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Do you know the different performance parameters of equity mutual funds: Alpha and Beta
In our previous post, we discussed various risk and risk adjusted performance parameters of mutual funds. In this
post, we will discuss two very important performance parameters of mutual fund schemes – Alpha and Beta.
What is Beta?
Beta is the risk of a stock or mutual fund scheme relative to the relevant market benchmark. Beta is, in our opinion,
a more relevant risk measure for equity investors compared to the risk measure we discussed in our previous post,
standard deviation. Why is beta more relevant than standard deviation for equity investors? Equity investors
understand the risk/return relationship and are willing to take risks in order to get higher returns.
Different segments or sectors of the market have different risk grades and naturally the standard deviations of riskier
segments/sectors (e.g. midcap, small cap funds etc) will be higher than those of the less risky ones (e.g. large cap
funds). Different market segments and sectors have different market benchmarks, e.g. Sensex (for the largest 30
market cap stocks), BSE 100 (for the largest 100 market cap stocks), BSE Midcap Index (for midcap stocks), BSE Small
Cap Index (for small cap stocks), etc. Beta broadly tells us how much price change (for a stock or fund) we can expect,
if the market benchmark moves up or down by 1%. Please note that this is only an approximate definition of Beta.
The exact definition of Beta, for investors who are more theoretically inclined, is implicit in the classic Capital Asset
Pricing Model (CAPM):

Return of the Fund = Risk Free Rate + Beta X (Return of Benchmark Index - Risk Free Rate)
Let us understand this formula with the help of two examples. Assume that you have invested in a large cap fund
whose benchmark is BSE 100. The beta of the fund is 2. Let us assume that the risk free rate is 8%. If BSE 100 rises
by 15%, then as per CAPM, the return of your fund will be 8% + 2 X (15% - 8%) = 22%. On the other hand, if BSE
100 falls by 10%, then as per CAPM, the return of your fund will be 8% + 2% X (-10% - 8%) = -28%. Let us now
assume that the Beta of your fund is 0.8. If BSE 100 rises by 15%, then the return of your fund will be 8% + 0.8 X
(15% - 8%) = 13.6%. If BSE 100 falls by 10%, then the return of your fund will be 8% + 0.8 X (-10% - 8%) = -6.4%.
Clearly, higher the beta more is the risk and vice versa.
Beta is a very important concept in investing. High or low beta does not imply a good or bad fund; it simply indicates
the risk profile of the fund. When you are investing in a high beta fund, you should be conscious of the risk you are
taking. If you have an aggressive risk appetite and naturally desirous of high returns then you can invest in high beta
funds. If you do not have a high risk appetite, you should choose a low beta fund.
What is Alpha?
Capital Asset Pricing Model (CAPM) is one of the classic finance theories, but the performance of a mutual fund
scheme cannot always be explained by CAPM. CAPM assumes that a fund can give higher return only by taking more
risks. In reality, however, some fund managers are able to give better returns than other fund managers by taking the
same amount of risk or even lesser risk. In other words, returns of your mutual schemes are not just dependent on
the risk profiles of the schemes, but also on the value added by the fund managers. Alpha is a measure of the value
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Do you know the different performance parameters of equity mutual funds: Alpha and Beta (Cont..)
added by your fund manager, for the same amount of risk. In mathematical terms, we have to modify the CAPM
formula to accommodate the fund manager’s value-add.

