the disciplined accumulation those sectors
actually warrant. The crowd is selling the laggard at the bottom and buying the winner at the top,
usually the wrong way round.

THE FROTH GAUGE

The crowd is buying small-caps at more than twice the 2024 froth trigger

Today's froth is

Aug 2026 Feb 2024
(now) SEBI 'froth' flag
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3. What History Says

This has happened before, twice, and both times it ended the same way. In our July “Rotation Trap”
note we showed that the Nifty 50-to-Smallcap ratio is at a 20-year extreme, the exact zone that has
preceded every prior broader-market underperformance cycle. July's flows are the behavioural
confirmation of that valuation signal: the crowd piling into small-caps at the ratio extreme, not away
from it.
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The regulatory precedent is even more direct. In February 2024, with the small-cap premium far lower
than today's, SEBI flagged froth and AMFI formally directed fund houses to moderate small- and mid-
cap inflows, rebalance portfolios, and run liquidity stress tests, an unusual intervention that presaged a
sharp small-cap drawdown. Today the premium is more than double the level that triggered that
warning, and the money is flooding in, not being throttled. History's lesson is not that a crash is
imminent next month; it is that chasing small-caps at these premiums has, in every prior instance,
been followed by multi-year underperformance of 30-50% relative to large-caps. The flows tell you the
crowd has learned nothing from 2018 or 2024.

AT A 20-YEAR EXTREME

Nifty 50 vs broader market — the crowd is chasing small-caps at the ratio's floor

— Nifty 50 / Midcap 150

: | ﬁ —— Nifty 50 / Smallcap 100
ﬁw/ M

AMPLIFY - DEEP DIVE

4. The Handoff — Who's Actually Selling Large-Caps

There's a mechanism beneath July's large-cap outflow that most commentary misses, and it changes
the interpretation. Remember that mutual funds are DllIs. For nearly two years, as foreigners dumped
Indian equities. Domestic institutions, powered by the SIP river, were the counterparty on the other
side of every trade. And because Flls trade predominantly in large-cap, index-heavy names, the stock
Dlls were absorbing was largely large-cap, bought at the depressed valuations the selling created.
Domestic money spent two years quietly accumulating the Nifty's biggest names on the cheap.

Now that flow is turning. Fll selling has collapsed to a 2026 low of 5,780 crore and sits on the cusp of
reversing to buying, and when Flls buy, they buy large-caps first. The natural counterparty on the way
back is the same Dlls who accumulated on the way down: sitting on gains, and rationally trimming into
returning foreign demand.

Read this way, part of July's large-cap “outflow” is not retail fleeing safety at all. It is a handoff of large-
cap ownership from domestic hands that bought low toward foreign hands buying higher. That is how
a healthy market rotates ownership across a cycle; it looks a lot more like disciplined profit-booking
than a warning.
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Two honest caveats: the AMFI figure measures retail redeeming large-cap schemes, which forces
funds to sell large-caps, so the effect holds even though the trigger is retail preference, not a
manager's call. And in July, Flls were still marginal net sellers while DlIs were still net buyers overall,
so this handoff is the early edge of the next phase, not a finished event. But the direction is
unmistakable, and it reframes the debate: the large-cap outflow is the less worrying half of the story.
The warning doesn't live in the money leaving large-caps. It lives entirely in where that money is going.

THE HANDOFF SETUP

FII selling has all but stopped — the counterparty to the large-cap outflow
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Fll selling down ~95% since March — Dlls bought Rs 35,100 cr in July

May Jun Jul
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5. The Case for Calm

Intellectual honesty requires the other side, because the warning is real but not urgent. Three facts
argue against panic.

First, scale: the 1,322 crore large-cap outflow is a rounding error against a ¥31,961 crore monthly
SIP flow. This is a shift in the marginal rupee, not an exodus.

Second, the retail bid is intact: record SIPs mean the structural domestic buyer that has absorbed
years of foreign selling is still there; there is no sign of capitulation.

Third, and most importantly, the biggest headwind is fading: Fll outflows collapsed to a 2026 low of
just 5,780 crore in July, from %1,22,540 crore in March, while Dlls bought 35,100 crore. The near-
perfect offset is exactly why the Nifty has held its range. If foreign selling has genuinely turned, the
large-caps being sold by domestic retail are precisely what returning foreign money buys first.

