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As the headline inflation ap-
proaches to touch double digit
numbers, the Reserve Bank of In-
dia (RBI) has intensified its efforts
to contain the problem from spi-
ralling out of control. Since April
2010 till date the central bank has
hiked the repo rate (rate at which
RBI lends) and reverse repo rate
(rate at which RBI borrows) 9 times.
But how does this affect the retail
investors? On one side, it has spurt-
ed the cost of borrowing as bor-
rowers now have to pay more in-
terest, while on the other side, it has
opened a window of opportunity
for investors to benefit from high-
er yield on fixed income securities.

As the equity markets are turn-
ing impulsive and inflation seems all
set to eat into the investments, fixed
instruments come as an ideal asset
class  at lesser risk. As the RBI con-
tinues rate hike to contain inflation,
investors will be in a position to cap-
italise on securities bearing high in-
terest rates. Below given are differ-
ent investment avenues, wherein, an
investor can park his funds for high-
er earnings in a scenario of rising
interest rates:

Fixed maturity plan
It is difficult for retail investor to

participate in debt market, thus,
fixed maturity plan (FMP) is one
such type of mutual fund which is
locked in till maturity period. FMPs
generally invest in bank certificate
of deposits (CDs), commercial pa-
pers (CPs), corporate debt papers,
government securities and other
debt instruments. FMPs offer mar-
ginally better returns than bank
FDs. The risk profile of FMPs stands
from lower to moderate. The reason
is portfolio maturity is analogous to
fund maturity period which pre-
vents interest rate risk. 

FMPs provide a tax advantage
over bank FDs because investor en-
joys the benefit of indexation on
long-term capital gains or 10% with-
out indexation, whichever is lower,
while short-term capital gains are
taxed as per the income slab. Con-
versely, in bank FDs both short and
long-term investments are taxed as
per the income slab. In the current
scenario, FMPs offer marginally bet-
ter returns than bank FDs up to a pe-
riod of 1 year. For an investor, FMPs
are an ideal investment avenue as
they offer flexibility to choose hori-
zon, with higher post-tax returns

than bank FDs — that too at lower
risk. But the point to remember is
bank FDs offer guaranteed returns
and FMPs don’t.

As FMPs are now listed on stock
exchange, it offers liquidity to in-
vestor as he can sell his units. But it
is subject to availability of buyer.

Liquid & ultra short-term
funds

As the interest rates of short-
term instruments are heading
northwards, liquid and ultra short-
term funds tend to fetch higher
yield. The major portion of their
portfolio is exposed to instruments
with shorter maturity. Liquid funds

are those whose portfolio instru-
ments mature up to 3 months, while
ultra short-term funds invest in in-
struments maturing up to 6
months. So, investor can choose any
of the liquid or ultra short-term
funds considering their investment
horizon. For an investor, ultra-short
term funds are more tax effective as
dividends are taxed at 13.52%, un-
like liquid funds whose dividends
are taxed at 27.04%. These funds of-
fer better returns than bank saving
deposits, which merely offer 4% re-
turns. Floating rate funds are an-
other such debt variant of mutual
funds which protect investor from

volatility in interest rates. So, in a
volatile scenario they tend to offer
better returns. 

As a strategy to earn higher re-
turns, an investor can park his
funds under liquid/ultra short-
term/floating rate funds to earn
better returns than savings account
and can simultaneously start an
STP (systematic transfer plan) into
equity funds. In the current sce-
nario where short-term interest
rates are on a rising note, liquid

funds could be profitable avenue for
investors looking for better returns
with ease of liquidity. Moreover,
they also have flexibility to select
dividend or growth option as per
the required frequency of income.

Apart from this there are tradi-
tional options available like bank
FDs, corporate FDs and non-con-
vertible debentures (NCDs).

Bank fixed deposits
This is the most preferred in-

vestment option by investors as it

offers higher returns at lower risk.
They come with different maturi-
ties ranging from 7 days to 10 years.
It ensures capital protection up to
¤1 lakh and guaranteed fixed re-
turns. The capital gains from bank
FDs are taxed as per the income
slab of individual, which is a major
setback for an investor.

