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I invest in mutual funds through SIPs and usually redeem after
some increase in their NAVs. I strongly believe that themes such
as power and natural resources will be good investments .
Therefore, I have decided to invest about Rs.6,000 per month
for next 10 years in funds related to these sectors. I have made
minimum subscriptions through SIP in Reliance Natural
Resources, Sahara Power & Natural Resources and UTI Energy.

I want to take out three-fourth of the proceeds after five years
for my first daughter and the rest after 10 years for my second
daughter. I can continue to invest at least Rs.3000 if not Rs 6000
per month after the fifth year till the target period. Is my
decision to totally depend on these particular sectors correct? If
not, please suggest alternative schemes. I do not mind taking
risks and can book profit now and then. I also wish to invest
minimum amount in SIPs and afterwards make lump sum
investment in one or two schemes depending upon the market
movement and the performance of selected schemes. Should I
take such a decision arbitrarily depending upon how much the
Sensex increases or declines? Are there any predictions or
analysis available to know the movement of the power sector
index just as the Sensex movements are forecasted? 

P. Surendra Babu
You are partly right in your assumption that themes such as

power and natural resources hold potential. However, when you
talk about natural resources, you must keep in mind that they
include commodities such as oil, metals and other precious
metals which have traditionally been through cyclical phases of
out performance often followed by suddenly plunges. Let us take
the case of Magnum Comma: the fund’s 86 per cent in 2007 was
followed by a 60 per cent decline in late 2008, a good three-
fourth of this fall being precipitated by the commodity
meltdown between September and December 2008. Commodity
stocks tend to sharply react to the global prices of metals such as
copper, steel, aluminium and other resources such as crude and
gold; such themes funds cannot therefore pull off a surprise
performance even if managed by the best of fund houses

CYCLICAL IN NATURE
Now, even while you mentioned that you do not mind
booking profits, the question is whether you would be
able to time your exits in these funds. This would call
for actively tracking global commodity prices and
demand and supply. If you cannot, our suggestion
would be that you restrict your exposure to these
sector funds. Further, investing in one theme would
amount to keeping all your eggs in one basket. A
sudden downturn in this sector may destroy your
carefully planned portfolio and prevent you from
meeting the goal. It is therefore, not a wise decision to
lock-in to one sector to build your portfolio.

DIVERSIFIED PORTFOLIO
We would alternatively like to suggest a portfolio of
diversified funds along with a mix of your favourite
themes. Consider the SIP route to investing in DSP BR
Equity, Sundaram BNP Paribas Select Midcap and HDFC
Prudence. Add Magnum Comma if you want an entire domestic
exposure to commodities or DSP BR Natural Resources and
New Energy if you would like a marginal exposure to
international commodity stocks. Accumulate these funds on
declines linked to markets. 

If you are keen on the power theme, note that except Reliance
Diversified Power Sector Fund there are no pure ‘power’ funds
that invest across the spectrum of power generation,
transmission and distribution. Reliance Natural Resources and
UTI Energy are relative underperformers in their category while
Sahara Power and Natural Resources has a very small asset base
to offer comfort. Do not renew the SIPs in these funds and
consider exiting them. As for your question on tracking the
power index, the index is relatively new. It is also not an index
well-represented by power stocks. It is therefore best that you
opt for SIPs in diversified funds and use any savings to make
lump sum investments in every decline of say 10 per cent or
more in the Sensex.

VIDYA BALA

Market View

�A sudden
downturn in
the sector may
destroy your
carefully
planned
portfolio and
affect your
goal.

Investors looking to build a re-
tirement portfolio can consid-
er investment in UTI
Retirement Benefit Pension
Plan. UTI Retirement is an
open-end debt-oriented bal-
anced fund with a maximum
allocation of 40 per cent of its
assets to equity. 

The fund, over three- and
five-year periods, generated
annualised return of 9.2 per
cent and 14.4 per cent respec-
tively and outpaced the cate-
gory average by 4-7 per cent.
In its equity segment, the fund
predominantly invests in
large-cap stocks; its returns
are similar to that of BSE Sen-
sex over three and five years.

Suitability: The fund’s
mandate is to build a retire-
ment corpus with a mix of eq-

uity and debt, depending on
the market conditions. Hence,
the fund is ideally suited for
investors looking at building a
long-term portfolio for retire-
ment. 

The fund’s tendency to in-
vest at least 60 per cent of the
assets in debt can provide a
comfort level for conservative
investors. 

Scheme Features: The
objective of the scheme is to
provide pension to investors,
particularly those not covered
by any social security. 

After they reach the age of
58, investors can opt to receive
the accumulated investment
in the form of annuity by re-
purchasing the units over a
period of time in the form of
periodical cash-flow, based on
the repurchase value of their
holding then, through a syste-
matic withdrawal plan. 

