
Mul� Asset Funds
These funds are mandated to invest at 
least 10% of the fund corpus in at least 
3 asset classes each, i.e., equity, debt, 

and gold.

Debt and equity – most investors are aware of these two asset classes that are known to anchor a majority of investor por�olios. When it comes 
to inclusion in investment por�olios, these two asset classes serve two unique but dis�nct purposes. Equity investments primarily serve the 
purpose of providing growth and debt investments aim to reduce por�olio vola�lity and provide downside protec�on. For an investment por�olio 
to be robust and grow in line with investor needs, it needs to have exposure to both debt and equity. To that extent, most investors are sorted. 
However, the bigger ques�on revolves around asset alloca�on, i.e., how much to allocate to equity and how much to allocate to debt. The thing is 
that if the por�olio is highly skewed towards debt investments, then it is unlikely to generate the desired returns. On the other hand, if the por�olio 
is predominantly focused on equity investments, then along with the poten�al for higher returns the por�olio also becomes high risk and more 
vola�le. This means that as an investor, at any given point of �me, you need to be able to strike the right balance between equity and debt 
exposure. Not an easy task! Hybrid funds can be a potent op�on that solves for this conundrum.

Hybrid funds are those funds that invest in a mix of equity and debt instruments. They are further classified into the following categories as 
mandated by the Securi�es Exchange Board of India (SEBI).

Aggressive Hybrid Funds 
These funds are mandated to invest 
65-80% of the fund corpus in equity 
and equity related instruments and 

the balance 20-35% in debt 
instruments.

Conserva�ve Hybrid Funds 
These funds are mandated to 
invest 10-25% of the fund corpus 
in equity and equity related 
instruments and 75-90% of the 
corpus in debt instruments.

Equity Savings Funds
These funds are mandated to 
invest ~65% of the corpus in equity 
(including arbitrage posi�ons) and 
~10% in debt instruments.

Balanced Advantage Funds/ 
Dynamic Asset Alloca�on Funds

These funds invest in both equity and debt 
instruments and dynamically change alloca�ons in 

response to market condi�ons.
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The ques�on that you need to ask is whether hybrid funds are a worthy inclusion in your por�olio. The answer would primarily depend on your 
overall por�olio strategy. If you are independently and proac�vely inves�ng in direct equity and debt instruments, then hybrid funds may not add 
much value to your por�olio. This is because you are yourself taking an ac�ve asset alloca�on call at a por�olio level. However, if you are not taking 
an asset alloca�on call, hybrid funds can be a useful addi�on to the por�olio, especially during periods of expensive market valua�ons and 
heightened vola�lity.

As is evident from the above infographic, not every hybrid fund will give you the kind of exposure you desire or help you to strike the required 
balance between debt and equity investments. Some hybrid funds are basically debt funds with a mild flavour of equity while others are simply 
equity funds with a small dose of debt. Further, even when you choose to invest in a par�cular type of hybrid fund, can you always be sure that it 
is true to label?

Exhibit 1: Inflows into hybrid funds

Exhibit 2: Historical equity alloca�on of balanced advantage funds and mul�-asset funds
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Taxa�on Change

Inflows
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Amogh Korde
Project Lead 
Behavioural and Fund Analy�cs

Q&A
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The current narra�ve propounds that the increased flows can be 
a�ributed to the changes in taxa�on of pure debt funds with 
investors op�ng for hybrid funds which offer beneficial tax treatment. 
Earlier, both pure debt funds and hybrid funds were subject to long 
term capital gains tax @ 20%, if held for 3 years or more, and were 
eligible for indexa�on benefit. However, from the current financial 
year, debt funds will be taxed at the maximum marginal rate 
irrespec�ve of holding period and hybrid funds will con�nue to be 
taxed as before. Herein lies a strong tax advantage in favour of hybrid 
funds. 

However, as data in exhibit 1 suggests that hybrid funds have 
witnessed higher flows in periods before the above-described 
taxa�on changes as well. Prior period inflows can be explained by 
many things but two major causes could be:

● Launch of 2 new schemes viz, SBI Balanced Advantage Fund in Aug 
2021 and NJ Balanced Advantage Fund in Oct 2021

● High valua�on of broader market has made balanced advantage 
funds an a�rac�ve investment op�on

Why do you think investors are increasingly 
gravita�ng towards hybrid funds?

Barring ‘Balanced Advantage Funds/Dynamic Asset Alloca�on Funds’ 
and ‘Mul� Asset Funds’, other categories are restricted in terms of 
the minimum and maximum exposure that they can build in each 
asset class. Such kind of exposure can be recreated by the investor by 
inves�ng in a combina�on of pure equity and pure debt funds, and 
most probably at a lower expense ra�o than hybrid funds.

This makes ‘Balanced Advantage Funds/Dynamic Asset Alloca�on 
Funds’ and ‘Mul� Asset Funds’ compelling investment op�ons as 
there are no restric�ons imposed on them in terms of minimum 
weight to different asset classes. Theore�cally, schemes from these 
categories have the flexibility to move around different asset classes 
depending on market opportuni�es. But they seldom exercise it.