Return of a Fund = Risk Free Rate + Beta X (Return of Benchmark Index - Risk Free Rate) + Alpha
Let us understand this concept by revisiting the example discussed earlier. Let us assume the risk free rate is 8%. Let
us further assume that you have invested in a fund whose benchmark index is BSE 100 and beta is 2. If BSE 100 rises
by 15%, as per CAPM, you can expect a return of 22% from your fund. Let us assume you get a return of 25%. This
3% extra returns was a result of the value created by your fund manager and is the alpha of the fund. If BSE 100 falls
by 10%, as per CAPM your expected return would be -28%, but if your fund manager is able to generate a 3% alpha,
your actual return would be -25%.
From a conceptual standpoint, alpha is the excess return generated by your fund manager versus what is predicted
by CAPM. The top performing funds that have sustained their outperformance over a sufficiently long period of time
are undoubtedly funds with high alphas. High alpha speaks of the fund manager’s ability of stock selection and
portfolio construction.
How to use Alpha and Beta for Fund Selection?
Now that we understand the concepts of Alpha and Beta, we can put them to use while selecting funds for our mutual
fund portfolio. Firstly, you need to determine your investment objectives and risk tolerance level. Based on your risk
tolerance level, you need to identify the category or categories of funds that you will invest in and the relative
allocations to each category. For example, if you have a high risk tolerance level you may have a higher allocation to
small and midcap funds. On the other hand, if you have a lower risk tolerance level, your portfolio should be biased
towards large cap funds. Once you have determined your allocation to a particular category, you should select funds
based on your investment objectives and risk appetite. If you have an aggressive risk appetite you can select high beta
funds in that particular category; on the other hand if you are less aggressive and want more stability in your portfolio
you should select a low beta funds in that category. In either case, you should select funds that have given high alphas.
It is usually recommended that you select moderate beta and high alpha funds, but if you have a high risk appetite,
then you can select high beta and high alpha funds.
Conclusion
In this post, we have reviewed two important concepts related to mutual fund selection. Instead of simply looking at
historical returns, you should look at the Alpha and Beta of the fund. Beta can help you identify funds consistent with
your risk appetite, while Alpha will tell you whether a mutual fund scheme can outperform in the future, as long as
the fund manager and the investment strategy of the scheme remain unchanged.
Edited Excerpts from www.Advisorkhoj.com
(Article written on behalf of Sundaram Mutual Fund)
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Equity Outlook
•

•

•

US pulling out of the Paris accord, Conservatives losing
majority in the UK elections and an increasing policy
normalisation bias among Central Banks were the highlights
for the month of June globally.

appear to touch just short of Rs.1tr.
•

On the domestic front, the RBI’s accelerating of the NPL
resolution process and surprise downward revision in inflation
were key highlights.

Outlook

Global
June was weak for most global markets.

•

The first half of the month saw Trump pulling out of the Paris
accord, with intent to renegotiate a deal that would be fair for
US businesses. The US senate postponed voting on the bill to
repeal and replace Obamacare, delivering another blow to the
perception of any Trump-trade.

•

•

The Government’s firm commitment to spur the infrastructure
investment cycle is already reflecting in improved execution on
the ground.

•

Focus on rural incomes and spend will also in help broadbasing growth and serve as a long term driver of the
consumption story.

•

The stress in the banking system has seen more targeted
addressing, as expected, with recognition, provision of bad
loans, resolution and subsequent capitalisation commitments.

•

The Govt. has been laying the foundations for the road to
sustainable growth through broader reforms & efficient
administration.

•

The economy seems to be back on track now spurred by
improved velocity of new currencies, rising rural incomes and
improved demand.

•

The quarterly results have shown a fair bit of improvement in
terms of trend and it is expected that the uptrend will gather
steam into FY18.

•

GST introduction is expected to be disruptive in the short
term but should stabilise over this quarter.

The Indian markets saw a net inflow of $4.3bn. in May.

•

Theresa May witnessed her Conservative party lose majority
and approach the Democratic Unionist Party (DUP) for
support. This loss in bargaining power of the Conservatives led
to market expectations of a much softer Brexit.

Central banks
•

A good part of the month was dominated by the market’s
focus on Central Banks and their policy language.

•

While the Fed. delivered a rate rise of 25bps during mid-June,
the market focus was barely on this. The Fed.’s charting of its
Balance Sheet normalisation and market guessing on its
liquidity impact occupied the initial mind space of the markets.