Corporate fixed deposits &
NCDs

The corporate FDs are similar to
bank FDs, but they offer a higher
rate of interest. NCDs are fixed in-
terest bearing instruments that
cannot be converted to equity
shares. The time horizon of the
holding is around 5 to 10 years. The
investor can choose to earn inter-
est annually/quarterly /semi an-
nually or can earn the entire in-
terest on maturity through cumu-
lative option. For both corporate
FDs and NCDs the level of risk is
based on the credit rating of the
corporate entity.

Bottomline
To maximise overall returns, an

investor should exercise a strategy
of portfolio review along with in-
sight on market scenario that will
help him capture the ongoing op-
portunities.

Investment opportunities in the time of rising interest rates
As equity markets turn impulsive and inflation set to eat into investments, fixed instruments come as an ideal asset class for investors expecting higher fixed returns at lower risk

How do you see inflation? What can be
expected?

There has been a continuous rise in infla-
tion in India. This was ignited by rise in food
prices, primary articles and finally into gen-
eralised inflation. With global commodity
and crude prices at elevated levels, it looks
difficult for inflation to come down quickly.
Also, the inflationary expectations are ris-
ing, which makes things even more unclear.
The Reserve Bank of India (RBI) is also con-
cerned about this and has kept a hawkish
stance for long time, but in the last policy re-
view it took aggressive steps to tame demand
side inflation. But still, we believe that infla-
tion will remain on an elevated level, and it
is difficult to control inflation without com-
promising on some growth.
Do you expect further rate hikes?

With inflation remaining at elevated lev-
els and inflationary expectation reigning
high and the RBI being behind the curve, we
believe the RBI will increase rates by anoth-
er 50 basis points (bps) during FY11-12.
Though this might lead to some compromise
on growth, but it is needed for ensuring price
stability and long-term growth. Going for-
ward, I believe we will have two rate hikes
of 25 bps each. 
How are you going about stock selection
at this point in time when the equity
markets are witnessing lot of volatility?

We, as a fund house, believe strongly in
macroeconomic research and have developed
reasonable capabilities there. We follow the
‘BMV model’ while investing in companies,
which is nothing but investing in strong
business with good management and rea-

sonable valuations. A top down approach has
helped us navigate volatile business cycles,
like the one we are facing today. For example,
if we believe the potential growth rate for the
Indian economy is between 7 to 8% and we
grow by more than that during the year, then
the initial benefit of that growth flows down
the chain, but inflation quickly catches up,
which then effects the long-term sustainable
growth equation and thus multiples. For the
current year, we expect GDP to grow 7.5%,
which basically means it is time to stay with
the business leaders with good managements
and not venture out too much.
When you buy debt papers, which are your
preferred sectors?

Most of them are banking sector certifi-
cate of deposits (CDs). Some of them are
commercial papers (CPs) of non-banking fi-
nance companies (NBFCs). In the manufac-
turing sector, we only go for the highest rates
ones. We mostly go for public sector bank 
papers. 
What is your outlook on CD rates?

With liquidity remaining negative (and

expected to remain the same) and with gov-
ernment finances remaining in deficit, we
believe short-term rates will continue to be
under pressure. We expect that short-term
rates will go up by 25-50 bps as liquidity
deficit in system rises to Rs 1 lakh crore by
June-end. For boosting systemic liquidity
there are three options—a cut in cash reserve
ratio (CRR), open market operations (OMO)
of gilts or intervening in USD/INR. CRR cut
is not possible and inflows are not sufficient
for the RBI to intervene and create unster-
ilised liquidity. I feel the RBI will do OMO to
infuse liquidity and support government bor-
rowing programme. 
With equity markets having corrected a
lot, what do you make out of current
valuations? Is the pain over for markets?

If you look at the broad market, I believe
there is some pain left. This year GDP is like-
ly to grow at moderate pace of 7-8% and
there’s not much capital formation taking
place either as inflation continues to remain
high. In such a scenario, it is very difficult to
sustain the price-to-earning (P/E) multiples.
May be by the end of the year you might get
more clarity. Looking at these headwinds, I
feel we might see some tough time for a cou-
ple of more quarters. Equity might not shine
as a whole, but one may witness rotation in
few sectors.
So are you holding cash in your equity
portfolios at this point of time? Which are
the sectors you see doing well in the near
term?