As can be observed from Exhibit 2, only a handful of schemes reduce 
their equity weights below standard por�olio equity weight of 60%. 
The categories of funds that make sense to an investor are the ones 
that take ac�ve asset alloca�on calls. However, even funds that have 
the flexibility to take those calls do so rarely.

Are you concerned that a lot of hybrid funds 
in the market are not true to label? Please 
explain.

A good approach would be to assess the historical movement of 
alloca�on to different asset classes. The first step of evalua�on is to 
understand whether the fund is truly taking ac�ve asset alloca�on 
calls or is it simply s�cking to 60%-40% weights of equity-debt. The 
next step is to assess if the asset alloca�on calls taken by the fund 
were effec�ve or not. We would prefer a fund that has increased 
equity weights meaningfully when markets corrected (Fund 1) than 
the ones that make minor tweaks to weights every now and then 
(Fund 2).

How to iden�fy hybrid funds that are taking 
ac�ve asset alloca�on calls?

Thus, it can be said that while all hybrid funds are true to the label, 
funds from certain categories are not exercising the flexibility 
provided to them. Investors should be aware of this fact while 
evalua�ng any hybrid fund. 
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● Factor impact: The market can be broken down into different 
segments based on factors like Quality, Valua�on, Momentum, 
etc. In different market cycles, different factors tend to outperform 
/ underperform. We believe that while evalua�ng any fund, one 
must iden�fy the factor that the fund has historically represented 
by studying the underlying holdings of the por�olio. Once this is 
done, the next logical step is to create a por�olio of such funds that 
cater to different factors or styles so that the overall por�olio has 
uncorrelated funds exposure. However, it is important to highlight 
that since the underlying holding level analy�cs is done on an 
end-of-month basis, such an approach to analysis will be useful for 
funds with low por�olio churn.

● Past performance analysis: In addi�on to the above in-depth 
analysis, a review of past performance is also a must. 

In addi�on to the elements men�oned so far (which are specific to 
ac�ve hybrid funds), there are a few more parameters that are 
worthy of analysis. These include:

What are the parameters that investors 
should consider while evalua�ng mutual 
fund investments?

Looking at the current market environment, it can be observed that 
based on tradi�onal metrics like market PE, market valua�ons have 
remained at elevated levels since the second half of 2021. During 
periods of such stretched valua�ons, there is some u�lity in including 
hybrid funds in the por�olio as they offer be�er risk-adjusted returns 
and lower drawdowns than pure equity funds.

What is your current view on hybrid funds?
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Mul�-Act Trade and Investments Private Limited (MATI) is a SEBI Registered Investment Advisor having Registra�on No. INA000008589. It provides investment advisory and 
affiliated research services to its clients. Research data and reports shared with clients and public at large through electronic medium are for informa�on and general reading 
purpose only and neither does it cons�tute any guidelines or recommenda�ons on any course of ac�on to be followed by the reader/receiver nor does it solicit buying or 
selling of any securi�es or financial product. The informa�on in this newsle�er is prepared on the basis of publicly available informa�on, internally developed data and other 
sources believed to be reliable. The informa�on prepared by MATI does not contain and is not based on any non-public, material informa�on considered price sensi�ve or 
otherwise. The recipient of informa�on is advised to exercise independent judgment and act upon the same based on their sole discre�on, own inves�ga�ons, and risk-reward 
preferences.

The opinions (if any) expressed in the newsle�er by MATI are personal opinion and the same are relevant to the date of the report, which, with reasonable passing of �me 
and based on market condi�ons, are subject to change without no�ce.

Any direct or indirect reproduc�on or duplica�on or distribu�on of the newsle�er, without the wri�en consent of MATI, will be considered an infringement.

MATI, its associates or any of their respec�ve directors, employees, affiliates or representa�ves do not assume any responsibility for, or warrant the accuracy, completeness, 
adequacy and reliability of such informa�on and consequently are not liable for (a) any decisions taken based on the same or (b) any direct, indirect, special, incidental, 
consequen�al, puni�ve or exemplary damages, including lost profits arising in any way from the informa�on.

It is stated that, as permi�ed by SEBI Regula�ons and the Company’s Employee Dealing Policy, MATI and/or its associates, affiliates and/or individuals thereof may have 
interests in securi�es, if any, referred to in the informa�on provided and may make purchases or sale thereof while the informa�on is in circula�on.

Investment in securi�es market is subject to market risks. Read all the related documents carefully before inves�ng.

Registra�on granted by SEBI, membership of BASL and cer�fica�on from NISM in no way guarantee performance of the intermediary or provide any assurance of returns to 
investors.

RIA Name: Mul�-Act Trade and Investments Private Limited   Type of Registra�on: Non-Individual

RIA Registra�on number: INA000008589 (Validity: Perpetual)  CIN: U65920MH1997PTC109513

BASL Membership ID: 1398     Regd. Office: Ground Floor, ICC Chambers I, Saki Vihar Road, Powai, 
       Mumbai – 400 072, Maharashtra. 022-61408989

Visit our website h�ps://mul�-act.com/ for addi�onal disclosures and disclaimer.

Statutory Disclosure and Disclaimer:


