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MFs line up ‘fixed’ plans to ride rate race
As Short-Term Yields Rise, Funds Sense Good Investor Appetite For FMPs

Shailesh Menon
MUMBAI

T
HE spike in short-term
rates due to tight money
supply has given fund

houses an opportunity to roll out
fixed-term plans. Thanks to
falling returns on money market
instruments, fund managers are
expecting fixed-term plans to at-
tract short-to-medium-term in-
vestments from corporate hous-
es and affluent investors.

With short-term yields on
commercial paper — corporate
bond issuances — hovering be-
tween 7% and 8%, debt fund
managers are hoping to keep
gross portfolio returns of current
schemes at 7-7.25%. While fund
managers are not allowed to give
indicative returns on fixed-term
portfolios, the general consensus
is that investors will pocket

about 6.50-6.75% (post-deduc-
tion of expenses) at maturity.

Almost all mutual funds have
launched fixed-term plans —
also called fixed-maturity plans
(FMPs) — of varying maturities
to shore up overall assets under
management, which have been
falling for a while now. While
fund houses, like Tata Mutual,
HDFC, Reliance, Birla
Sunlife, Religare, ICI-
CI MF and UTI, have
schemes with a matu-
rity of about a year,
Fortis Mutual, IDFC
MF and DSP Black-
rock have schemes
with a tenure of about three
months. Fund houses keep
varying maturities to help in-
vestors park their money for dif-
ferent periods, depending on
their requirement for capital.

“Fixed-term plans become at-

tractive when short-term rates
move up. People or corporates,
who have investible surpluses
and have three months to one-
year investment horizon can in-
vest in FMPs and earn high
yields at maturity,” said Alok
Singh, head-fixed income, Fortis
Mutual Fund.

Current (yield) levels are good
to start investing in
fixed-term funds, ac-
cording to fund 
managers. Short-term
rates are likely to hold
steady in the near
term as a result of
weak liquidity and the

ongoing borrowing by capital-
hungry companies. Even if the
rates go up in the coming days,
investors can invest in tranches
at different levels of rising yields.

The base of FMP-investing
in times of higher yields is to

keep investing at every rise, in
yields. At maturity, if interest
rates are declining, investors
can book capital gains as a re-
sult of bond prices moving up
above the levels where the
money was invested.

Fixed-term plans invest in
debt securities and their returns
are locked in at the start of the
plan. This reduces interest rate
risks by a good measure. On the
flip side, being a held-to-maturi-
ty instrument, FMPs are not suit-
able for premature redemptions. 

Though these scheme are list-
ed on exchanges, the trading
volumes — of FMP units — are
very low on the board. In such a
scenario, investors will have to
redeem their investments at loss.
Fixed-term plans are for in-
vestors who can stay with
scheme till maturity.
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Brokers told to collect investors’ income proof
NEW DELHI: Sebi has asked brokers to get income details such as tax
returns, salary slips and bank account statements of investors, every
year. Sebi has asked brokers to bar those traders and investors, who
don’t furnish adequate proof for the source of their funds, from trading
in derivatives market.

BSE ties up with Google for internet ad revenue
NEW DELHI: The next time you log on to the BSE website, be prepared for
advertisements staring at you alongside stock quotes. The BSE has tied up
with Google to cash in on the latest advertisement garnering tool, through
website ads related to the content on the page. 

IN A NUTSHELL

Our Bureau
MUMBAI

INVESTORS in equities may have to brace
for more volatility this week in the run-up
to the expiry of the August series equity
derivatives on Thursday. Market partici-
pants will closely watch for trends in the
rollover of August derivatives contracts to
September to get a sense of the bias in the
market direction in September.

Technical analysts see limited gains in
the Nifty and expect the index to face a
strong hurdle at around 5600.

“The Nifty has been trading in a trend
channel since November 2009. The upper
line of the channel is indicated at 5635
while the supporting line is reading at
4940,” said broking firm Pinc Research in
a note. “A breakout above this 
channel will open the potential for the
Nifty to reach 6300,” accord-
ing to the note.

