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Deep Dive

Duration Chess: Are Debt Fund
Managers Playing the Right Game?

13" Nov 2025

Are aggressive duration bets worth it, or does patience pay
more? Unlock the truth behind duration calls in Indian debt
mutual funds!

This note dives deep into a decade of gilt fund strategies,
revealing how most fund managers react, not predict, interest
rate cycles. Passive constant maturity funds have quietly
outshone most active managers, delivering superior returns.

Insightful reading for investors seeking to separate market
timing myths from hard results.

HDFC Tru is the Investment Advisory arm of HDFC Securities Ltd; SEBI Registration No: INA0O00011538.
Website: www.hdfc-tru.com, Email: fru@hdfcsec.com, Phone: +91 9930203944
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Duration Chess: Are Debt Fund Managers Playing the Right Game?
Introduction

Duration management is a critical lever for generating alpha in debt mutual funds, as
interest rate movements significantly impact bond prices. Fund managers often take active
duration calls to benefit from anticipated rate cycles, aiming tfo enhance returns beyond
accrual income. However, the effectiveness of these calls remains debated, given the
unpredictability of macroeconomic factors and rate actions. This note examines whether
debt fund managers in India have been successful in executing duration strategies and
delivering superior outcomes for investors.

Duration Positioning vs. Interest Rates: A 10-Year Perspective

For our analysis, we have chosen gilt fund category as it allows the fund managers to take
exposure across the entire government securities curve without any credit risk. Unlike
dynamic bond funds, which can allocate to non-sovereign securities (or in other words take
some credit risk), gilt funds provide a pure play on interest rate movements through
duration management.

The chart below maps the median portfolio maturity of gilt funds against the RBI repo rate
over the last decade. This comparison illustrates how fund managers have adjusted
duration in response to monetary policy cycles and whether these adjustments align with
rate movements.

Median Portfolio Maturity vs. Repo Rate
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e Median portfolio maturity consistently drops when the repo rate rises, showing managers
actively reduce duration in anticipation of higher rates and mark-to-market losses.
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e Following periods of repo rate stability or cuts, managers gradually extend portfolio
maturities; this highlights a strategic risk-on stance to benefit from falling yields.

e Duration often lags repo rate inflection points rather than leading them, suggesting
managers predominantly react to, rather than forecast, policy changes.

Median Portfolio Maturity vs. India’s 10yr G-sec yield (6M Forward)
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e The relationship between median maturity and forward 10yr G-sec yield is not perfect.
There are instances where manager action lags or is out of sync with subsequent yield
moves. This highlights both the inherent difficulty of rate prediction and the diversity in
fund manager approaches.

¢ Where the red line (median maturity) rises before or during periods when the blue line
(future 10yr vyield) falls, fund managers successfully anticipated falling yields and
positioned portfolios for duration gains.

e There are stretches (highlighted in green boxes) where median maturity increases or
remains flat but future yields rise instead of fall, indicating managers took on higher
duration but were ultimately penalized by rising rates, reflecting mistimed duration
extension. Similarly, there have been periods where median maturity decreases but future
yields fall, limiting the capital gains.

e Rapid reductions in median maturity often precede or coincide with periods of future
yield surges, showing managers’ attempts fo limit mark-to-market losses by cutting risk
in advance or as the uptrend in yields begins.

Range of Duration Calls: Max vs. Min Maturities in Gilt Funds

To understand the extent of active duration positioning, we plotted the maximum and
minimum portfolio maturities within the gilt fund category over time. Unlike a single median
figure, this range highlights the dispersion of strategies - from the most aggressive duration
stances to the most defensive ones - taken by fund managers during different interest rate
cycles. Observing this spread helps assess whether managers exhibit conviction, cluster
around similar positions, or diverge significantly when policy signals are uncertain.

HDFC Tru is the Investment Advisory arm of HDFC Securities Ltd; SEBI Registration No: INA0O00011538.
Website: www.hdfc-tru.com, Email: fru@hdfcsec.com, Phone: +91 9930203944



2 HDFCTIU L oo | 25

Lol securities | s
HONESTY | EXPERTISE

Powering India’s Investments

Portfolio Maturity Dispersion vs. Repo Rate
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e Minimum maturity stays within a range across all periods, showing that some managers

are consistently conservative regardless of policy shifts. On the other hand, changes in
maximum maturity are more pronounced, especially during rate cuts or periods of high
uncertainty, suggesting that a few managers actively take duration calls for capital gains.
When repo rate rises steeply, the difference between maximum and minimum maturities
contracts (refer green box in above chart), reflecting reduced conviction and risk appetite
among managers - most move to defensive short duration strategies.

