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TOP TEN HOLDINGS (%) 
as at 30.06.07 

 Fund BM 

Hindustan Unilever 5.5 2.2 

Financial Tech 4.8 - 

State Bank of India 4.7 1.1 

Infosys Technology 4.2 11.3 

United Spirits 3.7 - 

Reliance Industries 3.2 14.0 

Bajaj Auto 3.0 0.9 

Cipla 2.8 0.9 

Zee Entertainment  2.2 0.8 

ICICI Bank 2.0 7.8 

 
 
 
 
 
 

 
 
In this Talking Point, FF India Focus portfolio manager Arun Mehra gives his views on the 
outlook for India. He goes on to identify some of the key drivers behind the continued 
performance of Indian equities and how he exploits these opportunities within his portfolio. 
 

HOW WOULD YOU DESCRIBE YOUR INVESTMENT PROCESS? 
Using Fidelity’s team of analysts in addition to my own research, I try to find companies 
with strong earnings growth (either emerging or unrecognised), before others do and 
before the market prices in a growth premium. There are two key aspects to my 
investment approach: I focus on long-term growth stories and I am very conscious of 
valuations. I want to own businesses that have the potential to deliver superior earnings 
growth over a one- to two-year time horizon, so I look for companies that cater to India’s 
long term growth trends. I look for ‘special situation’ stocks and companies with core 
growth potential – the sort of stocks which are going to grow at 10% to 15% a year. 
Valuation is the second key consideration in my stock selection and portfolio 
construction process. Everything has a price and rather than buying ‘winners’ and 
momentum stocks, I try to buy early and to sell when the market reflects the inherent 
value. I can take significant active positions in stocks in which I have strong conviction 
and I am not constrained by the benchmark or by any target weights. 
 
WHAT THEMES ARE CURRENTLY DRIVING INDIA’S EQUITY MARKETS? 
India remains a long-term growth story. Take infrastructure, for example. India needs 
major infrastructure investment and the government’s newly created Investment 
Commission has recommended lifting restrictions on foreign direct investment in 
strategic sectors. There are large cities in almost every state that are planning to build 
mass transit systems, as well as other transportation links. This is creating significant 
opportunities for companies involved in infrastructure projects. We are also finding 
interesting opportunities in the mining sector as it is now being opened up to private 
players and attracts corporate capex. The consumer sector has also expanded with the 
growth of urban areas and the boom in service industries, largely benefiting retailers and 
entertainment companies. 
Market performance reflects corporate earnings and I see no reason why that should not 
continue. I think we’ll continue to see very strong double digit earnings growth and, with 
the market trading at 17x March 2008 earnings, I think there is more upside to come.  
There are very few India-specific factors that would cause the market to correct. If there 
happens to be a global correction, then I’m sure India will correct with the global market. 
Having said that, over the shorter-term, glitches in the corporate or macro landscape 
may lead to some market volatility and I would use any such correction as a buying 
opportunity. 
 
