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schemes,whichwere,until 2020,0n
the top of the chart. For a one-year
period, five of its sixkey equity funds
have underperformed the category
average returns of its peers (see
table). The same is the case for a
three-year period.

In the last one year ended Janu-
ary, assets of all its equity schemes
haveslid 3.9%to ¥1.45 trillion,data
from primemfdatabase.com show.
That’s an erosion of ¥5,652 crore in
absolute terms. Among the top-
seven fund houses, only Axis MFand
Aditya Birla Sun Life MF have seen a
dip in equity assets in the last year,
with thelatterlosing 2.4% or32,330
crorein equity AUM.

Axis MF follows a quality and
growth kind of approach where it
tends to look at companies that can
generate consistent revenue and
profit growth, said experts. Fund
managers do not focus so much on
valuations and donot mind payinga
higher price for growth. Typically,
these include companies that are
among the topin their sectors (Asian
Paints in FMCG, Bajaj Finance and
Bajaj Finserve in financials and
Avenue Supermart in retail).

“This style has gone out of favour
in the past two years. Several growth
companies have seen their growth
falterabitinan economiccyclewhere
interest rates are going up and there
are concerns over slowing growth,”
said Dhaval Kapadia, director, portfo-
lio specialist, Morningstar Invest-
ment Adviser India.

There has been a comeback of
valuestocksand cyclical sectors such
as PSU banks, commodities, capital
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goods and infrastructure in the last
few years. PSU banks, for instance,
underperformed foralong period of
time. But with NPAs bottoming out
and balance sheets looking cleaner,
some of thesestockshavegotre-rated
on expectations ofa better growth.
Jinesh Gopani,head of equity,Axis
ME,believesa combination of factors
has put the quality and growth style
out of favour over the past fewyears.
The extreme polarisation in valua-
tion of high- and low-quality stocks
during the initial phase of the pan-
demic gave way toa runaway rally in
low-quality stocks, as governments
injected liquidity into the system, he
said. This brought about a surge in
inflation amid a pent-up demand
from consumers,leadingtoaseries of
rate hikes by central banks. This
impacted the qualitystocks even fur-
ther, given the possibility of slower

growth amid rich valuations.
“High-quality companies were
impacted the most in 2022 due to
these factors and the same effect is
lingeringin Q1 0f CY2023.Givenour
experience,we believe that there will
be turnaround in the performance
once interest rate hike peaks out and
the earnings surprise among the
cyclical companies comes to an end.
Over the long term, investors are
likely to generate wealth through
high-quality investing;’said Gopani.
Axis MF tends to follow a similar
styleacrossitsequityschemeswhich
isnot the case for most fund houses,
say experts. When HDFC MF's equity
schemes, for instance, were under-

performingbetween 2017and 2020,

it was largely Prashant Jain's funds
which were underperforming,and
not those of its other managers, said
anindustry official.

“Fund houses go through periods
when their schemes don't do well, or
their investment styles fall out of
favour,ortheysimplyget theirinvest-
ment callswrong.Sometimesit's just
a cycle, and Axis MF may be going
through such a phase right now. The
fall in their equity assets seems to be
due to recent performance issues;”
said Vicky Mehta, an independent
analystwho tracks mutual funds.

Kapadia pins the blame on
investors (and distributors)whotend
to chase performance without fully
understanding therisks, investment
styleand the reasons driving the per-
formance. Investors typically see the
one- and three-year returns, and
when the performance falters, they
tend to redeem. “Axis MF has a solid
investment team and to their credit,
theyhave consistentlyfollowed their
ownstyle.Itsdifficult to predictwhen
the cycle will change and the quality
and growth style will come back in
focus; it is also a question of senti-
ment. One can track valuations and
seeifthesectororstockis overheated
relative to its own history vis-a-vis
othersectors,”said Kapadia.

The AMC recently appointed
Credit Suisse’s Ashish Gupta as its
chief investment officerand B Gop-
kumarasits new chiefexecutive,and
thismaylead toa rethinkin tsinvest-
ment strategy.

“With a new CEO and CIO on
board, itwillbeinteresting toseeifthe
fund house’s broader investment
strategyundergoesa change.Itwillbe
safetoassumethat thenewteamwill
be focused on improving fund per-
formance. How they go about doing
so,remains to be seen — will it be a
case of making minor tweaks or
effecting fundamental changes?”
said Mehta. These changes may not
be perceptible in the immediate
futureand investorswould dowellto
monitor both fund portfolios and
performance to determine if the
funds continue to be apt for them,
added Mehta.

Gopani, for his part, insists that
the fund house plans to stick to the
high quality and growth-focused
investment  philosophy. “Our
research and understanding is that
investors can make sustainablelong-
term wealth through high quality
and growthinvesting?”



