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Abstract

Risk and return are two key facets of Mutual fund Investment. Risk and 
return framework influences the investment decision of an investor. 
Hence this paper has tried to investigate the different faces of risk and 
return associated with equity mutual funds Vis a Vis benchmark stock 
index in India. Monthly closing NAV's of Equity funds along with 
benchmark indices ( BSE Sensex, Nifty 50)  are examined for a period 
from April 1, 2008 till February 29, 2020 .The paper discusses about 
the total risk, systematic risk and unsystematic risk associated with 
selected mutual fund schemes and benchmark index. It also revolves 
around the annual returns (continuously compounded) provided by the 
equity schemes in Indian stock market.Line charts, Unit root tests 
(Augmented Dickey-Fuller test) were adopted to check the stationery 
nature of the time series and to convert into stationery one. Results 
exhibited that all the Mutual Funds provided significant positive 
growth and higher returns as compared to Benchmark stock indices. 

Keywords: Risk, Return, Benchmark indices, Systematic Risk, 
Unsystematic risk, Unit root test.

Introduction

The Indian mutual fund industry has emerged as one of the key drivers 
of growth in terms of size and depth of the financial market in Indian 
economy. Among many of the financial instruments, mutual products 
are gaining popularity and providing opportunities for investors 
because of its well-regulated benefits and diversification of risk, so a 
more quantifiable analysis is requiredto evaluate the performance of 
growth oriented mutual fund schemes of India in association with their 
risk and return Vis -a- Vis benchmark stock index. The main problem 
of the study is to examine the financial performance, associated risk 
and returns of selected equity growth oriented open-ended mutual fund 
schemes with respect to the bench market stock indices in India. So, an 
attempt has been made to analyse the different faces of risk and return 
associated with equity fund in comparison with Benchmark indices. 
Mutual fund Industry has come a long way in India and booming the 
world of finance. According to AMFI, AUM of Indian Mutual fund 
Industry has enormously grown from Rs. 6.14 trillion as on March 31, 

12010 to 22.23 trillion as on March 31, 2020, more than 3-
2

fold 
increase in the time period of 10 years. However they were 

Meetu Chawla
Research scholar

Department of Management Studies.

Maharishi Markandeshwar University ,

Sadopur, Ambala

94

Dr. Naaz Gorowara
Assistant Professor,

Department of Management Studies.

Maharishi Markandeshwar University,

Sadopur(Ambala).



www.pbr.co.in 95

Pacific Business Review International

introduced in India in 1963 with the formation of market risks in the investment related to mutual 
UTI, which was the first player in mutual fund funds. Growth oriented mutual funds like Master 
industry, at the initiative of Reserve bank of India gain and Magnum showed a better performance and 
and Govt. of India. However up to 1987,UTI had provided satisfactory average monthly returns. 
monopoly over the market till the opening of public Sethu (2001) examined the NAV data related to the 
sector. In 1987 SBI and Canara bank floated Mutual 18 open-ended mutual funds between 1995 and 
fund in Indian mutual fund Industry.1993 was 1999. In respect to this, the different evaluation 
marked by the entry of private mutual funds in the techniques like NSE Nifty, BSE Sensitive Index 
Indian market (Manek, 2016). Hence, the Indian and S&P CNX 500 have been used to evaluate the 
mutual fund industry has come a long way and has performance of the mutual funds. It was concluded 
bright future prospects as investors are aware and that the portfolio of the investors was not diversified 
want to invest in these AMC's. Hence Mutual fund in nature.  Naulas (2005) explored the performance 
is an attempt towards maximising the return of the of Greek equity funds through risk and return 
investor and minimising the different levels of risk analysis. Time period of their study was 1997 to 
being involved with the securities.(Prince and 2000. They found that in the first three years of 
Bacon 2010) mutual funds, the funds performed better in 

