
M O N F .Y TIME TO SHUFFLE
MUTUAL FUNDS ARE 

CHANGING THEIR 
EXPOSURE TO MANY 
SECTORS ON HOPES 

THE NEW GOVERNMENT 
WILL WORK TO TURN 

AROUND THE ECONOMY

CHANGE IN SECTORAL DEPLOYMENT
Mutual funds’ investment in bank, auto, finance and cyclical stocks has gone up while there has been a reduction in exposure 

to defensive sectors such as IT, pharmaceutical and consumer non-durables
""ST

In ?  crore as on Jan 2014 
In ?  crore as on May 2014

Ph a rm a  C o n su m e r 
n o n -d u ra b le s

Fin a n c e  P e tro le u m  C o n stru c tio n  In d u s tria l J j i t o  I n t e t n a l  Cem ent 
p ro d u c ts  p r o je c t  ca p ita l a n c illa rie s  p r o d u c ts

Decoding the Churn
An analysis of what equity mutual funds have been buying 

and selling of late, bytanvivarma

lakh crore in Abril.
L et’s look a t th e  s ec to rs  and 

stocks w hich equity m u tual funds 
have been buyhg and selling to get 
clues about th*ir expectations from 
the stock markets.

Favourite Sectors
SEBt data show banks are the top as
set in portfolio^ of equity funds; they 
have investd ] ^ 4 8 ,0 0 0  c ro re  in 
banks, 2 2  per ;e nt of their assets.

Banks were under a lot of pres
sure till a few quarters ago due to 
rising interestrates and piling up of 
bad loans. T hat's  w hy th e  funds 
pared a llocaton  to the sector. But 
this changed a few m onths ago as 
inflation ease<[ and econom ic growth 
showed signsof picking up, improv
ing banks’ asiet quality.

S a n k a r a n  N a r e n ,  C h ie f  
Investm ent Officer, ICICI Prudential

^ 2 5 ,0 0 0  crore, also reflect this trend. 
Banks account for 2 6  per cent assets 
ofHDFC Equity fund, whose top picks 
are SBI (nine per cent) and ICICI Bank 
(seven per cent). These two are the 
top picks ofHDFC Top 2 0 0 , too.

One reason for the increased ex
posure is the sharp rise in bank stocks 
in the last few m onths. ICICI Bank, for 
instance, rose 2 0  per cent in April.

The next favourite sector of m u
tual funds is inform ation technology 
(1 0  per cent), followed by pharm a
ceutical (seven per cent), and finance, 
consumer non-durables and automo
bile (live per cent each ). A lthough 
defensive sectors such as IT, pharm a
ceutical and consum er non-durables 
still account for a big chunk of funds' 
assets, their overall contribution has 
fallen since the start of the year (see 
Change in Sectoral Deployment).

T h is  is in c o n tr a s t  to  a u to ,

m axim um  tractio n , w hich  should 
drive earnings and stock prices over 
the next three  years. F u rther, the 
governm ent’s thrust on infrastruc
ture will boost power generation and 
road construction and provide cas
cading benefits to m an u factu rin g  
and services sectors. In fact, m any 
projects stuck at various stages will 
be the first beneficiaries of this trend.

The new governm ent is expected 
to reduce stress in the financial sec
tor, revive capital expenditure, get 
stalled projects going, remove invest
ment bottlenecks and increase invest
m ent in railways and roads. The fi
nance ministry estimates that lack of 
good infrastructure has been holding 
back economic growth by 1.5 to two 
percentage points every year. This is 
likely to change and. hence, bring 
enorm ous benefits to com panies al
lied to the infrastructure sector.