The Nifty on Friday closed
at 5530.65. India’s volatility
index, a measure of traders’
expectations of near-term
risks based on options prices,
was at 16.7%. Options traders consider
higher risks for the market when the in-
dex, which has been trading between
16% and 19% of late, crosses 25% in cur-
rent market conditions. In the bear phase,
the index has crossed 60%.

The outcome of US economic readings,
including home sales for July and initial
jobless claims in August, will have a bear-
ing on the sentiment in global markets.

Back home, bullish traders rely on a ral-

ly on Reliance Industries, which enjoys
the highest weightage on the Nifty, to car-
ry the index above 5600. The stock, which
closed at `988.15 on Friday, has largely
underperformed benchmark indices in
the past couple of weeks, as many traders
have short-sold the stock, of late.

Jittery traders are cutting exposure to
bank shares, which have outperformed
the market in the rally since March 2009.
Broking firm India Infoline, in its study of

15 bank stocks, said there
could be profit-booking in
Bank Nifty, as the index has
gained 10% in a month
compared with the bench-
mark Nifty’s rise of 2.4%.

“Ideally, according to
technical analysis, when a stock trades at
an all-time high, it’s considered a bullish
signal. However, taking into considera-
tion advanced technical parameters, like
Fibonacci extension, Fibonacci retrace-
ment and RSI, our study found that eight
out of 15 stocks covered in this report
have entered an overbought zone. Any
unwinding pressure at these levels could
lead to sharp corrections in them,” India
Infoline said in a report.

Harish Rao
MUMBAI

INDIA’S volatility index (VIX), a measure
of near-term market risks that has been
languishing near its all-time lows, may
rise this week ahead of the futures and op-
tions expiry on Thursday. Traders said that
short-covering may drive up the market,
if the Nifty stays above 5500. Analysts ex-
pect the Nifty to close at about 5510-5530
levels on the expiry day.

NIFTY 
CMP: 5528.20 
Strategy: Call ratio spread 
Buy 1 September 5500 call
@ Rs 121.75 
Sell 2 September 5600 call @
`68.30 
Net premium received (50*
14.85) ̀ 742.50 

This is an options strategy, which bets
on a sideways market in the near term.
The maximum profit in this strategy will
be if the Nifty expires at the strike price of
the options sold (5600). At this price, both
the calls sold expire worthless while the
call purchased (5500) expires in-the-
money. For calculating the maximum
profit, the net premium received (`14.85)
is added to the spread of 100 points (5600-
5500) which is 114.85. So, the highest

profit on a single lot of the Nifty is
(50*114.85) `5,742.50, if the Nifty ex-
pires at 5600. The maximum loss for the
trader will be if the Nifty goes beyond
5714.85 (5600+(100+14.85)). As net
credit is received, there in no downside
risk in this strategy. 

BANK NIFTY 
CMP: 11022 
Strategy: Short Straddle 
Sell 1 August 11000 call @ 95 ̀ 2,375 
Sell 1 August 11000 put @ 85 ̀ 2,125 
Net premium received (25* 180) ̀ 4,500 

This is a high-risk, limited-
profit and unlimited-loss-op-
tions strategy. The maximum
profit for the trader in this
strategy will be, if the Bank
Nifty expires at the strike
price sold (11000) as both the

options will be worthless and he would
receive the entire credit as profit. The loss-
es can be unlimited if there is a big under-
lying move either on the upside or down-
side as both the options will expire deep
in-the-money. The profits would vary, if
the expiry of Bank Nifty happens be-
tween 11180 (1100 plus 180) on the up-
side and 10820 (11000-180) on the
downside beyond which losses will be un-
limited. The lot size for Bank Nifty is 25.
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Market seen volatile
ahead of Aug expiry 

TODAY’S BETS

Short-covering likely
to drive up Nifty 

MID-TERM PICKS
BROKING HOUSE: Motilal Oswal Financial Services

LIC HOUSING

MARKET PRICE: ̀ 1,229.80

TARGET PRICE: ̀ 1,275

LIC HOUSING Finance reported a net profit of

`210 crore (71% YoY growth) in 1QFY11, which is

higher than our estimate of ̀ 170 crore. Disbursals
continue to be strong, the management maintains
its guidance of a 40% disbursement growth during
FY11. We upgrade our earnings 
estimates on the back of expectations of 
strong disbursals.

