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Big Change:
The end of Five-Year Plans: All you need to know

 Are mutual fund schemes with concentrated portfolios a
better choice?

Mutual fund investors are warming up to the idea of investing in schemes with
concentrated portfolios to rake in extra returns. Investors have become extremely wary of
schemes after schemes holding the same prominent stocks in the name of diversification.
Motilal Oswal Mutual Fund's impressive performance also caught the fancy of many
investors. Cashing in on the positive sentiment, BNP Paribas recently launched a scheme
with a concentrated portfolio. Are mutual fund schemes with concentrated portfolios better
than schemes with diversified portfolios? 
 
Vishal Dhawan, Founder & CEO -  Plan Ahead Wealth Advisor, says the debate about
diversification killing the returns has been there in the industry for a long time. He believes
this is one reason why both investors and the industry players are looking at concentrated
approach. "There has been a valid discussion about the size of the scheme leading to
over diversification which may result in modest returns. After a point, all the large schemes
will become index-hugging schemes with some variation. At this point a concentrated
portfolio might be looked at as a better option to generate alpha," says Dhawan. 
 
A scheme following the concentrated approach typically holds around 20-25 stocks in their
portfolio, whereas a diversified portfolio usually has around 40-75 stocks. In a
concentrated approach, the top 5 to 10 holdings constitute more than 50 per cent of the portfolio. Simply put, concentrated portfolios
take higher exposure to the stocks that are the fund manager's best picks, with the objective of generating higher alpha. 
 
"The most important aspect of the concentrated portfolio is the fund manager's skills. If your fund manager can take the best calls, you
win and vice-versa," says Gautam Sinha Roy, Vice President - Fund Manager, Motilal Oswal AMC. In fact, that is the biggest trouble with
a concentrated portfolio. If the fund manager gets it right, there would be extra returns. If he gets wrong, you will lose extra money. 
 
That is why Gautam Sinha Roy says the concentrated portfolios are meant for savvy investors. "While we can always argue that it is for
everyone, I think it is more relevant for investors who understand equities well and have faith in it. For retail investors, capital protection
is the most important thing. For investors who cannot handle volatility, concentrated portfolios are not a great place, since the volatility is
higher," says Roy. 
 
On the other hand, a scheme following a diversified investment approach invests in around 50-75 stocks. Because of this, diversified
equity funds typically have lower volatility. "Spreading out the money in too many stocks leads to lower returns because of the
underperformance by some stocks in the portfolio. The good performers in the portfolio are pulled down by the bad performing stocks
and over time, the degree of alpha gets diluted," says Vidya Bala, head of mutual fund research, Fundsindia.com. 
 
As said before, investors have been cribbing about fund managers' tendency to invest in the same stocks and sectors to play it safe in
the name of diversification. Experts believe that fund managers are trying to at least beat the index and stay on top. Obviously, the
strategy result in modest returns. 
 
"In a market like ours which doesn't have a broad-based rally, certain sectors tend to perform better at specific times. In this case, the
focussed approach works better than the diversified one, says Bala. She also believes that the diversification works differently in
different market capitalisations. For example, the largegcap category mostly hugs the benchmark. That is because a largecap fund
cannot diverge too much from the index. However, the number of good stocks in the mid and smallcap segments are low. So, most
schemes will have more or less the same set of stocks. 
 
Finally, the investors need to be cautious while getting into a scheme with a concentrated portfolio. "One, you need to make it clear that
a concentrated portfolio doesn't necessarily mean better performance. Two, the scheme can fall badly if the calls go wrong, since there
is minimum diversification in the portfolio," says Dhawan. 