T
he formation of a stable 
g o v e rn m e n t a t th e  
Centre has lifted stock 
markets out of years of 
stup<)r. T h e  B o m b ay  
S tock  E xchange ;bse) S en sex has 

risen 2 0  per cent since Janu ary and 
touched a high o f2 6 ,1 9 0  points on 
July 8. This, in turn, has put life back 
in to  the m u tual fund in d u stry . 
A ccord in g  to  tbe S e cu ritie s  and  
Exchange Board 3f India (SEBI), the 
industry’s assets under m anagem ent 
(AUM) crossed  ^10 lak h  c ro re  in 
May, up seven p*r cent from ^ 9 .4 5

AMC, says the risk of a high current 
acco u n t deficit is also fading. This 
m eans banks, w hich usually benefit 
w hen the econom y improves, will do 
well. A fall in interest rates and infla
tion m ay further encourage funds to 
add bank stocks. Naren manages one 
of the largest equity schem es, ICICI 
Prudential Focused Bluechip Fund, a 
large-cap fund w ith assets of ̂ 6 ,0 0 0  
crore. The fund increased exposure 
to banks from 21  per cent in January 
to 2 7 per cent in May.

HDFC Equity fund and HDFC Top 
2 0 0  fund, w hich together m anage

finance, construction project, indus
trial capital goods and cem ent sec
tors, w hose share  h as risen since 
January. The decline could be due to 
the recent change in investors' pref
e re n ce  for h ig h -b eta  stock s th a t 
move more than  the overall market. 
These are the opposite of defensive 
stocks, w hich  are stable and so in 
dem and w h en  stock  m arkets are 
under pressure.

N aren  says am o n g  th e  th re e  
com ponents of gross domestic prod
uct (agriculture, industry and serv
ices), industrial growth could see the
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Going by this view, besides bank
ing, ICICI Prudential Focused Bluechip 
Fu nd  h as in crea sed  exp o su re  to 
p ow er u tilities  and  c o n stru c tio n  
project com pany Larsen & Toubro 
mid halved exposure to pharmaceuti
cal (from seven per cent in January to 
three per cent in May). Exposure to IT 
is down from 17  per cent to 12  per 
cent. Naren says these changes did 
not happen due to election results. 
T h is  w as a grad u al p rocess th a t 
started once the co u n try ’s curren t 
account deficit started falling. “W e 
saw opportunities in domestic cycli
c a l  and reduced exposure to metals 
and global cyclical stocks,” he says.

D om estic cyclica ls are com p a
nies w hose stock prices are affected 
by ups and  dow ns o f th e  o v erall 
econom y. T he sectors include infra
structure, cap ital goods, engineer
ing , c e m e n t, a u to  and b a n k in g . 
Global cyclicals are com panies in IT, 
pharm aceutical, and oil and gas sec
tors. T he fall in  IT sector exposure 
could  be due to  risin g  rupee and 
low er earn ings guidance given by 
m ost com panies for the year.

A n a n d  R a d h a k r is h n a n , CIO, 
Franklin Equity, Franklin Templeton 
Investm ents India, says m any infra
structure stocks have fallen because 
of their huge debt. Besides, slowing 
economic growth has been especially 
tou g h  on th ese com p anies. If the 
m acro  environm ent improves and 
interest rates fall, the burden on their 
balance sheets will com e down and 
the stocks will start to deliver better 
returns. “If governm ent policies in 
power, road, railway and defence sec
tors become more clear, we will have 
a lot of investable ideas," he adds.

A m o n g  th e  la rg e  s c h e m e s , 
Reliance Equity Opportunities, too, 
has increased exposure to domestic 
cyclicals. Sunil Singhania, CIO, equi
ties, Reliance AMC, says the fund was 
fairly invested in capital goods com 
panies before elections as their valu
ations w ere lower th an  th at ol con
sum er com panies. A fter elections, 
the propensity to invest in the domes
tic sector has gone up owing to ex

TOP STOCKS HELD BY I
SOME BIG MF SCHEMES |

ICICI Prudential Focused 1
Bluechip Fund 1
HD FC Bank i l i l i i l i i i i l i i l l l l l l l l l l i l is . f e
IC IC I Bank j i i i l l l i l l l i l i i l f i l l i l l  7.69*
S BI lllllllllllllllllllll 5.38%
ITC llllllllllllllllll|5%
M o th e rso n
Sum i IIIIIIIIIIIIIIIIIII484.