During periods when repo rates are stable or declining, the gap between maximum and

minimum maturities increases, reflecting managers’ diverse market views and varying
willingness to take interest rate risk.

Portfolio Maturity Dispersion vs. India’s 10yr G-sec yield (6M Forward)
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e During periods preceding a sharp increase in the 10-year yield (such as 2017-2018 and
2021-2022 spike), the band between maximum and minimum maturities narrows -
indicating a consensus among managers to cut duration in anticipation (or early
response) to higher yields and rising risk.

e When yields are stable or trending lower, dispersion expands. This shows managers
adopting a range of duration strategies, with some extending maturities aggressively in
search of capital gains and others remaining defensive, reflecting mixed views on policy
and macro signals.

e Spikes and crashes in the max-min gap often precede or coincide with turning points in
the forward yield, giving an early indication of shifts in consensus and rising uncertainty
or risk aversion within the fund manager community.

Performance Comparison: Gilt Funds vs. Constant Maturity Gilt Funds

To quantify the efficacy of duration calls by debt fund managers, we analysed the return
performance of gilt funds and constant maturity gilt funds category. According to SEBI’s
norms, both gilt funds and constant maturity gilt funds are required to invest a minimum of

80% of their assets in government securities. The key distinction lies in their duration
mandates.

Gilt funds may invest across a broad range of maturities and typically reflect active
management, with fund managers adjusting portfolio duration dynamically to navigate
interest rate cycles. Conversely, constant maturity gilt funds maintain a near-passive
approach by adhering to a fixed average portfolio maturity of around 10 years. Our analysis
focuses on the post-2017* period fo capture the uniform regulatory definitions and gain
comparability of fund behaviours.

Cumulative performance: Gilt vs. Constant Maturity Gilt Funds (Jan 2018 - Sep 2025)
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# “Categorization and Rationalization of Mutual Fund Schemes” by SEBI in Oct 2017 led tfo standardisation of
scheme categories and characteristics of each category across mutual funds.
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Gilt Fund (A)

Constant Maturity Gilt Fund (B)

Difference (B-A)

Average CAGR 7.4% 7.8% 0.4%
Average Absolute 74.0% 79.3% 5.4%
Median CAGR 7.4% 8.1% 0.7%
Median Absolute 73.8% 82.5% 8.6%

Source: ACEMF, HDFC TRU, Note - Performance is shown for Direct Plan

As can be seen in the table above, Constant Maturity Gilt Funds have outperformed Gilt

Funds during Jan 2018-Sep 2025.

6M Rolling Return: Gilt vs. Constant Maturity Gilt Funds (Jan 2018 - Sep 2025)
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1Yr Rolling Return: Gilt vs. Constant Maturity Gilt Funds (Jan 2018 - Sep 2025)
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Key Conclusions:

e Constant maturity gilt funds have outperformed actively managed gilt funds, indicating
that passive duration strategies have delivered better investor outcomes over the last 8-
9 years (since the SEBI’s categorization and rationalization of mutual fund schemes).

e Most debt fund managers adjust duration reactively after rate cycle inflection points,
rather than consistently predicting them ahead of time.

e Aggressive duration calls by managers sometimes fail to anticipate actual yield
movements, resulting in mistimed risk exposure and missed capital gains.

e The dispersion in duration positioning widens during periods of policy easing, but
contracts sharply in rate hike cycles, showing consensus risk aversion among managers.

e Overall, active duration management has struggled to generate excess returns, and
tracking RBI signals alone has proven insufficient; disciplined passive positioning has
yielded more reliable results for investors.

e Fund managers generally prioritize risk management and capital preservation, which
leads them to avoid aggressive duration calls. Additionally, the need to protect returns
for incoming investors and the open-ended nature of mutual funds, with ongoing
redemptions, may constrain managers, contributing to relative underperformance
compared to passive strategies.
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Disclaimer

This communication is being sent by the Investment Advisory Group of HSL IA, registered under
SEBI (Investment Advisors) Regulations, 2013 under the Registration number INAO00011538.

