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When an Inflow Deluge meets an Insatiable
Supply

The Indian stock market saw a strange situation this year where strong local
interest was cancelled out by a massive amount of new shares entering the
market. While local investors and mutual funds have stepped up to buy shares,
their buying power is being used up by record-breaking company listings (IPOs)
and heavy selling by foreign investors. Looking ahead, the Indian equity market
is poised for a period of range-bound consolidation. This is driven by a massive
primary market (IPO) pipeline exceeding %2.5 lakh crores, which is expected to
absorb significant liquidity from the secondary market.
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When an Inflow Deluge meets an Insatiable Supply

Indian equities in CY2025 have been shaped far more by capital supply dynamics than by corporate earnings
growth, equity valuations or global macro volatility.

Despite the IPO frenzy, the Nifty IPO Index has lagged the Nifty 500 by ~15% YTD. While the current surge in IPOs has
yielded significant windfalls for company founders, it has largely resulted in underperformance for the general public. With >100
mainboard IPOs hitting the market this year, the frenzy is undeniable. Infact, the median return from subscribing to all IPOs
this year was close to 0%, with ~50% of the listings in the last 12 months are now trading below their offer price.

Figure 1: Nifty IPO vs. Nifty 500 Relative Performance (re-based to 100)
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Source: Bloomberg, HDFC TRU. Priced as of 16 Dec-25.

Figure 2: Median Returns of IPOs (Mainboard +SME) by listing month (%)
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Source: Capitalmind Mutual Fund, Media Reports, HDFC TRU.

Primary market issuances this year was almost at cycle extremes...a quick perspective in numbers

Aggregate primary market equity issuances during the year (Jan-Nov’25):

Mode of Fund Raising INR Lakh Crores US$ Billion
IPO / FPO (OFS + Fresh Capital Raised) 1.7 19
Rights Issue 0.2 2
Preferential Issue 1.1 13
QIPs / IPPs 0.6 7
OFS through Exchanges 0.2 2

| Total 38 43
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Figure 3: Consolidated Resource Mobilisation through Primary Markets (INR ‘000 crores)
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Source: SEBI, NSE, Prime Database, HDFC TRU.

Infact in the last two years (2024 & 2025), the number of mainboard IPOs have already outpaced the previous five
years combined (2019-23)...

Figure 4: Number of Mainboard IPOs and DRHPs Filed
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Source: Media Reports, Prime Database, HDFC TRU.

No. of DRHPs filed

The Promoters and PE/VC funds have used market strength to accelerate exits...

Figure 5: Promoter and PE/VC selling through bulk/block deals in NSE-500 stocks (US$ bn)
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Source: Prime Database, Kotak Institutional Equities, HDFC TRU.
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...FPlIs have also been aggressive net sellers this year offloading equities worth ~$16bn (as of Nov-25) and $18bn
YTD...with their net ownership in Indian Equities below 17% - the lowest level in 15 years !

Figure 6: FPl ownership now below the long-term average
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Source: NSE, HDFC TRU.

Domestic Flows: The Only “Stabilizer”

Domestic institutional investors, such as mutual funds, insurers, pension funds, have emerged as the sole net buyers of Indian

equities this year. SIP inflows, insurance allocations, and household participation have provided a structural demand base that
has prevented sharp corrections.

Figure 7: SIP flows have been sticky...although the growth is slightly tapering down
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Source: AMFI, HDFC TRU.

Figure 8: DIl net flows in 2025 has outpaced the combined flows of the entire decade (i.e., 2013-2022)
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Source: NSE, BSE, HDFC TRU. Note: 2025 data is as of 30 November, 2025.
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...Net-net, these massive equity market supplies have led to a surge in India’s Market Cap-to-GDP Ratio...
We are reminded once again why Warren Buffett called Market Cap-to-GDP ratio as the best indicator of stock valuation. While

the P/Es of the listed markets have more or less remained the same, the massive supply of papers over the last few years has
meant far many newer companies soaking up the capital and thus inflating the Market Cap-to-GDP ratio from 88% in 2020 to
132% now.

Figure 9: India’s Market Cap to GDP Ratio (%)
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Source: Bloomberg, HDFC TRU. Priced as of 17 Dec-25.
Note: CY25 is based on total NSE market cap of $5.1 tm and Annualized GDP of $4 tm.

Final Thoughts

Going forward, we believe the biggest threat to Indian equity markets is the exhaustion of the Indian retail investor. For years, the

"SIP culture" has acted as an unbreakable floor for the Nifty, absorbing every foreign / promoter sell-off with relentless domestic
liquidity. But this wall of money is the market's single point of failure, in our view.

