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= |Introduction to Balanced Advantage Funds : -

Balanced Advantage Funds (BAFs), also known as Dynamic Asset Allocation
Funds, are a category of hybrid mutual funds popular in India. These funds
dynamically adjust their allocation between equity and debt instruments
based on market conditions, aiming to balance growth potential with risk
management. Unlike traditional balanced funds that maintain a fixed ratio
(e.g., 60% equity and 40% debt), BAFs can shift their equity exposure
anywhere from 30% to 80% or more, depending on valuation metrics,
economic indicators, or proprietary models. This flexibility allows them to
capitalize on market opportunities while providing downside protection
during volatile periods. As of 2026, with market uncertainties persisting, BAFs
have gained traction among moderate-risk investors seeking stable returns
without the full volatility of pure equity funds.
These funds are regulated by the Securities and Exchange Board of India
(SEBI) and are designed to offer a one-stop solution for investors who prefer
professional management over manual rebalancing. They typically invest in a
mix of stocks, bonds, and sometimes arbitrage opportunities to optimize
returns.
Objectives:
e Evaluate volatility measures (standard deviation, beta, Sharpe ratio,
alpha, max drawdown) using real fund data.
e Compare risk-return trade-offs of top BAFs vs Nifty 50 index/large-cap
funds (2018-2026).
e Assess suitability for moderate-risk investors with 3-7 year horizons in the
Indian context.




- How Balanced Advantage Funds Work : -

BAFs operate on a dynamic asset allocation strategy. Fund managers use
quantitative models, such as price-to-earnings (P/E) ratios, price-to-book
(P/B) values, or trend-based indicators, to determine the ideal mix of
assets. When markets are overvalued, equity exposure is reduced in favor
of debt for safety. Conversely, during undervalued phases, equity
allocation increases to capture growth. This rule-based or discretionary
approach helps mitigate risks automatically, making it suitable for hands-
off investors.

For instance, in a bull market, a BAF might lower equity to 40-50% to lock
in gains, while in a bear market, it could ramp up to 70-80% to buy low.
Some funds also incorporate arbitrage to maintain equity-like taxation
benefits (requiring at least 65% equity exposure on average). This adaptive
mechanism aims to deliver consistent performance across market cycles.
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e Advantages of Balanced Advantage Funds: -

BAFs offer several benefits, making them appealing for moderate-risk profiles:

Risk Mitigation: By dynamically adjusting allocations, these funds reduce volatility
compared to pure equity funds. They provide downside protection in falling
markets while participating in upsides.

Professional Management: Fund managers handle rebalancing, saving investors
time and effort. This is ideal for those new to investing or preferring a set-it-and-
forget-it approach.

Tax Efficiency: If average equity exposure stays above 65%, they qualify for equity
fund taxation—long-term capital gains (over 1 year) taxed at 12.5% beyond ¥1.25
lakh, and short-term at 20%.

Diversification and Adaptability: Exposure to multiple asset classes and quick
adaptation to market changes enhance stability and potential returns.

Suitability for Lumpsum Investments: Advisors often recommend BAFs for parking
large sums, as they manage timing risks better than static funds.

Overall, BAFs aim for balanced growth with lower drawdowns, making them a core
holding in volatile years like 2026.




" Disadvantages and Risks:-

Despite their appeal, BAFs are not without drawbacks:

Market Volatility Impact: While mitigated, equity portions can still
lead to losses during prolonged downturns. Debt components are
sensitive to interest rate changes.

Potential Underperformance in Bull Markets: Conservative shifts
might cause BAFs to lag pure equity funds during strong rallies.
Model Risk: Reliance on valuation models or manager discretion can
lead to errors if indicators fail to predict market moves.

Expense Ratios: Active management often results in higher fees
(0.5-1% for direct plans), which can eat into returns over time.

No Guaranteed Returns: Like all market-linked investments,
performance depends on economic conditions, and past results
don't assure future gains.

Investors should assess their risk tolerance, as BAFs are moderate-risk
and not suitable for aggressive or conservative profiles.




@ Performance Analysis:-

As of early 2026, BAFs have shown resilience amid market fluctuations. In 2025,
while equity markets were flat or negative, the category averaged 4.57% returns,
with top performers delivering double digits. Over longer horizons, many funds
have annualized 12-18% over 3-5 years, outperforming fixed deposits while being
less volatile than indices like Nifty 50.

For example, historical data indicates BAFs often beat benchmarks in down
quarters by limiting losses.
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- Risk-Return Profile : -

This scatter plot shows the efficient frontier with risk (standard deviation) on one
axis and return on the other — it helps explain why BAFs aim for better risk-

adjusted returns.
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Alpha - Extra return the fund manager creates beyond what the market risk
(beta) would predict. Positive = good skill in dynamic allocation.

Sharpe Ratio » Return per unit of risk taken. Higher = better reward for the
volatility. BAFs aim for strong Sharpe (often 0.8-1.4).

Standard Deviation » How much returns fluctuate. Lower = smoother ride.
BAFs usually have 6-10%, much less than pure equity (12-18%).

Beta » How much the fund moves with the market (Nifty). Below 1 = less
volatile than market. BAFs often 0.6-1.0.

Mean - Average return over the period (baseline for volatility calculation).

YTM — Expected return if all bonds are held to maturity (higher = potentially
better yield, but may indicate higher credit/interest rate risk).

Average Maturity — Weighted average time until debt securities mature
(longer = more sensitive to interest rate changes).

Modified Duration — Measures price sensitivity of the debt portfolio to
interest rate changes (higher = more volatility if rates rise/fall). In BAFs, these
help assess the safety and stability of the debt allocation. Typical values: YTM
~6-8%, Average Maturity ~4-8 years, Modified Duration ~2-5 years
(conservative to moderate). They contribute to lower overall fund volatility
when equity exposure is reduced.




