
© Apeejay Journal of Management and Technology
January 2009 ,Vol.4 ,No:1

UNDERSTANDING RISK AND RETURNS IN MUTUAL
FUND INVESTMENTS

KULBHUSHAN CHANDEL
Himachal Pradesh University

RAJ KUMAR
Himachal Pradesh University

SHIKHA RANA
Himachal Pradesh University

The Indian mutual fund industry is one of the fastest growing sectors in the Indian capital and
financial market. The active involvement of mutual funds in the economic development can be
seen by their dominant presence in the money and capital market. The mutual fund industry
in India has shown dramatic improvements in quantity as well as quality of product and
service offering in recent years. The objective of this paper is to evaluate the performance of
sector specific mutual funds in terms of risk and return. The comparison has been made with
benchmark portfolio during the period July 5, 2006 to June 27, 2007. Performance measures
used are Sharpe ratio, Treynor ratio, Jensen measure, coefficient values and T-values. The
results indicate that ICICI and Birla Sun Life have performed well in all cases whereas
Franklin India gave average results. Overall, the performance of sector specific mutual fund
schemes revealed satisfactory results. The selected schemes showed positive results. The fund
managers are efficient to forecast future security price in time. In some cases, it is observed
that the mutual funds are not properly diversified and there is a need to pay attention.

INTRODUCTION
Mutual fund is a trust or an investment company that pools resources from

thousands of investors who share common investment pool and diversify its
investments into different types of securities to earn potential returns. The mutual
fund industry in India has gone through various phases of growth. Mutual funds allow
the investors to diversify their risk with relatively moderate investments. Basically,
mutual funds are functioning as a financial institution to mobilize resources from
various investors to invest in financial assets, since the average investor does not have
the necessary resources, time, knowledge and expertise to participate in today’s
complex and volatile investment markets. In India, Unit Trust of India (UTI) was the
only mutual fund operating for a long time since 1964 and the only company in the
field until 1987. A large number of close ended mutual funds had been formed in the
United States of America as early as 1930s.

A mutual fund is a trust that pools the savings of a number of investors who
share a common financial goal. The money thus collected is then invested in capital
market instruments such as shares, debentures and other securities. The income
earned through their investments and the capital appreciation realized, are shared by
its unit holders in proportion to the number of units owned by them. Thus, a mutual
fund is the most suitable investment for the common man as it offers an opportunity
to invest in a diversified, professionally managed basket of securities at a relatively
low cost.

Thus, mutual fund are the best and hassle free avenues for investment now a
days for each class of investor, whether big or small, under any risk profile, viz. low,
moderate or high. The future of mutual funds is bright as it has seen a great upward



trend in its first phase of operation and is set to grow manifold in near future. The
investors are looking at the trend and finding it the most beneficial avenue
considering liquidity, safety and return aspects. The challenge before the mutual fund
industry now is to educate the investors about the principles of prudent investing and
the need to take a reasonably long term view of equity investment. The major
challenge before the industry is to reach out to such investors and convince them of
this fact.

REVIEW OF LITERATURE
The concept of mutual fund is a fairly new one to the Indian capital market but

not to the international capital world. By the 1930s, a large number of close-ended
mutual funds had been formed in the United States of America, consequently, more
studies have been conducted in other countries.

The study by Fan (1997) consisted of three essays in the area of mutual fund
performance evaluation. The first essay proposed a non-parametric framework of
construct on linear performance measure. A discount factor which is constructed to
correctly price underlying assets is used to measure mutual fund performance. The
nonlinear measure is applied to a group of mutual funds with different investment
objectives. The performance of mutual funds was found to be overstated using the
linear measure compared to the nonlinear measure. According to the second part,
mutual fund performance measurement is possible through benchmark. This is
especially appropriate when fund mangers conduct trading strategies, which is a
common investment pattern used in mutual fund industry. Third essay indicated
inverse relation between the probability of managerial replacement and fund
performance and concluded that control mechanisms within a corporation are
effective. The results provided empirical evidence that the probability is negatively
(positively) correlated with the fund’s current and past performance.

Jayadev (1998) examined the performance of 62 mutual funds schemes using
monthly Net Asset Value (NAV) data for the period between April, 1987 and March,
1995. He explored superior performance of bulk (30 out of 44) of the sample schemes
when total risk was considered. Only 24 out of 44 schemes outperformed the
benchmark portfolio. The study showed that Indian mutual funds were not properly
diversified.