•

Conclusion:

The month saw steepening of the yield curve in the Eurozone
and also set the backdrop for steepening in US yield curves.
July would see these yield movements gradually catching up
among the EM peers.

•

Fed. is likely to move ahead gradually, keeping in mind not to
pull down economic growth that has just seen some
momentum.

•

2017 is likely to be the year of the fiscal with most
Governments acknowledging the need to create demand
through fiscal spending. India will not be far behind in this move
and will continue to remain prudent in such deficit spending.

•

While broader valuations, driven by domestic liquidity, indicate
market discounting near term earnings, one will have to look
beyond FY18 and look forward.

•

With the twin deficits well contained, inflation well under
control, bottomed out growth, a relatively stable currency and
an extremely strong political mandate, every point of volatility
would be an opportunity to buy India.

•

We continue to remain positive on our equity markets with a
medium to long term outlook.

Domestic
•

June marked important positives for the economy with the RBI
accelerating the NPL resolution process. The RBI directed the
banks to refer the top 12 NPL cases to resolution under the
Insolvency & Bankruptcy Code while pushing them to try and
resolve the other heavy accounts within the next 6 months.

•

The month also saw a downward revision of the RBI’s inflation
forecasts for the fiscal, based on positive surprises in both
wholesale and retail inflation.

•

The policy rates were kept unchanged by the RBI in its
Monetary Policy with its language indicating policy being data
dependent.

•

June saw four key states announce their plans for farm loan
waivers. Based on their announcements, the total waivers
Sundaram Asset Management
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Debt Outlook
•

•

even lower in the near term due to possible further
deceleration in food inflation and favorable base effect.
However, core inflation is likely to remain sticky around 4% in
the near term, which is therefore unlikely to give the central
bank comfort to cut rates immediately.

RBI in its 2nd Monetary policy review decided to keep the
repo rate unchanged and maintain its neutral policy stance.
However, subsequent releases indicated softer inflation and
growth numbers, which led to building up of expectation of a
rate cut. This resulted in softening of bond yields. The 10yr
Government benchmark security yield closed the month at
6.51% - 15 bps lower than 6.66% of previous month.

•

The recent slide in headline inflation has been driven largely by
food inflation, which in turn has been affected by currency
replacement program, favourable base effects and increases in
supply for select food items. Now as these fade away,
consumption, rising rural wages and exports growth recover,
core inflation can be lifted up.

•

Moreover, there are a number of factors that could pose
upside risk to inflation like impact of the house rent allowance
adjustment and state fiscal policy. States' fiscal deficits have
risen fast and recent farm loan waivers will likely add to the
fiscal deficit. There is also a risk that fiscal consolidation may be
deferred in calendar 2018 as we move closer to the general
elections. This would be a risk factor that the RBI would
definitely consider in its assessment of inflation trends.

•

Globally, the US Fed as expected hiked the rates by a quarter
percentage point for the second time in 2017 and maintained
its outlook for one more hike in 2017. However, the most
important development out of the June FOMC meeting was
the official policy makers setting out details for shrinking the
balance sheet from later this year. The Fed’s dot plot suggests
that another hike is still on the cards before it commences
balance-sheet tapering.

•

We anticipate Indian domestic yields will remain range bound
because of fading away of favourable base effect in food prices,
pay out of HRA component of 7th Pay Commission, and state
loan waivers. We can expect rally only if actual inflation is
consistently lower than RBI’s trajectory or if increased interest
by FPI continues as differential between Indian and global
yields is considerable. In the meantime, we expect MPC to
maintain pause and do active management of evolving liquidity
conditions.

The liquidity was positive in the month of June with average
around INR 3.20 trillion.

Domestic Macro Factors
•

The new IIP series decelerated to 3.1% y-o-y in April from
upwardly revised 3.8% in March, largely due to slowdown in
primary goods, capital goods and consumer durables. The
growth in the IIP for April was higher than market expectation
of 2.7%.

