What is NIFTY

NIFTY, short for National Stock Exchange Fifty is an index representing top
50 companies listed on India's NSE.

NIFTY 50, short for National Stock Exchange Fifty, is a giant scoreboard for
India's stock market. Launched in 1996, it tracks the performance of the top 50
companies listed on the National Stock Exchange (NSE). By following the NIFTY 50,
you get a sense of how the Indian stock market is doing overall, because it focuses
on the biggest and most influential companies.

What is an index?

A stock exchange index is a benchmark that monitors the performance of a
specific group of listed stocks. Major Indian stock exchanges, like the NSE and BSE,
have their own indices. For instance, the Nifty 50 tracks the top 50 NSE-listed
companies, while the BSE Sensex covers 30 leading BSE-listed firms. These indices
offer a snapshot of how these stocks are doing, aiding investors and analysts in
assessing market trends and investment portfolios. They play a pivotal role in
understanding the broader Indian stock market's health and direction, guiding
investment decisions and strategies.

How does NIFTY work?

NIFTY tracks the top 50 companies by market capitalization on the NSE,
reflecting the overall market sentiment. It uses a special method to account for
freely available shares and company size. The index value updates constantly
during market hours, making it a real-time market indicator. It serves as a
benchmark for financial instruments like ETFs and mutual funds. To maintain
accuracy, NIFTY is reconstituted periodically, with the composition adjusted every
six months based on set criteria.

How is NIFTY calculated?

The NIFTY index is calculated using a free-float market capitalisation-
weighted methodology. This means that the weight of each stock in the index is
determined by its market capitalisation, but only the free-float shares are




considered. Free-float shares are those shares that are available to the public for
trading.

Formula for calculating NIFTY is:

NIFTY = Current Market Value / Base Market Capital * 1000

Eligibility criteria for NIFTY index listing

The National Stock Exchange (NSE) arranges companies in a hierarchical
order based on their free-float market capitalization, and from this selection, it
handpicks the top 50 companies to form the Nifty 50 Index. The selection process
adheres to a set of specific criteria aimed at ensuring a robust and comprehensive
representation. These criteria are as follows:

The chosen stocks must display sufficient trading volume to maintain liquidity
and foster broad investor involvement.

The stocks must be actively traded within the Futures and Options (F&0O) segment.

A prerequisite for consideration is that the stocks should have been listed on the
stock exchange for a minimum of six months. However, in cases involving Initial
Public Offerings (IPOs), the stocks must have been listed for at least one month.

The company in question must be both registered with the NSE and domiciled
within India.

An essential criterion is that the company's trading frequency must have been
consistently 100% over the past six months.

Companies that offer Differential Voting Rights (DVR) shares are also qualified to be
part of the Nifty 50.

This list of eligible stocks undergoes a biannual review, specifically every six
months. Stocks that no longer meet the established criteria are excluded from the
Nifty 50 index. In their place, replacements are introduced from among companies
that align with the NSE's criteria.




To ensure transparency and preparedness, the NSE communicates these
changes to the public with a lead time of at least four weeks before the
modifications are implemented. This advanced notice serves multiple purposes.
Firstly, it recognizes the importance of the Nifty 50 stocks in constructing financial
products and investment portfolios. Additionally, it provides stakeholders with the
opportunity to adjust their investment portfolios in accordance with the impending
changes, allowing for a smooth transition and alignment of portfolios with the
revised index composition.

NIFTY Indices — Types

Nifty offers a variety of indexes to suit your investment goals. Here is a glimpse:

Broad market movers

NIFTY 50: Tracks India's top 50 companies (by market cap).
NIFTY 500: A broader view, encompassing the top 500 companies on NSE.

NIFTY Midcap 150 & NIFTY Smallcap 250: Focus on mid-sized and small
companies, respectively.

Sectoral spotlight

NIFTY Bank, IT, Metal, Auto, Realty: Track specific sectors like Banking, IT, and
Infrastructure.

NIFTY FMCG & Pharma: Gauge the performance of FMCG and Pharmaceutical
companies

NIFTY Energy: Monitors the energy sector's health.

This diverse range lets you invest in specific areas of the Indian market or gain
exposure to the broader economy.




Importance of NIFTY

The NIFTY 50 is not just a list of stocks; it is a powerful tool for Indian investors.
Here is how:

Gauging your portfolio's health

Imagine NIFTY as a market report card. By comparing your portfolio's
performance to NIFTY's movement, you can see if your investments are keeping
pace with the overall market. Are you beating the market, or lagging behind? NIFTY
helps you identify areas for improvement.

Feeling the market pulse

NIFTY acts like a market mood ring. By tracking its ups and downs, you get a
sense of investor sentiment and which sectors are hot or cold. This can be crucial
for making informed investment decisions - is it a good time to buy into a specific
industry based on NIFTY's sectoral performance?

Making smarter investment choices

NIFTY's movement provides valuable clues for your investment strategy. If
NIFTY is on a steady rise, it might indicate a bullish market, encouraging you to
invest in certain stocks or sectors. Conversely, a declining NIFTY could signal
caution and prompt you to adjust your portfolio or asset allocation.

In simpler terms, NIFTY acts as a compass, helping Indian investors navigate the
ever-changing stock market landscape.




