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ABSTRACT

An investment fund's efficiency is one of the primary measures of fund performance. This
research is interested in risk and performance assessment ratios and their introduction. It is
meant to examine the ratios and to locate the top performing ones to help the managers of
Lithuanian mutual funds judge the performance of their funds. Based on peer-reviewed
scientific studies, it appears that standard deviation, alpha, beta, Sharpe ratio, and Treynor
ratio are most commonly used to identify the performance of mutual funds, and if mutual
funds underperform their benchmark index, it is prudent to not pay investment banks to
manage these funds. According to the study, the suggested model for investment fund
valuation may have other practical benefits, and its creation may also stimulate more research

on the topic.
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Introduction

Investment funds, by definition, may potentially impact the financial system in two ways:
either it will stabilise it, or it will destabilise it. The liquidity they provide to the market, as
well as their capacity to offer a broad variety of investors with risk diversification, contribute
to their systemic resilience. Also, their ability to manage management firms and monitor
financial assets aids pricing. Herding behaviour also occurs among investment fund
management firms and their customers, and it has the effect of driving asset prices away from

their true values.

Fees are paid for the mutual fund's services to investors. Although mutual funds concentrate

on portfolio management as their primary service, fees should be linked to portfolio risk and
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return performance. It thus implies that before-fee risk-adjusted expected returns and fees

must be positively related.

Stocks, bonds, and other assets are pooled to invest in various industrial sectors and areas of

the globe in mutual funds.

In the developed countries, the financial sector promotes overall growth, but is critical in the
case of emerging nations. Throughout the recent past, the financial sector has seen a lot of
developments. In order to provide more value to investors, financial markets have grown
more efficient by offering more attractive opportunities. Because of this, mutual funds have

established their own stock market [1].
Predictability in Stock

Predictability within the stock market presents a challenge for investors, since transaction
expenses, such as bid-ask spreads and fees, reduce investors' ability to capitalise on
predictability [2]. Investing in mutual funds and setting investment only from mutual funds
will allow investors to control transaction costs and pay commissions without having to
manage their own investment portfolios. The role of mutual funds as an investment vehicle
for both individual and institutional investors has grown more important in recent years.
Because of the recent globalisation of markets, foreign funds have had a rising pace of

growth particularly after 1990.

Since the year 2000, when investors sought diversification in their asset portfolios, it is no

surprise that many investors have used foreign equity funds to help diversify their assets [3].

Fees are paid for the mutual fund's services to investors. Although mutual funds concentrate
on portfolio management as their primary service, fees should be linked to portfolio risk and
return performance. [4] When fees are subtracted from risk-adjusted expected returns, fees

should, in general, have a positive connection to before-fee risk-adjusted expected returns.

Mutual Funds
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The mutual fund's primary goal is to offer an array of investment portfolios for the investor.
Mutual fund investors have several ways to purchase stock, including directly from mutual
fund firms or via mutual fund brokers. A portion of investor funds is put to work in a wide
variety of securities according to a fund manager's assessment of the objectives and needs of
investors. Shares, debentures, and money market securities are all typical examples of forms
of security that may be used. As compensation for the investors' holdings, shareholders get
dividends or interest in exchange for the number of units held. To a certain degree, owing to
the prominence of fund managers, the amount of risk involved is minimised. For investors
without a large amount of money, mutual funds are ideal, since they allow investors to invest

in a professionally managed portfolio for a relatively modest fee [5-6].

As a result of the revolution, there is now greater opportunities for diversification since
mutual funds now provide higher returns. Diversifying the investment portfolio across
various asset categories and industrial sectors is cost-effective using mutual funds. A smaller
number of funds bought instead of many individual equities may provide more diversification
at a fraction of the cost. For example, balanced funds provide a blend of investment styles
while equity funds give an indirect method to participate in hundreds of businesses in a
variety of industrial sectors. Subcategories within each asset class provide more opportunity
for diversification. The following is only one example. An investor might instead invest in
mutual funds that specialise in a certain industry, such as technology and energy, within
equities. Convenient methods to diversify geographically include foreign funds and emerging
market funds [7-9].

Mutual funds that invest in money market instruments are less glamorous than others. The
investments are made up of various short-term assets with relatively good ratings in order to
protect the funds' liquidity while generating income that is somewhat greater than what the

commercial banks could provide.

Redemption value: The most money funds keep a constant value for the number of shares,
which is often set at one, and provide dividends that reject the current short-term interest

rates.
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One money market fund “broke the buck” and was unable to redeem its shares at $1. The fall
off from the one money fund collapse was a credit market in turmoil due to a short term
liquidity problem.

Conclusion

Even though bond investors have benefited greatly from using bonds as an asset class, very
little is known about their capacity to make investment decisions and choose bonds that
outperform other bonds with comparable features. In terms of total net assets (TNA), bond

mutual funds are about half the size of equity mutual funds.

The literature describes each of the categories in scientific detail. To qualify as a high-quality
corporate bond fund, investments must make up at least 65% of the portfolio in A-rated or
better securities. Another 35% is allowed to be used for any fixed-income security. The funds
aiming to earn income by investing in fixed-income securities are known as general corporate
funds. An investment fund holding government bonds, corporations with strong credit, loans
to banks, and asset-backed securities will include a range of problems, including mortgage-
backed securities, bank loans, and trash bonds [10-14]. The terms of reference of government
funding are established in a similar manner. An important need for bond funds is that they
own both treasury and agency securities, as well as mortgages, although no specific
proportion is required within any of those categories. 80% of Treasury securities are invested

in with the purpose of seeking income.
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