•

India’s external trade deficit widened to $ 13.8 bn in May vs. $
13.2 bn in April. This was higher than market expectation of a
deficit of $ 12.3bn, due to higher gold and non-oil, non-gold
imports.

•

INR traded in the range of 64.21 to 64.63 during the month
and finally closed the month at high of 64. 58/$ vs 64.51/$ in
May.

Inflation
•

Headline CPI inflation decelerated further to 2.18% y-o-y in
May from 2.99% in April, lower than market expectation of
2.9%.The headline CPI downtick was largely due to lower food
prices and favorable base of last year. However, core CPI (i.e.
CPI ex food & fuel) fell to 4.3% in May from 4.5% in April.

•

WPI inflation under the new series decelerated to 2.2% in May
from 3.9% in April, also lower than market expectation of 2.9%.
This downtick was broadly based on deflation in primary and
manufactured products. Core WPI Inflation (manufactured
product ex food inflation) remained at 2.1% YoY in May.

Outlook
•

•

In its latest Monetary Policy review, the Monetary Policy
Committee (MPC) voted 5-1 to keep the repo rate unchanged
and maintained its neutral stance. The minutes later revealed
that the majority of the MPC prefer to wait for more signs of
a durable disinflation, as there is risk that headline inflation
would not converge to the inflation target after food prices
have normalised. Just one member dissented and voted for a
50bps rate cut. The minutes largely indicate status quo but the
debate on rate cuts is alive in light of recent softer GDP and
CPI print.

We continue to recommend that with volatility being the
cornerstone in the coming year and looking at the risk reward
payoff the fixed income investor is better off in short to medium
term funds with an accrual focus. The dynamic bond funds which
are mandated to ride the volatility of the markets are also suitable
for investors.

Headline inflation is expected to remain subdued or move

Fixed Income Desk
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From our Economist’s Desk
Threading the needle
Mid-June saw the Federal Reserve (Fed.) raise rates and give

prospects alongside the macro data. However, the reaction

a roadmap on balance sheet normalisation.This event should

in the bond space appears as though they underestimated

have been the focus of the month, but it wasn't. What

the perceived positivity of the central banks on growth and

mattered more were comments made by the European

inflation. While the central bank forecasts are not explicit in

Central Bank (ECB) President Mario Draghi at the very end

their positive outlook, the very act of normalisation suggests

of the month, violently raising yields in the bond space. This

that they see the economy possessing the inherent strength

blindsided many money managers. German bunds saw a

to bear the brunt of such normalising. The equity markets

sharp surge in a couple of trading sessions that continued

see this as an eventual increase in the cost of capital, among

into July. US Treasury yields that remained muted post the

other things.

Fed.’s meeting suddenly rose rising alongside bunds. A

Central banks are precautionary and reactive on policy

pattern emerged as one connected the dots pencilled

matters. They act post-facto. And so they must; as pre-

through June; revealing a string of positive commentary from

empting the macro compromises their credibility and such

large central banks on rates and the urge to normalise

decisions could potentially cost the economy. Once policy

policy.

has hit its bottom, until growth gathers the required steam,
the only tool in the central bank's arsenal is guidance. The

Commentary in June revealed an incremental positive

world now hangs on this string of guidance. What is not said

undertone to central bank language that gained momentum

then becomes at times more important than what is.

through the month. This started with the Bank of Canada
(BoC) surprising the markets by suggesting that continued

The governor of the People's Bank of China, Zhou

growth and its broadening could see the BoC reassess the

Xiaochuan, last year, likened central banks' monetary policy

need for the current monetary stimulus. This was read as a

communication to that of a player of chess who does not

precursor to the end of easing. The ECB policy was held

reveal to his opponent, his next move. Given how

soon after with the central bank language indicating an end

precariously positioned growth currently is, central bankers

to further negative rates. The Bank of England followed suit

have a tough job ahead of them as they are expected to

with an unexpected increase in dissent against a hold in

provide guidance ahead of their moves. Developed central

policy. The Fed. was next in line with a rate hike and a game

banks are attempting to steer their economies out of their

plan for balance sheet reduction.With this turnout, the stage

extraordinary stimulus, without unsettling the markets. It

was set for market reaction on Draghi’s comments

seems, they've started threading the needle!

suggesting a shift to reflation in the Eurozone.

