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Abstract

To help with wise investing, this research compares the performance of balanced mutual fund
schemes and index mutual fund schemes in India. The study evaluates the returns from funds, checks
performance after risk is taken into account, and improves portfolio structure using information from 2017
to 2024 that includes traditional metrics as well as recent approaches such as Markowitz's theory and the
CAPM. The research looks at ESG funds, regular index funds, and balanced advantage programs.
Regression analysis using CAPM shows that UTI and HDFC have nearly perfect beta values and little
alpha when measured against the benchmark Nifty 50, proving they are passive funds. ESG funds perform
a bit better than conventional funds by showing better risk-return efficiency. The high Jensen’s Alpha
values of balanced mutual funds from ICICI and HDFC indicate that these schemes are handled well by
active managers. Alpha is not present in index funds, the study believes, because the hypothesis testing did
not find any significant difference between fund returns and the benchmark. Furthermore, getting the best
risk-return balance means including UTI, HDFC, and SBI Next 50 in your portfolio using the optimization
approach. Anyone seeking to build a diversified portfolio could use this strategy’s practical advice. At the
end of the paper, the authors propose to increase ESG fund usage, educate investors better, and focus on
additional research into ESG fund impacts. People interested in making Indian mutual fund strategies
more international in nature should be aware of the findings.
Keywords: Balanced Mutual Funds, Index Mutual Funds, CAPM Analysis, ESG Funds, Portfolio
Optimization, Risk-Return Efficiency

Introduction

For the past ten years, people in India have made mutual funds one of their top choices
for investment. It is their efficient management, organized processes, and benefits from a
diverse team that attract people. A reason behind the rise of index mutual funds is that they track
famous indexes, use a passive approach, and are inexpensive. At the same time, more investors
are interested in funds that include debt and equity since they offer a good mix of risk and profit
[1]. Ever since more markets were opened up after 2010, equity-linked instruments have
continued to show above-average returns in rising countries like India [2]. As per recent
findings, there is an increasing use of mutual funds for saving for the future and retirement [3].

For detailed details on fund managers and the sustainability of funds, one can use risk-
return analysis using formulas such as the Treynor ratio, Jensen’s Alpha, and the Sharpe ratio.
To understand Indian fund efficiency, studies have pointed out that Modern Portfolio Theory
and the CAPM are now very important [4]. In times of economic challenges, mutual funds have
remained flexible and strong with their asset allocations [5]. Mutual funds have instrumentally
integrated ESG (Environmental, Social, Governance) markers into their practices to follow the
growing trends in international investing [6]. Experts are looking more into the factors that
influence fund returns aside from the raw numbers [7]. Due to the changes in finances brought
on by COVID-19, it is now important to monitor Indian index and balanced mutual funds with
up-to-date risk indicators [8].
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Objectives of the Study

To assess how well Indian index mutual funds have performed in comparison to their benchmark indexes.
e To evaluate balanced mutual fund schemes' risk-adjusted returns in India.

e Touse Treynor and Sharpe ratios to compare ESG and conventional mutual fund strategies.

e To provide index and hybrid fund-based portfolio optimization solutions.

Need of the Study

With the growth of financial markets in India, there is now a greater need for disciplined, evidence-based
methods to invest. People are choosing mutual funds, including index and balanced ones, more and more due to their
being easily accessible, diversified, and open to regulations. Still, with so many to choose from and different available
returns and risks, investors might have trouble deciding what to do. This points out that there is a big knowledge gap
when it comes to the performance of competitive funds and their associated risks. Since goal-based investment is
becoming more common and financial literacy is increasing, it is particularly important to conduct research on mutual
funds that uses information from the past and new financial models. Moreover, because of the changing market and the
use of ESG, it is necessary to constantly review investment options. To meet this requirement, the current research
analyzes Indian index and balanced mutual funds on the basis of their risk and return.

Methodology
The authors used secondary data analysis of mutual fund data from the years 2017 to 2024 in a quantitative
research approach. The research reviews balanced mutual funds, ESG index funds, and Indian index mutual funds. We
gathered our data from government websites and well-known scientific journals. The Treynor Ratio, Jensen’s Alpha,
and Sharpe Ratio were applied to assess performance, while descriptive statistics were needed to identify how
consistent returns had been. For estimating alpha and beta, the CAPM model was used with the regression technique. A
hypothesis test was performed to check whether index funds beat the Nifty 50 benchmark statistically. In addition, |
compared the risks and returns of the chosen funds by applying Markowitz Portfolio Optimization with equal weights.
Analysts in the financial field use Excel and Python libraries for their statistical analysis. It ensures you have a good
basis for choosing which funds to invest in.
Data Collection
Table 1: Annualized Returns of Index Mutual Funds (2017-2022) [9]
Nifty 50 HDFC Index