Gupta (2000) evaluated 73 mutual fund schemes based on weekly NAV data
for the five year period i.e. from April 1, 1994 to March 31, 1999. The empirical
results reported a mixed performance of sample schemes during the study period. No
conclusive evidence scheme was available which warranted their performance to be
superior to the relevant benchmark. However, sample schemes were not found to be
adequately diversified also. Further, risk and return characteristics of Indian mutual
funds schemes were not in conformity with their stated objectives.

Smith (2001) examined the degree of performance persistency between the
two classes to discern if closed end funds are able to maximize their liquidity
advantages and thereby display a greater performance persistency than that of open
ended funds. The empirical analysis included the Spearman rank correlation
coefficient to examine relative performance persistency. Discriminate analysis was
used to compare performance persistency and fund characteristics between open and
closed ended mutual funds.

Hanes (2002) indicated that mutual funds that were less than five year old
represented approximately 38 percent of the open ended mutual fund population as of



December 31, 1990. The primary implication of this study was that the inferences
about the stock picking ability of small capital growth, mid-cap growth and high-yield
bond fund managers were more likely to be overstated for new funds than seasonal
funds. The bias associated with a new mutual funds return has shown to be positively
related to the funds family’s market share and brokerage availability.

Alexander (2003) conducted a detailed analysis of the relationship between
short term fund flow volatility and fund performance. The study found a significant
and negative relationship between the volatility of daily fund flows and cross-
sectional differences in performance. Monthly analysis indicated that this relationship
applies only to current monthly returns and that flow volatility does not influence the
returns of future months. In addition to flow volatility, fund characteristics such as the
liquidity of holdings, turnover and top past performance were shown to be more
important in explaining performance than previously indicated, while expenses and
fund size are less important.

Mehru (2004) examined the problems of mutual funds in India. He observed
that mutual funds failed to provide safety, liquidity and returns on investments to the
small investors, which were facing several problems in our country like the structural,
investors related and performance related. He concluded that the greater transparency,
increased innovations, better services to the investor, liquidity and higher returns will
make mutual fund schemes more popular and investor friendly.

Mazumder (2005) extended recent research by exploring the 2479 daily return
observations covering the period from January 4, 1993 to October 31, 2002 for all
categories of international mutual funds. This exploration splits the sample, used the
initial sub sample to investigate return pattern of international mutual funds and
developed trading rules based on the predictable return pattern, and tested these rules
on the hold out sample. The empirical findings suggested that smart investor may earn
higher risk adjustment return by following daily dynamic trading strategies. The
excess returns earned by investor were statistically and economically significant,
irrespective of load or no load mutual funds even in the presence of various exchange
restrictions and regulations.

Muthappan and Damodharan (2006) evaluated the performance of Indian
mutual fund schemes in the framework of risk and return during the period (1995-
2000). The results indicated that the risk and return of mutual fund schemes were not
in conformity with their stated investment objectives. Further sample schemes were
not found to be adequately diversified. The funds were able to earn higher return due
to selectivity; however, the proper balance between selectivity and diversification was
not maintained. The analysis made by the application of Gamma’s measure indicated
that the returns from diversification were very less. Based on the empirical
investigation, it was observed that the Indian mutual funds are not properly diversified.

Mutual funds have played a significant role in financial intermediation,
development of capital markets and growth of the corporate sector as a whole. It has
been observed that the performance of mutual funds have been studied on the basis of
NAV and the weekly growth rate. NAV of a scheme of mutual fund is the indicator of
its worth. Presently in India, there is a greater scope of development of mutual fund
investment programmes and also there are wide variety of mutual fund schemes that
cater to the needs of various classes of investors according to their age, risk tolerance,
return expectations which aim to provide both capital appreciation income by
periodical distribution of dividend as per the choice of investor. That’s why the need
arises to study the performance appraisal of mutual funds in India. Analyzing the



performance of mutual funds is a very complex procedure. The active involvement of
mutual funds in economic development can be seen by their dominant presence in the
money and capital markets world over.

SCOPE AND OBJECTIVES OF THE STUDY
The mutual fund industry is a fast growing sector of Indian financial market

and has become major vehicle for mobilization of savings, especially from the small
and household savers for investment in the capital market. Mutual funds play an
important role in the growth of Indian capital market. A proper evaluation measure
may help the small investors to decide about the level of investment in various mutual
fund schemes, so as to maximize their returns. Therefore, there is a need to study the
behaviour of mutual funds. The need of the present study is also felt to review the
concept in changed scenario. Therefore, regular performance evaluation of mutual
funds is essential for investors and fund managers also. The present study is an
attempt to evaluate the performance of mutual funds on the basis of weekly returns
compared with risk free security returns and BSE index.

The present study includes the five different sector specific schemes, each of
four different mutual funds. The scope of present study is kept limited from July 5,
2006 to June 27, 2007. Among these schemes, only sector specific twenty schemes
floated by the different institutions have been studied. The schemes covered under
study are: (i) Equity fund schemes (ii) Balanced fund schemes (iii) FMCG fund
schemes (iv) InfoTech fund schemes (v) Tax relief fund schemes.

Further, to evaluate the performance of funds, only three performance
measures are applied viz. Sharpe index, Treynor index and Jensen’s measures.

Objectives
On the basis of the relevance and scope of the study, following objectives are

framed:
1. To evaluate the investment performance of selected mutual fund schemes in terms

of risk and returns.
2. To examine risk component among selected mutual fund schemes.

Data Coverage
The sample consists of 20 sector specific mutual funds, which were selected

by using convenient sampling method for the period of 52 weeks. The broad 100
share based BSE national index was used as proxy to find out the performance of the
schemes. A comparison is made with the broad BSE index to evaluate the
performance of mutual fund schemes.

The collection of information is based upon the primary and secondary
method. The primary data have been collected through discussions with mutual fund
institute’s officials to get the first hand information. Secondary information has been
collected through various books, studies, annual reports of various institutions. In
addition, various journals, magazines, articles, books, published and unpublished
document have also been considered.

METHODOLOGY
The analysis and interpretation is based upon following methodology as under.

Portfolio return: Rp = NAVt – NAVt-1

NAVt-1



Where Rp is a difference between net asset values for two consecutive days
divided by the NAV of preceding week.

Market Return: Rm= M. Ind t – M. Ind t-1

M. Indt-1

Where Rm is the difference between Market Indexes (M.Ind) of two
consecutive days divided by the market index for the preceding week.
Average return:
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and mAR is Market average return

Measuring Risk Return Relationship
To measure the relationship between risk and return precisely, following tools

have been used.

Standard Deviation (). It is used to measure variation in the individual returns from
the average expected return over a certain period. Lower the investors risk tolerance,
less likely it is that they will hold the risky fund long enough to achieve its ultimate
return.
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Where, p is total risk of the scheme portfolio. The total risk on the market portfolio
is computed as follows:
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Where, m is Total risk of the market portfolio and  p is Total risk of the scheme
portfolio.

Beta (β). Beta coefficient compares the variability of funds return to the market as a
whole. It is a relative measure unlike absolute measure. By conversion, market will
have beta value of 1. Mutual fund can be said as volatile, more volatile or less volatile.
In order to obtain the systematic risk beta of the portfolio, Capital Asset Pricing
Model (CAPM) version of market model is applied. The estimable form of CAPM is:

RP = a + βp RM + ep

Where RP is Return on the mutual fund scheme
RM is Return on the market index
a is the Constant term
ep is the Error term
β is the systematic risk
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Where,
Ermt is Excess return on market index
Erpt is Excess return on portfolio

Risk Free Rate. Risk free rate of return refers to that minimum return on investment
that has no risk of losing the investment over which it is earned. In the present study,
risk free rate generated by risk free instruments like treasury bills, government of
India guarantee bonds and bank deposits.

Measures of Performance Evaluation. The performance of selected mutual fund
schemes has been evaluated by using following measures. A brief description of these
measures is given below.

Sharpe Ratio. Sharpe index measure the risk premium of the portfolio relative to total
amount of risk in the portfolio. This ratio is referred as reward to variability ratio. The
Sharpe ratio for different mutual fund schemes as well as benchmark portfolio have
been computed by using following equation:

Sharpe Index (Sr)
Sr = ARp – ARf

p
Where,

Sr is Sharpe’s ratio
ARp is Average return on portfolio
ARf is Average risk free return
p is Standard deviation of return on portfolio

Treynor Index. The volatility ratio indicates the relationship between additional
return and systematic risk. A comparison can be made with the benchmark taking
systematic risk of market portfolio.