Arjun G Nagarajan
Chief Economist

The markets have been pricing in inflation and better growth
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Investor News
Introduction of Dividend Sweep Option in all open-ended schemes

Introduction of Dividend Sweep Option in all
open ended schemes
The Trustee/AMC reserves the right to change the load
structure under the DSO Facility at any time in future on a
prospective basis.

It has been by Sundaram Trustee Company Limited the Trustee
to Sundaram Mutual Fund to introduce Dividend Sweep
Option (DSO) into all open ended schemes from any schemes
(open ended and close ended) of Sundaram Mutual Fund.

9) The Account Statement will be issued by mail or by email
(if opted by the unit holder) to the unit holder once in every
month giving details of all the transactions during that
period. In case of specific request received from unitholders,
the Mutual Fund shall endeavour to provide the account
statement to the unitholders after every transaction of
Dividend sweep.

The terms and conditions of the Dividend Sweep Option (DSO)
are as follows:
1) Dividend Sweep Option (DSO) is a facility wherein unit
holder(s) of eligible scheme(s) [hereinafter referred to as
“Source Scheme(s)”] of Sundaram Mutual Fund can opt to
automatically invest the dividend (as reduced by the
amount of applicable statutory levy, if any) declared by the
eligible Source Scheme(s) into other eligible Scheme(s)
[hereinafter referred to as “Target Scheme(s)”] of Sundaram
Mutual Fund.

10)Unitholders who wish to enroll for DSO facility are
required to fill DSO Enrolment Form available with the
ISCs, distributors/agents and also displayed on the website
www.sundarammutual.com. The DSO Enrolment Form
should be completed in English in Block Letters only. Please
tick () in the appropriate box, where boxes have been
provided. The DSO Enrolment Form complete in all aspects
should be submitted at any of the Investor Services centre
(ISCs) of Sundaram Mutual Fund.
11)The request for enrolment for DSO must be submitted at least
10 days prior to the Record Date for the dividend. In case
of this condition not being met, the enrolment would be
considered valid from the immediately succeeding Record
Date of the dividend.
12)Unitholder(s) are advised to read the SID(s) of Target
Scheme(s) carefully before investing. The SID(s) / Key
Information Memorandum(s) of the respective Scheme(s) are
available with the ISCs of Sundaram Mutual Fund, brokers
/ distributors and also displayed on the Sundaram Mutual
Fund website i.e. – www.sundarammutual.com
13) Unit holders will have the right to discontinue the DSO
facility at any time by sending a written request to the ISC.
Notice of such discontinuance should be received at least
10 days prior to the Dividend Record Date. On receipt of
such request, the DSO facility will be terminated. At the time
of discontinuation of DSO facility, the Unit holders should
indicate their choice of option i.e. dividend reinvestment
or dividend payout. In the event the Unitholder does not
indicate his choice of dividend option, the dividend, if
any, will be reinvested (compulsory payout if dividend
reinvestment option is not available) in the Source Scheme.
Once the request for DSO is registered, then it shall remain
in force unless it is terminated as aforesaid.

