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Equity, one of the most interesting asset classes in the investment domain, is often slammed
for its inherent volatile nature, which makes this asset class a rather risky venture from a
short-term perspective.

But should that deter one from investing in Equities? Certainly, Not!

For while Equity is volatile, there are ways to better manage this volatility. One, is to invest in
equity through equity related products, such as Mutual Funds, in a disciplined manner and
on a regular basis and preferably with a long-term perspective. Other, is to allocate one’s
investments judiciously between equity and some other investment asset class that shares a
relatively low or weak correlation with equity.

Low correlation between two or more asset classes implies that their degree of
responsiveness to a situation or event is different i.e. when one asset class is adversely
affected by an event, the other holds reasonably stable and vice-versa. A classic and simpler
example of asset classes that share a low correlation is Equity and Fixed Income.

Equity, is inherently volatile, and so its returns are rather unpredictable in the short-term. But
in the long-run, Equity, as an asset class is regarded for its potential to deliver higher returns
and thus warrants a prominent position in one’s investment portfolio to supplement wealth
creation.

Fixed Income investments, in contrast, are known to generate stable returns over short to
medium term, though the same may vary across time periods, based on factors such as
interest rates and inflation. Besides, fixed income securities can also act as a shield against
the interim market volatility, thereby limiting the portfolio’s downside risk.

In effect, the two asset classes reasonably compensate for each other’s limitations. So, while
both Equity and Fixed Income are good individually, together, they can help offset the
anomalies of their respective characteristics and help in mitigating broader investment risks.

If you assume this to be plain theory, let’s validate it with factual circumstances.

= One of most volatile periods for Equity Market in recent history was the period from
Jan ‘08 that extended until Mar ’09. S&P BSE Sensex lost ~ 60.9% (in absolute
terms) during this period (i.e. from Jan 8 '08 until March 9 ’09). However Fixed
Income, (represented by CRISIL Composite Bond Fund Index) gained ~7.8% during
the same period.

= |ikewise, from November 10 to December 11, S&P BSE Sensex lost close to 27.8%
(in absolute terms) (from Nov 5, 2010 to Dec 20, 2011) while CRISIL Composite
Bond Fund Index rose by 7.7%.

» More recently, from January ’15 to February '16, when the S&P BSE Sensex fell by
22.7% (in absolute terms) (Jan 29, 2015 till Feb 11, 2016), CRISIL Composite Bond
Fund Index generated stable 7.3% returns during the period.

Disclaimer: The above facts are given just to explain low / weak correlation between equity and debt as an asset class and
should not be construed as minimum or guaranteed returns from these two asset classes. Equity and Debt as an asset class
have different characteristics and tend to underperform / outperform the broader market based on the prevailing market
conditions that are subject to change from time to time.



This reasonably explains the strategic importance of both Equity and Fixed Income in an
investment portfolio. But an area of concern here could be with regards to how much one
should allocate to these two asset classes to generate optimum portfolio returns.

This concern is subjective and depends on the investors’ risk appetite as well as in his / her
comfort level in owning these assets. An investor here is thus advised to consult a financial
advisor and / or to invest in professionally managed (hybrid) mutual fund schemes that are
structured to invest in both Equity and Fixed Income in a pre-defined range for optimum
results.

Disclaimer: The views are expressed by Mr. Taher Badshah, Chief Investment Officer, Equities, at Invesco Asset Management
(India) Private Limited. This write-up is for information purposes only and is not an offer to sell or a solicitation to buy any mutual
fund units/securities. The content of this document is confidential and intended solely for the use of the addressee. If you are not
the addressee, or the person responsible for delivering it to the addressee, any disclosure, copying, distribution or any action taken
or omitted to be taken in reliance on it is prohibited and may be unlawful. The views/ information alone is not sufficient and shouldn’t
be used for the development or implementation of an investment strategy. It should not be construed as investment advice to any
party. All opinions, figures, estimates and data included in this document are as on date and are subject to change without notice.
The statements contained herein may include statements of future expectations and other forward looking statements that are
based on our current views and assumptions and involve known and unknown risks and uncertainties that could cause actual
results, performance or events to differ materially from those expressed or implied in such statements. The data used in this
material is obtained by Invesco Asset Management (India) Private Limited / Invesco Mutual Fund from the sources which it
considers reliable. While utmost care has been exercised while preparing this write-up, Invesco Asset Management (India) Private
Limited / Invesco Mutual Fund does not warrant the completeness or accuracy of the information and disclaims all liabilities, losses
and damages arising out of the use of this information. Neither Invesco Asset Management (India) Private Limited / Invesco Mutual
Fund nor any person connected with it accepts any liability arising from the use of this information. The recipient(s) before acting
on any information herein should make his/their own investigation and seek appropriate professional advice.

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



