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Balanced advantage 
funds fail to deliver

The freedom to switch between equity and debt hasn’t helped these funds
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U
nlike most catego-
ries laid out by the
capital markets
regulator, the
Securities and

Exchange Board of India, bal-
anced advantage or dynamic
asset allocation is a go-any-
where mutual fund category.
In theory, these schemes can
move completely into debt
when markets get overvalued
and vice-versa, with no restric-
tions. The scheme information
documents of some funds
impose limits but these are
extremely liberal. The idea is
that lack of constraints will
allow the fund manager to take
asset allocation calls and give
good returns regardless of
market movements. But has
this been the case? Unfortu-
nately not.

THE ADVANTAGES

Balanced advantage funds
come with the advantage of
moving between equity and
debt. In addition, they are also
marketed as having lower risk
than pure equity funds, but
with the potential to give
higher returns than pure debt
funds while being classified as
equity funds for tax purposes.

The argument is that these
funds can use futures and
options (hedging) to reduce
equity exposure to 30-50% or
even lower while maintaining
a gross equity exposure above
65%, which allows them to be
taxed as equity funds. Some
hybrid funds like balanced
hybrid funds and conservative
hybrid funds can also have low
equity exposure but they have
to operate within the Sebi-
specified constraints. Balanced
hybrid funds have to keep
40-60% of their
assets in equity,
and conservative
hybrid funds
( e r s t w h i l e
monthly income
plans) have to
m a i n t a i n  a
10-25% exposure
to equity. The two
categories are
taxed as debt funds, so you pay
tax at your slab rate for holding
periods of less than three years,
which can be 30% at the high-
est tax slab. For longer periods,
the tax rate is 20% with indexa-
tion. Equity fund taxation, on
the other hand, means a 15%
tax for gains within a one-year
holding period and 10% there-
after with a ₹1 lakh tax-free
capital gains limit per year. 

Balanced advantage funds
are close in structure to equity
savings funds. The key differ-
ence is that equity savings
funds must specify how much
equity exposure they can
hedge, bringing some rigidity.

THE PERFORMANCE 

The balanced advantage cate-
gory is dominated by HDFC
Balanced Advantage and ICICI
Prudential Balanced Advan-
tage. The two schemes have
assets under management
(AUM) of ₹41,472 crore and
₹27,798 crore, respectively, as
of 31 July 2019. There is a long
tail of smaller schemes in this
category with AUMs barely
one-tenth of the two men-
tioned above, and many of
these were launched in the last
one to two years. 

HDFC Balanced Advantage
fund was formed by a merger
of the erstwhile HDFC Pru-
dence and HDFC Growth
funds. It has a high unhedged

equity exposure
(nearly 82%) and
keeps this rela-
tively stable
rather than using
arbitrage to
adjust it as per
market valua-
tions. This makes
this fund a lot
more riskier than

its peers. However, it can also
give higher returns due to the
higher equity portion. 

ICICI Prudential Balanced
Advantage fund uses a price-
to-book model to decide on
asset allocation rather than
fund manager discretion. This
scheme uses hedging to
deliver equity taxation but the
resultant allocation gives a
slightly lower return than a
plain vanilla equity-debt
hybrid. “The arbitrage compo-
nent of the fund does not gen-
erate the same returns as debt
and hence one cannot expect a
return comparable to debt
when equity markets are
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as equity markets 
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down, if the balanced advan-
tage fund is using arbitrage.
However, it does much better
than a pure equity fund at such
times,” said Sankaran Naren,
executive director and chief
investment officer, ICICI Pru-
dential Asset Management Co.

Remember that although
hedging can protect downside
during market corrections, it
can also limit your upside
when markets move higher.

One way to evaluate this cat-
egory is to look at the perform-
ance of the top five funds
which dominate  in terms of
the AUM. These funds deliv-
ered 0.79% on average with
the top fund delivering 3.84%
over the past year. In other
words, the fund
managers failed
to move strongly
into debt and
protect investors
as equity markets
floundered over
the past year. The
past three-year
returns stand at
7.22% and 8.15%
over the past five years, which
essentially means that the
returns were similar to what
bank fixed deposits or a short-
term debt funds give. 