2) DSO facility is available to unit holder(s) only under the
Dividend Plan / Option of the Source Scheme(s). However,
the DSO facility will not be available to unit holder(s) under
the Daily Dividend Option in the Source Scheme(s). Unit
holder’s enrolment under the DSO facility will automatically
override any previous instructions for ‘Dividend Payout’ or
‘Dividend Reinvestment’ facility in the Source Scheme.
3) The enrolment for DSO facility should be for all units under
the respective Dividend Plan / Option of the Source Scheme.
Instructions for part Dividend Transfer and part Dividend
Payout / Reinvestment will not be accepted. The dividend
amount will be invested in the Target Scheme under the
same folio. Accordingly, the unit holder(s) details and mode
of holding in the Target Scheme will be same as in the
Source Scheme.
4) The enrolment to avail of DSO facility has to be specified
for each Scheme/Plan/Option separately and not at the folio
level.
5) Under DSO, dividend declared (as reduced by the amount
of applicable statutory levy and deductions, if any) in the
Source scheme (subject to minimum of Rs.500/-) will be
automatically invested into the Target Scheme, as opted by
the unit holder, on the immediate next Business Day after the
Record Date at the applicable NAV of the Target Scheme,
subject to applicable load as specified under paragraph 8
below and accordingly equivalent units will be allotted in
the Target Scheme, subject to the terms and conditions of
the Target Scheme.
6) The provision for ‘Minimum Application Amount’ specified
in the respective Target Scheme’s Scheme Information
Document (SID) will not be applicable under DSO.
7) The Minimum amount of dividend eligible for transfer under
Dividend Sweep Option is 500/- (Rupees Five Hundred
Only). In case the dividend sweep is being less than eligible
amount, then the dividend will be re-invested in source
scheme.

14) The Trustee reserves the right to change/ modify the terms
and conditions of the DSO at a later date on a prospective
basis.
Dividend Sweep Option will be available for enrolment with
effect from July 07, 2017.

8) Load Structure:
The dividend amount to be invested under the DSO from the
Source Scheme to the Target Scheme shall be invested by
subscribing to the units of the Target Scheme at applicable
NAV, subject to payment of Entry/Exit Load as under:

All other terms and conditions of the Scheme Information
Document(s) / Key Information Memorandum(s) / Statement of
Additional
Information
will
remain
unchanged.

Entry Load (Target Scheme)

This addendum forms an integral part of the Scheme Information
Document (SID) / Key Information Memorandum (KIM) /
Statement of Additional Information (SAI) to the schemes of
Sundaram Mutual Fund as amended from time to time.
For Sundaram Asset Management Company Ltd.

Direct Applications & Applications routed through any
distributor/agent/broker: Nil
Exit Load (Target Scheme): As per the relevant SID(s)
Place: Chennai
Date: June 30, 2017

P Sundararajan
Secretary & Compliance Officer
Corporate Office: 1st & 2nd Floor, Sundaram Towers,
46, Whites Road, Royapettah, Chennai-14.
Toll 1860 425 7237 (India) 044 4083 1500 (NRI)
Fax: +91 44 2841 8108 www.sundarammutual.com
Regd. Office: No. 21, Patullos Road, Chennai 600 002

For more information please contact:
Sundaram Asset Management Company Ltd
(Investment Manager to Sundaram Mutual Fund)
CIN: U93090TN1996PLC034615

Mutual Fund investments are subject to market risks, read all scheme related documents carefully

Sundaram Asset Management

7

The Wise Investor July 2017














































































































Sundaram Asset Management

8

The Wise Investor July 2017

The Wise Investor
R DIS No.: 2266/06

REGISTRAR OF NEWSPAPERS FOR INDIA No.: TNENG/2007/22771
Postal Registration No.: TN/CH©/132/2016-2018
Licensed to Post Without Prepayment WPP No. TN/PMG(CCR)/WPP-93/2016-2018
Date of publication: 10th of every month
Registered Newspaper
Posted at : Egmore R.M.S., Patirika Channel.
Posted on: 15/07/2017

If undelivered please return to:

Sundaram Asset Management Company Limited

Corporate Office: 2nd Floor, Sundaram Towers, 46, Whites Road, Royapettah, Chennai -14. Contact Number 1860 425 7237 (India) 044 4083 1500 (NRI)
Regd. Office: No. 21, Patullos Road, Chennai 600 002 CIN: U93090TN1996PLC034615 Fax: +91 44 2841 8108 www.sundarammutual.com

Disclaimer
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