Fund Name

HDFC Balanced
Advantage Fund

ICICI Prudential
Balanced
Advantage Fund

Baroda BNP
Paribas Balanced
Advantage Fund

Nippon India
Balanced
Advantage Fund

Aditya Birla Sun
Life Balanced
Advantage Fund

1-Year
Return (%)

9.21

12.08

11.13

8.94

~9-10
(estimated)

3-Year
Return (%)

18.63

14.35

15.51

14

14.5

r* Top Funds Comparison: -

5-Year
Return (%)

18.05

12.66

13.2

12.33

12.06

Expense
Ratio (%)

0.73

0.86

0.75

0.57

AUM [ Cr)

107,971

70,535

4,748

9,725

N/A




= Fund Information: -

1. HDFC Balanced Advantage Fund
Inception Date: February 1, 1994

Fund Managers: Gopal Agrawal (equity, since July 2022), Anil Bamboli (fixed income,
since July 2022), Srinivasan Ramamurthy (equity), Arun Agarwal (arbitrage), and
others.

Key Highlights: One of the largest BAFs (AUM ~%1,08,000 Cr+). Known for
aggressive equity allocation in favorable markets and strong long-term growth
(~18%+ annualized over 5 years in many periods). Excellent for investors seeking
higher returns with dynamic risk management.

2. ICICI Prudential Balanced Advantage Fund
Inception Date: December 30, 2006 (pioneer in the category)

Fund Managers: Rajat Chandak, Manish Banthia (since ~2009), Ihab Dalwai, Akhil
Kakkar, Sri Sharma, Sharmila D'Silva.

Key Highlights: Very disciplined valuation-based model. Huge AUM (~3¥70,000 Cr+).
Delivers consistent, lower-volatility returns (~12-14% over longer periods). Ideal for
moderate-risk investors who prioritize stability and downside protection.

3. Baroda BNP Paribas Balanced Advantage Fund
Inception Date: Around 2018-2019

Fund Managers: Typically a team approach (check latest factsheet for current
names, often including equity and debt specialists).

Key Highlights: Strong performer with good consistency. Smaller AUM but solid
returns (~13-15% over 3-5 years). Balanced approach with lower volatility than many
peers. Great diversification option.

4. Kotak Balanced Advantage Fund

Inception Date: August 3, 2018

Fund Managers: Rohit Tandon (since ~2024), Harsha Upadhyaya (since 2023),
Abhishek Bisen (since inception), Hiten Shah (since 2019).

Key Highlights: Focuses on risk management and dynamic shifts. Growing AUM
(~¥17000 Cr+). Steady returns (~10-13% over periods). Suitable for investors
wanting a balanced, low-drama option.



5. Axis Balanced Advantage Fund
Inception Date: August 1, 2017

Fund Managers: Jayesh Sundar (since 2023), Devang Shah (since 2024), Hardik
Shah (since 2022).

Key Highlights: Consistent risk-adjusted performance. AUM ~%3,800-20,000 Cr
range. Good downside protection and balanced allocation. Popular alternative to
the bigger names.

’* Key Factors to Consider Before Investing: -

¢ Investment Horizon: Best for 3-5 years or more to weather cycles.

¢ Risk Appetite: Suitable for moderate risk; assess via fund's standard deviation.

¢ Fund Manager Track Record: Look for experienced teams with proven models.

e Costs and Taxation: Opt for direct plans to minimize expenses; ensure equity
threshold for tax benefits.

e Market Conditions: In 2026's volatile environment, BAFs can counter
uncertainty, but diversify across 2-3 funds.

e SIP vs. Lumpsum: Systematic Investment Plans (SIPs) work well to average
costs.




Fund Name

HDFC
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Advantage
Fund
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Balanced
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Balanced
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Balanced
Advantage
Fund
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ial
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SS
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AUM R
Cr,
approx.)

1,06,00
O_
1,08,00
0

4,700-
5,000

70,000
~70,500

39,000

40,000

13,000+

9,000-
10,000

1Y Return

(%)

10-11%

12-14%

12-13%

11-12%

~11-12%

9-10%

/o Key Performance Of Funds : -

Annualize
d (%)

18-19%

15-16%

14-15%

15%

~11-
13%

14%

5Y
Annualize
d (%)

18-20%

13-17%

12-13%

N/A
(newer)

16%

12%

Expense
Ratio (%)

0.73-
0.75

0.74-
0.75

0.85-
0.86

0.72

0.57




= Visual Summary : -
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Why These AMCs Stand Out

HDFC AMC: Largest and most consistent; excels in equity-heavy allocations
during uptrends.

ICICI Prudential AMC: Pioneer in the category; strong valuation-based model
reduces drawdowns.

Others (Baroda BNP, Edelweiss, SBI): Emerging strong performers with lower
costs or niche strategies.




" CONCLUSION : -

Balanced Advantage Funds are a smart middle-path option for investors who want
equity growth with controlled risk. Their biggest strength is dynamic asset
allocation

The fund automatically increases equity exposure when markets are cheap and
reduces it when markets are expensive. This helps in reducing volatility, protecting
downside during market corrections, and improving risk-adjusted returns over the
long term.

These funds are especially suitable for moderate-risk investors, first-time equity
investors, and those nearing financial goals who still want equity participation but
with smoother returns. With equity-oriented taxation, professional asset allocation,
and suitability across market cycles, Balanced Advantage Funds work well as a core
portfolio holding for long-term wealth creation.

Past performance does not guarantee future results.
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