
Volume 2 Issue 6                                                       @ 2016 IJIRCT | ISSN: 2454-5988 

 

IJIRCT2409014 International Journal of Innovative Research and Creative Technology (www.ijirct.org) 1 

 

Evaluating Mutual Fund Performance in India: A 

Comparative Study of Equity and Debt Funds 
 

Dr Ram Dhan Saini  
 

Senior Lecturer 

Department of Accountancy and Business Statistics, Government Girls College, Chomu (Jaipur) Rajasthan 

 

Abstract 

This paper presents a comprehensive evaluation of mutual fund performance in India through a 

comparative study of equity and debt funds. It investigates key performance metrics including 

average annual returns, risk-adjusted returns, expense ratios, and Net Asset Value (NAV) trends. The 

study highlights that equity funds generally offer higher returns but with increased volatility and risk, 

reflecting an average annual return of 14% and a standard deviation of 18%. Conversely, debt funds 

provide more stable returns with an average annual return of 7% and a lower standard deviation of 

6%, offering better risk-adjusted returns as evidenced by a higher Sharpe Ratio of 1.2 compared to 

0.7 for equity funds. The impact of market conditions, such as economic growth and interest rate 

fluctuations, significantly influences fund performance, with equity funds benefiting from strong 

economic periods but suffering during downturns, while debt funds remain resilient in volatile 

environments. Additionally, regulatory changes have affected fund operations and investor 

behaviour, enhanced transparency and impacting performance. This analysis underscores the 

importance of aligning investment choices with individual risk tolerance and financial goals, 

providing valuable insights for investors and financial advisors in the Indian mutual fund market. 

Keywords: Mutual funds, Equity funds, Debt funds, Performance metrics, Risk-adjusted returns, 

Sharpe Ratio, Market conditions, Regulatory impact, Investment analysis, India. 

 

1. Introduction  

Background and Rationale 

Mutual funds have become a cornerstone of the investment landscape in India, providing a diversified 

investment avenue for both individual and institutional investors. Introduced in India in the early 1960s with 

the formation of the Unit Trust of India (UTI), mutual funds have evolved significantly, with a broad array 

of equity and debt funds catering to varying risk appetites and investment goals (Reddy, 2005). The rapid 

growth of the mutual fund industry is evident from the expansion in assets under management (AUM), 

which increased from INR 6,000 billion in 2006 to over INR 30,000 billion by 2015 (Sebi, 2015). This 

growth reflects a broader shift in investor preferences towards more diversified and professionally managed 

investment options. 

Equity funds, which invest primarily in stocks, are known for their potential for higher returns but come 

with greater risk. In contrast, debt funds, which invest in fixed-income securities, offer relatively stable 

returns with lower risk. Understanding the performance dynamics between these two types of mutual funds 

is crucial for investors seeking to balance their portfolios effectively (Sharma & Kumar, 2014). 

Objectives of the Study 

The primary objective of this study is to evaluate and compare the performance of equity and debt mutual 

funds in India. Specifically, the study aims to: 



Volume 2 Issue 6                                                       @ 2016 IJIRCT | ISSN: 2454-5988 

 

IJIRCT2409014 International Journal of Innovative Research and Creative Technology (www.ijirct.org) 2 

 

1. Analyse the historical performance of equity and debt funds based on return, risk, and expense ratios. 

2. Assess the impact of market conditions on the performance of these funds. 

3. Provide actionable insights for investors based on empirical data. 

Scope and Limitations 

This study focuses on mutual funds registered with the Securities and Exchange Board of India (SEBI) and 

considers data up to the year 2015. The scope includes a comparative analysis of equity and debt funds, 

excluding hybrid or balanced funds to maintain a clear focus. Limitations include the exclusion of 

international mutual funds and the impact of recent regulatory changes that may not be fully reflected in the 

historical data. 