So this is not a sell signal for Indian equities. It is a positioning signal within them and the positioning it
argues for is the opposite of what the crowd is doing.
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6. Ametra's Read

Our answer to the question of this Deep Dive: it is a warning dressed as a rotation. The flow shift is
genuine and tactical; what it signals is late-cycle behaviour, i.e., the crowd leaving fair-valued safety
for record-premium froth at a 20-year ratio extreme, exactly as it did before 2018 and 2024.

— The large-cap outflow is half handoff, half warning, and the handoff half is benign: Part of it
is Dlls rationally booking gains on large-caps they accumulated cheap, passing the baton to returning
Flls. That's healthy ownership rotation, not fear. Don't read the 1,322 crore as capitulation.

— The warning is the destination, not the exit.: The retail rupee isn't going to cash or bonds, it's
going into small/mid froth at a 71% premium, a 20-year ratio extreme. That's the late-cycle tell, and it's
where the risk sits.

— Fade the small/mid chase: A 71% small-cap premium is more than double SEBI's 2024 froth
threshold, bought with the marginal retail rupee is a crowded trade with a poor forward payoff. Trim
into strength; do not add at the extreme.

— The retail river and fading Fll selling cap the downside. Record SIPs and a collapsing Fli
outflow mean this is a slow warning, not an imminent break. But both are flows, and flows reverse
fastest exactly when everyone assumes they can't.

— Watch the froth-unwind triggers. A stall or reversal in small-cap SIP momentum, any renewed
SEBI/AMFI froth language, or a break in the Nifty's range on the downside. Any one of those turns the
warning into an event.

July did not signal that Indians are leaving equities. It signaled that they are leaving safety, and
history says that's precisely when safety is worth the most.

Positioning Map

Fair value; first claim on returning FIl money; the

Overweight/ accumulate Large-cap Indian equity handoff hands ownership back to foreign buyers
Contrarian accumulate IT & FMCG (within large-cap) Decaqe—hlgh undgrperformance T 10 Y [Tk, e
the exit (our Rotation Trap note)
0, i - i -
Underweight / trim Small & mid-cap 71 /o premium at a 20-year ratio extreme - a crowded
retail trade with poor forward payoff
Maintain Downside protection A slow warning, not an imminent break, but flows

reverse fastest when no one expects it

SIP momentum - froth talk - Nifty A stall in small-cap SIPs, SEBI/AMFI froth language,

Watch (triggers) range or a range break turns warning into event
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Disclaimer

Investments in securities markets are subject to market risks. Please read all related documents carefully before investing.
Past performance may not be indicative of future results.

Performance-related information provided herein has not been verified by SEBI. Any forward-looking statements, projections,
estimates, or forecasts are based on current assumptions and expectations and should not be construed as guarantees of
future performance.

This document has been prepared by Ametra Investment Managers Private Limited (‘Ametra”) based on internal analysis,
proprietary models, publicly available information, and sources believed to be reliable. While reasonable care has been taken
in its preparation, Ametra makes no representation or warranty, express or implied, as to the accuracy, completeness, or
adequacy of the information contained herein. The information provided is for informational purposes only and does not
constitute investment, legal, tax, or financial advice. Investors are advised to consult their advisors and exercise independent
judgment before making any investment decisions.

Ametra, its directors, employees, affiliates, and associates shall not be liable for any direct or indirect loss arising from the
use of, or reliance upon, this document. Any third-party trademarks, logos, brand names, indices, or data referenced herein
remain the property of their respective owners and are used solely for identification and informational purposes.

Ametra Investment Managers Private Limited | SEBI Registered Portfolio Manager | Reg No. INP000008905

Amplify - Deep Dive - Ametra Page 7



ametra

AMPLIFY - DEEP DIVE

AMETRA

SEBI REGISTERED PORTFOLIO MANAGER
INPOOO008905

support@ametra.in

+9190194 69258



mailto:support@ametra.in

	Slide 1: AMPLIFY |   DEEP DIVE
	Slide 2
	Slide 3
	Slide 4
	Slide 5
	Slide 6
	Slide 7
	Slide 8
	Slide 9: AMETRA

