QUICK CHAT Neil Parag Parikh, Chairman and CEO, PPFAS Mutual Fund Q

‘In life, as in markets, nothing
IS as good or had as it appears’

Your Long Term Equity Fund has contained downside
well in the last one year. What would you attribute this
to? How much is your international exposure
responsible for this performance?
The US markels have oulperformed the Indian markels
in the recent past and having around 30 per cent of
our portfolio outside India has surely contributed to
the performance of the fund. Having global diversifica-
tion balances the portfolio and reduces overall volatili-
Ly, thereby limiling the downside, as all markets do not
move in tandem. Basically, we are reducing the coun-
try-specific risk by diversifying outside of India.

Also, sometimes valuations are stretched, and we do
not get the opportunity to invest in companies at a price

we feel comfortable. So, instead of chasing
returns or valuations, we prefer to be
palient and sit on cash. These decisions
can be unpopular in the short term

like 2007 or 2017. But I believe this
process helps us limit the down-

side and avoid making big errors

of overpaying for investments.

How do you pick stocks for your

fund? What are your selection

criteria for overseas stocks?

We filter our investment universe (to

aboul 400-500 slocks) according lo cer-

tain attributes we like in businesses. These

business characteristics remain constant while
selecting Indian as well as global stocks. Management
quality is of utmost importance to us as we plan to
partner with businesses for many years to come. We
prefer cash-generaling, low-debt, and high ROE/ROCE
businesses. We want to choose businesses with a
strong moat or some competitive advantages. And last-
ly, they need to be available at a reasonable valuation
for us to be comfortable buying into them.

An additional criterion for selecting overseas stocks
is our preference [or globalised businesses with which
we are familiar. We are already taking country-specific
risk with the Indian portfolio, so we do not prefer sin-
gle-country-focused businesses when we go abroad.

With just 20 stocks, you have quite a concentrated
portfolio. How do you see that?

There are studies that show that after the 17th or 18th
investment, the benefits of diversification slart to
diminish. Having 20-25 slocks in the portfolio gives
us the desired diversification and allocation to stocks
that we are comfortable with. We do not wish to be too
concentrated nor too diversified, as it does not opti-
mise the risk-adjusted returns that we feel are ideal.

How do you see the impact of COVID-19 on the

business and economy over the next one year?

Which sectors would be worst hit? Which would
recover faster?

Just as the virus is more threatening to old,
weak and ill people, it is similarly a
threat to fragile businesses. Extremely
leveraged businesses and poor capi-
tal allocators in vulnerable sectors
(airlines, hospitality, travel, cine-
ma, real estate to name a few)
could face severe stress and
could be forced lo close down.
One must look to be invested in
robust and strong companies with
zero or low debt and large cash
reserves. These kinds of companies
can in fact use this opportunily to make
acquisilions and increase markel share.

Amid the current volatility, what’s your message to
investors?

As it is said, volatility is a feature of equity markets
and not a bug. So, equity investors will need to peri-
odically ride this roller coaster of volatility. Even bet-
ter is if you can take advantage of this.

The market oscillates between greed and fear. There
are times where we see extreme fear prevalent in the
markets and everything seems worse than it appears.
In life, as in markels, nothing is as good or bad as it
appears. Thus, having patience, controlling our urges,
and managing our emotions well will be crucial to
being successful in these markets. &4
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Note: Viewers/readers should note that the objective of these articles/interviews is to communicate with our
unit-holders and share with them our thought process. It should be noted that views expressed here are
based on information available in public domain at this moment. Views expressed here can change
depending on change in circumstances. Nothing discussed here, constitute a buy/ sell/ hold
recommendation.

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