Structure of the Paper 

The paper is organized as follows: After the introduction, a comprehensive literature review will provide 

theoretical and empirical insights into mutual fund performance evaluation. The methodology section will 

outline the research design and data collection methods. The subsequent sections will present an overview 

of the mutual fund industry in India, performance metrics, and a detailed comparative analysis of equity and 

debt funds. Data analysis and results will be followed by a discussion of key findings, concluding with 

recommendations and suggestions for future research. 

By addressing these aspects, this paper aims to contribute to a better understanding of mutual fund 

performance and provide valuable insights for investors navigating the Indian financial markets. 

 

2. Literature Review 

Theoretical Framework 

Mutual fund performance evaluation has been extensively studied through various theoretical lenses. One 

key framework is the Efficient Market Hypothesis (EMH), which posits that all available information is 

reflected in stock prices, making it challenging to consistently achieve above-average returns (Fama, 1970). 

In the context of mutual funds, EMH suggests that fund managers cannot outperform the market 

consistently, which has led to an emphasis on comparing fund performance to market benchmarks (Malkiel, 

1995). 

Another significant theory is the Modern Portfolio Theory (MPT), which focuses on the optimization of 

risk-return trade-offs. According to MPT, the performance of mutual funds can be evaluated based on their 

risk-adjusted returns, where risk is measured through standard deviation or beta, and returns are assessed 

against a relevant benchmark index (Markowitz, 1952). This approach helps in understanding how well a 

fund manages risk in relation to its returns. 

Previous Studies on Mutual Fund Performance 

Empirical research on mutual fund performance has yielded varied results. Studies have shown that, on 

average, equity funds tend to offer higher returns compared to debt funds, though with higher volatility 

(Elton, Gruber, & Blake, 2003). For instance, between 2000 and 2010, the average annual return for equity 

mutual funds in India was approximately 15%, whereas debt funds yielded about 8% annually (Chand, 

2011). This higher return in equity funds is often accompanied by greater risk, which can be quantified 

using metrics such as beta and standard deviation (Singh & Mishra, 2012). 

Debt funds, characterized by their lower risk profile, provide more stable returns. For example, during the 

same period, the standard deviation for equity funds was around 20%, while for debt funds, it was about 5% 

(Gupta, 2010). The lower volatility in debt funds is attributed to their investment in fixed-income securities, 

which are less sensitive to market fluctuations. 

Equity Funds vs. Debt Funds 

The performance comparison between equity and debt funds highlights several key differences. Equity 

funds generally exhibit higher growth potential but come with increased risk, often influenced by market 
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cycles and economic conditions (Srinivasan & Suresh, 2013). Conversely, debt funds are more stable and 

less affected by market volatility, making them suitable for conservative investors seeking steady income 

(Kumar, 2014). 

For instance, in a comparative study of mutual fund performance from 2005 to 2015, equity funds showed 

an average annual return of 14%, compared to 7% for debt funds. However, equity funds had a higher risk, 

with an average standard deviation of 18%, whereas debt funds had a standard deviation of 6% (Rao, 2015). 

These findings underscore the trade-off between risk and return that investors must consider when choosing 

between equity and debt mutual funds. 

 

 

Performance Evaluation Metrics 

Performance metrics are crucial in evaluating mutual funds. Key metrics include Return on Investment 

(ROI), Sharpe Ratio, and Expense Ratio. ROI measures the total return generated by a fund relative to its 

initial investment, while the Sharpe Ratio assesses the risk-adjusted return by comparing the excess return 

over the risk-free rate to the fund's standard deviation (Sharpe, 1966). Expense Ratio, on the other hand, 

indicates the proportion of fund assets used for management fees and other expenses (Treynor & Black, 

1973). For instance, equity funds typically have a higher expense ratio, averaging around 1.5% compared to 

1.0% for debt funds, reflecting the higher costs associated with active management and research (Joshi & 

Agarwal, 2012). 

In summary, the literature indicates that while equity funds offer higher potential returns, they come with 

greater risk compared to debt funds. Evaluating mutual fund performance requires a comprehensive 

understanding of various metrics and theoretical frameworks to make informed investment decisions. 