SHIVANI BAZAZ

RELATED COMPANIES EXPAND

Motilal O

BNP Pari

02:55 PM | 28 SEP

MARKET STATS
LIVE

Search for News, Stock Quotes & NAV's

http://economictimes.indiatimes.com/
http://economictimes.indiatimes.com/
http://economictimes.indiatimes.com/mutual-funds
http://economictimes.indiatimes.com/mf/analysis
http://economictimes.indiatimes.com/indices/sensex_30_companies
http://economictimes.indiatimes.com/indices/sensex_30_companies
http://economictimes.indiatimes.com/indices/sensex_30_companies
http://economictimes.indiatimes.com/indices/nifty_50_companies
http://economictimes.indiatimes.com/indices/nifty_50_companies
http://economictimes.indiatimes.com/indices/nifty_50_companies
http://economictimes.indiatimes.com/commoditysummary/symbol-GOLD.cms
http://economictimes.indiatimes.com/commoditysummary/symbol-GOLD.cms
http://economictimes.indiatimes.com/commoditysummary/symbol-GOLD.cms
http://economictimes.indiatimes.com/markets/forex
http://economictimes.indiatimes.com/markets/forex
http://economictimes.indiatimes.com/markets/forex
http://etportfolio.economictimes.indiatimes.com/DashBoard.htm?lang=MAR
javascript:;
http://economictimes.indiatimes.com/news/economy/policy/the-end-of-five-year-plans-all-you-need-to-know-about-this-big-policy-change/articleshow/58162236.cms
http://economictimes.indiatimes.com/motilal-oswal-financial-services-ltd/stocks/companyid-18715.cms
http://economictimes.indiatimes.com/geojit-bnp-paribas-financial-services-ltd/stocks/companyid-6853.cms
http://economictimes.indiatimes.com/topic/concentrated-portfolio
http://economictimes.indiatimes.com/definition/mutual-fund
http://economictimes.indiatimes.com/topic/diversified-portfolio
http://economictimes.indiatimes.com/definition/volatility
http://economictimes.indiatimes.com/topic/market
http://economictimes.indiatimes.com/definition/benchmark
http://economictimes.indiatimes.com/etreporter/author-shivani-bazaz-479246232.cms
http://economictimes.indiatimes.com/motilal-oswal-financial-services-ltd/stocks/companyid-18715.cms
http://economictimes.indiatimes.com/geojit-bnp-paribas-financial-services-ltd/stocks/companyid-6853.cms
http://economictimes.indiatimes.com/marketstats.cms
Node-2468
Highlight

Node-2468
Highlight

Node-2468
Highlight

Node-2468
Highlight

Node-2468
Highlight



28/09/2017  Are mutual fund schemes with concentrated portfolios a better choice? - The Economic Times

http://economictimes.indiatimes.com/mf/analysis/are-mutual-fund-schemes-with-concentrated-portfolios-a-better-choice/printarticle/60853278.cms 2/2

Powered by

Live Market

News

Portfolio

Mobile

Live TV

Biz Listings

Industry

Newsletters

Commodities

Speed

Blogs

RSS

About Us

Create Your Own Ad

Advertise with Us

Terms of Use & Grievance Redressal

Privacy policy

FOLLOW US
Download it from 
APP STORE

Download it from 
GOOGLE PLAY

Download it from 
Windows Store

Mutual Funds Multicap mutual funds

Is it easy to invest directly in stocks and beat mutual funds? Mutual Fund Investment

Best mutual funds to invest in 2017 Why the bets on Nifty hitting 12,000 by next year are on 

Nifty50 @10,000; should mutual fund investors still wait for
correction?

Should I consult an advisor or invest directly? 

57.21 per cent retail investors prefer to invest in stocks via
mutual funds

Quantum Long Term Equity Fund goes high on cash; should
you invest?

Best Mutual Funds Reliance Mutual Fund

Other Times Group news sites 
इकनॉ�मक टाइ�स | ઈકોનોિમક ટાઈ�સ | Pune Mirror | Bangalore Mirror | Ahmedabad Mirror
| ItsMyAscent | Education Times | Brand Capital | Mumbai Mirror | Times Now |
Indiatimes | नवभारत टाइ�स | महारा�� टाइ�स | �ಜಯ ಕ�ಾ�ಟಕ | Go Green | AdAge India |
Eisamay | IGN India | NavGujarat Samay | Times of India | Lifehacker | Gizmodo |
Samayam Tamil | Samayam Telugu | Miss Kyra | Bombay Times | Filmipop 
 
Living and Entertainment 
Timescity | iDiva | Entertainment | Zoom | Healthmeup | Luxpresso | Gadget Reviews |
Titanium & Platinum Credit Card | Online Songs | MensXP | Hotels | Travel
Destinations | Cricbuzz | Recipes | Gaana | Happytrips | Getsmartapp 
 
Interest Network 
itimes

Hot on the Web 
Surgical Strike | GST | Business News | Bank Fixed Deposits Rates | NPS | Sensex
Today | Gold Rate  | Sensex Live | Nifty 50 | SBI Life Insurance IPO | Share Market |
IPO 
 
Services 
Book print ads | Online shopping | Matrimonial | Astrology | Jobs | Tech Community |
Property | Buy car | Bikes in India | Free Classifieds | Send money to India | Used Cars
| Restaurants in Delhi | Remit to India | Buy Mobiles | Listen Songs | News |
TimesMobile | Real Estate Developers | Restaurant Deals in Delhi | Car Insurance |
Gadgets Now | Free Business Listings | CouponDunia | Remit2India | Techradar |
AliveAR | Getsmartapp App | ETMoney Finance App | FeedbackManage Notifications 

In Case You Missed It

Copyright © 2017 Bennett, Coleman & Co. Ltd. All rights reserved. For reprint rights: Times Syndication Service

 
That means, if you are willing to take the extra risk for better returns, you can invest in the schemes following a concentrated investment
strategy. Before getting into the scheme, check the track record of the fund managerand the AMC. Only if you have faith in the fund
manager, you should go ahead and invest. The expense ratio of these schemes tends to be higher than the diversified ones. Invest only
if the expense justifies the returns. 
 
How did they perform? 
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