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30% of equity schemes beat their benchmarks, show information ratios
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ne in three equity mutual
O fund (MF) schemes has

beaten its benchmark on a
risk-adjusted basis during the five-
year period (2020-25), going by
their information ratios (IRs), a per-
formance metric fund houses have
started publishing only lately.

An IR shows how effectively an
investment manager generates
excess returns relative to a bench-
mark, considering the risk taken.

The IR generally ranges
between 1.5and -1.5. The higher the
IR, the better is the fund manager’s
performance.

“A higher IR indicates that the
fund manager is more consistent
in generating returns relative to the
benchmark, and a lower IR shows
that the fund is underperforming
against the benchmark,” said
Feroze Azeez, joint chief executive
officer, Anand Rathi Wealth.

During the past five-year
period, only 62 of the 208 active
equity schemes, excluding sectoral
and thematic funds, have had a
positive IR.

Smallcap funds have the worst
performance among equity funds
with only three of the 21 schemes
outperforming.

Largecap and midcap funds
also have a poor record with less
than 20 per cent of the schemes
reporting a positive IR.

However, the three-year and
one-year data paints a better pic-
ture. During the one-year period, a
majority of the schemes have out-
performed in all the categories
expect largecaps. In the three-year
period, a majority of the largecap
and multicap schemes have deliv-
ered higher returns than the
benchmark.

According to investment advi-
sors, a higher IR is an outcome of
fund managers’ stock selection
abilities and timely sectoral shifts.

“The fund manager’s stock
selection and allocation skills are
probably the drivers of a higher IR
and this is helped by a higher
upside capture and a lower down
capture ratio. In most cases, there
isameaningful difference between
funds in the first and fourth quar-
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tile in terms of capturing upside
and protecting downside,” said
Vishal Dhawan, founder and chief
executive officer, Plan Ahead
Wealth Advisors.

The IR is calculated by taking
the difference between the portfo-
lio return and the benchmark
return, then dividing that by the
standard deviation of the excess
returns.

Investment experts say while
the IR is a key performance metric,
investors should consider other
factors when selecting schemes.

“Investors should consider eval-
uating other parameters such as
the Sharpe ratio, alpha, and beta of

the funds to get more insights
about the fund’s ability to perform
across different market cycles and
the ability to deliver consistently
over the long-term,” said Azeez.
Meghna Luthra, analyst at
InCred Research Services, said the
long-term average IR could give a
better fund performance picture.
“Risk-adjusted returns give a
deeper insight into active manage-
ment of the funds, which aid in
fund selection, though a better way
to look at it is on a long-term aver-
age basis,” she said. The industry
has started disclosing the IR data :
on the direction of the Securities of :
Exchange Board of India (Sebi).
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