Tr = ARp – Arf

p

Where,
Tr is Treynor’s ratio
ARp is Average return on portfolio.
ARf is Average risk-free rate of return.
p is Sensitivity of fund return to market return.

It measures portfolio risk in terms of beta, and the ratio is relevant to the
investors. The higher the ratio, better is the performance.



Jensen’s Measure. The Jensen measure suggests explicit account of the effects of risk
on returns of the portfolio. It is regression of excess fund return with excess market
return. The intercept of the equation provides Jensen’s measure performance. It is
expressed as:

Rp-Rf = α+β (Rm-Rf) + ei
Where,

Alpha (α) is the intercept term
β is Systematic risk
Rm is Market return
Rp is Return on portfolio
Rf is Return on risk-free asset

Coefficient of variation is applied to measure the variability of return in terms
of risk. Higher value shows greater variability in returns of a particular scheme.

Coefficient of correlation has been applied to measure the degree of
relationship between two sets of figures. The values under r provide an indication of
how closely the excess returns on portfolio were associated with the excess return on
the BSE index (Sensex). The coefficient of determination represents the proportion of
variation in the excess return on scheme that is related to the variation in the excess
return on the market index. R2 indicates the degree of diversification. Coefficient of
non determination represents the proportion of movement in the excess return on
scheme.

RESULTS AND DISCUSSION
An attempt has been made to evaluate the performance of selected mutual

fund schemes. The performance of mutual fund schemes has been evaluated as under:

TABLE 1
Performance Evaluation of Equity Fund Schemes

Name of Scheme Average
Return SD  Sr Tr Jensen’s

 /

Birla Sun Life Equity Fund-
Growth 0.8724 0.028 0.02870 27.79 27.11 0.73131 25.47

Franklin India Growth Fund 0.8050 0.0318 0.01700 22.36 41.84 0.683 40.176
ICICI Prudential Growth
Plan 0.6046 0.0285 0.0892 17.94 5.73 0.3636 4.081

SBI Magnum Equity Fund-
Growth 0.3572 0.0382 0.0355 6.89 7.41 0.2047 5.766

Market Index (Benchmark) 1.742 0.0369 1.000 44.66 1.648 -
Note: SD is Standard Deviation,  is Beta, Sr is Sharpe ratio and Tr is Treynor ratio.
Source: Compiled from “The Economic Times” (Investor’s Guide) 05-07-2006 to 27-06-2007

TABLE 2
Calculation of Co-efficient under Equity Fund Schemes

Name of Scheme Coefficient of
Correlation

Coefficient of
(R)2

Determination

Coefficient of
Non

Determination

Co-efficient
of Variation

T-
Value

Birla Sun Life Equity
Fund-Growth 0.0356 0.00127 0.99873 0.0321 1.322

Franklin India Growth
Fund 0.0197 0.00038 0.99962 0.0395 1.386



ICICI Prudential Growth
Plan 0.1155 0.01334 0.98666 0.0471 1.7578

SBI Magnum Equity Fund-
Growth 0.0344 0.00118 0.99882 0.1070 1.879

Table 1 categorized the mutual fund schemes return on the basis of their risk.
The results indicate that Birla Sun Life gave highest average return. Further, all
mutual fund schemes showed low risk as compared to market risk. Overall, the
variability in the market return is more than variability in the portfolio return. Beta for
the scheme varies to the minimum (.01700 to .0892). SBI Magnum were found to be
more risky as compared to other schemes of this category but less risky than the
market portfolio. The positive and low value of beta shows that these schemes are
defensive schemes. According to Sharpe measure, Birla Sun Life ranked better. On
the other hand, SBI Magnum has been ranked less performing scheme in comparison
to other schemes under study because of low Sharpe ratio.

All these schemes have under performed in the market which indicates that
these funds are not adequately diversified. Treynor’s index reveals that Franklin India
is the best scheme as it provides the highest return. Further the Treynor index
indicates that all these schemes outperformed the market. Equity fund schemes
showed positive alpha values and indicate that fund managers are efficient to forecast
future security prices in time. Jensen’s measure implies that these fund managers have
been fairly successful in predicting market movements.

Further, Table 2 reveals that the excess returns for ICICI Prudential seem to be
associated with the larger excess returns on the BSE index. Coefficient of correlation
in case of ICICI Growth Plan (.1155) indicates strong positive correlation with market
return. The value of R2 based on NAV is highest in ICICI Growth Plan (.01334),
which indicates that systematic risk is highest in this scheme (Table 1). Higher value
of R2 indicates that the market price of this scheme under study does not depend on
the market index.

