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After prolonged stagnation, 
technology sector funds now appear 
to be in a recovery mode, in tandem 
with the global markets. The active 
(direct) plans of these funds have 
given a category average return of 5.4 
per cent year-to-date, surpassing the 
2.7 per cent return of the Nifty50 and 
the 1.5 per cent return of the Nifty IT 
index. Altogether 16 (active and 
passive) funds in this category 
manage assets worth ~25,796 crore 
(April 30, 2023). 

Promising in the long term 
Experts say the long-term outlook for 
the Indian information technology 
(IT) sector remains promising, 
notwithstanding the near-term 
headwinds. Says Vaibhav Dusad, fund 
manager, ICICI Prudential Mutual 
Fund, “Over the past years, Indian IT 
companies have transformed 
themselves to cater to the demands 
arising in the new digital era. A 
technology upgrade cycle, which 
started during the pandemic, is 
underway and is expected to 
last for the next four-five 
years.” 

The sector has several 
inherent strengths. Says 
Arvind A Rao, founder, 
Arvind Rao and Associates, 
“The solid financial profile 
and strong balance sheets of 
companies within the sector 
will help them generate free 
operating cash flows. A stable 
employee turnover rate and increased 
focus on training should help manage 
manpower costs. A depreciating rupee 
will enhance the realisation from 
export earnings.” 

Key growth drivers 
Indian IT companies stand to benefit 
over the medium term from the major 
trends in technology shaping up 
globally. Says Dusad: “Automation, big 

data analytics, and cloud-native 
application development will 
constitute the core components of 
growth. Cloud migration and 
penetration will remain a key driver 
for the next few years.” 

Watch out for recession impact 
Indian IT companies, which derive a 
major part of their revenue from 
mature markets like the US and 
Europe, may face headwinds if these 
economies witness a major slowdown 
or recession due to the rapid hike in 
interest rates over the past year. The 
faltering of banks in the US and 
Europe could also impact the earnings 

of Indian IT companies. 
Says Alekh Yadav, head of 

investment products, Sanctum 
Wealth: “A potential global 
recession, led by the US, is a 
significant concern for the IT 
sector. This concern was 
reflected in the outlook shared 
by the management of these 
companies while announcing 
their Q4 FY23 earnings. If the 
US economy enters a 

recession, the demand outlook for 
Indian IT companies may dampen.” 

Accelerated development in areas 
like artificial intelligence (AI) could 
also pose a challenge to Indian IT 
companies. 

Concentration risk 
Technology funds invest at least 80 
per cent of their corpus in IT sector 
stocks. When the sector falls out of 

favour, the managers of these funds 
don’t have the option to switch to 
other sectors, as those managing 
diversified equity funds can. “Owing 
to high concentration risk, both the 
rewards and the losses tend to be high 
in these funds,” says Rao. 

Investors also face timing risk in 
thematic funds. Says Yadav: 
“Investors need to time both their 
entry and exit accurately. Most may 
not be able to pull this off 
successfully.” 

Should you invest? 
Novice investors should avoid sector-
specific funds like tech funds. Flexi-cap 
funds, on average, have 9.1 per cent 
exposure to tech stocks. Investors who 
hold these funds would have adequate 
exposure to the sector and hence need 
not invest directly in tech funds. 

Investors who have a positive long-
term view of the technology sector, and 
want to benefit from the recent 
correction, may invest in these funds. 
Says Dusad: “Enter these funds with a 
two-four-year perspective. There could 
be volatility in the near term, therefore 
invest through systematic investment 
plans. Do a lump sum only in case of a 
sharp correction in the sector.” 

Rao adds that investors 
considering these funds should have a 
long investment horizon and large 
risk appetite, and should not expect 
quick returns. 

Yadav says exposure to thematic 
funds, including tech funds, should 
not exceed 10 per cent of the portfolio.

IT recovery still in nascent 
stage, invest systematically

YOUR 
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BSE SmallCap’s record 
rally may have more legs
DEEPAK KORGAONKAR 

& PUNEET WADHWA 

Mumbai/New Delhi, 7 June 

The BSE SmallCap 
index hit a record high 
of 31,565, gaining 1.3 

per cent on the BSE during 
Wednesday’s intraday trade 
after a strong rally in railway, 
auto and hospital stocks. In 
the process, the index sur-
passed its previous high of 
31,304.44, touched on 
January 18, 2022. 