We normally don’t take too big cash calls.
We do not take cash calls of more than 10-
15%. We are bullish on consumption theme
with preference for the FMCG and pharma
sector, we are cautious on banking and in-
terest rate sensitive sectors and neutral
weight on IT. 
Which asset class will outperform this
fiscal?

We have seen lots of volatility in past few
months and will continue to witness the
same. With countries facing fiscal stress, in-
flation inching up globally, jittery economic
recovery, and various asset classes witness-
ing temporary charm, we believe that sover-
eign debt, equity and currencies will remain
lacklustre. This would mean that gold will re-
main strong. Actually gold is not going up,
it is the value of currencies that is coming
down and flight to asset class, which acts as
a natural hedge to inflation. 
How should retail investors go about
investing in different asset classes then?

Apart from gold, if one were to invest in
equities, they should look at diversified eq-
uity funds. Also, in this volatile environment
one should put money in equity by way of
systematic investment plans (SIPs). In debt,
investors should look at short-term debt
funds.

‘It’s time to stay with business
leaders with good managements’
Ritesh Jain, head of
investments at Canara Robeco
Asset Management, believes
that equity markets may face
tough times for a few more
quarters, considering the
headwinds like moderation in
growth, high inflation and lack
of capital formation. Speaking
to Neelasri Barman and
Nitin Shrivastava, he says
that investors would be better
off investing in short-term debt
funds and gold, which are
expected to continue doing
well. Excerpts: 
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Ritesh Jain

Walter Brandimarte NEW YORK

Signs of a Wall Street sell-off are all over the place, but US
stocks might well survive another week relatively unscathed
if investors keep betting on sectors less vulnerable to an eco-
nomic downturn.

Pressure for a correction in the stock market has been
building up in the past few weeks as the euro and oil prices
fell in tandem, knocking down shares of energy companies
and dollar-sensitive multinationals.

Still, investors have averted a broad sell-off by diving into
shares of companies that are less vulnerable to the econom-
ic cycle, including well-known defensive sectors such as util-
ities and household products, but also large-cap companies
with steady earnings performance.

That strategy may hold the market afloat for a little longer.
But with the end of the Federal Reserve’s easy money poli-
cies just around the corner, investors are becoming more sen-
sitive to risk in general.

“There is good reason for a pause, there is good reason to
be conservative in here, and there is good reason to raise some
cash ahead of a summer correction and a better buying op-
portunity,” said Richard Ross, global technical strategist with
Auerbach Grayson in New York.

The sharp sell-off in commodities markets earlier this
month was seen by many as the first warning sign of a com-
ing market correction. The US dollar has been strengthen-
ing since then, in another sign that appetite for risk is dwin-

dling.
Next month’s end of the

Fed’s massive bond-buying
programme, also known as
quantitative easing, is expect-

ed to knock down the value of stocks, commodities and the
euro, a recent Reuters poll of 64 analysts and fund managers
found.

Ross, who believes that a correction could come at any
moment, warned that Wall Street remains close to multi-year
highs as investors head into a traditional period of weak
seasonality that stretches from May to November.

The Standard & Poor’s 500 index has kept its year-to-date
gain of 6% for the past two weeks, as defensive sectors such
as utilities advanced while more volatile technology shares
posted losses.

Despite the rotation between sectors, the S&P 500 has been
trading in a narrow range between 1,330 and 1,340, indicating
Wall Street’s lack of direction. Most technical analysts agree
that the market is poised to break out of that range soon —
either with a sell-off or a rally.

Robert Sluymer, an analyst with RBC Capital Markets, said
there is no technical evidence that the current market cycle
has peaked. He recommended investors keep building expo-
sure to defensive themes, while getting out of cyclical stocks.

Among the defensive sectors favoured in the current envi-
ronment, Standard & Poor’s Equity Strategy recommended
the stocks in the S&P 500 Consumer Staples Index. For the
week, this index was up 0.6%.

As far as economic indicators are concerned, there’s no
data with overwhelming star power. The calendar includes
new home sales for April, a second look at first-quarter gross
domestic product, personal income and consumption for April
and the final reading for May on consumer sentiment from
the Thomson Reuters/University of Michigan Surveys of
Consumers.

So investors could very well be at the mercy of the head-
lines from Europe, where fears about a possible debt re-
structuring by Greece are on the rise. Reuters

Rising $ threatens
equities’ gains

WALL STREET
WEEK AHEAD

Chandni Burman

Rare is an economist who writes in sim-
ple English. And still rarer is an econo-
mist who writes not only about eco-
nomics, but also about life in general.