Withdrawal can be month-
ly, quarterly, half-yearly and
annual. The fund charges an
exit load of 5 per cent for re-
purchase within a year and 1
per cent for exits between 3-5
years. 

Investment in this fund is
eligible for tax benefit under
Section 80C. A point worth
noting here is that if the cur-
rent direct tax code recom-
mendation is implemented
this investment will cease to
enjoy tax benefits. 

Performance: The fund
has outperformed the hybrid
debt category average over a

one-year period by seven per-
centage points. Thanks to the
presence of debt, it has con-
tained losses during the mar-
ket meltdown; even after the
strong equity rally, its one-
year return is as good as the
BSE Sensex. 

The equity portion is pas-
sively managed and is being
invested in large-cap stocks.

Investors can only expect
moderate returns from this
segment. 

Of the debt investment
close to 75 per cent of the as-
sets are invested in AAA-rated
and AA-rated securities which
may provide moderate returns
for relatively low risk. Its lim-
ited investment in securities
below investment grade pro-
vide a high-risk, high-return
flavour.

Portfolio Overview: In
its August portfolio the fund
held 56 per cent in debt and 39
per cent in equity. 

While in the early part of
this year the exposure to equi-
ty was around 20 per cent it
stepped up allocation well in-
to the start of this ongoing ral-
ly, thereby failing to derive
maximum advantage from it. 

Financial services, energy
and capital goods are the top
holdings in equity, while non-
convertible debentures ac-
counted for major chunk of
debt portion. 

The fund is jointly managed
by Mr Amandeep S. Chopra
and Mr Deb Bhattacharya. 

Invest for the long haul

� INVEST

UTI Retirement Benefit Pension Plan

�The fund’s man-
date is to build a
retirement corpus
of equity and debt

Suresh Parthasarathy

Aarati Krishnan
The Executive Director of Morgan

Stanley Investment Management, Mr
Jayesh Gandhi, talks to Business Line
about how being among the first to spot
the ongoing recovery helped his fund
house outperform in this market rally.

Excerpts from the interview:
Active funds have found it diffi-

cult to outperform the bench-
marks, but Morgan Stanley’s
A.C.E. fund has managed this over
the past year. What sector and
stock choices drove that? 

For Morgan Stanley A.C.E. Fund,
which is a multi-cap fund, a combination
of sector (top-down) and stock picks
(bottom up) have helped. We took a con-
scious decision early on to remain over-
weight on capital goods and industrials,
power generation, pharmaceuticals: sec-
tors that have delivered very good re-
turns over a one-year time horizon.

In your August portfolio,
FMCGs are the top weight. Are you
taking a more defensive stance be-
cause valuations in industrials
have run up? 

Not necessarily. We have employed
sort of a ‘barbell’ strategy, to remain
overweight on sectors and stocks at both
ends of the risk spectrum. So we are
overweight on the infrastructure sector,
with high weights in power generation,
gas pipelines, capital goods and indus-

trial stocks, with sectors like these mak-
ing up over a 50 per cent exposure in our
portfolio. 

Each of these are relatively high Beta
sectors where possible market correc-
tion can work against us and depress
overall portfolio returns. Therefore, we
are overweight simultaneously on do-
mestic consumption themes and more
stable businesses such as consumer
products and pharmaceuticals. 

The proportion of mid-cap
stocks in your portfolio has risen
sharply between March and Au-
gust. Is that a deliberate attempt to
benefit from the the valuation gap
between mid-cap and large-cap
stocks? 

That is correct. Last year, when we
first built the fund’s portfolio, the alloca-

tion to mid-cap stocks was much lower.
We increased allocation to mid-caps
over the past few months to over 30 per
cent, based on our view on improving
fundamentals in the economy. 

On account of the improving trends in
economic activity and acceleration in in-
dustrial production, a large number of
sectors and companies are benefiting. In
this scenario, the broader equity market
may generate better returns than the
narrow large-cap basket. 

As the economy expands, usually
earnings for a large number of sectors
and companies improve. Mid-caps then
start to perform quite well. We caught
that trend quite early on. 

There is a view that mid-sized
companies cannot perform when
in a rising interest rate cycle. Given
that most people now believe that

rates will head higher over the next
six months to one year, do you see a
risk to mid-cap stocks? 

I believe that the change in interest
rates regime in the next six months will
not be very significant. It would prob-
ably be in the range of 50 basis points. In
our portfolio, we focus specifically on
companies that are not heavily lever-
aged. 

We also look at specific businesses
and models which are not too reliant on
capital and frequently raise debt or equi-
ty capital. In the mid- and small-cap
spaces, stock selection is always based
on a solid bottom-up research approach.
We look at financial parameters closely
to gauge if there will be a material im-
pact from rising raw material costs or
interest rates. 