comparison to the stock market and in the fourth 
Review of literature

year Greek funds were not able to perform due to 
This is a brief description about research work negative returns with respect to risk and return. 
conducted in the field of mutual funds Some of Panwar and Madhumathi (2005) evaluated public 
these studies are based on Indian mutual funds and sector and private sector funds during the period 
abroad, which have been reviewed to identify the from May, 2002 to May, 2005. Results revealed  
research gap and significance for the present study. that public sector sponsored funds exhibit the  

average return  as reflected by private sector funds 
 Treynor (1965) formulated a methodology for 

and do not differ significantly. The study was also 
performance evaluation of a mutual fund that is 

found that there was a statistical difference between 
being opined as reward to volatility ratio, which is 

sponsored funds in terms ESDAR (excess standard 
defined as average excess return over the portfolio 

deviation adjusted returns) as a performance 
return. Sharpe (1966) who developed the 'Sharpe 

evaluation measure to explore the differences in 
ratio' (measuring fund performance) ranked mutual 

features of asset held, portfolio diversification on 
funds based on the Sharpe ratio over two periods 

investment and performance for the span of time. 
from 1944 to 1953 and from 1954 to 1963. Jensen 

Duggimpudi (2010) paper revolves around the 
(1968) did a pioneer work in developing a portfolio 

performance evaluation of equity diversified funds 
evaluation technique consisting of risk adjusted 

in the Indian capital market over ten years. Samples 
returns. His empirical study was based on the ability 

were obtained in two overlapped phases from 2000 
of 115 fund managers. His empirical work analyzed 

to 2009 and from 2005 to 2009, respectively used in 
the performance of mutual funds by applying alpha 

this empirical analysis. Various performance ratios 
(Jensen's alpha) during the period from 1945 to 

namely Sharpe, Treynor and Jensen have been used 
1964. Results revealed that 39 funds shown above 

in this paper In addition to that, the equity funds 
average returns and concluded that fund managers 

were ranked on the basis of their performance in the 
were not able to predict stock price movements. 

last ten years. Later Ikram & Khan, (2011), also 
Diversification was ignored in his paper. Jayadev, 

worked on strong market efficiency theory by 
(1996)conducted an empirical  study  by taking 36 

applying risk adjusted ratios like Sharpe, Treynor 
equity  mutual funds and his sample data was based 

and Jensen respectively. They further Evaluated the 
on monthly returns over a period of 3 years and it 

appraisal of 8 mutual funds for the time period from 
was analyzed that there was high presence of 

April 1,2000 to  April 30 ,2005 and evaluated the 
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efficiency of Indian Capital Market. The results of Hypothesis1: The equity funds are better option for 
this study indicated that the mutual funds equity investments as they perform better then 
outperformed the benchmark index and concluded benchmark equity indices
that the Indian Capital Market is not Strong form 

Hypothesis 2: There exists significant risk 
Efficient. Pandow and Bhutt (2017) exhibited the 

diversification in equity funds as compared to 
risk and return analysis of 44 mutual funds for the 

benchmark equity indices
time period of 2007-2011 by applying average 
return, risk free return and standard deviation. The paper discusses about the total risk, systematic 
According to him there are two factors which effect risk and unsystematic risk and associated with the 
investors are minimization of risk and selected equity schemes. This paper also discusses 
maximization of return. They carried scheme wise about the annual returns (continuously 
analysis and revealed that 80% of the schemes compounded) provided by the equity schemes in 
performed well except handfuls which were not Indian stock market. The study also estimates the 
able to beat the market. Their study emphasized on risk adjusted returns provided by the schemes.
floating mutual funds in Tier II and Tier III cities of 

Data analysis and interpretation
India and concluded that there is significant growth 
rate of mutual funds in India and fund managers Risk and return of selected equity schemes
should focus on generating superior risk free rate of 

Risk and return of selected equity schemes is 
return.

analyzed with respect to Benchmark Index. Line 
Objectives and research methodology charts are drawn to give a better picture of the 

performance of funds on the basis of their Net Asset 
The objective of the research paper is to examine 

value (Prices), Graphs indicated that all the equity 
the risk and return behavior of the 14 equity 

funds outperformed over the Benchmark (BSE 
schemes in India and its comparison with the 

