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The Worst Growth Shock In Decades

• The biggest deflationary shock in decades, developed market policy
response a possible silver lining.

• India has been slowing for last few years: lender balance sheets and
diminishing fiscal space are obvious vulnerabilities.

• Recent developments probably increase pessimism about the duration and
intensity of growth shock.
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The 3 Markets for Financing

External 

Sovereign Commercial 
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Operating in a Data Vacuum

Framework Objective Leaning
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Mutual Fund : First Principles

• What is the macro rationale for a debt MF in India?

• What is the structure of a MF?

• Where have we gone wrong?

• Outcome based assessment models

• Considering only volatility (interest rate risk) as a measure of risk

• The pitfall of optical or false diversification

• The heavy reliance on customer profile and / or load structures for liquidity

• The absence of a robust asset allocation model



Counter cyclical allocation

Equities AAA

Pro-cyclical
Higher risk assets

High Yield

Counter-cyclical
Lower risk assets

SovereignAsset allocation through un-
correlated assets 
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* Fixed Deposits offer Fixed Rate of Return, while mutual funds are market linked. Bank Fixed Deposits are relatively safer as they are covered under DICGC to the extent of INR 
5 lakh per account

Controlled 
(Duration and 

Credit)

Credit Duration
Suitable for parking 
surplus savings; as 
emergency corpus

Suitable 
substitute for 

Fixed deposits*

Suitable for investors looking to take 
higher risks (Credit, Duration or both) 

in order to generate higher returns

Core Satellite

Asset Allocation

Liquidity

Asset Allocation Framework for Fixed Income
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The Value Chain of a Mutual Fund

Manufacturer 
(fund house)

Assessor 
(product 
research)

Allocator 
(financial 
advisor, 

distribution)

Consumer



MUTUAL FUND INVESTMENTS ARE SUBJECT TO MARKET RISKS, READ ALL SCHEME RELATED DOCUMENTS CAREFULLY.

The Disclosures of opinions/in house views/strategy incorporated herein is provided solely to enhance the transparency about the

investment strategy / theme of the Scheme and should not be treated as endorsement of the views / opinions or as an investment

advice. This document should not be construed as a research report or a recommendation to buy or sell any security. This document has

been prepared on the basis of information, which is already available in publicly accessible media or developed through analysis of IDFC

Mutual Fund. The information/ views / opinions provided is for informative purpose only and may have ceased to be current by the time

it may reach the recipient, which should be taken into account before interpreting this document. The recipient should note and

understand that the information provided above may not contain all the material aspects relevant for making an investment decision and

the security may or may not continue to form part of the scheme’s portfolio in future. Investors are advised to consult their own

investment advisor before making any investment decision in light of their risk appetite, investment goals and horizon. The decision of

the Investment Manager may not always be profitable; as such decisions are based on the prevailing market conditions and the

understanding of the Investment Manager. Actual market movements may vary from the anticipated trends. This information is subject to

change without any prior notice. The Company reserves the right to make modifications and alterations to this statement as may be

required from time to time. Neither IDFC Mutual Fund / IDFC AMC Trustee Co. Ltd./ IDFC Asset Management Co. Ltd nor IDFC, its

Directors or representatives shall be liable for any damages whether direct or indirect, incidental, punitive special or consequential

including lost revenue or lost profits that may arise from or in connection with the use of the information.

Disclaimer
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Thank you
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Aggregate Demand and Potential Rate of Growth

• What is aggregate demand?
• C + I + G + X - M

• How does fiscal and / or monetary policy influence aggregate demand?

• What is potential rate of growth?

• What happens when an economy grows above or below potential?
• Wider CAD and higher inflation (2013)

• What is the situation now?
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RBI Balance Sheet and Liquidity

Assets

• Forex and gold 
reserves

• Government bonds

• Loans to government

• Loans to banks

Liabilities

• Notes in circulation

• Deposits of 
government 

• Deposits of banks

• Equity

This helps understand important concepts like the process of liquidity creation and the 
effect of monetization.


