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Amidst the frenzy in small-caps, fund
managers aren’t rushing to deploy cash

THE CATALYSTS. Focus on long-term risk-reward and illiquidity in some pockets driving prudence

—
Venkatasubramanian K
bl. research bureau

Small-cap schemes are all the
rage with mutual funds these

1 days. As a category, the assets
under management (AUM) in
small-cap funds have zoomed
nearly 65 per cent in the past
one year to 1.68-lakh crore as
of June 2023,

For perspective, the S&P
BSE 250 Small Cap TRI is up
about 20 per cent in the last one
year and about 21.2 per cent in
the past three months. In the
recent April-June 2023 quarter
alone, small-cap funds have re-
ceived an inflow of 311,000
crore and over Y5472 crore in
June alone. Cash in small-cap
funds is at 312,560 crore as of
June 30-up 31.8 per cent g-0-q
and 64.4 per centy-o-y.

Even as investors pump in
cash into small-cap schemes,
the fund managers hold cash,
debt securities and derivatives
(futures) to the tune of 10-15
per cent of several small-cap
fund portfolios.

Here’s more on why cash is
being moved gradually in the
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12,560 9,532 7,639 31.8 644

Source: ACE MF; Small cap funds category total
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small-cap space by fund “We arefindingit toughtode-  prudent to deploy cash gradu-
managers. ploy funds in ideas where we ally to maintain long-term risk
are reasonably comfortable on  reward.”

ILLIQUIDITY, VALUATION  the risk-return trade-off. While Fund managers also want to
Itisnotthat fund managersex-  we still have a long list of con-  be very prudent while deploy-
pectadrawdown in small caps. ~ viction ideas that we are happy  ing cash, so that the right ideas

Apart from the well-under-
stood aspect about illiquidityin
the small-cap segment, there
are factors such as lack of op-
portunities and valuation
concerns.

R Srinivasan, CIO-Equity of
SBI Mutual Fund and the man-
ager of SBI Small Cap, says,

tobuyat these levels, the liquid-
ityin these stocksis poor.”

Tata Asset Management’s
Senior ~ Fund ~ Manager
Chandraprakash Padiyar also
emphasises slow deployment
of cash. He says, “The small-cap
segment by nature is relatively
more illiquid where it is

are bought into. “In exuberant
markets such as what we have
today, we need to be more dis-
ciplined and work harder to
find opportunities and deploy
money. Periodically, the cash
balance may seem high,” says
ICICI  Prudential ~ Mutual
Fund’s Harish Bihani, a senior

fund manager. In the recent
run-up in small-cap stocks,
valuation concerns too have
prevented small-cap funds
from going all out to buy com-
panies inthe segment.

Says Shreyash Devalkar,
Senior Equity Fund Manager,
Axis Mutual Fund, “B2B busi-
nesses, which trade at higher
valuations, find higher repres-
entation in mid-and-small seg-
ments. B2B businesses must be
evaluated critically for sustain-
ability of earning growth tra-
jectoryseenrecently.”

Further, the idea of staying
true-to-label and not straying
too much into mid and large-
capshasbeen afactor. Says Bih-
ani, “We will invest in niche mid
and large cap names which
aren't represented well in the
small cap universe. However,
those will be few and far
between.”

While only a few funds have
derivative exposure, SBI Small
Cap holds 7.24 per cent of its
portfolio in Nifty Index Fu-
tures. Srinivasan was of the
opinion that having Nifty Fu-
tures was like buying the
market.