This note has been prepared exclusively for the benefit and internal use of the recipient and does not
carry any right of reproduction or disclosure. Neither this note nor any of its contents maybe used
for any other purpose without the prior written consent of HSL IA, Investment Advisory Group (HSL
IA). In preparing this note, we have relied upon and assumed, without any independent verification,
accuracy and completeness of all information available in public domain or from sources considered
reliable. This note contains certain assumptions and views, which HSL IA considers reasonable at
this point in time, and which are subject to change. Computations adopted in this note are indicative
and are based on current market prices and general market sentiment. No representation or
warranty is given by HSL IA as to the achievement or reasonableness or completeness of any idea
and/or assumptions. This note does not purport to contain all the information that the recipient may
require. Recipients should not construe any of the confents herein as advice relating fo business,
financial, legal, taxation, or other matters and they are advised fo consult their own business,
financial, legal, taxation and other experts / advisors concerning the company regarding the
appropriateness of investing in any securities or investment strategies discussed or recommended
in this note and should understand that statements regarding future prospects may not be realized.
It may be noted that investments in equity and equity-related securities involve a degree of risk and
investors should not invest any funds unless they can afford to take the risk of losing their investment.
Investors are advised tfo undertake necessary due diligence before making an investment decision.
For making an investment decision, investors must rely on their own examination of the Company
including the risks involved. Investors should note that income from investment in such securities, if
any, may fluctuate and that each security’s price or value may rise or fall. Accordingly, investors may
receive back less than originally invested. Neither HSL IA nor any of its employees shall be liable for
any direct, indirect, special, incidental, consequential, punitive, or exemplary damages, including lost
profits arising in any way from the information contained in this material. This note does not
constitute an offer for sale, or an invitation to subscribe for, or purchase equity shares or other assets
or securities of the company and the information contained herein shall not form the basis of any
contract. It is also not meant to be or fo constitute any offer for any fransaction. HSL IA and its
affiliates, officers, directors, key managerial persons and employees, including persons involved in
the preparation or issuance of this material may from fime fo time, have long or short positions in,
and buy or sell the securities thereof, of company (ies) mentioned herein. HSL IA may at any time
solicit or provide commercial banking, credif, advisory or other services to the issuer of any security
referred to herein. Accordingly, information may be available to HSL IA, which is not reflected in this
material, and HSL IA may have acted upon or used the information prior to, orimmediately following
its publication.

HSL IA neither guarantees nor makes any representations or warranties, express or implied, with
respect to the fairness, correctness, accuracy, adequacy, reasonableness, viability for any particular
purpose or completeness of the information and opinions. Further, HSL IA disclaims all liability in
relation to use of data or information used in this report which is sourced from third parties.

Please note that HDFC Securities has a proprietary trading desk. This desk maintains an arm’s length
distance with the HSL IA tfeam and all its activities are segregated from HSL IA activities. The
proprietary desk operates independently, potentially leading to investment decisions that may
deviate from research views.
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HDFC securities Limited, I Think Techno Campus, Building - B, "Alpha", Office Floor 8, Near
Kanjurmarg Station, Opp. Crompton Greaves, Kanjurmarg (East), Mumbai 400 042 Phone: (022) 3075
3400 Fax: (022) 2496 5066

Compliance Officer: Murli V Karkera Email: complianceofficer@hdfcsec.com Phone: (022) 3045 3600

For grievance redressal contact Customer Care Team Email: customercare@hdfcsec.com Phone:
(022) 3901 9400

HDFC Securities Limited, SEBI Reg. No.: NSE, BSE, MSEI, MCX: INZ000186937; AMFI Reg. No. ARN:
13549; PFRDA Reg. No. POP: 11092018; IRDA Corporate Agent License No.: CAO062; SEBI Research
Analyst Reg. No.. INHO00002475; SEBI Investment Adviser Reg. No.. INAO0O0011538; CIN -
U67120MH2000PLC152193

Investment in securities market is subject fo market risks. Read all the related documents carefully
before investing.

Mutual Fund Investments are subject fo market risk. Please read the offer and scheme related
documents carefully before investing.

Registration granted by SEBI, membership of BASL (in case of IAs) and certification from NISM in
no way guarantee performance of the intermediary or provide any assurance of refurns fo investors.

This information is for educational/information purposes only.
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