BUY 

GAIL

MARKET PRICE: ̀ 469

TARGET PRICE: ̀ 495

THE MANAGEMENT expects its transmission vol-
umes to ramp up to 120 mmscmd in the next few
months and to 140 mmscmd in FY12. Also, total
capex over the next five years is expected to be

more than ̀ 41,000 crore. We believe there is an
upside potential to our estimates from higher-
than-expected transmission volumes and 
lower subsidy.

BUY 

INDIABULLS REAL ESTATE

MARKET PRICE: ̀ 191.15

TARGET PRICE: ̀ 244

SEVERAL KEY concerns over capitalisation and
lack of operational visibility on the core real estate
business have been addressed since FY10, due to
successful deployment of surplus cash and steady
sales and execution progress across projects. The
strong ongoing recovery in the commercial vertical
is also a key positive for the stock. One may buy the

stcok with a target of ̀ 244.

BUY 

OPTO CIRCUITS

MARKET PRICE: ̀ 271.45

TARGET PRICE: ̀ 339

THE INVASIVE business is a key long-term growth
driver due to large market opportunity, new product
launches and increasing product awareness. Opto is
likely to generate free cash-flow going forward, on
the back of stable profitability and working capital
requirements. Stable profitability and working
capital days are likely to sustain the high 
return ratios.

BUY

HINDALCO

MARKET PRICE: ̀ 178.70

TARGET PRICE: ̀ 199

HINDALCO HAS put domestic greenfield 
projects on fast track to add 718 ktpa of capacity 
by the end of FY12. The company’s new smelting
capacities are being set up near energy 
sources. Alumina facilities will be set up close 
to bauxite mines. This will ensure low cost of
production. One may buy the stock with a 

target of ̀ 199.

BUY

DISCLAIMER: The views expressed in these pages are from brokerages, analysts and fund
managers. Readers should seek professional investment advice before acting on any

recommendation. ET does not associate itself with the choices. 
Check out the ET Code of Ethics at www.economictimes.com

TOP PICKS OF THE DAY READING THE CHARTS
CAIRN HINDALCO

LAST CLOSE

STOP LOSS

TARGET

Run up to ̀ 350+ levels was
due to rise in crude and
Vedanta deal. This was
accompanied by formation
of long positions. Crude has
corrected to $73.50/bbl.
Further unwinding and cash
base selling may take the
counter down.

Bounce in commodities due
to the depreciation in dollar,
has helped base metal stocks.
Dollar is now appreciating

against Euro. ̀ 180-185 is
strong resistance zone and

`180 call has highest OI. Last
two trading session OI has re-
duced and CoC has declined.

ISPAT IND

Stock has consolidated in a
narrow range in past two
months. There is addition in
OI with rising CoC, which
indicates long positions are
getting added, along with rise
in cash volumes. There has
been unwinding in 17.5 and
20 call options in OI. 

ITC

After ex-bonus, the counter

rallied from ̀ 150 levels with a
rise in OI. In the past two trad-
ing sessions, CoC has slipped
from the positive to the nega-
tive zone. 160 call and 150 put
has highest OI. Unwinding in
futures may drag counter
towards put strike price.

R-POWER

Cash base selling is fading af-
ter the stock declined from

`180+ levels, as 4:1 swap
ratio with RNRL was not well
received by investors. With
fresh formation of long

positions, ̀ 150 is a strong
support and cash buying may
be visible around those levels.

`351

`332

`344.4 LAST CLOSE

STOP LOSS

TARGET

`183

`163

`176.6 LAST CLOSE

STOP LOSS

TARGET

`17.25

`20

`17.95 LAST CLOSE

STOP LOSS

TARGET

`167.00

`153.00

`161.85 LAST CLOSE

STOP LOSS

TARGET

`149

`165

`154.2

SELL SELL BUY BUYSELL

Siddarth Bhamre
HEAD - DERIVATIVES
ANGEL BROKING

(Views expressed are
personal. The chartist

may have interest in some
or all the stocks.)