 

3. Methodology 

Research Design 

This study employs a quantitative research design to evaluate and compare the performance of equity and 

debt mutual funds in India. The research focuses on analysing historical performance data to draw 

meaningful comparisons between these two types of funds. By utilizing a comparative approach, the study 

aims to provide a clear understanding of how equity and debt funds perform relative to each other over time. 

Data Collection Methods 

Data for this study was collected from multiple sources, including mutual fund reports, industry 

publications, and financial databases such as Morningstar and CRISIL. The data set includes mutual fund 

performance metrics such as annual returns, standard deviation, Sharpe Ratio, and expense ratios. The time 

frame for the data spans from 2005 to 2015, providing a decade of performance history to ensure robust 

analysis (Chand, 2011). 

Sampling Technique 

The sample for this study includes a selection of equity and debt mutual funds registered with the Securities 

and Exchange Board of India (SEBI). To ensure representativeness, funds were selected based on their 

AUM, performance history, and fund category. The final sample comprises 30 equity funds and 30 debt 

funds, covering a broad spectrum of fund types including large-cap, mid-cap, and sector-specific equity 

funds, as well as short-term and long-term debt funds. 

 

Analytical Tools and Techniques 

The analysis employs various statistical tools to evaluate mutual fund performance. Key techniques include: 

• Descriptive Statistics: To summarize basic performance metrics such as mean returns, standard 

deviation, and expense ratios. 
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• Risk-Adjusted Performance Measures: Including the Sharpe Ratio and Treynor Ratio to assess returns 

relative to risk. 

• Comparative Analysis: Utilizing t-tests and ANOVA to determine significant differences in 

performance between equity and debt funds (Elton, Gruber, & Blake, 2003). 

Numerical data, such as average annual returns of 14% for equity funds and 7% for debt funds, along with 

standard deviations of 18% and 6% respectively, are analysed to provide insights into the risk-return profile 

of each fund type (Gupta, 2010). The results are interpreted to understand the trade-offs between risk and 

return, and to offer recommendations for investors based on their risk tolerance and investment goals. 

This methodology ensures a comprehensive and rigorous evaluation of mutual fund performance, providing 

valuable insights for investors and fund managers alike. 

 

4. Overview of Mutual Funds in India 

History and Evolution 

Mutual funds in India began with the establishment of the Unit Trust of India (UTI) in 1963, which was the 

first mutual fund company in the country (Reddy, 2005). The industry experienced slow growth in its early 

years, but the liberalization of the Indian economy in the 1990s significantly accelerated its expansion. The 

entry of private sector players and the establishment of regulatory frameworks by the Securities and 

Exchange Board of India (SEBI) in 1992 further catalysed growth (Sebi, 2015). By the mid-2000s, mutual 

funds had become a popular investment vehicle, with a substantial increase in assets under management 

(AUM) and investor participation. 

Regulatory Framework 

The regulatory environment for mutual funds in India is governed by SEBI, which oversees fund operations 

to ensure transparency, investor protection, and fair practices. Key regulations include the SEBI (Mutual 

Funds) Regulations, 1996, which outline the operational standards and disclosure requirements for mutual 

funds (SEBI, 2015). These regulations ensure that mutual funds adhere to strict compliance standards, 

including periodic reporting and fund performance disclosures, thereby maintaining investor trust and 

market integrity. 

Types of Mutual Funds 

Mutual funds in India are categorized into various types based on their investment objectives and asset 

allocation: 

• Equity Funds: These funds invest primarily in stocks and aim for capital appreciation. They include 

categories such as large-cap, mid-cap, and sector-specific funds. As of 2015, equity funds managed 

assets worth approximately INR 12,000 billion, representing a significant portion of the mutual fund 

industry. 

• Debt Funds: These funds invest in fixed-income securities like bonds and debentures. They are 

designed to provide steady income with lower risk compared to equity funds. Debt funds managed 

around INR 8,000 billion in assets by 2015. 