Kaushik Basu, economics professor
on leave from the Cornell University,
and currently the chief economic advi-
sor, the Ministry of Finance, is an ex-
ception that proves the rule. 

In his new book, An
Economist’s Miscellany,
Basu writes on a variety of
issues from his first week as the chief
economic adviser to the Ministry of Fi-
nance to his travelling experiences in
Venice and to a brilliant profile of his
mother at 90.

Those expecting a dose of hard core
economics in the book will be disap-
pointed. Of course, almost all of the
pieces published in the book have al-
ready been published in various news-
papers, magazines and the web over
the years. So to that extent the book has
nothing new to offer.  But the beauty
of the book lies in savouring all of
Basu’s writing at one go.

Basu writes self depreciatingly on a
whole lot of issues. The best of them
being the inability of those who belong
to his profession to predict recessions
(or as outsiders would argue, anything
else for that matter).

As Basu writes (in December 2008)
“Until a few weeks ago there was no
agreement among experts on whether or
not a recession was imminent. Then last

week, America’s National
Bureau of Economic Re-
search...declared that the re-
cession is here; but not just

that, it started in December 2007. So a re-
cession, it seems, is not only unpre-
dictable, but also cannot be recognised
when it is there. Clearly this is not the
high point of the economic profession.”

Basu’s writing also shows a rare
ability to link up things. He relates a
Jim Corbett story that he had heard
as a child to the kind of growth China
has achieved over the years.

As Basu recounts, “Jim Corbett was
out in the hills of Kumaon in search of
a dangerous man-eater....He certainly
had his gun, cocked in the direction
from where he heard a sound, when he

suddenly realised that the tiger was glar-
ing at him from a different direction and
dangerously close. If he tried to quick-
ly turn his gun, the cat would jump at
him before he could pull the trigger. So
Corbett froze, and then began turning
his gun slowly, imperceptibly so. The
tiger, thinking nothing was happening,
stayed still in its crouch. After an inter-
minable 15 minutes, Corbett’s muzzle
was pointing straight at the tiger and its
game was up,” writes Basu.

So how is this linked to China? As
Basu points out “China perfected the
art of Corbett’s gun. It strengthened its
economy and built up global credit
with doggedness and over a long

stretch of time. The process was on
from the time of Nixon, through the
Reagan years, Clinton, and the Bush-
es. The changes were so steady that the
US was lulled into believing that it was
living in an unchanging world. But the
world did change and Obama came to
power in this altered world.”

In fact, Basu even comes up with
some really ingenious solutions to
everyday problems. Let us say you
want a Blackberry mobile phone, but
are in no position to afford it. Basu sug-
gests that “every time you send an
email, after signing off, type in by
hand: ‘This message is sent from my
Blackberry.’ Alternatively, you can put
this into the ‘signature’ of your email;
that will save you from having to type
it each time. Your reputation as an
owner of a Blackberry will spread far
and wide, with your bank balance un-
altered.”

Of all the stories that Basu, an athe-
ist, recounts the most hilarious is the
one when he overate in Japan and by 2
am that night, in the solitary confines
of his hotel room, was sick. He was not
in the mood to wake up his host and so

started praying. 
As he writes, “So feeling somewhat

self-conscious, I knelt down on my bed,
folded my hands, and said, ‘God, take
pity on me and please make me well. In
case you feel upset that I have come to
you only in the time of dire need, look
at it in another way. Unlike other peo-
ple, who call on you day and night with
little rhyme or reason, I never do.  The
last time I prayed must have been sev-
eral years ago. So now you have to do
me this one favour.” 

Of course 15 minutes later, Basu was
absolutely fine. “From this incident we
can make only two deductions. Either
God does not exist and what happened
that night was pure coincidence. Or
God exists and loves me for my lack of
faith and for not troubling him with
daily prayers,” concludes Basu.

Other than this, the book also in-
cludes an original interesting play ti-
tled Crossings at the Benaras Junction
written by the author.

(The writer works in the financial
services industry and can be reached at 

chandniburman@yahoo.com. Views
are personal.)

