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Debt funds invest in debt papers which need to give good fixed returns

& be of good quality.

Based on the interest rate outlook, the fund manager decides whether

to invest in long duration papers or short duration papers.




But how is his decision of

selecting long duration papers

or short duration papers connected

with the interest rate outlook?




Simply speaking, when interest rates are expected to go up,

the debt fund manager would invest in shorter duration papers

but if interest rates are expected to come down, then he would do the

opposite and invest in longer duration papers.
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When a fund manager thinks that

interest rates are likely to go up in
the near future, it means that debt
papers in the future will offer better

rates of return.
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The fund manager observes that since interest rates are likely to rise
soon and debt papers giving a higher interest rates would become

available, he invests in papers with shorter maturities so that by the

time the interest rates rise, his papers have matured and he has cash

to invest in the new papers.




Now what happens when
the debt fund manager
believes that interest rate is

more likely to come down?
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He just reverses his strategy and

invests in long duration papers.




If a debt fund manager feels that interest rates are coming down
and that fresh papers in the future would bear a lower interest
rates, he would naturally invest in currently available papers for

a longer duration.

By doing so, his money stays invested in higher interest

bearing papers even in a lower interest rate regime.




The value of the higher interest bearing papers too would go up

and the fund manager too could extract a higher price by

selling it in the market!




Hope this lesson has given you

an idea of ‘Duration Management’ of

debt papers.




| will be glad to receive your feedback

on this lesson to understand if there any gaps.

Your feedback will help me improve my lessons going forward.
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The views expressed in this lesson are for information purposes only and do not construe
to be any investment, legal or taxation advice. The lesson is a conceptual representation
and may not include several nuances that are associated and vital. The purpose of this
lesson is to clarify the basics of the concept so that readers at large can relate and
thereby take more interest in the product / concept. In a nutshell, Professor Simply Simple
lessons should be seen from the perspective of it being a primer on financial concepts.
The contents are topical in nature and held true at the time of creation of the lesson. This
Is not indicative of future market trends, nor is VEcoSys IMF Pvt. Ltd. attempting to predict
the same. Reprinting any part of this material will be at your own risk. vEcoSys IMF Pvt.

Ltd. will not be liable for the consequences of such action.

Mutual Fund investments are subject to market risks,

read all scheme related documents carefully.