JAYESH Gandhi disagrees with the widely-held view
that Indian shares are expensive. In an interview with
Deeptha Rajkumar, the executive director of Morgan
Stanley Asset Management says that his fund is overweight
on industrial capital goods, automobiles, pharmaceuticals
and financials. Excerpts:

The general perception among fund managers
is that Indian shares are overvalued. Do you
agree with that assessment?
Valuations are currently at a small premium to
long-term averages, hence can’t be termed as ex-
pensive. They are fair, factoring current corporate
earnings as well as potential higher earnings in the
future. Historically, Indian corporate earnings
have accelerated at a pace above 20%, as the econ-
omy achieves and sustains real GDP
growth of 8% and above. The strong cur-
rent GDP growth is likely to be sustained
for the next few years and the equity mar-
ket is, in a way, reflecting that optimism.

What are your top bets currently?
In terms of our sector bets, we are over-
weight on industrial capital goods, automobiles,
pharmaceuticals and financials in our portfolio.
Our portfolio bets are towards companies and sec-
tors which can benefit meaningfully from India’s
low-cost knowledge economy and manufactur-
ing base as well as the strong economic growth
environment. We like companies that can grow in
terms of scale and size over the medium term with
capital efficiency.

Retail investors continue to stay away from the
market despite the steady rise over the past
many months? What is your advice to them?
Equities deliver the right results over long term.
Hence, domestic investors should ideally take a
long-term view with their investments, and not
try to time the market. The Indian market today,
and for the foreseeable future, will be influenced
by both local and global events. Given this, there
will always be multiple factors at play at a given
point of time, making it extremely difficult to pre-
dict short-term movements. Individual investors
should use the systematic investment route (SIP)
to invest in diversified equity funds, to benefit
from long-term growth in equities.

Local mutual funds have been net-sellers for

the past three months. Is the problem to do
with redemption pressure, or is it an issue at
the distribution level?
Domestic flows have been relatively weak on ac-
count of net outflows from equity funds over the
past year. There have been redemptions and the
fresh inflows are not at the desired level due to va-
riety of factors, like market valuations, the struc-
tural changes to the distribution model for the fund
industry, to cite a few. 

Today, mutual funds are the cheapest and the
most convenient way to access the equity market,
but distribution reach is critical to get that message to
investors. In the new regime, distributors have to be
compensated for their effort by the asset manage-
ment company as well as the investor, and finding

the right equilibrium in that process has
taken more time than expected. Only
when that happens, will we see distributors
reach out in a more meaningful manner,
and investors benefit from that effort.

Between large caps and mid-cap
stocks, which segment would you be

more inclined to?
In the current accelerating economic environment,
over the medium term, mid- and small-caps stocks are
most likely to outperform large caps, but with a high
level of volatility. Our mid-cap allocation has gone up
in recent times and currently stands at round 40%. We
have a basket of around 20 mid-cap names, spread
across sectors, each stock picked on bottom-up re-
search and with measured allocations so that stock-
specific risk is not high. Mid-caps are an important
source of alpha for the portfolio, but the volatility
makes risk management critical. Hence, we believe a
combination of quality large-caps with select growth
mid-cap stocks can deliver better risk-adjusted returns.

How would you link commodities and equity
markets at this point?
Commodity prices, particularly crude oil, metals and
ores are soft, largely because of slow economic
growth outlook in China. A slower growth in China
may affect the bull case for many of the commodi-
ties. Metal prices may remain soft or range-bound
for a prolonged period of time. This is good 
news for India, particularly from an inflation point of
view and would be one of the key reasons for 
our outperformance.
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Corp earnings potential
justifies high valuations 
MFs are the cheapest way to access the market,
but distribution reach is critical to convey that
message, says Morgan Stanley’s Jayesh Gandhi

We are overweight on
industrial capital goods,
automobiles, pharma
and financials. We like

companies that can
grow in terms of scale

and size over the
medium term

JAYESH GANDHI
ED, MORGAN STANLEY ASSET MANAGEMENT
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