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Outlook for 2012: Fixed income

“Flexible approach to fixed income investing crucial for maximising returns in
2012”

Shriram Ramanathan, Fund Manager — Fixed Income, Fidelity Worldwide
Investment, India

2011 has been a tough year for India, partly due to global macro worries but also
importantly due to idiosyncratic domestic issues and uncertainties. Economic growth
has been losing momentum since the middle of 2011 and this has become apparent
across a host of indicators such as falling industrial production and weakening
corporate investments. A loose fiscal policy has resulted in the government being
unable to stick to its fiscal deficit target, and consequently has led to substantial
increase in the government's borrowing programme versus its budget target.
Unfortunately, this policy undermined the Reserve Bank of India’s (RBI) ability to get
inflation quickly under control despite its tight monetary policy through most of last
year. A significant weakening of the Indian rupee over the last quarter of 2011, given
its deteriorating balance of payments situation, added to the weak macro backdrop
for India, with the ‘India shining’ story at risk of losing some of its sheen.

The outlook for 2012 remains uncertain, especially on the political front. However,
growth slowdown and falling inflation, in the backdrop of limited fiscal manoeuvrability
are likely to compel the central bank to take on the mantle for supporting growth. The
markets have started expecting the central bank to deliver aggressive rate cuts
through 2012 and ease the tight liquidity situation. We expect the RBI to deliver on
these expectations, with the caveat that an unexpected global recovery or a rise in
geo-political tensions in the Middle East, could lead to a spike in oil prices and in turn
slow down the pace of rate cuts relative to expectations. At the same time, a global
market meltdown due to a euro zone breakdown could hasten the speed of monetary
policy easing. Hence, a flexible approach to fixed income investing would be crucial
in maximising returns in 2012.

We expect the domestic fixed income market to perform well this year, and would
advise investors to take advantage of the attractive yields and potential for capital
gains, by having diversified exposure across various fixed income products
depending on their risk appetite and cash flow requirements. For investors with a
medium to long term horizon and a high risk appetite, we believe bond funds with a
flexible investment approach offer an attractive opportunity. For investors with a
shorter investment horizon or lower risk appetite, we would recommend a
combination of short term income funds and fixed maturity plans as ideal risk-
adjusted investment opportunities.
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About Fidelity Worldwide Investment

Fidelity Worldwide Investment is a global leader in asset management, providing
investment products and services to individuals and institutions in the UK, continental
Europe, the Middle East and Asia Pacific. Established in 1969, the company has over
5,000 staff in 24 countries and manages or administers client assets of US$207.9bn.
It has over 7 million customer holdings and manages more than 740 equity, fixed
income, property and asset allocation funds. The company’s fund managers receive
research from one of the largest proprietary research teams, based in 12 countries
around the world. Fidelity Worldwide Investment is an independent asset
management company which is privately owned.
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This document must not be reproduced or circulated without prior permission. This
article contains general information about the market and is being circulated for
information purposes only and not for solicitation of business or trading purposes.
Fidelity and the content providers of this article shall not be liable for any errors in the
content or for any actions taken in reliance thereon. Risk factors: Mutual fund
investments, like securities investments, are subject to market risks and there
is no guarantee against loss in the schemes or that the schemes’ objectives
will be achieved. « As with any investment in securities, the NAV of the Units
issued under the schemes can go up or down depending on various factors
and forces affecting capital markets. Past performance of the Sponsor/the
AMC/the Mutual Fund does not indicate the future performance of the schemes
of Fidelity Mutual Fund. Please read the scheme information document of the
schemes and statement of additional information before investing. Statutory:
Fidelity Mutual Fund (‘the Fund’) has been established as a trust under the Indian
Trusts Act, 1882, by FIL Investment Advisors (liability restricted to Rs. 1 Lakh). FIL
Trustee Company Private Limited, a company incorporated under the Companies
Act, 1956, with a limited liability is the Trustee to the Fund. FIL Fund Management
Private Limited, a company incorporated under the Companies Act, 1956, with a
limited liability is the Investment Manager to the Fund. Fidelity, Fidelity Worldwide
Investment, the Fidelity Worldwide Investment logo and F symbol are trademarks of
FIL Limited.
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