In case of Birla Sun Life, equity fund (.99873), the movement in this growth
fund cannot be attributed to movement in the market index. SBI Magnum equity fund
shows the lowest variability (.1070), whereas ICICI Prudential shows higher value
(.0471) in comparison to other schemes. T-value revealed that there is an insignificant
difference between Birla Sun Life and market index returns. Franklin India depicts
same result whereas ICICI Prudential and SBI Magnum reveal inverse situation as
their t-values are significant at 5 percent level of significance.

TABLE 3
Performance Evaluation of Balanced Fund Schemes

Name of Scheme Average
Return SD  Sr Tr Jensen’s

 /

Biral Sun Life 95-Growth 0.6507 0.0211 0.0355 26.41 15.69 0.498 14.03
Franklin Templeton India
Balanced Fund-Growth 0.5982 0.0192 0.0145 26.26 34.77 0.480 33.10

ICICI Prudential Balanced-
Growth 0.4551 0.0219 0.0535 16.49 6.751 0.273 5.103

SBI Magnum Balanced Fund-
Growth 0.5301 0.02001 0.0255 21.79 17.11 0.394 15.45

Market Index (Benchmark) 1.742 0.0369 1.000 44.62 1.648



Note: SD is Standard Deviation,  is Beta, Sr is Sharpe ratio and Tr is Treynor ratio.
Source: Compiled from “The Economic Times” (Investor’s Guide) 05-07-2006 to 27-06-2007

TABLE 4
Calculated Values of Co-efficient under Balanced Fund Schemes

Name of Scheme Coefficient
of

Correlation

Coefficient of
Determination

(R)2

Coefficient of
Non

Determination

Coefficient
of

Variation

T-value

Birla Sun Life 95-Growth 0.0622 0.00387 0.99613 0.0324 1.850
Franklin Templeton India
Balanced Fund-Growth 0.0278 0.00077 0.99923 0.0321 1.9812

ICICI Prudential Balanced-
Growth 0.0898 0.00806 0.99194 0.0483 2.159

SBI Magnum Balanced
Fund- Growth 0.0471 0.00221 0.99779 0.0378 2.0807

It is further revealed that Birla Sun Life has performed better than other
schemes (Table 3). The positive values of return show good performance of these
schemes. It is further observed that the total risk is highest in ICICI Prudential. The
variability in market returns is more than the variability in portfolio returns. It is noted
that beta values are in the range of .0145 to .0535. The beta values of all schemes
under study are less than the market values. This indicates that these are defensive
schemes in nature and are less sensitive. Further, the Birla Sun Life – 95 schemes
performed better on the basis of Sharpe ratio, whereas ICICI Prudential scheme has
been ranked lesser performing scheme in comparison to the other schemes under
study. All these balanced schemes have underperformed in the market as benchmark
index is much higher than the Sharpe value. Further, the schemes under study have
recorded positive values. Franklin Templeton India balanced funds showed higher
Treynor’s Index as compared to the market which indicates that investors who
invested in mutual funds to form well diversified portfolio have received adequate
return per unit of systematic risk. Further, the positive values of alpha indicate
superior performance while the calculated value of alpha is an absolute which
indicates differential returns of the portfolio between equilibrium return and actual
return. Birla Sun Life and Franklin Templeton India showed higher positive values of
alpha. This implies that their fund managers have been fairly successful in predicting
the market movements.

Furthermore, the calculated value of correlation coefficient in Table 4
indicates that ICICI Prudential has (.0898) a positive relation with market index. In
other words, larger excess returns for ICICI Prudential Funds are associated with
larger excess returns in the market index. The value of R2 based on NAV is highest in
ICICI Prudential which indicates that systematic risk is highest in this scheme in
comparison to other schemes. Franklin Templeton India balanced fund shows the
highest value of non determination coefficient. It represents the proportion of
movement on the excess return on Franklin Templeton fund scheme which is not due
to the movement in the excess return in the market index. ICICI Prudential shows the
highest variability (.0483) which further indicates that total risk is more in this scheme.