HOW IS THE FUND CURRENTLY POSITIONED? 
Recently, I have made a couple of changes to the portfolio. I think this strategy has 
worked well with the fund returning 1st quartile performance year to date of 20.6%, 
versus the benchmark return of 16.8%. A longer time horizon sees the fund 1st quartile 
over one year and ranked 7 out 27 funds since launch (23.08.04), making it 2nd quartile. 
I have taken profits and sold down a number of stocks that have performed well. Many 
were in the media sector or were mid-cap stocks. I have re-invested the proceeds into 
sectors, such as infrastructure, retail, health care, and hospitals. These offer long-term 
earnings potential and are starting to look more interesting to me. Another area that I’m 
interested in is information technology. Traditionally the fund has been underweight this 
sector, but, as the rupee has appreciated, some stocks have been oversold and are now 
starting to look attractive. A lot of the exposure to growth stocks has been reduced and I 
am buying into stocks that I believe offer better prospects.  
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This material is for Investment Professionals only and must not be passed to private investors. It must not be reproduced or circulated without prior permission. This communication is not 
directed at, and must not be acted upon by persons inside the United States and is otherwise only directed at persons residing in jurisdictions where the relevant funds are authorised for 
distribution or where no such authorisation is required. Assets and resources as at 30.06.2007 are those of Fidelity International Limited. Fidelity/Fidelity International means Fidelity 
International Limited (FIL), established in Bermuda, and its subsidiary companies. Unless otherwise stated, all views are those of the Fidelity organisation. Reference in this document to 
specific securities should not be construed as a recommendation to buy or sell these securities, but is included for the purposes of illustration only. Investors should also note that the views 
expressed may no longer be current and may have already been acted upon by Fidelity. The research and analysis used in this material is gathered by Fidelity for its use as an investment 
manager and may have already been acted upon for its own purposes. Fidelity only offers information on its own products and services and does not provide investment advice based on 
individual circumstances. Fidelity, Fidelity International and Pyramid Logo are trademarks of Fidelity International Limited. Past performance is not a guide to future returns. The value of 
investments and the income from them can go down as well as up and investors may not get back the amount invested. An investment in a currency other than the shareholder’s own currency 
will be subject to the movements of foreign exchange rates.  Foreign exchange transactions may be effected on an arms length basis by or through Fidelity companies from which a benefit may 
be derived by such companies. Investments in small and emerging markets can be more volatile than other more developed markets. Due to the lack of liquidity in many smaller stock markets, 
certain Country Select Funds may be volatile and redemption rights may be restricted in extreme circumstances. Fidelity Funds - India Focus Fund (the "Fund") will invest in Indian securities 
through a wholly owned Mauritian subsidiary, Fid Funds (Mauritius) Limited, whose sole object is to carry out investment activities on behalf of the Fund. Fidelity Investments International 
provides investment advisory and management services to Fid Funds (Mauritius) Limited in relation to Indian securities. Fidelity Investments International has obtained approval from the 
Securities and Exchange Board of India and the Reserve Bank of India to invest in India on its own behalf and on behalf of approved client accounts as a Foreign Institutional Investor ("FII") 
under Indian law. Fid Funds (Mauritius) Limited is registered as an FII sub-account of Fidelity Investments International's FII licence in order to be able to invest in Indian securities. Fidelity 
Funds India Focus Fund is an open-ended investment company established in Luxembourg with different classes of shares. We recommend that you obtain detailed information before taking 
any investment decision. Investments should be made on the basis of the current prospectus, which is available along with the current annual and semi-annual reports free of charge from our 
distributors, from our European Service Centre in Luxembourg and from our legal representative in Switzerland: Fortis Foreign Fund Services AG, Rennweg 57, P.O. Box, CH-8023 Zurich. 
After a decision made by the Swiss Federal Banking Commission on 4 December 2006, Fidelity Funds can publicly market 81 of its subfunds in Switzerland. Our legal representative in 
Switzerland is Fortis Foreign Fund Services AG, Rennweg 57, P.O. Box, CH-8023 Zurich. The Paying agent for Switzerland is Fortis Banque (Suisse) S.A., Zurich branch, Rennweg 57, CH-
8023 Zurich; from your financial advisor or from the branch of your bank in the Nordic Region; for purposes of distribution in Spain, Fidelity Funds SICAV is registered, with the CNMV Register 
of Foreign Collective Investment Schemes under registration number 124, where complete information is available from Fidelity Funds SICAV’s authorised distributors. The purchase of or 
subscription for shares in Fidelity Funds SICAV shall be made on the basis of the Simplified Prospectus that investors shall receive in advance. The Simplified Prospectus is available free of 
charge and for inspection at the offices of locally authorised distributors as well as at the CNMV. In Portugal, Fidelity Funds SICAV  is registered with the CMVM and the legal documents can 
be obtained from locally authorised distributors. Fidelity Funds SICAV is recognised under section 264 of the Financial Services and Markets Act 2000. Investors should note that loss caused 
by such recognised funds will not be covered by the provisions of the Financial Services Compensation Scheme (or by any similar scheme in Luxembourg) if the fund is unable to meet its 
obligations, however claims for loss in regards to such recognised funds against a FSA authorised firm such as Fidelity will be. Malta: Growth Investments Limited is licensed by the MFSA. 
Fidelity Funds is promoted in Malta by Growth Investments Ltd in terms of the EU UCITS Directive and Legal Notices 207 and 309 of 2004.  The Fund is regulated in Luxembourg by the 
Commission de Survelliance du Secteur Financier. South Africa: Collective investment schemes in securities (CIS) are generally medium to long term investments. The value of participatory 
interests may go down as well as up and past performance is not necessarily a guide to the future. Fluctuations or movements in exchange rates may cause the value of underlying 
international investments to go up or down. CIS are traded at ruling prices and can engage in borrowing and scrip lending. Commission and incentives may be paid and if so, would be included 
in the overall costs. The funds are priced daily using a forward pricing basis.  For further information on fees and charges or for a copy of the prospectus please contact Fidelity Distributors 
International Limited, International Business Development, Oakhill House, 130 Tonbridge Road, Hildenborough, Kent TN11 9DZ, United Kingdom. Fidelity is an Associate Member of the 
Association of Collective Investments. Issued jointly by Fidelity Investments International (registered in England and Wales), authorised and regulated in the UK by the Financial Services 
Authority and Fidelity Distributors International Limited (registered in Bermuda and licensed to conduct investment business by the Bermuda Monetary Authority). CO16002 
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WHAT STOCKS AND SECTORS ARE YOU FINDING MOST INTERESTING AT THE 
MOMENT? 
Earlier I highlighted certain interesting themes and these are reflected in my stock 
selection. For example, as the rupee has strengthened, IT companies have been 
oversold due to their exposure to export markets. This has created a buying opportunity 
for stocks like Infosys and FCL Technologies. Another important holding is Reliance 
Industries. Reliance has found a lot of gas and oil off the south eastern coast of India. 
The amount of gas that has been found, as well as the potential of finding more, could 
fundamentally change the economics of the country over the next three to five years. 
We are very well exposed to this value chain through owning stocks that are directly 
involved in these developments, as well as companies that can benefit tangentially. As 
this oil and gas supply comes on stream, I believe this should be matched by increased 
demand and switching effects from high cost fuels and should also be very good for the 
economy. 
 
