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ABSTRACT

The Indian capital market offers investors a wide range of financial instruments that support portfolio diversification
and long-term wealth creation. Among these investment alternatives, mutual funds have emerged as one of the most
preferred avenues for retail and institutional investors due to their professional management, diversification benefits,
and liquidity features. Open-ended mutual fund schemes, particularly equity-oriented funds, have gained
considerable attention because of their potential to generate attractive returns with comparatively manageable risk
levels. This study evaluates the performance of selected open-ended equity mutual fund schemes in India by
examining the relationship between risk and return across large-cap, mid-cap, and small-cap categories. The analysis
employs statistical and financial performance indicators such as Jensen’s Alpha, Beta, Sharpe Ratio, Treynor
Measure, Relative Performance Index, and Standard Deviation. The findings reveal that a majority of the selected
schemes performed effectively despite market volatility. The study also emphasizes the importance of assessing
risk-adjusted performance indicators before making investment decisions. The outcomes of this research are
expected to assist investors in selecting suitable mutual fund schemes for future investments.

Keywords: Mutual funds, Equity funds, Risk-return analysis, Portfolio evaluation, Investment performance, Indian
capital market.

INTRODUCTION

Overview of Mutual Funds and Investment Environment

Mutual funds represent a collective investment mechanism through which financial resources from multiple
investors are pooled together and invested in diversified portfolios consisting of equities, bonds, money market
instruments, and other financial securities. These investment vehicles are professionally managed by fund managers
who aim to maximize returns while minimizing associated investment risks.

The portfolio composition of a mutual fund is designed according to predefined investment objectives, allowing
investors to participate indirectly in diversified financial markets. Mutual funds provide access to professionally
managed investment opportunities that may otherwise be difficult for small investors to achieve independently.

When investors purchase units of a mutual fund, they effectively acquire proportional ownership in the underlying
portfolio. Unlike direct stock investments, mutual fund investors do not possess voting rights in the companies
represented within the portfolio. The value of mutual fund units is measured through Net Asset Value (NAV), which
is calculated by dividing the total market value of the portfolio assets by the number of outstanding units.

Open-ended mutual funds permit investors to purchase or redeem units at prevailing NAV prices on any business
day, thereby offering liquidity and flexibility.

Categories of Mutual Funds
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Mutual funds are classified based on investment objectives, asset allocation patterns, and the nature of securities
included within their portfolios.

A. Equity-Oriented Funds

Equity mutual funds primarily invest in company shares and are considered suitable for long-term capital
appreciation. These schemes are further categorized according to market capitalization, including:

. Large-cap funds
. Mid-cap funds
. Small-cap funds

Such funds are generally associated with higher return potential along with relatively greater market risk.
B. Fixed Income Funds

Fixed income funds invest mainly in debt instruments such as government securities, treasury bills, and corporate
bonds. These schemes aim to provide stable and regular income to investors with relatively lower risk exposure.

C. Balanced or Hybrid Funds

Balanced funds allocate investments across both equity and debt instruments in order to balance risk and return.
These schemes are designed to provide moderate capital appreciation along with income stability.

D. Index Funds

Index funds replicate the performance of benchmark indices such as NIFTY 50 or SENSEX. These funds follow
passive investment strategies and are characterized by lower management costs and broad market diversification.

E. Money Market Funds

Money market mutual funds invest in short-term and highly secure financial instruments such as treasury bills and
commercial papers. These schemes prioritize capital preservation and liquidity over high returns.

F. Income Funds

Income-oriented schemes focus primarily on generating consistent income through investments in government and
corporate debt securities. Such schemes are particularly attractive for conservative investors and retirees seeking
regular cash flows.

Organizational Structure of Mutual Funds in India

The mutual fund industry in India operates under the regulatory supervision of the Securities and Exchange Board of
India (SEBI). The industry follows a hybrid structure that incorporates characteristics of both trust-based and
corporate governance systems.

A mutual fund structure generally includes the following entities:

. Sponsor

. Trustees

. Asset Management Company (AMC)
. Custodian

. Registrar and Transfer Agents
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The sponsor establishes the mutual fund and appoints trustees who act as custodians of investor interests. The Asset
Management Company manages the investment portfolio and operational activities, while custodians safeguard the
securities held by the fund.

SEBI regulations ensure operational transparency, investor protection, and compliance with financial reporting
standards.

Benefits Associated with Mutual Fund Investments

Mutual funds provide several advantages that make them attractive investment options for different categories of
investors.

A. Professional Portfolio Management

Mutual fund portfolios are managed by qualified financial professionals who possess expertise in market analysis
and investment decision-making.

B. Diversification Benefits

Mutual funds spread investments across multiple securities and sectors, thereby reducing unsystematic investment
risk.

C. Liquidity and Flexibility

Open-ended mutual fund schemes allow investors to redeem units conveniently at current NAV prices.
D. Tax Efficiency

Certain mutual fund schemes offer tax-saving benefits under prevailing taxation regulations.

E. Cost Advantages

Pooling resources from multiple investors enables mutual funds to achieve economies of scale, reducing transaction
and operational costs.

Limitations of Mutual Fund Investments

Despite their advantages, mutual fund investments are associated with certain limitations and risks.

. No guarantee of returns

. Exposure to market volatility

. Possibility of lower returns due to over-diversification
. Management and administrative expenses

. Sensitivity to economic and market conditions

Therefore, investors must evaluate mutual fund schemes carefully before making investment decisions.

