
THE SMART INVESTOR 17
>

MUMBAI | WEDNESDAY, 7 MAY 2025

HIMALI PATEL

About 95 per cent of India’s
gold demand is in the physical
form. Over the past five years,
however, holdings in gold
exchange-traded funds (ETFs)
have surged over 200 per cent
— from around 21 to over 63
tonnes — attesting to their
growing popularity.

Gainingtraction
Gold’s strongperformance—a
return of around 32 per cent
over the past year—has been a
keydriver. “Thepost-pandemic
world has beenmarkedwith
uncertainty on themacroeco-
nomic and geopolitical front.
This has kept gold, considered
a safe haven in times of risk
aversion, relevant. Inflationhas
been on thehigher side,mak-
ing investors prefer a long-term
inflationhedge like gold,” says
ChintanHaria, principal–
investment strategy, ICICI
PrudentialMutual Fund.

Volatility in the equitymar-

ket led to domestic flows going
into gold. “It has delivered
both stability and returns in
recent times,” says Niranjan
Avasthi, senior vice president,
EdelweissMutual Fund.
Central bank buying has lent
further support. “Central
bankswant to diversify from
USTreasuries, which consti-
tute approximately 60 per cent
of global reserves,” says Sapna
Narang,managing partner,
Capital League.

More investors nowadhere
to theprinciple of asset alloca-
tion. “Increasingly, they treat
gold as a financial asset in their
portfolio rather than just as jew-
ellery,” saysVikramDhawan,
headof commodities and fund
manager,Nippon IndiaMutual
Fund.Avasthi points out that
investors have also turned to
ETFsdue to the government
halting fresh issuanceof sover-
eigngoldbonds (SGBs).

Purityandliquiditybenefits
Investors do not need toworry

about purity here. “Gold ETFs
only invest in gold of the
highest purity, taking care of
purity-related concerns often
associatedwith physical gold,”
saysHaria.

They are easy to transact.
Narang points out that buying
a gold ETF is like buying
equity — it can be done at any
timewithin trading hours.

Security is another positive
as the underlying gold is
stored in vaults while the gold
ETFs are held in electronic
form in the investor’s demat
account.With fund houses
making sub-one-gramdenom-
inations available, they are
also affordable.

Watchoutfortrackingerror
Tracking error is one possible
drawback. “The ETF’s per-
formancemay not perfectly
track the price of gold,” says
Narang. A high expense ratio
would also erode returns.

Dhawanwarns that since
these aremarket-traded
instruments, investors are
exposed to volatility. Prices
can also be affected by
customs duties and other
levies. Opening a demat
account is essential. Avasthi
cautions that ETFs do not
generate income and their
returns depend solely on
gold’s pricemovement.

ChoosingtherightETF
Focus on cost. “The expense
ratio should bemoderate:
Lower cost leads to better long-
term returns,” says Avasthi.

Haria suggests opting for
ETFswith high assets under
management and trading vol-
umes to ensure ease of buying

and selling. Narang suggests
opting for an ETF that closely
tracks the price of gold.

GoldETFvsgoldfund
Gold ETFs allow intraday trad-
ing. “Thismakes them ideal
for active investors, portfolio
managers, and arbitrageurs,”
says Dhawan.

Gold funds invest in ETFs
and allow end-of-day transac-
tions at net asset value (NAV).
“They are suitable for inves-
tors who do not have a demat
account and are seeking expo-
sure to gold through amutual
fund structure,” says Narang.
Thosewanting to invest via a
systematic investment plan
(SIP) should also consider this
route. However, gold funds
have a slightly higher expense
ratio than gold ETFs.

YOUR
MONEY

Amid volatility in stock mar-
kets, senior citizens are
increasingly turning towards
fixed deposit (FD). But after
the repo rate cut by the
Reserve Bank of India (RBI),
small finance, public and pri-
vate banks have slashed their
fixed deposit rates across ten-
ures. But several banks are still

offering over 8 per cent inter-
est rates for senior citizens.

Small finance banks
North East Small Finance Bank
is offering the highest rate
among small finance banks.
The highest rate is 9 per cent
per annum for senior citizens
on a tenure of 18 months 1 day

to 18 months 2 days, followed
by Jana Small Finance Bank,
offering 8.75 per cent per
on tenure of above 2 years
to 3 years.

Private sector banks
RBL Bank is offering the high-
est interest rate of 8.25 per cent
on a tenure of 500 days, fol-

lowed by DCB Bank, offering
8.50 per cent on a tenure of 15
months to less than 16 months.

Public sector banks
Central Bank of India is offering
the highest rates, 8 per cent on
tenure of 3,333 days, followed
by Bank ofMaharashtra, offer-
ing 7.95 on tenure of 366 years.

