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Post RBI rate cut, go slow on duration funds
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BY PRASHANT MAHESH, ET BUREAU | UPDATED: AUG 03, 2017, 12.49 PM IST

After earning doubledigit returns from fixed income funds over a three year period,
investors may need to brace for lower returns in the coming years. Wealth managers and
analysts are advising fixed income investors to reduce the proportion of duration funds
from their portfolio in favour of accrual funds after the Reserve Bank of India (RBI), in its
policy review meeting on Wednesday, signalled it may not be in a hurry to cut interest
rates.

Big Change:
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"We are at the fag-end of the rate cut cycle and there could just be one more rate cut," said Vidya Bala, Head (research),
fundsindia.com.
Bala recommends investors to switch from gilt funds--a product that invests in government securities -which have been top performers in
the fixed income category in the last three years, to short-term accrual funds such as credit opportunity and corporate bond funds, where
the focus is on earning interest income and rate-related risks. She recommends HDFC Medium Term Opportunities Fund and UTI
Banking and PSU Fund to fixed income investors with a 1-2 year time frame.
"Investors should position their portfolios towards accrual strategies as no significant rate cuts are expected from here on," says Vishal
Dhawan, chief financial planner, Plan Ahead Wealth Advisors.
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The RBI, while cutting the repo rate by 25 basis points on Wednesday, maintained its neutral rating.
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"The Reserve Bank has opted to cut rates, but has maintained a neutral stance of policy - preferring to wait for further data to decide if
rates should be further reduced," says R Sivakumar, head (fixed income), Axis Mutual Fund.
Dhawan recommends investors to raise the proportion of accrual funds in their portfolio to 66% from the earlier 50 per cent, and reduce
the proportion of dynamic bond from 34 per cent to 25 per cent. Dhawan recommends Birla Sunlife Short term fund and HDFC Medium
Ter m Opportunities fund and in the dynamic fund cate gory recommends IDFC Dynamic Bond Fund.
Accrual funds focus on earning interest income from the coupon offered by bonds they own, while duration funds look at earning income
through both capital appreciation when interest rates decline. Though they can earn some returns from capital gains, it is typically small
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in proportion to their total returns.
In the last three years, investors have ear ned 10.57 per cent from the Dynamic Bond category, 10.27 per cent from credit opportunities
and 11.92 per cent from long term gilt category, as per data from mutual fund tracker Value Research.
Wealth managers advise investors to lower their returns expectation to 7-8.5 per cent as capital appreciation will be lower and investors
can now earn returns only from interest accrued on bonds.
Stay on top of business news with The Economic Times App. Download it Now!

Powered by

Live Market

Industry

About Us

News

Newsletters

Create Your Own Ad

Portfolio

Commodities

Advertise with Us

Mobile

Speed

Terms of Use & Grievance Redressal

Live TV

Blogs

Privacy policy

Biz Listings

RSS

FOLLOW US

Download it from

Download it from

Download it from

APP STORE

GOOGLE PLAY

Windows Store

Other Times Group news sites
इकनॉ मक टाइ स | ઈકોનોિમક ટાઈ સ | Pune Mirror | Bangalore Mirror | Ahmedabad Mirror

Hot on the Web
Jio Paytm Offer | Aadhaar - PAN Card Linking | Bank Fixed Deposits Rates | NPS |

Eisamay | IGN India | NavGujarat Samay | Times of India | Lifehacker | Gizmodo |
Samayam Tamil | Samayam Telugu | Miss Kyra | Bombay Times | Filmipop

Services

Living and Entertainment

Book print ads | Online shopping | Matrimonial | Astrology | Jobs | Tech Community |
Property | Buy car | Bikes in India | Free Classifieds | Send money to India | Used Cars

Timescity | iDiva | Entertainment | Zoom | Healthmeup | Luxpresso | Gadget Reviews |
Titanium & Platinum Credit Card | Online Songs | MensXP | Hotels | Travel

| Restaurants in Delhi | Remit to India | Buy Mobiles | Listen Songs | News |
TimesMobile | Real Estate Developers | Restaurant Deals in Delhi | Car Insurance |

Destinations | Cricbuzz | Recipes | Gaana | Happytrips | Getsmartapp

Gadgets Now | Free Business Listings | CouponDunia | Remit2India | Techradar |
AliveAR | Getsmartapp App | ETMoney Finance App | FeedbackManage Notifications

| ItsMyAscent | Education Times | Brand Capital | Mumbai Mirror | Times Now |
Indiatimes | नवभारत टाइ स | महारा टाइ स | ಜಯ ಕ ಾ ಟಕ | Go Green | AdAge India |

Sensex Today | How to File ITR | Narendra Modi | Sensex Live | Nifty Live | SBI Share
Price | Monsoon Tips | Gadgets News

Interest Network
itimes

http://economictimes.indiatimes.com/markets/stocks/news/post-rbi-rate-cut-go-slow-on-duration-funds/printarticle/59891698.cms

3/4

8/16/2017

Post RBI rate cut, go slow on duration funds - The Economic Times

In Case You Missed It
Cochin Shipyard Share Price

RCom

Share Market

IPO

Sensex Today

Nifty Today

SBI Share Price

ITC Share Price

SIS Share Price

BSE

NSE

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

http://economictimes.indiatimes.com/markets/stocks/news/post-rbi-rate-cut-go-slow-on-duration-funds/printarticle/59891698.cms

4/4