TABLE 5



Performance Evaluation of FMCG Fund Schemes

Name of Scheme Average
Return

SD  Sr Tr Jensen’s


/

Birla Sun Life Buy India
Fund-Growth 0.5575 0.0236 0.0231 19.63 20.05 0.425 18.39

Franklin FMCG Fund-
Growth 0.0790 0.0201 0.087 -.736 -.170 -.158 -1.82

ICICI Prudential FMCG-
Growth 0.4258 0.0203 0.0107 16.36 31.05 0.315 29.44

SBI Magnum Sector
Umbrella –FMCG

0.4160 0.0267 -.0058 12.07 -55.55 0.332 -57.24

Market Index (Benchmark) 1.742 0.0369 1.000 44.62 1.648
Note: SD is Standard Deviation,  is Beta, Sr is Sharpe ratio and Tr is Treynor ratio.
Source: Compiled from “The Economic Times” (Investor’s Guide) 05-07-2006 to 27-06-2007

TABLE 6
Calculated values of Co-efficient under FMCG fund Schemes

Name of Scheme Coefficient of
Correlation

Coefficient of
Determination

(R)2

Coefficient of
Non

Determination

Coefficient
of

Variation

T-
value

Birla Sun Life Buy India
Fund-Growth

0.0361 0.0013 0.998 0.0424 1.948

Franklin FMCG Fund-
Growth

0.1604 0.0257 0.974 0.2540 2.853

ICICI Prudential FMCG-
Growth

0.0196 0.00038 0.9996 0.0476 2.252

SBI Magnum Sector
Umbrella-Growth

-.0075 0.00005 0.999 0.0642 2.097

It is evident that Birla Sun Life has highest average return whereas Franklin
India shows lowest average return in comparison to other FMCG fund schemes (Table
5). The total risk is noted more in SBI Magnum whereas it is lowest in Franklin
FMCG fund scheme. All FMCG fund scheme have beta less than one (market beta)
which indicates that these are defensive scheme in nature and are less sensitive to the
market forces. Beta value (β) is negative in SBI Magnum scheme which indicates that
this scheme has inverse relationship with the market changes during the period under
study. Furthermore, while applying Sharpe reward to variability ratio, it is revealed
that all FMCG schemes have positive values expect Franklin India which shows
negative value of Sharpe index (-.736). The benchmark comparison depicts that
FMCG sector schemes have underperformed in the market.

Further, the analysis reveals on the basis of Treynor’s index that ICICI
Prudential is the best scheme and provides more return for one unit of systematic risk.
Birla Sun Life and ICICI Prudential outperformed in the market, whereas, Franklin
and SBI Magnum, underperformed in the market.

It is evident that all schemes have shown positive correlation expect SBI
Magnum, which indicate that the excess return in SBI Magnum was associated with
the excess return in the market index. In (Table 6), ICICI Prudential indicates highest
values of r and R2 which shows that market performance of this scheme does not
depend upon the market index whereas, SBI Magnum has very low R2 in case of
Franklin FMCG fund (.974) the movement in this fund cannot be attributed to
movement in the market index. Franklin FMCG shows higher value under variability



which indicates that the value of this scheme fluctuates frequently. Thus, this is more
risky scheme as total risk is higher in comparison to average return. On the other hand,
it is lowest in Birla Sun Life scheme. Lower variation indicates more stability and low
risk in the growth rate of mutual fund schemes. Finally, it is revealed that there is a
significant difference between average return of FMCG fund schemes and average
return o market index.

TABLE 7
Performance Evaluation of Technology fund schemes

Name of Scheme Average
Return

SD  Sr Tr Jensen’s


/

Birla Sun Life New
Millenium-Growth

0.9147 0.0305 0.113 26.92 7.27 0.635 5.62

Franklin Infotech Fund-
Growth

0.4701 0.0322 0.143 11.68 2.63 0.140 .979

ICICI Prudential Technology
Fund-Growth

1.0603 0.0312 0.102 30.97 9.47 0.798 7.81

SBI Magnum Sector
Umbrella–Infotech

0.9418 0.0269 0.116 31.53 7.31 0.657 5.66

Market Index (Benchmark) 1.742 0.0369 1.000 44.62 1.648
Note: SD is Standard Deviation,  is Beta, Sr is Sharpe ratio and Tr is Treynor ratio.
Source: Compiled from “The Economic Times” (Investor’s Guide) 05-07-2006 to 27-06-2007

