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Should an average investor look beyond multicap mutual
funds?

By Vishal Dhawan 

Equity markets continue to move higher, driven by domestic flows from investors who
believe that there is no alternative to equity. Since returns from real estate, gold and fixed
deposits have fallen, there is a large inflow into equity mutual funds. A significant number
of investors are using diversified equity funds, or multicap funds for either investing in
lumpsum or through strategies like SIPs (Systematic Investment Plans) or STPs
(Systematic Transfer Plans). 

While this is a positive change from earlier bull markets like the tech boom of 1999-2000,
when there were significant inflows into technology funds, or in 2007-08 when a large
amount of inflows came in through thematic funds like infrastructure funds. However, the
moot question is whether average investors look beyond diversified or multicap equity
funds to take an exposure to equity markets, or should they look beyond them? 

We believe multicap funds are an excellent choice for a certain profile of investors which include: 

1. Investors who are willing to delegate the decision on how to allocate the monies within equities to a fund manager. The fund manager
in these funds would decide the mix of large-, mid-, and small capitalization stocks and the sectors they would like to go overweight or
underweight on, and the weightage to individual stocks. 

2. Investors who believe that active managers will continue to outperform the indices like they have in the past, even though these funds
could be more expensive. The point to note here is that India is very different from developed markets where a majority of active fund
managers underperform the indices. 

3. Investors who are managing their own asset allocation strategies and investing in different asset classes like equities, bonds, gold,
etc, which are rebalanced on a regular basis. 

Thus, when equity markets get overvalued, for example, they would move out of the equity funds that they hold and move to a cheaper
asset class at that point. 
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However, we continue to believe that a large number of investors need to look beyond multicap equity funds for different reasons: 

1. Asset allocation is a very critical determinant of overall returns, and for investors who are unable to manage their monies across asset
classes, and unlikely to rebalance on an ongoing basis, asset allocation funds that have a combination of equity, bonds and/or gold, and
rebalance on an ongoing basis could be a good option to consider in order to reduce the overall volatility of returns. 

2. As India becomes a more mature and researched market, active managers may struggle to generate alpha. That is, higher returns
than the indices that they track their portfolios against. Thus, it may be prudent to look at the option of using index funds, index ETFs
and smart beta products for investors, especially for those investors who are looking for lower cost solutions and returns that do not
deviate significantly due to inappropriate stock and/or sector selection by the fund manager. 

3. Investors who believe that there is tactically an opportunity to go overweight or underweight on a particular sector/theme or market
capitalization of stocks. For example, there could be investors who may view enhanced capital spending by the government as an
opportunity to enhance exposure to infrastructure funds. Investors taking these exposures may need to track these funds closely as any
change in the environment, could mean that they would have to take the decision of exit themselves, rather than depend on a fund
manager to decide for them. 

Overall, the power of choice that the mutual fund industry provides is excellent news, with different schemes for different types of
investors, and therefore what is good for your neighbour or your colleague may not be the best choice for you as well. Be prudent with
what you invest in and understand what is good for you. If you can't decide yourself, seek professional help. 

(Vishal Dhawan is a certified financial planner and founder of Plan Ahead Wealth Advisors, a SEBI Registered Investment
advisory firm.) 
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