How China perfected the art of Jim Corbett’s gun, reveals Basu’s book 
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In An Economist's Miscellany, chief economic advisor Kaushik Basu speaks about his travels, philosophy and of course, economy
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Kisan Vikas Patra
Interest  Doubles in 8 yrs 7 mnth
Effective interest rate 8.41%
Min. amount `100
Max. amount No limit
Tax breaks None 

Monthly Income Scheme
Interest 8%+ 5% bonus at maturity
Tenure 6 yrs
Min. amount `1,000
Max. amount `4.5 lakh for single a/c

`9 lakh for joint a/c
Tax breaks None

National Savings Certificate
Interest 8%
Effective Interest Rate          8.16% (semi annual 

compounding)
Tenure 6 yrs
Min. amount `100
Max. amount No limit
Tax breaks Section 80C deduction

Public Provident Fund
Interest 8%
Tenure 15-16 yrs
Min. amount `500
Max. amount `70,000 p.a.
Tax breaks Section 80C deduction 

Recurring Deposit
Interest 7.5%
Tenure 5 yrs
Min. amount `10
Max. amount No limit
Tax breaks None

Senior Citizens Savings Scheme
Interest 9%
Tenure 5 yrs
Min. amount `1,000
Max. amount `15 lakh
Tax breaks Section 80C deduction
Min. age 60 years

POST OFFICE DEPOSIT RATES & FEATURES

Ambuja Cements: Sell, below ¤131.85, target ¤123.55, stop loss
¤136.65. Closed below previous trend signals a downward
movement

BHEL: Sell, below ¤2062, target ¤1975, stop loss ¤2109 Closed
below previous trend signals a downward movement

Cummins India: Sell, below ¤697, target ¤658, stop loss ¤709
Closed below previous trend signals a downward movement

Divi's Labs: Buy, above ¤738.90, target ¤775, stop loss ¤722
Closed above previous high & offers a good opportunity

Educomp Solutions: Sell, below ¤421.10, target ¤400, stop loss
¤430. Closed below previous trend signals a downward
movement

Hind Zinc: Sell, below ¤133.80, target ¤126.20, stop loss ¤137.5
Closed below previous trend signals a downward movement

Oil India: Sell, below ¤1275, target ¤1205, stop loss ¤1315.
Closed below previous trend signals a downward movement

Tech Mahindra: Sell, below ¤643, target ¤620, stop loss ¤651.
Closed below previous trend signals a downward movement

Jatin Rathod, Midas Touch Capital Advisors
Disclaimer: DNA takes no responsibility for investors who act on
the basis  of the above trading tips. The authors may or may not
have positions in  the above scrips. DNA advises investors to
consult investment experts before actually taking short-term
calls.

STOCK BREAKOUTS

Divi’s Lab : DELIVERY SPIKE
Good volume was witnessed in Divi’s Lab as the company was
expected to announce it results during the day. However, as the
results were announced post closing of trading hours on Friday,
some selling was witnessed just before the close. The company
has posted better than expected results. The stock is
interestingly poised at its resistance of ¤730, though the stock
touched a high of ¤738.90, it closed within the range at
¤727.40. A move above ¤738.90 can take the stock to its
previous top of ¤790.

Ashok Leyland : DELIVERY SPIKE
Though Ashok Leyland has posted a good set of numbers for its
fourth quarter, analyst are split on the verdict. Given the
downtrend and the rising interest rate scenario it is better to be
cautious than sorry. One of the leading domestic broker has
pointed out that the commercial vehicle cycle is peaking. Higher
consumer prices, slowing consumer demand, rising interest
rates and increase in diesel price is likely to impact the
company. A cross below the low of ¤49.50 ca take the stock
back to its recent low of ¤45.

Kirloskar Pneumatic : DELIVERY SPIKE
Kirloskar group stocks, Kirloskar Oil and Kirloskar Pneumatic
has seen block deals during the day. While family members
have sold stock in Kirloskar Pneumatic, Kirloskar Brother has
bought them. While generally a block deal increases sentiment
in a stock, in the case of Kirloskar Pneumatic, it was not the
case. Deals took place at ¤423.75, while the stock touched a
low of ¤397.05 and closed the day at ¤411.80. The stock has
moved up over the past one month, probably for this deal. A low
below ¤410 can bring it to ¤375 levels.

INDICATORS WITH A TALE