Classification Based on Investment Objectives
Mutual fund schemes may also be classified according to specific investment goals.

Major Categories Include:
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. Income schemes

. Growth-oriented schemes

. Income-cum-growth schemes
. Tax-saving schemes

. Sector-specific schemes

. Special-purpose schemes

Indian investors have traditionally demonstrated greater preference toward relatively safer investment alternatives
offering moderate returns and lower capital risk.

Trends in Mutual Fund Flows

The mutual fund industry has experienced substantial growth in terms of asset mobilization and investor
participation over recent decades. Fluctuations in mutual fund inflows are influenced by:

. Interest rate movements

. Economic conditions

. Investor sentiment

. Demographic changes

. Stock market performance

Equity-oriented mutual funds generally attract higher investments during bullish market conditions, whereas debt
and money market funds gain popularity during periods of uncertainty.

Review of Earlier Studies

Several researchers have examined the growth, performance, and efficiency of mutual fund schemes in India and
international markets.

Previous studies indicate that the mutual fund industry in India has expanded significantly since the liberalization of
the financial sector. Researchers have also highlighted the increasing diversification of mutual fund products and
investor participation across different fund categories.

Empirical investigations into mutual fund performance have employed various performance evaluation techniques
such as:

. Sharpe Ratio

. Treynor Ratio

. Jensen’s Alpha

. Beta Analysis

. Standard Deviation

. Relative Performance Index

Studies further reveal that market conditions, fund management strategies, diversification practices, and portfolio
composition significantly influence mutual fund performance.
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Researchers have also emphasized the importance of risk-adjusted return measures in evaluating investment
efficiency.

Objectives of the Study
The primary objectives of this research are as follows:
1. To examine the growth and regulatory framework of the mutual fund industry in India.

2. To evaluate the risk levels associated with selected mutual fund schemes using statistical measures such as
variance, standard deviation, and beta.

3. To compare the performance of different investment styles using Relative Performance Index (RPI).
4. To analyze the relationship between risk and return among selected mutual fund schemes.

5. To assess the performance of mutual funds using Sharpe, Treynor, and Jensen performance indicators.
Research Methodology

A. Data Collection

The study is based entirely on secondary data sources. Information was collected from:

. Financial journals

. Government publications

. Official websites

. Research reports

. Books and academic articles
. AMFI database

. RBI publications

No primary data collection methods were utilized in this study.
B. Sample Selection

A sample of 1500 mutual fund schemes was initially considered for analysis. After eliminating inactive schemes and
those with incomplete data, 581 schemes representing 17 investment categories were selected for final evaluation.

The study period extended from June 2010 to June 2016.

The selected investment categories included:

. Balanced Funds

. Debt Long-Term Funds

. Debt Short-Term Funds

. Equity Diversified Funds
. Equity Index Funds

. Equity Institutional Funds
. Equity Specialty Funds
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. Equity Tax-Saving Funds

. Equity Technology Funds

. Equity Infrastructure Funds
. Large-Cap Funds

. Small and Mid-Cap Funds
. Gilt Funds

. Hybrid Funds

. Money Market Funds

The benchmark index used for comparison was NIFTY, while the risk-free rate was represented by the 91-day
Treasury Bill yield obtained from the Reserve Bank of India (RBI).

Techniques used for Data analysis

The collected data were analyzed using the following financial and statistical tools:

. Return Analysis

. Risk Analysis

. Systematic Risk Measurement

. Relative Performance Index (RPI)
. Coefficient of Variation

. Treynor Ratio

. Sharpe Ratio

. Jensen’s Alpha

. Cluster Analysis

These techniques were used to evaluate the efficiency and performance consistency of selected mutual fund
schemes.

FINDINGS AND DISCUSSION

The analysis of selected equity mutual fund schemes demonstrates that a majority of the schemes performed
effectively despite market fluctuations and volatility.

Out of the fifteen equity funds analyzed, ten funds exhibited satisfactory performance during the study period, while
five schemes underperformed relative to market expectations.

The findings further indicate that market downturns significantly affected overall mutual fund performance,
particularly during periods of declining NIFTY index values.

Among the evaluated schemes, the following funds demonstrated comparatively superior performance:
. SBI Bluechip Fund

. Nippon India Large Cap Fund
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. Nippon India Growth Fund
. Nippon India Small Cap Fund
. DSP Small Cap Fund

The study also confirms that investors should not rely solely on Net Asset Value or absolute returns while evaluating
mutual fund schemes. Instead, greater emphasis should be placed on risk-adjusted performance indicators such as
alpha, beta, Sharpe ratio, and standard deviation.

CONCLUSION

The Indian mutual fund industry has emerged as a significant component of the financial market by providing
investors with professionally managed and diversified investment opportunities. Open-ended equity mutual funds, in
particular, have demonstrated considerable potential for wealth creation and long-term capital appreciation.

This study evaluated the performance of selected mutual fund schemes using various risk-return measurement
techniques. The findings reveal that most of the selected schemes generated satisfactory returns despite volatile
market conditions.

The research further highlights the importance of evaluating risk-adjusted performance measures before making
investment decisions. Investors must carefully analyze mutual fund characteristics, portfolio risk, market conditions,
and fund management efficiency in order to select appropriate investment alternatives.

Overall, the study concludes that informed investment decisions based on comprehensive performance evaluation
techniques can significantly improve investment outcomes within the mutual fund sector.
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