What is your take on valuations?
Morgan Stanley was one of the
early fund houses to turn bullish on
the Indian markets and take the
view that a recovery was indeed
on. 

If you see our portfolios from January
to March we were fully invested at that
time. Whereas a large number of funds
in our peer group held sizeable cash po-
sitions. At about 8000 levels we took the
call that valuations had bottomed out.
On current valuations, the market may
look fairly valued from a near term per-
spective. 

But from a medium to long term per-
spective we believe that reasonably
strong returns are still in store. 

If corporate earnings rebound faster
than expectations, the market may not
look expensive. For the next leg of the
uptrend, corporate earnings are crucial
and I believe the focus of stock perfor-
mance would also shift in favour of com-
panies that are able to deliver superior
profit growth on a sustainable basis.

Doesn’t that depend on earnings
upgrades and surprises given that
growth is already factored into val-
uations? 

On many previous occasions, it has
been seen that with uptick in economic
activity, corporate earnings pick-up as
the cycle progresses. For instance the
analyst consensus estimates before and
after the June quarter numbers show a
significant increase. 

I believe that we are currently in a
sweet spot, where inflation is still quite
low, economic activity and hence vol-
umes and sales are picking up, corporate
profitability is healthy because com-
modity prices are under control, em-
ployees’ and other costs are under
control and interest rates too are rela-
tively low. 

My belief is that if this situation con-
tinues for 6-12 months, we should come
back to a 15 per cent earnings growth
trajectory. By 2011 if the economy hits
7-8 per cent GDP growth, we could start
seeing a 15-20 per cent corporate earn-
ings growth trajectory. 

The Indian market has also
moved into a substantial premium
over the US. Do you see a re-alloca-

tion back to the developed mar-
kets? 

I don’t really subscribe to the view
that funds will move from the emerging
to developed markets. The money com-
ing into India is generally from the funds
meant specifically for emerging markets.
Investors do see the potential for higher
returns from emerging markets and are
willing to take the higher risk that comes
with that. 

My sense is that over the next two
years, this allocation will only go up and
not down. When investors see the return
differential between emerging markets
and the developed ones, allocations will
be stepped up. In fact investors may pre-
fer India over China as the economy
relies more on domestic consumption. 

A good portion of FII flows that
have come in this year have come
in via qualified institutional place-
ments and not really directly into
the secondary markets. Is that a
healthy trend? 

I do not see any issues with the trend
and believe it is part and parcel of any
market uptrend. Companies that raised
QIP have also performed well after such
offers. We have participated in some of
the offers. 

The response to QIPs is a sign that
many foreign investors want to take an
exposure. The QIP route is one quick
way to take that exposure. 

I also don’t believe that QIP offers will
curtail liquidity flows into the secondary
markets. 

� INTERVIEW 

We believe reasonably strong returns are in store: Morgan Stanley
�We are currently in a

sweet spot, where
inflation is still quite
low, economic activity
and hence volumes and
sales are picking up ….
JAYESH GANDHI,

EXECUTIVE DIRECTOR 

OF MORGAN STANLEY

INVESTMENT MANAGEMENT 

RELIGARE MUTUAL FUND has launched Religare PSU
Equity Fund, an open-ended equity scheme. The face value of the
issue is Rs 10 a unit and the offer closes on October 28. The
investment objective of the fund is to generate capital apprecia-
tion by investing in equity and equity-related instruments of
companies where Central and State Governments have majority
shareholding or management control or have powers to appoint
majority of directors. The minimum application amount for in-
vestment will be Rs 5,000 and thereafter in multiples of Re 1. The
fund is benchmarked to BSE PSU index. 

SAHARA MUTUAL FUND has revised the exit load structure
for equity schemes such as Sahara Growth Fund, Sahara In-
frastructure Fund, Sahara Wealth Plus Fund, Sahara Power &
Natural Resources Fund, Sahara Banking and Financial Services
Fund, Sahara Mid cap Fund and Sahara Super 20 Fund. Accord-
ingly, the exit load charge is 1 per cent, if redeemed on or before 12
months from the date of allotment. If redeemed after 12 months
from the date of allotment, the exit load charge is nil. 

Update

K. Venkatasubramanian
Investors can retain the units of

DWS Alpha Equity Fund (DWS Alpha)
given the fund’s ability to contain
downsides and provide steady returns.
Though, over three-year and five-year
periods, the fund has managed to out-
perform its benchmark, Nifty, it has
lagged the index over a one-year
period.

Over a five-year period, DWS Alpha
has delivered a compounded annual
return of 26 per cent, which places it
among the middle rung of diversified
equity funds. DWS Alpha is a large-cap
(market capitalisation greater than Rs
7500-crore) oriented stock . 