TABLE 8
Calculated Values of Coefficient under Technology Fund Schemes

Name of Scheme Coefficient
of

Correlation

Coefficient of
Determination

(R)2

Coefficient of
Non

Determination

Coefficient
of

Variation

T-
value

Birla Sun Life New
Millenium-Growth 0.1378 0.0189 0.9811 0.0333 1.245

Franklin Infotech Fund-
Growth 0.1675 0.0281 0.972 00685 1.8709

ICICI Prudential
Technology Fund-Growth 0.1209 0.0146 0.985 0.0294 1.0165

SBI Magnum Sector
Umbrella-Infotech 0.1588 0.0252 0.975 0.0285 1.2634

The average weekly returns of technology fund schemes have been evaluated
in Table 7. This reveals that ICICI Prudential Fund performed better in comparison to
other schemes. Franklin InfoTech shows low average return as compared to market
return. The overall analysis shows good performance of technology fund schemes.
Further, the total risk is higher in Franklin InfoTech, whereas it is lowest in SBI
Magnum sector umbrella. Beta values are noted less than one which indicates that
these schemes are less sensitive to pulls and pushes of the market forces. Franklin
InfoTech fund shows higher beta value whereas, ICICI Prudential Technology fund
shows lowest beta (.102). While applying Sharpe ratio, it is observed that SBI
Magnum scheme has been ranked better, whereas on the other hand Franklin
InfoTech fund scheme ranked least remarkable scheme in comparison to other
schemes under study. Furthermore, all these technology fund schemes
underperformed in the market. Treynor’s Index further reveals that ICICI Prudential
Technology Fund scheme performed better. Benchmark comparison proved that
technology fund schemes outperformed the market while positive alpha values



indicates that the fund managers of mutual fund are efficient to forecast future
security prices in time which resulted in good performance of these schemes.

Further, Table 8 reveals the analysis of coefficient of correlation. It indicates
that Franklin India InfoTech Fund return is closely associated with the excess returns
on the market index, whereas ICICI Prudential Technology Fund shows
comparatively low correlation than other mutual fund schemes. The calculated value
of R2 is highest in Franklin Templeton InfoTech fund and indicates that systematic
risk is more in this scheme as compared to other schemes (Table 7). Furthermore, the
coefficient of non determination represents the SBI Magnum sector umbrella (.975)
and the technology funds can not be attributed to the movement in the market index.
Franklin India InfoTech fund shows higher value of variability coefficient as its total
risk is higher in comparison to average return. Finally, SBI Magnum reveals low
variation and low risk in the growth of mutual funds.

TABLE 9
Performance Appraisal of Tax Relief Fund Schemes

Name of Scheme Average
Return

SD  Sr Tr Jensen’s


/

Birla Sun Life Tax Relief 96 0.6568 0.0256 -.037 22.00 -15.22 0.624 -16.86
Franklin India Tax Shield –
Growth

0.5414 0.0266 .0643 16.81 6.95 0.341 5.30

ICICI Prudential Tax plan-
Growth

0.4661 0.0269 0.0432 13.84 8.62 0.301 6.96

SBI Magnum Tax Gain
Scheme 93-Growth

0.3639 0.0432 0.0842 6.25 3.21 0.132 1.57

Market Index (Benchmark) 1.742 0.0369 1.000 44.62 1.648
Note: SD is Standard Deviation,  is Beta, Sr is Sharpe ratio and Tr is Treynor ratio.
Source: Compiled from “The Economic Times” (Investor’s Guide) 05-07-2006 to 27-06-2007

TABLE 10
Analysis on The Basis of Co-efficient Under Tax relief fund schemes

Name of Scheme Coefficient
of

Correlation

Coefficient of
Determination

(R)2

Coefficient of
Non

Determination

Coefficient
of

Variation

T-
value

Birla Sun Life Tax Relief
96

-.0533 0.0028 0.9972 0.0389 1.740

Franklin India Tax Shield –
Growth

0.0893 0.00797 0.9920 0.0492 1.902

ICICI Prudential Tax Plan-
Growth

0.05913 0.00349 0.9965 0.0577 2.0117

SBI Magnum Tax Gain
Scheme 93-Growth

0.07201 0.00518 0.9948 0.1187 1.749

Table 9 reveals that during the period under study, all schemes have shown
lower return in comparison to the market return. Positive values of all schemes
indicate good performance. While Birla Sun Life Tax Relief Fund showed highest
average return whereas, SBI Magnum Tax Gain gives a very low average return. The
total risk on the basis of NAV is more in SBI Magnum Tax Gain scheme whereas
ICICI Prudential, showed lowest risk as compared to other mutual fund schemes
under study. It is evident that all schemes have less risk than the market risk except