Year | Index Return SB::L':]r:f;iol/n)d ex Sensex Fund Beg(;?fr:ra;lz;/s(ol/:l;nd
(%) ° (%) °
2017 28.6 27.9 28.2 -0.7
2018 3.2 2.8 3.0 -0.2
2019 12.0 11.6 11.8 -0.4
2020 14.9 14.3 14.5 -0.6
2021 23.5 22.7 23.0 -0.5
2022 4.1 3.8 4.0 -0.3
Table 2: Risk-Adjusted Performance Metrics of ESG vs Traditional Funds (2019-2023) [10]
Fund Type Avg. Standard | Sharpe Treynor
Annual Deviation | Ratio Ratio
Return (%)
(%)
ESG Index Funds 13.4 10.5 1.12 0.82
Traditional Index Funds | 12.7 11.2 1.03 0.76
Nifty 50 Benchmark 12.2 10.8 0.98 0.70
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Table 3: Comparative Performance of Balanced Mutual Funds Using Key Metrics (2018-2022) [11]

Mutual Fund Scheme Avg. Annual | Sharpe | Treynor Ratio | Jensen's
Return (%) Ratio Alpha (%)

HDFC Balanced Fund 11.2 0.94 0.68 15

ICICI Balanced Advantage | 12.0 1.01 0.74 19

SBI Equity Hybrid Fund | 10.8 089 [0.65 1.3

Nifty Hybrid Index 9.6 0.81 0.60 —

Fig 1: Monthly Return (%0) of Indian Index Funds vs. Benchmark (Jan 2019 — Dec 2019) [12]
Monthly Returns of Indian Index Funds vs. Nifty 50 (2019)

Return (%)

Nifty 50 Index
—e— UTI Nifty Index Fund
—e— HDFC Sensex Index Fund
| —e— SBI ETF Nifty Next 50

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
Month

Fig 2: Year-wise Average Return (%) of Selected Balanced Fund Schemes (2019-2024) [11]

2019-20 m2020-21 m2021-22 m2022-23 W2023-24

1 . 3.448.45

SBI Balanced ICICI Balanced  HDFC Balanced Nippon Kotak Balanced
Advantage Advantage Advantage Balanced Advantage
Advantage
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Statistical & Financial Analysis
Using data that was collected, an assessment was made of Indian index mutual funds and balanced plans to assist in
making wise investment decisions. Every result is listed in a table for better understanding.

Table 4: Hypotheses for Testing

Hypothesis Type | Statement

Null (Ho) There is no significant difference between the
returns of index mutual funds and benchmark (Nifty
50).

Alternative (H:) | There is a significant difference in returns

compared to the Nifty 50 Index.

Table 5: CAPM-Based Alpha & Beta Values (Regression with Nifty 50 as Benchmark)

Mutual Fund Alpha (a) | Beta (f)
UTI Nifty Index Fund -0.0000 0.9798
HDFC Sensex Index Fund | 0.0000 0.9900
SBI ETF Nifty Next 50 -0.0004 1.1405

Interpretation: Each of the three funds does an excellent job following the benchmark, with f = 1. There is more
fluctuation with the SBI Next 50 than the Nifty 50.
Table 6: Return Analysis —- CAGR and Risk (2019)

Fund / Index CAGR (%) | Annualized Std
Dev (%)

Nifty 50 Index 8.71 5.02

UTI Nifty Index Fund 8.49 4.92

HDFC Sensex Index Fund | 8.63 4.97

SBI ETF Nifty Next 50 9.39 5.74

Observation: SBI ETF Nifty Next 50 delivered the highest CAGR, but with greater volatility.
Table 7: Portfolio Optimization (Equal Weights — UTI, HDFC, SBI)

Metric Value (%)
Expected Return | 8.62
Portfolio Std Dev | 5.21

For the same amount of risk as individual funds, a straightforward Markowitz portfolio provides diversification.
Table 8: Hypothesis Test Result — Fund vs Benchmark

Fund p-value (¢=0.05) | Result

UTI Nifty Index Fund >0.05 Fail to Reject Ho
HDFC Sensex Index Fund | > 0.05 Fail to Reject Ho
SBI ETF Nifty Next 50 >0.05 Fail to Reject Ho

Just as expected for index funds, the results from the CAPM regression give a close-to-zero alpha, making it impossible
to reject the null hypothesis.
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Discussion:

Analyzing balanced schemes and Indian index funds points to how investors now trust passive products more
for their wealthier purposes. Over many years, index funds have proven to follow the major indexes, such as Nifty 50
and Sensex, in a reliable manner, making only small deviations. This can be explained by the fact that fund
performances (see Table 1) show tracking errors for fund managers staying between -0.2% and -0.7% [13]. It is
possible to observe that these funds remain on track with their objectives because of the importance of CAPM. Since
the UTI, HDFC, and SBI ETFs have near-identical beta values and almost no alpha values, they generally follow the
market’s ups and downs, according to the table (Table A) [13]. That is why index funds offer average market returns
for less money and with lower risks than what active funds can offer. The returns of the three index funds were found to
be statistically equivalent to those of the benchmark index when we performed further statistical validation in Table D.
This agrees with the academic argument that index funds follow the trend of the market instead of trying to beat it.
[13][14].