Balanced advantage funds
are taxed as equity but the
advantage of equity falls away
as indexation kicks in for debt
funds despite the higher 20%
tax rate. In other words, the tax
advantage of using arbitrage
doesn’t work well for time peri-
ods longer than three years.

“Investors who have
entered for a less risky equity
substitute are better off than
they would’ve been had they
invested in equity funds.

Those who came in for a debt
substitute, especially on the
assurance of regular income,
will be disappointed,” said Vis-
hal Dhawan, founder, Plan
Ahead Investment Advisors.

SHOULD YOU INVEST?

Not all balanced advantage
funds use hedging and, hence,
you should check the fund’s
portfolio first. That said, finan-
cial planners have been skepti-
cal of the category. “If you look
at the expense ratios of these
funds, they’re a lot more than
the weighted average expense
ratio of equity and debt funds
in a similar 50:50 allocation.
Also, you don’t have any con-
trol on the credit quality of the

debt component
of these funds,”
said Dhawan.

Deepali Sen,
founder, Srujan
Financial Advis-
ors, recommends
pure equity or
debt funds. “Bal-
anced advantage
funds do not fit

well into an absolute return
bucket. Clients care about
absolute returns, not how their
fund is doing relative to other
categories. For short- and
medium-term goals, I recom-
mend pure debt funds and for
long-term goals, I recommend
pure equity,” she said. 

A pure debt-equity split may
look rigid but it has the advan-
tage of simplicity. It also has
comparable tax benefits even
with equity less than 65% if
held for more than three years.
Investors may be better off
sticking to simpler hybrid cat-
egories such as conservative or
aggressive hybrid funds. 

Investors may be 
better off sticking 
to simpler hybrid 

categories such as
conservative or 
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funds

How much tax do
you pay on your
bond investments?
All portfolios should be diversified between 
equity and debt so that the overall risk is 
controlled. Among debt instruments in 
India, there are various types of bonds 
available, with different features—duration, 
tax benefits, coupon rates, and lock-ins. 
Some types of bonds offer taxation 
benefits, and some have coupon rates 
higher than fixed deposit rates. Yet others 
can be invested in to avoid paying 
long-term capital gains tax. While you need 
to hold some till maturity to avail tax 
benefit, you may have to pay tax on some 
if you hold till maturity. Take a look at the 
applicable taxation before investing.
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For further details on taxation, go to bit.ly/2pOeeH9
Source: EY, Mint research

TAX

Tax on interest

Slab rate

Slab rate

Slab rate

54 EC Bonds (unlisted)

Bonds issued by:
National Highways Authority of India, Rural 
Electrification Corp., Power Finance Corp

Short-term capital gains tax Long-term capital gains tax

10.4%

Section 10(15) tax-free bonds 
(listed) transferred before maturity

(Long term: More 
than one year)

Short-term capital gains tax Long-term capital gains tax

20.8%

Section 10(15) tax-free 
bonds (unlisted)-transferred 
before maturity

(Long term: 
More than 
three years)

Tax on 
interest

Slab rate

Short-term 
capital gains tax

Slab rate

Long-term 
capital gains tax

10.4%

Listed bonds (Long term: More than one year)

T
he way we think about the future reflects the stories
that decode our past and the present. Growing up
in the 1960s and ’70s in India makes our generation

risk averse and overprotective about the future. In a sup-
ply and opportunity starved post-Nehruvian world, we
learnt from our parents that there was no space for errors
with your job or risk with your money, and unless you
lived frugally and planned hard for the future, your sons
would not join the Indian Institute of Technology (IIT)
and your daughters would not have the wedding that
your social standing mandated. We stepped into a differ-
ent world where opportunity blossomed post 1991—of
course, the right convent accent and education were
quick facilitators—and the overall less slowly gave way to
overall more. And then those born after the millennium
change have a totally different world view. Risk appetites
are higher for trying out new professions, the we-own-
the-world swagger obvious as is a disdain for the future
and for those who plan for it. This disdain, rooted in the
current stories of plenty but a future discourse of climate
change that predict a dystopian near future and the bad
stories around their married peers, make them reluctant
to think about future finances or marriages. In the not so
long run we are all dead, they seem to say, why then think
about the future or plan for it?