The fund may be suitable for a con-
servative investor’s portfolio, but not
as a core component as there are other
large-cap funds with superior track
record over the long-term. HDFC Top
200 Equity, DSPBR Top 100 Equity,
Birla Sun Life Frontline equity and
Sundaram Select Focus are some ex-
amples. But over a five-year period,
DWS Alpha has managed to outper-
form funds such as HSBC Equity and
Tata Select Equity.

Performance and Strategy:

DWS Alpha has controlled downsides
better than its benchmark on many
occasions. During the market correc-
tions in 2004, early 2007 and the pro-
longed fall in 2008-09, the fund has
managed to limit losses better than the
Nifty. But it failed to accomplish this in
2006.

But during periods of market upsw-
ing, the fund’s track record is not en-
couraging. During the rallies of 2006
and the present rally that started in
March 2009, the fund has underper-
formed its benchmark. But it managed
outperformance in the 2007 rally.

DWS Alpha takes concentrated ex-
posures to stocks consistently. The
fund’s top 10 stocks account for over
50 per cent of its portfolio. Despite this
the fund has not delivered superior
returns during market upswings. The
number of stocks has been kept at
around 30.

Over the last one year, the fund has
increased exposures to sectors such as
consumer non-durables and telecom
which may be defensive bets. The fund
also moved to cash, to the extent of
nearly 20 per cent in March. This may
have limited its ability to participate in
the subsequent market rally. DWS Al-
pha’s August portfolio indicates that it
is now nearly fully invested in stocks. 

� HOLD

Safe bet in bad times
DWS Alpha Equity Fund

Suresh Parthasarathy
Investors often enter the equity

market without understanding the
risks. Such investment carries system-
ic risks, irrespective of whether one
opts for direct exposure or through
mutual funds. Here is a way to evaluate
such risk.

To achieve financial goals, the first
evaluation is the risk-taking capacity
of the individual. People tend to take
higher risks early in their career. Later
on their risk-taking abilities are limit-
ed due to the lesser number of earning
years. 

The fewer earning years ahead lim-
its the latter’s risk-taking ability even if
the individual is very keen to achieve
investment goals. 

If individuals are unable to under-
stand and assess their risk appetite, it
may not be wise to hold risky assets
such as equity. 

Risk perception: Let us say that
the risk perception of investors vary
between 1 and 100 per cent. For some-
one in his 20s, equity may mean losing
as much as 40 per cent of investments,
while for his father, a 10 per cent de-
cline could mean a high-risk strategy.
This perception arises from one’s abil-
ity to tolerate risk. 

Another key issue in which inves-
tors often falter is the nature of funds.
Take the example of an investor who
made his money in the derivatives
market in 2007; this prompted him to
use his father’s retirement corpus (ear-
marked for the investor’s sister’s wed-
ding) in a high beta mutual fund,
which fell by over 50 per cent in a
downturn. 

Two lessons emerge from this case:
one, funds with a crucial financial goal
in the near future cannot be exposed to
market vagaries. Two, transfer of risk
to a younger person does not automat-
ically mitigate the risk of investing in
equity. 

The final step of evaluation is risk

tolerance. If you cannot stomach los-
ing money don’t barge into the equity
market. If you are ready to lose at least
20-30 per cent, then you can consider
mutual funds.

Risk tolerance: We come across
advisors recommending MIPs to re-
tired people as part of portfolio di-
versification. The advisor might know
the risk profile of the investment but
investor understands the risk only
when he losses money. 

To understand how it is possible to
lose money without understanding the
risk tolerance, we analysed the perfor-
mance of monthly income plans
(which invest about 80 per cent of the
money in debt schemes and rest in
equity). 

The perception among individuals
is that monthly income schemes de-
clare dividends every month. Some in-
vestors enquire during market
downturns why their MIPs are not de-
claring dividends. For instance, if an
individual had invested in an MIP in
January 2008, the one-year category
average return of the scheme would
have been minus 8 per cent. 

The disparity between the best in
the category and the worst was wide.
The best generated a 20 per cent re-
turn in one year ending January 2009
while the worst lost 12 per cent. If you
had invested in the scheme without
understanding your risk tolerance and
sold the units in loss in panic, your
tolerance for risk was low. 

Had the person stayed invested dur-
ing the market correction, the fund
would have once again moved to posi-
tive territory. 

For instance if you look at a one-year
period ending September 29, the best
performing Reliance Monthly Income
Plan generated a return of 30 per cent
while, for the same period FT India
Monthly Plan (Bonus) lost 3.5 per cent.

This shows that before investing
one has to evaluate the risk-taking ca-
pacity, perception and tolerance to-
wards risk to accumulate money in an
asset class such as equity. 

� FUND PRIMER

Evaluate risk carefully
Equity Funds

Queries may be e-mailed to mf@thehindu.co.in, or sent by post to 
Business Line, 859- 860, Anna Salai, Chennai 600002.