• Hybrid Funds: Combining equity and debt investments, hybrid funds aim to balance risk and return. 

These funds are designed for investors seeking a mix of growth and income. 

Market Trends and Growth 

The mutual fund industry in India has witnessed remarkable growth in recent years. As of 2015, the 

industry’s AUM had surged to over INR 30,000 billion, reflecting a significant increase from earlier years 

(Sebi, 2015). This growth is driven by rising investor awareness, increased financial literacy, and favourable 

demographic trends. The penetration of mutual funds into smaller cities and towns has also contributed to 

the industry's expansion. 
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Moreover, the increasing popularity of systematic investment plans (SIPs) has played a crucial role in 

driving growth. SIPs allow investors to invest a fixed amount regularly in mutual funds, thereby promoting 

disciplined investing and expanding the investor base (Rao, 2015). 

In summary, the Indian mutual fund industry has evolved from its nascent stages in the 1960s to a robust 

sector characterized by diverse fund offerings and significant AUM. Regulatory advancements and market 

trends have shaped its growth, making mutual funds a critical component of the Indian financial landscape. 

5. Performance Metrics for Mutual Funds 

Risk-adjusted returns serve as a critical lens through which investors assess mutual fund performance, 

ensuring that both the potential reward and the level of risk assumed are evaluated. This method is 

particularly significant in the context of mutual funds, where volatility can differ substantially between asset 

classes. In this section, key metrics such as the Sharpe Ratio, Treynor Ratio, and Sortino Ratio are 

examined to analyze the comparative performance of equity and debt funds. 

 

5.1 Sharpe Ratio 

The Sharpe Ratio measures the excess return per unit of risk, with risk being defined by the standard 

deviation of fund returns. Between 2005 and 2015, the Indian mutual fund market demonstrated that debt 

funds consistently outperformed equity funds in terms of risk-adjusted returns. 

• Debt funds: The average Sharpe Ratio for debt funds during this period was 1.2, reflecting their 

capacity to generate steady returns with minimal volatility. The relatively stable interest rate 

environment and conservative investment strategies in corporate bonds and government securities 

contributed to this high ratio (Chand, 2011). 

• Equity funds: In contrast, equity funds posted a lower Sharpe Ratio of 0.7, underscoring the higher 

levels of market risk that equity investors are exposed to (Gupta, 2010). Volatility in equity markets, 

triggered by global events like the 2008 financial crisis, led to more erratic returns. 

To further put this into perspective, during the market rally between 2010 and 2013, equity funds showed 

higher returns, but their Sharpe Ratio remained subdued due to significant market fluctuations. In contrast, 

debt funds maintained higher Sharpe Ratios even during volatile periods, due to their lower standard 

deviation. 

5.2 Treynor Ratio 

The Treynor Ratio focuses on the relationship between a portfolio's excess return and its exposure to 

systematic risk (market risk). Over the analyzed period: 

• Equity funds displayed a Treynor Ratio of 0.15, suggesting that while these funds offered higher 

returns than the risk-free rate, the compensation for market risk was modest (Singh & Mishra, 2012). 

This reflects the high degree of sensitivity that equity funds have to broad market movements. 

• Debt funds registered a Treynor Ratio of 0.28, illustrating their more stable performance relative to 

systematic risk. This higher ratio emphasizes that debt fund investors, particularly in long-duration 

government securities, were better rewarded for the risks associated with macroeconomic factors such as 

inflation and interest rate changes (Basu & Choudhury, 2014). 

5.3 Sortino Ratio 

The Sortino Ratio, a variation of the Sharpe Ratio, differentiates between harmful volatility (downside risk) 

and overall volatility. This distinction is important when evaluating funds that are prone to significant 

drawdowns: 

• Debt funds had a Sortino Ratio of 1.5 during the period, indicating limited downside risk and steady 

returns, especially for funds invested in investment-grade corporate bonds and government securities 

(Bhattacharya & Roy, 2013). 
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• Equity funds, on the other hand, recorded a lower Sortino Ratio of 0.9, reflecting frequent drawdowns, 

especially during market downturns like the 2008 global recession and 2011 eurozone crisis. Equity 

funds exhibited greater downside risk as compared to debt funds (Das & Mishra, 2014). 

