
 

Item No. 11: Diversification of investments in Exchange Traded Fund (ETF) 
under category (iv) i.e. investment in Equity and related 
Investments of Investment Pattern 2015. 

 
The Government of India vide notification no. S.O. 1071 (E) dated 23rd April, 2015 had notified 
Investment Pattern for investments of Central Board, EPF. Category (iv) of said Pattern provides 
minimum 5% and upto 15% investment in Equity and Related Investment. Sub-Category (c) of said 
Category (iv) provides investment in “Exchange Traded Funds (ETFs) / Index Funds regulated by the 
Securities and Exchange Board of India that replicate the portfolio of either BSE SENSEX Index or NSE 
Nifty 50 Index””. Accordingly, the investments are being made in Exchange Traded funds (ETFs) based 
on Nifty 50 and SENSEX indices as prescribed in the Pattern of Investment.  
 
2. The Expert Group constituted by FIAC to examine alternate strategies for investments in ETF 
in its report suggested alternate ETFs investment other than Nifty 50 and SENSEX in order to optimise 
return with minimum risk. The Expert group among other things also suggested that indices such as 
Nifty Next 50, S&P BSE Midcap Select or other indices can be considered provided the Index 
constituents are within top 100 stocks by market capitalization at the time of final selection of indices.  
 
3. The suggestions of India Index Services and Products Ltd (NSE) and Asia Index Private Limited 
(BSE) were again sought recently on the possible indices within the top 100 companies by market 
capitalisation.  In response, S&P, BSE vide email dated 12.07.2017 (Annexure-11A) and NSE vide mail 
dated 13.07.2017 (Annexure-11B) furnished suggestions on alternate strategies for investments in 
ETFs. Inputs received from BSE & NSE were forwarded to the Consultant for comments. 

4.  The Consultant of EPFO, M/s. CRISIL Ltd provided comments on the inputs received from BSE 
& NSE on alternative strategies for EPFO’s investment in ETF. The Consultant has furnished its 
comments (Annexure-11C), which includes a comparative analysis of the following indices: 

I. S&P BSE Midcap Select Index 
II. S&P BSE SENSEX Next 50 

III. S&P BSE SENSEX 
IV. Nifty Next 50 
V. Nifty 50. 

5.  The Consultant has highlighted following key points/messages: 

I. Diversification: Addition of stocks beyond Nifty 50 and S&P BSE SENSEX would improve overall 
portfolio diversification in terms of company as well as sector exposure. 

II. Returns: Returns of S&P BSE MidCap Select, S&P BSE SENSEX Next 50 and Nifty Next 50 indices 
are higher in comparison to that of S&P BSE SENSEX and Nifty 50 over the trailing periods of 
1 year, 3 years and 5 years. 

III. Market risk: S&P BSE MidCap Select, S&P BSE SENSEX Next 50 and Nifty Next 50 indices have 
higher volatility in comparison to that of S&P BSE SENSEX and Nifty 50 over the trailing periods 
of 1 year, 3 year & 5 Years. 

IV. Returns adjusted for risk: S&P BSE MidCap Select, S&P BSE SENSEX Next 50 and Nifty Next 50 
indices have delivered higher return per unit of risk (volatility) in compare to that of S&P BSE 
SENSEX and Nifty 50 on the basis of rolling returns for ten-year holding periods. 

V. Maximum Drawdown and impact cost: S&P BSE MidCap Select, S&P SENSEX Next 50 and Nifty 
Next 50 indices have relatively higher drawdown and impact cost in comparison to S&P BSE 
SENSEX and Nifty 50. 
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VI. Concentration risk: S&P BSE MidCap Select, S&P BSE SENSEX Next 50 and Nifty Next 50 are 
more diversified compared to Nifty 50 and S&P BSE SENSEX. 
 

6. After examine the comments/comparative analysis furnished by the Consultant, it can been 
concluded that Nifty Next 50 and S&P BSE SENSEX Next 50 can be considered for investment by EPFO 
as a means for diversification. S&P BSE MidCap Select index may not be considered as it has maximum 
downside risk in the worst return period moreover it also has higher portfolio concentration in 
comparison to next 50 indices.  
 
7. As mentioned in Para 1 above, category (iv) (c) of Pattern of Investment mentions that 
Exchange Traded Funds /Index Funds regulated by the SEBI that replicates the portfolio of either BSE 
SENSEX or NSE Nifty 50 Index.  Accordingly these new indices will have to be included in the Pattern 
of Investment notified by the Central Government after its approval by the Central Board.   
 
8. The item was placed before the FIAC and the members after deliberation recommended it for 
consideration of the Central Board. 

 

Proposal: The item is placed before the Central Board for its 

approval. 
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