
 

 

       Navigating the Mid-Cap Universe: A Guide for Informed 

Investors 

By Crescent MFD 

Mid-cap mutual funds occupy a sweet spot in the equity market, often sought after by 

investors aiming for growth potential that surpasses large-caps, while accepting a 

manageable risk level compared to small-caps. However, like any investment, a clear 

understanding of the regulatory framework, inherent risks, and crucial investment 

parameters is essential for success.   

1.      SEBI Mandate for Mid-Cap Funds 

The Securities and Exchange Board of India (SEBI) has established a clear definition and 

investment mandate for mutual fund categories to ensure standardization and transparency. 

- Definition: Mid-cap companies are defined as those ranked from 101st to 250th in 

terms of full market capitalization.   

- Investment Mandate: A Mid-Cap Mutual Fund is required to invest a minimum of 

65% of its total assets in equity and equity-related instruments of mid-cap 

companies.   

This mandate ensures that the funds truly represent the mid-cap segment and helps 

investors align their expectations with the fund's investment objective.   

2.     Risks for the Mid-Cap Fund Investor 

While mid-cap stocks have the potential for high growth, they are categorized under 

moderately high-risk funds. Investors must be aware of the following key risks:   

- Market Volatility: Mid-cap companies are often more sensitive to economic cycles 

and market swings than stable large-cap entities. This results in higher price volatility, 

meaning the Net Asset Value (NAV) of the fund can fluctuate more sharply in the 

short term.   

- Liquidity Risk: Mid-cap stocks may not be as widely traded as large-cap stocks. In 

times of market downturn or high redemptions, a fund manager might find it 

challenging to sell a large quantity of a particular stock quickly without significantly 

impacting its price. This lower liquidity can lead to higher transaction costs or 

difficulty exiting positions.   

- Fund Manager Dependence: Given the less-researched nature of many mid-cap 

companies (compared to large-caps), the performance of a mid-cap fund relies 

heavily on the skill and expertise of the fund manager to identify fundamentally 

strong stocks.   

- Longer Recovery Period: During economic slowdowns or severe market corrections, 

mid-cap companies might take a longer time to recover and regain their previous 

valuation levels compared to large-cap peers.   

 



 

 

3.        Mutual Funds and the History of the Mid-Cap Fund 

The evolution of the mid-cap fund category is tied to the broader structured growth of the 

Indian mutual fund industry. 

- Early Days: In the initial phases of the Indian mutual fund industry (post-liberalisation 

in the 1990s), most funds were broad-based. The concept of clear market-cap 

segregation evolved as the market matured and required more focused investment 

products. 

- SEBI's Categorization: A pivotal moment was SEBI's 2017-2018 recategorization and 

rationalization of mutual fund schemes. This initiative mandated standardized 

definitions for market capitalization (Top 100 for large-cap, 101st to 250th for mid-

cap, and 251st onwards for small-cap) and forced fund houses to adhere to these 

rules. 

- Current Trend: In recent years, mid-cap funds have seen significant investor interest, 

driven by the strong performance of mid-sized companies that are capitalizing on 

India's structural growth story. They are now a core part of many investors' 

diversified equity portfolios, valued for providing a balance of growth and stability 

between large-cap and small-cap segments.   

 

4.     What an Investor Needs to Look For 

Before investing in a mid-cap fund, an investor must look beyond short-term returns and 

focus on these critical factors: 

A. Investor Prerequisites 

- Investment Horizon: Mid-cap funds are best suited for long-term investors—typically 

a minimum of 5 to 7 years. This duration allows the fund to ride out short-term 

volatility and realize the full growth potential of mid-sized companies.   

- Risk Tolerance: Due to their inherent volatility, investors must have a moderate to 

high-risk appetite and be prepared to see periods of underperformance.   

B. Fund Selection Criteria 

- Historical Performance vs. Benchmark: Evaluate the fund's returns over a 5-to-10-

year period and check its performance against its chosen benchmark index (e.g., 

Nifty Midcap 100 or S&P BSE Midcap). A quality fund should consistently outperform 

its benchmark across various market cycles.   

- Expense Ratio: This is the fee charged by the fund house. In mid-cap funds, a lower 

Expense Ratio is generally better, as a high ratio can significantly erode long-term 

returns.   

- Fund Manager's Track Record: Assess the fund manager's tenure and performance 

across different market conditions. The success of an actively managed mid-cap fund 

is highly dependent on the manager's ability to select high-growth stocks.   

 



 

 

 Portfolio Characteristics: 

➢ Diversification: Check the number of stocks (typically 50-70 for diversification) and 

the sector allocation. Over-concentration in a few stocks or sectors increases risk.   

➢ Portfolio Turnover: A high turnover ratio suggests frequent buying and selling, which 

can increase transaction costs and may indicate a speculative strategy. Look for a 

moderate to low turnover, suggesting conviction in long-term holdings. 

C. Case Study Illustration: The Power of Time 

Consider two investors, Investor A and Investor B, who each invested ₹1,00,000 in the same 

mid-cap fund: 

Parameter Investor A Investor B 

Investment 1,00,000/-  (Lumpsum) 1,00,000/-  (Lumpsum) 

Holding Period  1 Year (Sold after a market 
crash) 

7 Years 

Market Condition at Exit Bear Market (after 1 year) Full Market Cycle (after 7 
years) 

Return -15% +250% 

Final Value 85,000/- 3,50,000/- 

 

Conclusion:  

Investor A, driven by short-term volatility and a market crash, booked a loss. Investor B, who 

stayed invested through the same crash and subsequent recovery and growth phases, 

realized the full potential of compounding and market resilience, achieving significant 

wealth creation. This case study underscores that the appropriate time horizon is the most 

critical factor for mitigating mid-cap risk. 