Seniorcitizensstillgetting8%+FDratesdespitereporatecut

Read full reporthere:mybs.in/2emvUEj COMPILED BY AMIT KUMAR

PickETFwith low
expense ratio and
minimal trackingerror

GROWING POPULARITY OF GOLD ETFs

TAX RULES FOR ETFs,
MFs & PHYSICAL GOLD
n Capital gains from gold ETFs

held for over 12 months
are classified as long term
and taxed at 12.5%

n Gains from gold funds and
physical gold are considered
long term after 24 months
and taxed at same rate

n Short-term capital gains
(STCG) for all three — gold
ETFs, gold funds, and
physical gold — are taxed at
the investor’s income slab

n Physical gold carries
additional costs such as
3 per cent GST on purchase,
and significant making
charges for jewellery

Volume, margin gains
likely to rev up M&M
RAM PRASAD SAHU
Mumbai,6May

A robust show during the
March quarter of 2024-25
(Q4FY25) and hopes of

a strongdemandmomentumhave
led to an upward revision
of Mahindra & Mahindra’s
(M&M’s) earnings.

With a slew of launches lined
upamidasteadydemandenviron-
ment,brokerages seeM&Moutper-
forming peers in passenger
vehicles (PVs), tractors and com-
mercial vehicles (CVs).

Moreover, given the earnings
upgrades, the stock gained 1.6 per
cent on Tuesday despite a weak
market.Ridingonstrongoperating
performance in the farm equip-
ment segment (FES), the company
delivered better-than-expected
margins at the consolidated level.

Overall margins came in at
14.9 per cent, 180 basis points (bps)
higher over the year-ago quarter
and 30 bps over the December
quarter.Despitebeingaleanseason,
thecompanypostedrecordmargins
in FES, aided by better operating
leverage, favourable raw material
prices and richer productmix.

On a low base, margins in FES
were up 360 bps year-on-year (Y-o-
Y) to 19.4per cent.

Auto segment margins were
marginally lower than Street esti-
mates at 9.2 per cent, up 20 bps
Y-o-Y and diluted to the extent of
80bps by the lowermargin electric
vehicle (EV) segment.

Nomura Research expects EVs
tobeakeydriverofsaleswithsports
utility vehicles (SUVs) growing at
14 per cent over FY25-27 compared
to the sector’s 5-6per cent rise.

Whilearise intheEVmixwould
be a key driver of sales growth, it
may come at the cost of lower auto
segmentmargins.

Revenues of the company rose
25 per cent Y-o-Y and this was
led by 19 per cent increase in vol-
umesand3per cent rise inaverage

selling prices.
Auto volumes saw a growth of

17.5 per cent Y-o-Y and its market
shareintheSUVsegmentimproved
310bpsY-o-Y to 23.5 per cent.

M&M outperformed the sector
inpassengervehiclesbyregistering
a growth of 20 per cent compared
to the sector’s 11 per cent.

It expects urban demand to
recover in the second half of FY26
and is guiding for a mid-to-high
teens volume growth during the
financialyear.This isonthebackof
rate cuts and lower income tax.

Rishi Vora of Kotak Securities
expects theSUVsegment’sdemand
toremainsteady,drivenbysuccess-
ful launches (XUV 3XO, Thar Roxx
andnewEVs)andanincreaseindis-
posable income, which is driving

premiumisation.
Thebrokeragehasa ‘buy’ rating

onM&M as it continues to execute
well by maintaining a leadership
position in all the three segments.

Also, there isanimprovement in
its return ratio and cash flow gen-
eration, as well as its preparedness
for theEV transition.

Tractor volumes grew 22.9 per
cent in the quarter while market
share improved 180 bps Y-o-Y to
41.2 per cent.

The tractor segment is expected
togrowbyhighsingledigits inFY26,
led by higher reservoir levels and
expectations of normal monsoon.

While domestic volumes are set
toremainhealthyinFY26, thecom-
pany continues to face challenges
in the internationalmarkets due to
weakmacro trends.

M&M’s recent interventions in
tractors have also helped it gain
market share in the segment.
KumarRakesh of BNPParibas Sec-
uritiessaidthatwithimprovedmix,
higher scale and lower loss-making
international subsidiaries, FES
coulddeliver better profitability.

The brokerage has an ‘outper-
form’ rating and believes that the
company offers one of the stron-
gest volume and earnings growth
outlook in the automotive seg-
ment. This is because of its solid
execution track record, multiple
model launch plans and improv-
ing core profitability.

Brokeragesseeitoutperformingpeers inPVs, tractorsandCVs
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