The two different worlds that two different genera-
tions live in concurrently would do well to meet in the
middle and that meeting may just show us the secret
money mantra that we  seek—of the choice between
today and tomorrow. One generation focused far too
tightly on the future and the other is looking only at
today. Both have outcomes that they  may not be happy
with. We all have stories of perfectly healthy people in
their 30s, 40s, 50s who lived conservative lives without
abusing their bodies but then died suddenly in a crash or
cancer or got bitten by a mosquito. And there are stories
of people who really abuse their bodies with drink,
tobacco and excessive food, but happily live on past the
national average age of longevity. 

It is but a step from health stories to money ones and
you would have heard the one about the miser who
counted every rupee, hid the wealth from his family, lived
a pathetic, deprived life and died with crores unspent in
the bank. Or about the person who changed furniture,
gadgets and looks every two years and then contemplated
jumping in front of the metro when debts mounted and
income dried out. He forgot to save because there was no
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future in his world. Who we choose to be then depends
on what stories about the past and future we want to
believe. The choices of “fun” today versus health tomor-
row find a quick parallel in our money lives—do we focus
so tightly on the future that we forget to live today or do
we live month to month and believe that any way we are
all dead soon?

The mystery that we need to solve is this: how do you
live each day knowing that it could be your last, but pre-
paring all the while to live till 90? It does sound morbid,
but if we take away the taboos and emotions about death

and see it as just another possi-
bility in the spectrum of events
that can happen in a day, choi-
ces we make become easier.
Whether it is about the people
in your life and how you
respond to them, or about the
lifestyle choices you make or
the money life that you choose
to have, the two possible out-
comes every day—of living or

not living—makes you take ownership of the decisions
you take—about health, relationships and money. It is
useful to find a balance between these possible outcomes
and do a mix of today and tomorrow. The money mantra
then is not a stock tip or five mutual funds to buy, but it
is about finding your balance between living today and
planning to live well into the future. The good thing
about this money mantra is that its magic works in all the
other parts of your life as well—health, relationships and
work.

Monika Halan is consulting editor at Mint and writes on
household finance, policy and regulation

Find the 
balance 
between living 
today and 
planning to live 
into the future

Disappointing performance
Balanced advantage funds have widely differing unhedged equity exposures. However, in terms 
of returns, they have failed to make full use of the asset allocation freedom they have.

^Data as on 31 July 2018; #Figures taken for 30 September 2018 as the scheme was launched in August 2018; *UTI Unit Linked 
Insurance Plan was within the top five in this category but has been excluded due to its insurance features; returns as on 29 
August 2019. Regular plans considered; NA: Not applicable because the scheme wasn’t launched then

Source: Value Research

Returns of top 5 balanced advantage funds*

Returns (%) 1 year 3 years 5 years

-3.02

7.13 7.66
8.657.23

6.17 8.12

8.33 8.16

2.42
3.84

NA NA 0.25 0.44
1.09

5.35

7.10

HDFC Balanced 
Advantage

ICICI Prudential 
Balanced Advantage 

Kotak Balanced 
Advantage 

Reliance Balanced 
Advantage 

Category 
average

Aditya Birla Sun Life 
Balanced Advantage 

30 June 2018

31 July 2019

HDFC Balanced
Advantage

Aditya Birla Sun Life
Balanced Advantage 

ICICI Prudential
Balanced Advantage 

Reliance Balanced
Advantage 

Kotak Balanced
Advantage

76.48

81.80

40.37^

51.16

31.76

49.54

57.90
46.60

33.62#

37.36

Equity allocation
Unhedged equity exposure (%)
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