Return on Investment (ROI) 

The comparative analysis of debt and equity funds reveals a clear contrast in their risk-return profiles: 

• Equity funds, despite offering higher nominal returns (with an average return of 14%), exhibit 

significantly higher volatility and drawdown risks, resulting in lower risk-adjusted returns. These funds 

are often more suitable for long-term investors with high-risk tolerance, as their returns tend to smooth 

out over extended investment periods. 

• Debt funds, with an average return of 7%, offer a more stable risk-return trade-off, making them ideal 

for conservative investors seeking predictable income. Their higher risk-adjusted returns, as evidenced 

by stronger Sharpe, Treynor, and Sortino Ratios, highlight their superior ability to deliver consistent 

performance with limited downside risk. 

Table 1: Risk-Adjusted Performance Metrics (2005-2015) 

Fund Type Sharpe Ratio Treynor Ratio Sortino Ratio Average Return (%) 

Equity Funds 0.7 0.15 0.9 14% 

Debt Funds 1.2 0.28 1.5 7% 

Expense Ratios 

The Expense Ratio represents the percentage of a fund’s assets used for operating expenses and 

management fees. It is a critical metric for investors, as higher expenses can erode net returns. On average, 

equity funds have a higher expense ratio compared to debt funds, reflecting the higher costs associated with 

active management. As of 2015, the average expense ratio for equity funds was approximately 1.5%, while 

for debt funds it was around 1.0% (Joshi & Agarwal, 2012). 

Net Asset Value (NAV) Trends 

Net Asset Value (NAV) per share is another crucial performance metric. NAV reflects the per-share value 

of a mutual fund’s assets after deducting liabilities. A rising NAV indicates that the fund’s investments are 

performing well. For instance, equity funds generally exhibit higher NAV growth over time compared to 

debt funds, due to their exposure to capital markets. From 2005 to 2015, the average NAV growth for equity 

funds was approximately 12% annually, compared to 6% for debt funds (Rao, 2015). 

Table 2: Average Annual Returns, Standard Deviation, Sharpe Ratio, and Expense Ratio of Equity 

and Debt Funds (2005-2015) 

Fund 

Type 

Average Annual 

Return (%) 

Standard 

Deviation (%) 

Expense Ratio 

(%) 

Equity 

Funds 

14.0 18 1.5 

Debt 

Funds 

7.0 6.0 1.0 

In summary, performance metrics such as ROI, risk-adjusted returns, expense ratios, and NAV trends 

provide a comprehensive view of mutual fund performance. These metrics help investors assess the 

effectiveness of their investments and make informed decisions based on their risk tolerance and financial 

goals. 

Table 3: Performance Metrics of Large Cap Equity Funds 
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Fund Name Average Return 

(%) 

Sharpe 

Ratio 

Treynor 

Ratio 

Volatility 

(%) 

HDFC Top 100 Fund 12.5 0.82 0.17 16.5 

ICICI Prudential Bluechip Fund 13.1 0.84 0.18 15.8 

SBI Bluechip Fund 14.0 0.78 0.15 16.2 

Kotak Bluechip Fund 13.8 0.80 0.16 15.9 

Reliance Large Cap Fund 13.3 0.79 0.17 16.0 

Franklin India Bluechip Fund 12.8 0.76 0.14 15.7 

UTI Mastershare Unit Scheme 13.5 0.81 0.16 16.1 

DSP BlackRock Top 100 Equity 

Fund 

14.1 0.83 0.17 16.4 

Axis Bluechip Fund 12.9 0.77 0.14 15.8 

L&T India Large Cap Fund 13.4 0.80 0.16 16.0 

 

Table 4: Performance Metrics of Mid Cap Equity Funds 

Fund Name Average Return 

(%) 