In the past one month, the 
BSE SmallCap has outper-
formed the market surging by 
7 per cent, as compared to 6.4 
per cent rise in the BSE 
MidCap index and 2.2 per 
cent gain in the BSE Sensex. 

Despite this run, experts 
see more legs to the rally in 
the small-caps amid favou-
rable economic conditions in 
India, which, they believe, 
will see incremental foreign 
flows coming into the coun-
try instead of China, which in 
turn will rekindle the interest 
of retail investors in the mar-
kets, and especially in the 
mid-and small-caps. 

“I see a minimum 15-20 
per cent upside in the small-
caps over the medium-to-long 
term. Markets expect a status 
quo on rates from major cen-
tral banks, especially the US 
Federal Reserve *Fed) and the 
Reserve Bank of India (RBI). 
This will see more flows come 
into the emerging markets, 
including India. Investors 
have started to look at India 
more positively as compared 
to China now,” said AK 
Prabhakar, head of research 
at IDBI Capital. 

On Wednesday, 91 stocks 
from the small-cap index hit 
a 52-week high. Of these, 28 
stocks touched record highs 
during intraday trade. Some 
of the prominent shares out 
of these were Aurionpro 
Solutions, Aster DM 
Healthcare, Centum 
Electronics, Dreamfolks 

Services, Fusion 
Microfinance, KDDL, KEI 
Industries, Mahindra CIE 
Automotive, Timex Group 
India and Voltamp 
Transformers – all gained in 
the range between 3 per cent 
and 6 per cent. 

With the Nifty50 sustain-
ing over 18,000 levels in 
recent times, the activity in 
the broader market has also 
picked up in the past couple 
of months, analysts said, 

which is not surprising at all. 
While it might be difficult 

to call out the bottom and 
start of a new rally in broader 
markets at this stage, Gaurav 
Dua, senior vice-president 
and head of capital market 
strategy & investments at 
Sharekhan by BNP Paribas 
suggests investors can accu-
mulate or invest gradually in 
stocks of good quality mid-
and small-cap companies 
now, and the returns could be 

quite handsome over the next 
two years. 

G Chokkalingam, founder 
and head of research at 
Equinomics Research, too, 
expects the small-cap index 
to jump around 8 – 10 per 
cent from the current levels 
in the next few months. 

“Forecast of a normal 
monsoon in India and 
expected record food grain 
output in the current crop 
year has added to the opti-
mism. Debt ceiling issue res-
olution and expectations of 
peaking-out of rate cycle — 
with just another 25 to 50 
basis points (bps) rate hike by 
the Fed and the RBI — and 
avoiding recession, too, have 
contributed to the optimism 
in Indian equities in the last 
few weeks,” he said. 

As a strategy, those at 
Credit Suisse Wealth 
Management suggest inves-
tors use any market correc-
tion to buy stocks and expect 
sustained foreign portfolio 
investor (FPI) buying to lead 
to further upside in the mar-
kets going ahead. They, 
however, remain cautious on 
the information technology 
sector, while recommending 
booking some profits in the 
cement sector on rallies. 

“We continue to believe 
India is a buy on dip struc-
tural opportunity and may 
provide a good diversification 
benefit when growth is falter-
ing in other large economies. 
India tends to trade at a 
higher valuation when com-
modity prices ease. Currently, 
the growth worries and the 
base effect are favoring 
India’s macroeconomic 
recovery. On the other hand, 
the earnings season reflects 
our view of better margins 
supporting earnings momen-
tum,” wrote Jitendra Gohil, 
director, Global Investment 
Management at Credit Suisse 
Wealth Management India in 
a recent co-authored note 
with Premal Kamdar. 

Investors choosing India over China in coming months to have its impact
Analysts suggest 
holding them for long 
term, say tech stocks 
may take a hit if 
economic conditions 
in US or Europe worsen
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ACTIVE FUNDS ARE UP 5.4% ON AVERAGE THIS YEAR 
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Share price in ~ as on June 7, 2023; YTD: Year-to-date; CMP: current market price 
Data compiled by BS Research Source: BSE
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