HDFC Top 200

SBI illl!lll!li!!ii!!!!!ifl!i!i!<8.23„
Infosys llllllllllllllllllllll|6.06%
IC IC I Bank lllillllllllllllllllli 5-86%
ITC lllllllllllllllllllll! 5.61,
Larsen S 
To u b ro lllllllllllllllllll 4.87%

Reliance Equity
Opportunities Fund

Lab o ra to rie s
SBI llllllllllllllllllll 5-16%
IC IC I Bank lllllllllllllllllll 4.87,
L&T llllllllllllllll 4-16%
Tre n t 11111111114.04',

p ecta tio n  of im p rov em en t in  the  
economy, he adds. He says a  big shift 
in sector preferences seems to have 
occurred due to an  increase in stock 
prices and not entirely due to selling 
or buying of shares. The fund has a 
13 per cent exposure to pharm aceu
tical, w hich Singhania still believes 
in, while its exposure to IT has fallen.

Com menting on valuations after 
th e  re c e n t  r ise  in  s to ck  p rices , 
Singhania says past profits (trailing 
price-to-earnings ratio) are not the 
c o rre c t w ay to ju dge th e  present 
stock prices since the environm ent 
was not conducive then. Valuations, 
he says, m u st be based on future 
profits, w hich are expected to rise.

Popular Stocks
ICICI Bank is the largest contributor 
to assets  o f eq u ity  m u tu a l funds

( t l  2 ,7 0 0  crore, as against "U0 ,0 0 0  
cro re  in A pril), followed by HDFC 
Bank R 9 .0 0 0  crore) and State Bank 
of India R 8 .4 0 0  crore). B anks ac 
count for 5 0  per cent top 1 0  stocks 
held by m u tu a l funds by m arket 
value. L&T has taken the fourth place 
by contributing ^ 8 ,2 0 0  crore (from 
^ 6 ,6 0 0  crore in the previous month) 
owing to a sharp surge in its stock 
price. Infosys, used to ru lin g  the 
roost, has fallen to th e fifth place 
(^ 7 .9 0 0  crore). Reliance Industries 
has slipped owing to slow rise in its 
stock price. ITC, too, has lost its place 
as funds are shying aw ay from con
sum er com panies and focusing on 
cy c lica ls . T h e  exp o su re to TCS is 
^ 4 ,1 0 0  crore. The figure for M aruti 
and Axis B ank is ^ 4 ,0 0 0  crore each.

Most of the above stocks account 
for a large part of m utual fund port
folios since they have a high weight 
in benchm ark indices as well. One of 
the largest equity schemes by market 
c a p it a l i s a t io n ,  B ir la  S u n  L ife  
Frontline  Equity, w h ich  m an ages 
^ 5 ,3 0 0  c ro re , is b e n c h m a rk e d  
against the BSE 2 0 0  index. “There 
would be sector weight deviation vis 
a  vis the benchmark of not more than 
three per cent absolute or 2 5  per cent 
over the sector or portfolio weights, 
w hichever is h igher,” says M ahesh 
Patil, Co-CIO and fund manager, Birla 
Sun Life Frontline Equity fund. This 
m eans if the weight of the banking 
sector in the benchm ark is 1 0  per 
cent, the fund will invest seven to 13 
per cent funds in bank stocks.

Clearly, hope of a turnaround in 
the fortunes of the econom y after the 
e lection s w ould hav e led m u tu al 
funds to increase exposure to m any 
sectors. “W hile it is good for investors 
to know the stocks bought and sold 
by m utual funds, they m ay not fol
low it for their direct equity portfolio 
considering that funds buy/sell at 
d ifferent p rices and are  adept at 
t r a c k in g  t h e m ,” s a y s  G a u ra v  
M ash ru w ala, a certified fin an cia l 
planner. The job, he says, is best left 
to fund m anagers. ♦
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