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©® DEPLOYMENT OF FUNDS TO BECOME MORE CHALLENGING

Problem of plenty for funds

as smallcap kitty swells

ASHLEY COUTINHO
Mumbai, July 11

RECORD INFLOWS INTO smallcap
funds in the past few months
may create a problem of plenty for
fund houses as deploying the
amount in the right stocks at the
right priceislikelytobecomeincreas-
ingly difficult.

Recently, Nippon India Small Cap
Fund temporarily stopped accepting
fresh lump sum investments and
enforcedalimitof¥5lakh perdayfor
new SIPs.Tata MFalso stopped fresh
inflowsintoTata Small Cap Fund.SBI
MFhasalreadysuspended lump sum
investments in SBI Small Cap Fund
since September 2020 and is cur-
rently accepting SIP investments up
t0%25,000.

“The limit on subscription of
unitsofthe schemeisbeing proposed
to facilitate gradual deployment of
corpus in order to align with the
nature of smallcap investing. The
step is watranted considering the
recent sharp rally in the smallcap
spaceand increased investor partici-
pation through high-ticket invest-
ments, Nippon Life India Asset Man-
agement said in a notice to investors
earlier thismonth.

Smallcap funds saw record
inflows of 35,472 crore in June, tak-
ing the year-to-date flows in these
funds to 317,868 crore. Between
December and June, midcaps and
smallcaps outperformed the Nifty 50
by 9% and 6%, respectively.

“We have been seeing strong
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inflows in oursmallcap fund.Deploy-
mentof smallcap funds, by theirvery
nature, takes time.We have towait for
the right stock, right quantity and
right price to deploy the money we
get.Thiswas gettingincreasingly dif-
ficult of late for the fund. And we
thought it would be prudent not to
accept lump sum investment
becauseif thereislagin deployment,
it canraise cashlevelsin the portfolio
and impact performance,” said
Anand Varadarajan, business head -
institutional clients, banking, alter-
nateinvestments & product strategy,
TataAsset Management.

Tata MF, however, remains quite
constructive on smallcaps as a cate-
gory.“Valuations are reasonable and
there are many opportunities in the

space in the long term. Investors
coming in nowwould be well served
through the SIP/STP route,” said
Varadarajan.

Interestingly, sister firm Tata ATA
Life Insurance recently launched its
first dedicated smallcap offering, Tata
ATA Small Cap Discovery Fund. The
new fund is open from July 10to 24.

Harshad Patil,executivevice pres-
identand chief investment officer of
Tata ATA Life Insurance, said: “The
government is focused on formalis-
ing the economy, which will benefit
smallbusinessesimmensely.Further,
growthin consumption demand, ris-
ing disposable income, and support
for manufacturing will catalyse sev-
eral smaller companies to become
dominant in their sectors. Given

theseforces, our fund offers our poli-
cyholders a great opportunity to
maximise their investment by spot-
ting such opportunities early and
investing in them over the medium
tolongterm”

According to brokerage Motilal
Oswal Financial Services, at the end
of June, Nifty 50 and Nifty Midcap
100 indices were trading at a pre-
miumevenasthe Nifty Smallcap100
index was trading at a discount
(16.9%)toitslong periodaverageona
12-month forward P/E basis.

AsperValueResearch, the category
average 1-year, 3-year and 5-year
returns of smallcap fundsare 27.2%,
38.8%and 17.7%,respectively.

“Broadly, thereare twomajorrea-
sons for massive flows in smallcap
funds. One is the valuation gap and
the other is the performance.
Investors should moderate return
expectations going forward and
should consider the categorywitha
five-year-plus time horizon with a
proper asset allocation framework,”
said Mukesh Kochar, national head -
wealth, AUM Capital Market.

Several smallcap funds have
growninsizeandthechallengeliesin
managing such funds due to small
quantum offree floatavailablein the
stocks and liquidity constraints, he
said. Four funds have assets in excess
0f%10,000 crore.

Smallcap stocks are a significant
partoftheIndian equitymarket,with
morethan 4,500 companies.Among
these,about 500 stocks have a mar-
ket cap higher than 32,000 crore.



