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Foreign equity investment 

The fund invests in foreign equity securities. Since investors in PPFCF look for capital investment and returns in Rupee 

terms, PPFCF also looks at delivering in Rupee terms. PPFCF hedges most of the currency exposure using currency 

futures.

Outlook

About Parag Parikh Flexi Cap Fund 

Parag Parikh Flexi Cap Fund (PPFCF) is an open ended equity oriented scheme with flexibility to invest a minimum of 

65% in Indian equities ans up to 35% in overseas equity security and domestic debt / money market securities

We continue to look at individual investments on their own merits and will not hesitate to invest if an opportunity looks

attractive. As usual, our investment stance does not depend much on the macro-economic situation but is focussed on 

individual companies. We have about 4.10% in cash holdings, debt & money market instruments and arbitrage 

positions which can be deployed in long term investments at appropriate levels.

The core portfolio consists of equity investments made with a long term outlook and the factors considered while 

investing are quality of management, quality of the sector and the business (return on capital, entry barriers, capital 

intensity, used of debt, growth prospects etc) and the valuation of the companies. The endeavor of the fund 

management team is to identify opportunities for long term investments. However there are times when the opportunities 

are not attractive enough. While waiting for attractive opportunities, the fund invests in arbitrage opportunities between

the cash and futures equity markets and special situations arbitrage where open offers / delisting / merger events have 

been announced. Investments are also made in money market / debt securities while waiting for deployment in core 

equity investments. 
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See overleaf

An open-ended hybrid scheme 
investing predominantly in 

debt instruments

Market Outlook and Investment Stance

March, April and May of 2021 are very different from March, April and May of 2020. While in 2020 it was all gloom 

and doom and it almost seemed that the end of the world was near, in the current times equity markets almost seem 

to be saying “What Covid?”.

I feel that it is important to communicate certain things to investors at this point in time.

In 2020, like everyone else, we were worried about COVID and were figuring out how to take precautions on the 

health front and cope with the lockdowns. What we did estimate at that time was that the fall in equity prices was 

way overdone and that many securities were valued at very attractive levels. Our estimate was that the duration of 

the disease is unknown but eventually things will get back to more or less normal conditions.

At that time, in the marketplace, popular opinion was that only Pharma and FMCG companies were worth investing 

in and that the rest of the sectors had a very poor outlook. Today the popular opinion is that these sectors are over 

and done with and now the latest market jargon is “The Re-Open Trade”

Today there is unbounded optimism, and there is a big up move in many sectors, segments and stocks where we 

are NOT invested in. 

Some of these are

     ●   Metal Stocks (narrative being China shutdown of capacity and rising prices)

     ●   PSU Stocks (disinvestment / privatisation narrative)

     ●   Airlines, Hotels, Footwear, Apparel (Re-opening trade)

     ●   Speciality Chemicals (China +1 or replacement of China capacity)

     ●   PSU & Corporate Banks (clean balance sheets, lower than expected NPAs etc.)

     ●   Obscure Small and Mid Cap companies (individual narrative for each stock)

We, like everyone else, are hopeful that we are in the endgame as far as COVID goes. Vaccines are here and 

sooner rather than later, we will have normalcy and that the massive amounts of fiscal and monetary stimulus 

the world over and in India will result in a quick economic recovery. However that does not mean that our 

portfolio will look dramatically different that what it did in 2020 or for that matter in 2019. Our attempt is to buy 

businesses which have demonstrated earning power and good business economics, which employ low 

leverage, which are run by honest and competent management and where valuations are reasonable.



We are NOT fans of the concept of Sector Rotation or transitory market jargons like the Re-Open Trade. 

Indeed some of the narratives do not make any sense to us, a popular airline stock is trading close to all time high 

prices last seen in 2019. It is almost as if COVID never happened and that the financials of the company are in the 

best of health. Reality of course is different.

The flip side to the Re-open Trade is that sectors and companies which did well in the lockdowns are assumed to do 

poorly in the future. We have been owning companies like Amazon, Alphabet and Facebook before the lockdowns, 

during the lockdowns and continue to hold them today. The trends favouring e-commerce, digital advertising, cloud 

computing, streaming services and so on are multi year / decade trends and withdrawals of lockdowns will not 

cause us to discard such companies. (Sure some temporary shifts may be there from e-commerce to physical 

stores immediately on opening up as is to be expected.)

When we invest in a company, we are typically looking to stay invested for a minimum of 5 years. Investors in our 

fund should have a similar approach to investing. We also do not force ourselves to be fully invested at all points in 

time and may have cash equivalents and / or arbitrage positions in our fund.

We do not expect our stocks to outperform the indices on a weekly, monthly or yearly basis and the comparison 

comes into picture only over a longer time horizon. There have been numerous occasions in the past where our 

fund has lagged the indices and there will surely be such occasions in the future. 

To the extent that we are not in the hottest sectors of the moment and that we may see some build up of cash in the 

portfolio, the fund could see some underperformance in the near term.

Addressing size of the fund

In the initial months after the launch of our fund in 2013, we were at a size of about ₹ 300 crores. For much of our 

existence, any question on the size of the fund would be answered with a standard reply that we are a rounding 

error for the mutual fund sector. Now that our market share is in decimal points (we crossed 

₹ 10,000 crores in the Flexicap Fund this month and total assets across all schemes are close to ₹ 12,000 crores) it 

may be a good time to address the size question again.

The following points may be interesting to keep in mind while comparing fund sizes:

●   We have to invest only about ⅔  of our fund size in India. Hence from ₹ 10,000 crores, only about ₹ 6,700 

    crores are to be invested in Indian stocks. For the remaining (foreign stocks plus cash) 

    the size question is irrelevant for the foreseeable future.

●   Since we have limited fund offerings (1 equity fund + 1 ELSS), the fund size will look large. However the 

    comparison is to be made across total equity assets of fund houses and not for a single scheme. As a 

    thought experiment, if the  ₹ 6,700 crores of our Indian portion of the Flexicap fund was split into 3 funds, 

    say a large cap, a mid cap and a small cap fund, the task for our investment team would not be any easier.

●   The largest fund houses manage well over ₹ 1,00,000 crores each in equity assets in India. There are 

    many Portfolio Management Services in India (some of them recently launched) which have equity assets 

    more than ₹ 6,700 crores.

●   The limit of overseas investments per fund house has been recently increased to $ 1 billion per fund house 

    by SEBI. Hence maintaining the India plus Global strategy will not be an issue till about ₹ 25,000 to 30,000 

    crores of total equity assets.

 
The gist of the above is that size is NOT at an unmanageable level. There are however the following caveats.