After risk is considered, ESG (Environmental, Social, and Governance) index funds showed slightly better
results than regular index funds. Table 2 shows that ESG funds had a higher Sharpe and Treynor ratio than traditional
funds. Like in many other countries, investors are choosing sustainable funds because they can make greater gains from
the same level of risk [15]. Balanced mutual funds made it more complicated for investors to decide. According to the
results (Table 3), ICICI Balanced Advantage Fund had the most outstanding outcome with a Sharpe Ratio of 1.01 and
Jensen’s Alpha at 1.9%, therefore meaning that the manager was especially capable of delivering returns above normal
market predictions [16]. Through both peaceful and unstable markets, both SBI and HDFC balance funds gained in
performance in consecutive fiscal years (as shown in the table). Because they diversified between debt and equity
assets, these schemes could enjoy the benefits and minimize the risks. Investing equally in each of three index funds,
the study (Table C) gave a return of 8.62% and a portfolio standard deviation of 5.21%, which were superior to the
individual funds’ risks. This means that having a varied portfolio of indexes reduces the level of overall volatility [17].
Even though SBI ETF Nifty Next 50 beat the others by having a slightly higher CAGR (9.39%), it came with greater
volatility (5.74%). It explains the major risk-return challenge that investors face when selecting mid-cap funds over
large-cap index funds [18]. This analysis suggests that a mix of ESG tactical funds and traditional index funds such as
UTI or HDFC will give passive investors a higher return and help them support sustainable causes with minimal risks
in the market. Besides providing investors with a controlled equity-debt mix, ICICI and HDFC funds also support
smooth returns during unstable times [19]. For this reason, a mix of core index investing, exposure to ESG issues, and
hybrid strategies could bring growth and risk control to investors in India. To back up these findings in changing
economic situations, further studies are needed that include macroeconomic statistics and use datasets from a longer
period, preferably from 2024 and beyond [20].

Research Gap

Although many reports are available on Indian mutual funds, deeper research is still needed on how balanced
schemes, ESG principles, and classic index funds fit into them. The main studies conducted earlier look at instead of
using a strategy that evaluates risks, improves portfolio performance, and tests different theories. Also, most studies
have not applied currently available post-pandemic data to study how ESG and conventional mutual funds perform in
India. Studies of economic conditions in the literature have so far not explored the volatile, newly regulated, and
environmentally conscious era beginning in 2020 and lasting until 2024. On top of that, there isn’t much academic
research that looks at Markowitz Theory and CAPM-based regression on real Indian mutual fund data. To address these
gaps, the research offers a complete and model-based review of performance data useful for both institutions and
individual investors. The main issue this research addresses is that few current studies unite ESG, index, and balanced
funds into one framework.

Future Recommendations

According to the study, researchers, investors, and governments could choose from a number of suggested
routes. First off, since ESG funds appear to be safer while performing well, the companies behind them should consider
increasing and checking their ESG funds’ transparency and accountability. Rather than counting on history alone,
model-based processes such as using portfolio optimization and CAPM should be applied to make sure portfolios hold
up to scrutiny. We need to provide retail investors with tools that help them practice using Treynor, Alpha, and Sharpe
indicators. Furthermore, by monitoring investor sentiment in fund performance models, future research needs to study
the behavioral reasons behind choosing funds. SEBI and AMFI may benefit from asking for more openness about how
portfolios respond to change and how well companies meet ESG standards. In the end, since they respond both to
economic crises and changing macroeconomic factors, scholars should pay more attention to hybrid goods and their
relationship to inflation and interest rates. The industry could advance to back improved, lasting, and fact-based
approaches to investing if it takes these suggestions to heart.

24



Jouwnal of Research and Development

JOURNAL OF Peer Reviewed International, Open Access Journal.
ISSN : 2230-9578 | Website: https://jrdrvb.org Volume-17, Issue-5 | May - 2025

RESEARCH AND DEVELOPMENT
ISSN: 2230-9578

Conclusion

A full examination of balanced mutual fund schemes, ESG-based index funds, and Indian index mutual funds
was carried out as part of this research. It is clear from data that index mutual funds tend to copy their corresponding
index benchmarks with a very small difference. CAPM analysis showed that the alphas of HDFC Sensex and UTI Nifty
were not statistically important, and beta values were close to 1, suggesting they acted like passive investments. The
risk-adjusted returns for ESG funds were somewhat better than those for conventional funds. The return above the
benchmark from Superior Jensen's Alpha came mainly from top-notch balanced funds, such as ICICI and HDFC
Balanced Advantage Funds, indicating that fund managers could outperform. The research confirms that index funds
have no reliable alpha, further supporting the belief about passive funds worldwide. Furthermore, the equal-weight
portfolio optimization outlined a fairly balanced link between return and volatility. From what we can see, using core
index investments along with ESG and hybrid schemes tends to work best when markets and risks are taken into
account. Following the research, people may do well long term by mixing active and passive investing strategies in
mutual funds as India’s financial markets mature.
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