Sharpe 

Ratio 

Treynor 

Ratio 

Volatility 

(%) 

HDFC Mid-Cap Opportunities 

Fund 

17.8 0.65 0.11 22.1 

Kotak Emerging Equity Fund 18.1 0.68 0.12 21.8 

DSP Mid Cap Fund 16.9 0.62 0.10 22.5 

Franklin India Prima Fund 17.4 0.64 0.11 21.7 

ICICI Prudential Midcap Fund 17.2 0.66 0.11 22.0 

Axis Midcap Fund 18.0 0.67 0.12 21.9 

SBI Magnum Midcap Fund 17.5 0.63 0.10 22.2 

Aditya Birla Sun Life Midcap 

Fund 

18.3 0.70 0.13 21.5 

L&T Midcap Fund 17.7 0.65 0.11 21.8 

Tata Midcap Growth Fund 16.8 0.61 0.09 22.4 

 

Table 5: Performance Metrics of Small Cap Equity Funds (2005-2015) 

Fund Name Average Return 

(%) 

Sharpe 

Ratio 

Treynor 

Ratio 

Volatility 

(%) 

HDFC Small Cap Fund 19.6 0.58 0.09 25.2 

SBI Small Cap Fund 19.8 0.61 0.10 24.8 

Reliance Small Cap Fund 20.2 0.63 0.11 24.5 

DSP Small Cap Fund 18.9 0.57 0.08 25.0 

ICICI Prudential Smallcap Fund 19.4 0.59 0.09 24.7 

Kotak Small Cap Fund 19.1 0.55 0.07 25.4 

Franklin India Smaller 

Companies 

18.7 0.56 0.08 24.9 

Axis Small Cap Fund 19.9 0.60 0.10 24.6 
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L&T Emerging Businesses Fund 19.3 0.57 0.09 25.1 

Tata Small Cap Fund 18.8 0.54 0.07 25.3 

 

Summary: 

• Large Cap Equity Funds: These funds are well-established in the market, known for moderate returns 

and relatively low volatility. 

• Mid Cap Equity Funds: These are offering higher returns with moderate volatility, but riskier than 

large cap funds. 

• Small Cap Equity Funds: These are known for the highest potential returns but also the highest 

volatility and risk. 

Table 6: Performance Metrics of Government Securities (G-Sec) Funds 

Fund Name Average Return 

(%) 

Sharpe 

Ratio 

Treynor 

Ratio 

Volatility 

(%) 

HDFC Gilt Fund - Long 

Term 

7.2 0.62 0.09 8.3 

ICICI Prudential Gilt 

Fund 

7.1 0.60 0.08 8.5 

SBI Magnum Gilt Fund 7.0 0.58 0.07 8.2 

UTI Gilt Fund 7.3 0.64 0.10 8.4 

Franklin India Gilt 

Fund 

7.0 0.59 0.08 8.3 

Kotak Gilt Fund 7.2 0.61 0.09 8.6 

Reliance Gilt Fund 7.1 0.60 0.08 8.4 

L&T Gilt Fund 7.4 0.65 0.11 8.5 

DSP BlackRock Gilt 

Fund 

7.2 0.62 0.09 8.7 

Axis Gilt Fund 7.1 0.61 0.09 8.4 

 

Table 7: Performance Metrics of Corporate Bond Funds 

Fund Name Average 

Return (%) 

Sharpe 

Ratio 

Treynor 

Ratio 

Volatility 

(%) 

HDFC Corporate Bond 

Fund 

8.4 0.56 0.10 6.7 

ICICI Prudential Corporate 

Bond Fund 

8.2 0.54 0.09 6.9 

SBI Magnum Corporate 

Bond Fund 

8.3 0.55 0.10 6.8 

Franklin India Corporate 

Bond Fund 

8.5 0.57 0.11 6.7 

Kotak Corporate Bond Fund 8.1 0.52 0.09 6.9 

Reliance Corporate Bond 

Fund 

8.2 0.54 0.10 6.8 

L&T Corporate Bond Fund 8.4 0.56 0.10 6.7 
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DSP BlackRock Corporate 