SBI Magnum. The calculated value of beta is noted negative in case of Birla Sun Life
Tax Relief Fund scheme which indicates that this scheme has inverse relationship
with the market changes during the period under study. Positive beta value indicates
that the repurchase price of scheme vary in the same direction in which market index
varies. The Sharpe ratio reveals that all tax relief fund schemes have positive values,
which is an indication of good performance. Birla Sun Life tax relief fund Schemes
has depicted highest value whereas SBI Magnum tax gain has shown low value on the
basis of Sharpe index. This shows that all tax relief fund schemes have
underperformed in the market. While applying Treynor measure, it considered only
systematic risk whereas Sharpe considered total risk. Treynor index has been analysed
in Table 9. It reveals that ICICI Prudential provides more return for one unit of
systematic risk whereas Birla Sun Life scheme has negative value of Treynor’s ratio.
All tax relief fund schemes outperformed in the market except Birla Sun Life fund
scheme in which Treynor’s value is lower than the benchmark. Further, the positive
alpha values of all tax relief fund schemes indicated that the fund managers of mutual
funds are efficient to forecast future security prices in time, which resulted in good
performance of these schemes. Fund managers have, however, done their job fairly
well in the market. It implies that these fund managers have been fairly successful in
predicting market movements.

Furthermore, Table 10 provides an indication of how closely the excess
returns on tax relief fund schemes were associated with the excess returns on the
market index. It is evident that the excess returns on Birla Sun Life fund scheme are
negatively associated with the excess returns on the market index. R2 shows the
movement in tax relief fund return, which can be explained by movement in the
excess return on the market index. The value of R2 based on NAV is highest in
Franklin India fund whereas it is lowest in case of Birla Sun Life tax relief fund. The
coefficient of non determination is noted highest in case of Birla Sun Life whereas
Franklin India depicts low value of non determination. Further, the coefficient of
variation is lowest in case of Birla Sun Life (.0389) as compared to other schemes
whereas, SBI Magnum scheme depicted the highest value (.1187), which indicates
that there is larger risk and lesser return.

CONCLUSIONS
This study has examined the performance of mutual funds in terms of different

measures viz. risk and return, beta, Jensen’s alpha, Sharpe index, Treynor’s index,
coefficient values and t- values.

The performance of equity fund scheme has revealed that Birla Sun Life and
Franklin India is showing more return in the net asset value, as compared to the
average return in ICICI Prudential and SBI Magnum. Furthermore, the majority of
the selected mutual fund schemes have recorded superior performance as compared to
the benchmark index. The coefficient of determination and non determination
indicated that Birla Sun Life Equity Fund is performing well in the market. Franklin
India Growth Fund has also done a better job and can be placed on top. In case of
balanced fund schemes, it is noted that Franklin India has lowest systematic risk as
compared to other balanced fund schemes. When examined in terms of other
measures, it is revealed that these selected schemes are showing positive value and
has not performed better in the market. The ICICI Prudential has shown high degree
of correlation. It can be concluded that Franklin India has performed well on overall
basis and can be rated as better performing fund in the market. It is further noted that



in case of FMCG Fund schemes, the risk factor is higher in SBI Magnum sector
umbrella, whereas it is low in Franklin India. The Treynor’s measure revealed that
ICICI Prudential has done well as compared to market benchmark while Birla Sun
Life gave greater average return and also provide less variation in returns. Thus, it can
be concluded that Birla Sun Life Buy India Fund performed well in FMCG fund
schemes.

In case of technology fund schemes, total risk is lower in SBI Magnum but the
return is not very high in this case, whereas, ICICI Prudential performed well with
high return and low risk. The ICICI Prudential and SBI Magnum can be treated as
best performing funds on the basis of Sharpe measure. Finally, the ICICI Prudential
can be placed on top on the basis of Jensen measure and coefficient values.

It is further observed that in case of tax relief fund, Birla Sun Life Tax Relief
Fund has shown higher returns with lowest risk. The negative beta value indicates that
this scheme has inverse relationship with the market changes during the period under
study. The positive value of alpha of all the schemes indicates better performances of
managers. Finally, the Birla Sun Life can be considered as best scheme on overall
basis.
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