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Of the 28 stocks excluded from the index in past 10 years, 17 performed better than the
stocks that were included, and two performed on par with their index counterparts

Stocks Excluded from Nifty 50
Outperform Those Included

Kiran Kabtta Somvanshi

ET Intelligence Group: Next time
the benchmark Nifty 50 index is re-
constituted at the end of September;
one is likely to gain more by inves-
ting in the stock that is being exclu-
ded instead of the one that is being
included in the index. Two out of
three times over the past 10 years, the
outgoing stock has either outperfor-
med or matched the performance of
the incoming stock in Nifty 50 when
compared from the date of the
change till date.

Asperdata compiled by ETIG Data-
base, the Nifty 50 index has seen 31
member stocks beingreplaced in the
past 10 years. Comparison of the per-
formance of 28 of the excluded
stocks (three stocks got delisted/
merged) with that of their counter-
parts shows that 17 of the outgoing
stocks performed better than the
stocks that were being included in
the index and two of the outgoing
stocks performed similarly as their
counterpart stocks.

For instance, United Spirits got ex-
cluded in September
2014, replaced by Zee
Enterprises. Over the
last 10 years, the Uni-
ted Spirits stock has risen three-fold
while the Zee stock has more than
halved.

UPL replaced Bank of Baroda in
the Nifty 50 in September 2017. The
UPL stock has since risen 6.4% whe-
reas Bank of Barodahasgained 75%.

ET" ANALYSIS

Nifty 50 Rejig and Best Stock Performances

Stocks Excluded
from Nifty 50

Mar-15  Jindal Steel & Power
Mar-15 DLF
Sep-17  Tata Power Company
Apr-16  Vedanta
Jul-20  Vedanta
Sep-14  United Spirits
Mar-17  Bharat Heavy Electricals
Mar-21  GAIL (India)
Jul-17  Grasim Industries
Sep-20  Indus Towers

“CMP on August 13th, 2024

% Change Stocks Included
till Date” in Nifty 50
478  Yes Bank
425  Vodafone Idea
425  Bajaj Finance
369 Eicher Motors
271  HDFC Life Insurance
198 Zee Entertainment
167  Indian Qil Corporation
151  Tata Consumer Products
136 Vedanta
122  SBI Life Insurance

Compiled by ETIG Database
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Similarly, Indian Oil Corporation
was replaced by Apollo Hospitals in
March 2022. Since then, I0CL stock
hasdoubled while thestock of Apollo
Hospitals has increased only 45%.

WHYDOES THISHAPPEN?

Often the stock unpopular with in-
vestors whose valuation has decli-
ned tends to get excluded from the
index while the more
popular stock, gai-
ning valuation, is in-
cluded. However, over
the longer term, the cheaper stock
tendstooutperform the more expen-
siveone.

Globally, research on index reba-
lancing effects has shown how
stocks excluded from benchmark
indices outperform relative to tho-

se included. For instance, in 2013
researchers Kalok Chan, Hung
Wan Kot and Gordon Tang investi-
gated the long-term effects of S&P
500 index additions and deletions
on a sample of stocks from 1962 to
2003 and found a significant long-
term price increase for both added
and deleted stocks, with deleted
stocks  outperforming added
stocks. They attributed the long-
term price increase for added
stocks to increase in institutional
ownership, liquidity and analyst
coverage, while deletion of stocks
had nosignificant effect on analyst
coverage, they found a rebound in
the institutional ownership and li-
quidity of deleted stocks.

It has been found that stocks new-
ly included in a benchmark index

may experience a temporary price
rise due to the demand from index
funds and institutional investors.
However, after the initial increase,
they sometimes tend to underper-
form the broader markets. In cont-
rast, stocks excluded may experi-
ence an immediate drop in price
due toselling by index funds.

A 2005 study by researchers Hong-
hui Chen, Vijay Singal and Gregory
Noronha showed firms added to the
S&P 500 experience a permanent pri-
ceincrease, while those removed saw
only a temporary price decline. Rese-
archers have pointed to changes in
investor awareness explaining this
price pattern. Investors become mo-
re aware of a stock upon its addition
to the S&P 500 index, but not to an
equivalent decline after a deletion.
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