WHAT’S YOUR OUTLOOK FOR INDIA? 
India’s economy continues to grow fairly rapidly. In response to rising inflation, the 
Reserve Bank of India implemented its tightening policy in October 2004. Since then, 
the reverse repo rate (borrowing rate) has risen from 4.5% to 6.0% with two hikes 
occurring in FY07, while the repo rate (or lending rate) has increased from 6.0% in 
October 2005 to 7.75%. Five out of the seven increases took place in FY07. We are now 
starting to see inflation come back down below 5% and within the Bank’s comfort zone. 
So, I think the interest rate hikes have worked and it’s going to put the economy on a 
very solid growth footing and help deliver profitable growth for almost all companies. The 
macro environment, from a liquidity perspective, therefore continues to look very good.  
Taking a three- to five-year view, all indicators suggest that the rupee will continue to 
appreciate and whilst this will impact certain export-oriented industries, if you take a long 
term view, a steady appreciation should be good for investors.  
I continue to stress that the level of economic activity is very strong. Whether it be 
infrastructure-related, telecoms, port, airport, retail, investment in infrastructure in other 
parts of the economy, or capital expenditure, there’s been no slowdown. This level of 
investment on the ground is continuing to create jobs and increase consumption. This is 
very good news for the economy and, as it feeds into corporate earnings, is positive for 
shareholders. 
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