Sensex and Nifty 50).
benchmark stock indices. The following hypothesis 
are tested in the study

Table 1: Descriptive analysis of index and fund returns 

Name of funds and 

stock indices 
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ABSL Front Line 

Fund 0.88% 0.65% 27.49% -29.22% 5.81% -0.48848 10.19052 313.754 

 

0.000 

HDFC Equity Fund 

0.91% 1.07% 29.02% -27.83% 6.59% -0.10985 6.679702 80.96464 

 

0.000 

HDFC Top 100 

Fund 0.93% 1.01% 25.87% -25.18% 6.14% -0.12646 6.271599 64.15532 

 

0.000 

ICICI Prudential 

Blue Chip Fund 0.99% 1.13% 20.99% -23.97% 5.18% -0.38026 7.108247 104.0092 

 

0.000 

ICICI  Mid Cap 

Fund 0.76% 1.04% 32.48% -43.32% 7.33% -1.17469 13.22761 656.1534 

 

0.000 
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Kotak Emerging 

Equity Mid Cap 

Fund 0.93% 2.09% 22.85% -30.68% 6.62% -1.09403 7.231917 135.2344 

 

 

0.000 

Kotak Equity 

Opportunities Fund 0.88% 1.12% 29.58% -28.90% 6.05% -0.52472 10.17747 313.5123 

 

0.000 

Reliance Vision 

fund 1.22% 0.97% 81.37% -22.68% 9.30% 4.436243 40.39286 8800.143 

 

0.000 

Reliance Growth 

Fund  0.88% 1.21% 29.24% -25.28% 6.37% -0.07031 6.658238 79.85644 

 

0.000 

SBI Blue Chip Fund 

0.80% 0.80% 29.34% -23.41% 5.77% -0.03757 8.631953 189.0254 

 

0.000 

SBI Magnum Multi 

Cap Fund 0.76% 1.10% 24.65% -26.55% 5.89% -0.59572 7.505651 129.4176 

 

0.000 

UTI Mid Cap Fund 1.07% 1.60% 33.62% -27.72% 6.78% -0.1761 7.967898 147.7908 0.000 

UTI Equity Fund 0.99% 0.98% 20.01% -22.88% 5.25% -0.61351 6.437593 79.38062 0.000 

Nifty 50 0.60% 0.55% 24.74% -30.67% 6.05% -0.67818 8.695433 204.2378 0.000 

BSE Sensex 0.63% 0.52% 24.89% -27.30% 5.97% -0.46308 7.689598 136.1485 0.000 

 

Growth rate analysis of the selected funds and stock estimated with the help of semi log modal. The semi log 
indices model used in the study is mathematically represented as 

below: 
In the study the growth rate of the selected mutual funds as 
well as the stock indices are calculated and compared. The 
growth rate of the mutual funds and stock indices are 

The log the mutual funds NAV is considered as the annual growth rate is calculated by multiplying the 
dependent variable and time is considered as the monthly growth rate with 12. The statistical significance of 
independent variable. Since the monthly average of NAV growth rate of the fund's NAV is examined with the help of t 
of the different mutual funds is considered in the study, the statistics and its p value at 5 percent significant level. The 
regression model will provide the monthly growth rate. The result of the growth rate analysis is shown below in table 2.
slope coefficient of the regression model if multiply with 
100, indicates the monthly growth rate of the fund. The 
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The results indicate that the probability value of t-statistics provided the annual returns in the range of 12.24% -
is found to be less than 5 % level of significance. Hence the 14.30% .Hence it can be concluded in the study that the 
significant growth rate of all the selected Mutual Funds and investment in Mutual Funds is one the most preferred 
stock indices can be concluded. It is also observed that all available option for the retail investors in order to make 
the Mutual Funds provided higher returns as compared to handsome returns in long term from the equity market.
Benchmark stock indices. The average annual growth rate 