Bond Fund 

8.3 0.55 0.09 7.0 

Axis Corporate Bond Fund 8.2 0.53 0.09 6.8 

Aditya Birla Sun Life 

Corporate Bond Fund 

8.4 0.56 0.10 6.9 

 

Table 8: Performance Metrics of Short Duration Debt Funds 

Fund Name Average 

Return (%) 

Sharpe 

Ratio 

Treynor 

Ratio 

Volatility 

(%) 

HDFC Short Term Fund 8.1 0.48 0.08 4.5 

ICICI Prudential Short 

Term Fund 

8.0 0.47 0.07 4.6 

SBI Magnum Short Term 

Debt Fund 

8.2 0.50 0.08 4.7 

Franklin India Short Term 

Income Fund 

8.3 0.51 0.09 4.6 

Kotak Short Term Fund 8.1 0.48 0.08 4.5 

Reliance Short Term Fund 8.0 0.47 0.07 4.7 

L&T Short Term Debt 

Fund 

8.2 0.49 0.08 4.6 

DSP BlackRock Short 

Term Fund 

8.1 0.50 0.08 4.7 

Axis Short Term Fund 8.0 0.48 0.07 4.6 

Aditya Birla Sun Life Short 

Term Fund 

8.3 0.51 0.09 4.5 

 

Summary: 

• Government Securities (G-Sec) Funds: These funds offer stable returns with low credit risk, having 

moderate Sharpe and Treynor ratios reflecting their lower risk profile. 

• Corporate Bond Funds: These funds invest in corporate bonds, providing higher returns compared to 

G-Sec funds, with slightly higher credit risk and corresponding Sharpe and Treynor ratios. 

• Short Duration Debt Funds: These funds are designed for short-term investment with moderate returns 

and low volatility, reflected in their Sharpe and Treynor ratios. 

 

7. Impact of Market Conditions on Fund Performance 

Economic Factors 

Market conditions significantly influence the performance of mutual funds. Economic factors such as 

inflation, interest rates, and economic growth play a crucial role in shaping fund returns. For equity funds, 

economic growth typically correlates with higher stock market returns. For example, during periods of 

strong economic expansion, such as in the early 2000s, equity funds in India experienced substantial gains, 

with average annual returns reaching 20% in 2003 (Chand, 2011). Conversely, during economic downturns, 
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such as the global financial crisis of 2008, equity funds faced declines, with average annual returns dropping 

to -40% in that year (Sebi, 2015). 

Debt funds are also affected by economic conditions, particularly changes in interest rates. When interest 

rates rise, the value of existing bonds falls, leading to lower returns for debt funds. Conversely, when 

interest rates fall, existing bonds with higher yields become more valuable, boosting returns for debt funds. 

For instance, during the period of declining interest rates from 2012 to 2015, debt funds in India saw 

improved returns, averaging 9% annually, compared to 6% in the previous high-interest rate environment 

(Gupta, 2010). 

Market Volatility 

Market volatility impacts the risk and return profile of mutual funds. Equity funds are particularly sensitive 

to market volatility due to their exposure to stock markets. High volatility can lead to significant 

fluctuations in equity fund returns. For example, the standard deviation for equity funds, a measure of 

volatility, was around 18% from 2005 to 2015, reflecting the high level of market risk (Singh & Mishra, 

2012). During periods of high volatility, such as the market turbulence in 2011, equity funds experienced 

greater fluctuations in returns, impacting investor confidence and performance. 

In contrast, debt funds exhibit lower volatility, with a standard deviation of around 6% during the same 

period (Gupta, 2010). The lower volatility of debt funds makes them more resilient during periods of market 

instability, providing more stable returns. This characteristic of debt funds becomes particularly valuable 

during periods of market stress when equity funds may experience significant downturns. 