Our analysis confirms that flows are not random but are systematically pro-cyclical, they surge after strong returns have been made
and tend to evaporate when opportunities are the most attractive, i.e., markets are in a correction / consolidation phase

Figure 10: Inflows tend to be strong during periods of high returns, while redemptions spike during periods of weakness
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Source: ACE MF, Investing.com, HDFC TRU.
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Disclaimer

This communication is being sent by the Investment Advisory Group of HSL IA., registered under SEBI (Investment Advisors) Regulations, 2013
under the Registration number INA000011538.

This note has been prepared exclusively for the benefit and internal use of the recipient and does not carry any right of reproduction or disclosure.
Neither this note nor any of its contents maybe used for any other purpose without the prior written consent of HSL IA, Investment Advisory Group
(HSL 1A). In preparing this note, we have relied upon and assumed, without any independent verification, accuracy and completeness of all
information available in public domain or from sources considered reliable. This note contains certain assumptions and views, which HSL IA
considers reasonable at this point in time, and which are subject to change. Computations adopted in this note are indicative and are based on
current market prices and general market sentiment. No representation or warranty is given by HSL IA as to the achievement or reasonableness
or completeness of any idea and/or assumptions. This note does not purport to contain all the information that the recipient may require.
Recipients should not construe any of the contents herein as advice relating to business, financial, legal, taxation, or other matters and they are
advised to consult their own business, financial, legal, taxation and other experts / advisors concerning the company regarding the
appropriateness of investing in any securities or investment strategies discussed or recommended in this note and should understand that
statements regarding future prospects may not be realized. It may be noted that investments in equity and equity-related securities involve a
degree of risk and investors should not invest any funds unless they can afford to take the risk of losing their investment. Investors are advised
to undertake necessary due diligence before making an investment decision. For making an investment decision, investors must rely on their
own examination of the Company including the risks involved. Investors should note that income from investment in such securities, if any, may
fluctuate and that each security’s price or value may rise or fall. Accordingly, investors may receive back less than originally invested. Neither
HSL 1A nor any of its employees shall be liable for any direct, indirect, special, incidental, consequential, punitive or exemplary damages, including
lost profits arising in any way from the information contained in this material. This note does not constitute an offer for sale, or an invitation to
subscribe for, or purchase equity shares or other assets or securities of the company and the information contained herein shall not form the
basis of any contract. It is also not meant to be or to constitute any offer for any transaction. HSL IA and its affiliates, officers, directors, key
managerial persons and employees, including persons involved in the preparation or issuance of this material may from time to time, have long
or short positions in, and buy or sell the securities thereof, of company (ies) mentioned herein. HSL |A may at any time solicit or provide
commercial banking, credit, advisory or other services to the issuer of any security referred to herein. Accordingly, information may be available
to HSL IA, which is not reflected in this material, and HSL 1A may have acted upon or used the information prior to, or immediately following its
publication.

HSL IA neither guarantees nor makes any representations or warranties, express or implied, with respect to the faimess, correctness, accuracy,
adequacy, reasonableness, viability for any particular purpose or completeness of the information and opinions. Further, HSL IA disclaims all
liability in relation to use of data or information used in this report which is sourced from third parties.

Please note that HDFC Securities has a proprietary trading desk. This desk maintains an arm’s length distance with the HSL IA team and all its
activities are segregated from HSL IA activities. The proprietary desk operates independently, potentially leading to investment decisions that
may deviate from research views.

HDFC securities Limited, | Think Techno Campus, Building - B, "Alpha", Office Floor 8, Near Kanjurmarg Station, Opp. Crompton Greaves,
Kanjurmarg (East), Mumbai 400 042 Phone: (022) 3075 3400 Fax: (022) 2496 5066

Compliance Officer: Murli V Karkera Email: complianceofficer@hdfcsec.com Phone: (022) 3045 3600

For grievance redressal contact Customer Care Team Email: customercare@hdfcsec.com Phone: (022) 3901 9400

HDFC Securities Limited, SEBI Reg. No.: NSE, BSE, MSEI, MCX: INZ000186937; AMFI Reg. No. ARN: 13549; PFRDA Reg. No. POP:
11092018; IRDA Corporate Agent License No.: CA0062; SEBI Research Analyst Reg. No.: INH000002475; SEBI Investment Adviser Reg. No.:
INA000011538; CIN - U67120MH2000PLC152193

Investment in securities market are subject to market risks. Read all the related documents carefully before investing.

Mutual Funds Investments are subject to market risk. Please read the offer and scheme related documents carefully before investing.

Registration granted by SEBI, membership of BASL (in case of 1As) and certification from NISM in no way guarantee performance of the
intermediary or provide any assurance of returns to investors.

This information is for educational/information purposes only.
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