It is suggested to the retail investor that they should invest 
provided by stock indices is found to be 9.84% in case of 

in Mutual Funds rather than invest in stock directly. 
BSE Sensex and 9.96% in case of Nifty 50. However all the 

However significant research is required to select the best 
selected Mutual Funds provided the annual returns more 

performing Mutual Funds. It is also observed that all these 
than 12%. Hence on an average the funds provide at least 

funds provided good returns in long term period. The 
3% returns over and above the stock indices. The highest 

annual return of the selected mutual funds is shown below 
return is provided by UTI Midcap Fund (17.4%), Kotak 

in Figure:
Equity Opportunities Mid Cap Fund (16.56%) and ICICI 
Midcap Fund (15.48%).The remaining selected funds 

Unit root test Mutual Funds and stock indices, it is required to examine 
the unit root if any present in the behavior of the series. The 

It is observed that most of the financial time series are 
ADF test is used to examine the Unit root in the selected 

suffering from Unit root problem. It is recommended that 
financial time series. The ADF test is applied with three 

the econometric analysis should be applied on the financial 
assumptions namely none, with intercept and with 

Time series after dealing with the problem of Unit root. 
intercept and a trend.

Most of the econometric Models developed on the financial 
time series with Unit root problem are considered spurious. The ADF Unit root test is expressed mathematically as 
Since we are having the monthly behavior of selected 
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Where the first term indicates the intercept, second term series. The Unit root test assumes the null hypothesis that 
indicates the trend, the third term test the present of unit the series is having Unit root or the series is non stationery. 
root and fourth term indicates the lagged values of the The result of Unit root test is shown below:

The result indicates that the probability value of t statistics In case of stock indices Nifty 50& BSE Sensex, the results 
in case of all the mutual funds with all three assumptions is indicate that the series are trend stationary because in case 
found to be greater than 5% level of significance. Hence it of 3rd assumption i.e. with intercept and trend, the 
can be concluded that the monthly NAV Series of all the probability value is found to be more than 5% level of 
selected mutual funds are containing unit root and non- significance. Hence in order to make the stock indices 
stationery in behavior. Hence, the NAV series of mutual stationary the trend is removed in order to eliminate the unit 
Funds is unfit for any econometric modeling and required root problem. The ADF test is further applied to all the 
to be transformed. In order to make all the series stationary transformed series and the results obtained are shown 
the first log difference is estimated. The first differencing below.
after taking the log of all the series of selected mutual Funds 
provide the monthly returns which are expected to be 
stationary and fit for further econometric modeling. 
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The table shown above indicates that the probability value is generally associated with the probability that realized 
of t statistics is found to be less than 5% level of return would be less than the expected return. Total risk is 
significance in case of all the mutual funds and stock comprised of systematic and unsystematic risk. Systematic 
indices return series. The p value is found to be significant risk can be defined as the risk inherent to the entire market 
in case of all the three assumptions of ADF test. Hence it or entire market segment. Systematic risk cannot be 
can be concluded that the monthly NAV return series and avoided through diversification; it is also known as non 
stock indices return series are free from the unit root –diversifiable risk. It can be segregated into three parts 
problem and stationery in nature. Hence, the returns series namely a) Market risk .b) Interest rate risk .c) Purchasing 
of the selected mutual funds are fit for further econometric power risk. Unsystematic risk belongs to the particular 
modeling. Thus, it can be concluded that the transformed industry or a firm and it arises due to the unique 
series (first log differencing) which indicates the monthly circumstances of a specific security as opposed to the 
returns of the series are stationary and fit for further overall market. It is associated with random causes that can 
econometric modeling. be eliminated through diversification and it is attributable 

to the firm specific events. It is also known as diversifiable 
Total risk, systematic risk and unsystematic risk

risk.
In the financial market, risk is the probability of using some 
or all of the investment value. The risk in holding a security 
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