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capitalise on volatility

Debt mutual funds are ideal in a phase of declining interest rates

SANKARAN NAREN

FLURRY of Key policy ini-

tatives announced by the

Tndian  government re-

cently has Leen

favourahle for the Indian
eoonomy With fiscal consol ickat fon De-
coming lmperative, steps such as the
hike indiesel price, allowing FDI in re.
tall and aviation arnd disinvestiment [n
state-owned compantes were cruclal
declsions taken by the government.
Withthishike, theriskof acreditrating
dovwngrade 15 mithzated. The biggest
posttive is In the fact that RE]now has
the headroom to reducs [nterest rmtes
eradually Also, the pick-up in mon-
soons added to the market sentiment.
Additionally the US Federal Reserve
has also announced s quantitative

easing measures, All these factors will
help provide the much-nesded Allip to
e eeOnomy

Om the Indian equity nacket front,
sentiments have been significantly
Bocsted by progressive government ac-
tlon. This iz cleary reflecting In the re-
cent market rally With the recent rally
Investors porder over iF it is the right
Ul b0 lrvest and seck o e the mar-
ket Inthe bargain there 15 a loss of op-
portunity.  Also, domestic retall In-
vestors  have  been  completely
underwelzght in bequities in the last
fonr years.

However, inspite of the rally the
markets continue to be at falr value
There further exists a dichotomy of
valuations wherely there are stocks
thatare tradingat very high valuations
Al vice-versa, Across sectors amd mar-
Eetcaps, Withvaluations beingfalrand
fundamentals better thanearlier, equi-
ty continges to hold value. Further. the
volariiiey inequity markets that has be-
conme the new norm provides invest-
ment opportunities for nvestors. In
such ascenarto of valatiliey, investing
In mutual fund through a systematic
apprmach helps to capltalise on volatil-
ity and s Weal than direct Investiments
inio equity markets, The current sce-
nario of volatility therefore brings
along an opportunity to bepellt fom

produets that are struciured with the
intent to benefit from volatility In a
range-bound market, volatility pro-
Vides Opportun ity as has Deen the case
over thelast few years. [nvestors today
hawve the platform and opportunity to
capltalise In this treml of expected
vilatility by investing in relevant
fumls. Todday there are products ke
Mexl cap dynamic fund that are siroe-
tured to tide volatlity

While equity contines to be an km-
portant assel class requiring contin-
ued participation by retail Investors,
debt mutual fund also holds tromen-
donspotentlal. However: even after sev-
eral years of introduction and innova-
tlon, imvesting in Axed Ineome mutual
T products is largelya bastionod In-
stitutional investors inlndia, Retail in-
vestor participation in this asset class
throughmuiual funds 1snegllglbleglyv-
en fts potential. This is counter-intu-
Itive consldering the vast amount of
savings that the Indlan investors have
in bank fixed deposits, From an asset
allocation  perspective,  Investors
should also Invest in debt mutual
fumils, This is vital to ensuring that
ewen IF one asset class languishes the
other can ald value to the lnvestor's
portfolio. In the current context with
Interest rates headed downwarnds, we
ocoftinue to belleve that the one-thres

vear space in the short end of the yleld
curve is attractive intermsof risk-ad-
Justed returns. Retall investors should
therafore invest infunds ke the shaort-
term and retall-focused regular sav-
ingsfanids,

Finally India s a structural growth
story with favourable demographics,
strong  domestic consumption amd
sirongbalanceshesets across hanks amd
ocorporates. As the Indian economy is
ot leveraged thers 1s no risk of credit
bubble to impalr s long-term growth
protential as against Europe and other
emergingeconomies ke China.

Howvaver, thare existchallenges | ike
the infrastructure botdeneck. The fast
growth ol the country'seconomy in re-
ocent vears has placed Increasing stress
on {ts physical infrastructure such as
electricity, rallways, roads, ports, air-
ports, rrlgation, urban and rural wa-
tersupply and sanitation, However, the
sitive I8 In the fact that the povarn-
e recogEn lses the fAct that sustained
core infrastucture investment will fu-
elgrowth inallspheresof the economy.
With govermment biting the bullat on
reforms and setting the stage for the
nextechelonof growth, India is polsed
ltherightirack.

Theautty 15 CIO, Bty ard Floed
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Mutual fund investments are subject to market risks, read all scheme related documents carefully