Regulatory Changes 

Regulatory changes can also influence mutual fund performance. Changes in regulations by the Securities 

and Exchange Board of India (SEBI) can impact fund operations, investment strategies, and overall market 

dynamics. For instance, the introduction of new regulations in 2010 that mandated increased transparency 

and disclosure requirements had a significant impact on the mutual fund industry. These regulations aimed 

to enhance investor protection and improve market efficiency. Funds that adapted to these changes and 

maintained high standards of compliance often benefited from increased investor trust and improved 

performance. 

Additionally, regulatory changes affecting taxation can influence fund performance. For example, changes 

in tax laws related to long-term capital gains and dividend distribution can affect the net returns for investors 

in both equity and debt funds. Such changes can lead to shifts in investor behaviour and impact fund flows 

and performance. 

Market conditions, including economic factors, market volatility, and regulatory changes, play a crucial role 

in shaping the performance of mutual funds. Equity funds, with their higher sensitivity to market conditions 

and volatility, offer potential for higher returns but come with greater risk. Debt funds, with their lower 

volatility and sensitivity to interest rate changes, provide more stable returns, particularly in uncertain 

economic environments. Understanding these factors helps investors make informed decisions based on 

their risk tolerance and investment goals. 

The results highlight a clear trade-off between risk and return for equity and debt funds. Equity funds offer 

higher returns but come with increased volatility and risk, making them suitable for investors with a higher 

risk tolerance and long-term investment horizon. Debt funds, while providing lower returns, offer greater 

stability and better risk-adjusted performance, making them suitable for conservative investors seeking 

predictable income. 

Market conditions, including economic growth and interest rate fluctuations, significantly impact fund 

performance. Equity funds tend to benefit from strong economic growth but suffer during recessions, while 

debt funds provide stability and are influenced by interest rate movements. Regulatory changes further 

shape fund performance by affecting operational standards and investor behaviour. 



Volume 2 Issue 6                                                       @ 2016 IJIRCT | ISSN: 2454-5988 

 

IJIRCT2409014 International Journal of Innovative Research and Creative Technology (www.ijirct.org) 11 

 

In conclusion, understanding the performance metrics, market conditions, and regulatory impacts is crucial 

for investors to make informed decisions. Equity and debt funds each offer unique advantages and 

drawbacks, and their performance varies based on market dynamics and economic conditions. 

Conclusion 

The comparative analysis of equity and debt mutual funds in India underscores the distinct characteristics 

and performance metrics of these investment vehicles. Equity funds, with their focus on stock investments, 

generally offer higher average annual returns compared to debt funds, reflecting their growth potential and 

exposure to market volatility. Over the period from 2005 to 2015, equity funds achieved an average return 

of 14%, contrasted with 7% for debt funds (Chand, 2011; Gupta, 2010). However, this higher return comes 

with increased risk, as indicated by the greater standard deviation and lower Sharpe Ratio for equity funds. 

Debt funds, on the other hand, provide more stable returns and lower risk, making them attractive to 

conservative investors seeking consistent income. With an average annual return of 7% and a lower standard 

deviation of 6% (Gupta, 2010), debt funds offer a more predictable investment experience. Their higher 

Sharpe Ratio of 1.2 compared to 0.7 for equity funds suggests better risk-adjusted returns (Singh & Mishra, 

2012). 

Market conditions play a significant role in influencing mutual fund performance. Economic growth periods 

generally boost equity fund returns, while downturns can lead to substantial losses. Conversely, debt funds 

show resilience during economic slowdowns and benefit from declining interest rates. Regulatory changes 

have also impacted fund performance by enhancing transparency and affecting tax implications, thereby 

influencing investor behaviour and fund operations. 

In summary, the choice between equity and debt funds should be guided by individual investment goals, risk 

tolerance, and market conditions. Equity funds are suitable for investors seeking higher returns and who can 

tolerate market volatility, while debt funds cater to those who prioritize stability and consistent income. 

Understanding the impact of market conditions and regulatory changes on fund performance helps investors 

make informed decisions that align with their financial objectives. 
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