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We are often told that equity investments are subject
to risk. What is this risk? It means earning less than
what you expected from a given investment or losing
part of what you invested. When it comes to
investments we only talk about retums. We say: the
higher the risk the higher the return. How easy it
would be then to assess a mutual fund if they
published, along with their returns performance, the
risks involved in eaming such retumns. For example,
a fund gave 25% return by risking losing your capital
to the extent of 5% , and another gave 50% return by
taking the risk of losing 100% of your capital. In the
absence of risk figures, you would rate the fund that
gave 60% return as better than the one that gave the
25% return. However, within the risk parameter, you
would prefer a fund that risks 5% of your capital to one

that risks 100% of it.

Investors solicit advice in brevity: tell us
what to buy or sell, they say. But we
cannot make a significant amount of
money if we avoid taking risks. Risk is also
an opportunity, but it should be a
calculated risk you take. If the fear of losing
makes you leave the money idle or put in
low-return instruments, then inflation will
devalue it. Hence, investment is must, and
the risks associated with it must to be understood.

In an ideal scenario, the investor should need to take
only risks relating to the economy and company
performance and our markets are close to achieving
this goal.

There are several parameters that evaluate the risk
factor. Statistical and analytical tools can be used, but
they are not affordable for the small investor nor would
he always have the time or knowledge to use them.
This article lists the parameters that go into risk
calculation. Risk can be minimized if we can identify it.

Risk is related to time. The first question to ask when
making an investment is: When do | need the money?
In general, you can take more risk if your investment
horizon is distant.. This is because you have more
time to recoup your potential losses along the way.
Major factors that determine risk are stated below.
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Macro factors that add to risk are the economic
performance of the country. The GDP growth of 8% +
in the last few years has fuelled the stock market rally.
Interest rate movements, each time the Reserve Bank
changes the benchmark rates of interest, has a
positive or negative impact on the market. The
dominance of Flls in India has also led to a sensitivity
of the market to interest rate cuts, announced by FED
in the US. International developments, such as energy
prices, WTO, insurgence and wars between countries
also impact risk, since such issues affect share prices.
Regulatory changes such as Truck overloading norms,
Intellectual Property Rights, and VAT also add to risk
directly if the company is part of such and industry,
and indirectly, if such changes impact all industries in
general. The feel-good factor is also necessary to
keep the market sentiment buoyant; if
everyone feelst hat the economy is
doomed then there is little one can do to
improve market sentiment.

Industry-level risks include: the state of a
specific industry, whether it is in growth,
maturity or decline phase. Industries
such as IP telephones and cell phones
are in the growth phase whereas certain
type of asbestos sheets manufacturing,
which is a health hazard, is not. Industry cycles are
also important: for example, in the monsoons, there is
less demand for cement compared to the rest of the
year. Structural changes and paradigm shifts in an
industry should be observed, such as people’s current
preference for motorcycles compared to scooters, or
landline phones versus mobile phones or electronic
encyclopedias versus printed books.

Company-level performance risk includes: company
value sets and governance norms, whether it has a
dominant position in the industry or is an also-ran;
financial parameters, such as eamning per share (EPS),
whether it has short-term or long-term approach to
growth. Its quality of management and corporate
governance are important. Infosys carries one of the
lowest risk parameters as far as corporate govemance
goes since it is one of the best managed companies in
its field. If the company is listed as a Z group share or
in Trade-for-Trade settlement, then it is a clear
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