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Abstract; This research investigates the influence of economic factors on mutual fund performance, focusing on a
comparative analysis between developed and emerging markets. Economic indicators, including GDP growth, inflation,
interest rates, and exchange rates, are examined to understand their correlation with mutual fund returns. The study
spans from 2015 to 2023, analyzing mutual funds from developed markets (United States, Germany, Japan) and
emerging markets (Brazil, India, South Africa). Using econometric models, the research assesses the relationships
between macroeconomic factors and mutual fund performance across different market contexts. Results indicate that
economic variables significantly impact mutual fund returns, with stronger correlations observed in developed markets.
Specifically, GDP growth is positively correlated with mutual fund returns in developed markets, while inflation
negatively affects returns in both developed and emerging markets. Interest rates show an inverse relationship with
mutual fund performance, consistent across all markets, while exchange rate fluctuations have a greater impact on
emerging markets due to their higher volatility. The study further reveals that economic factors account for a larger
proportion of mutual fund returns in developed markets, which are more stable and predictable. In contrast, the impact
of economic factors in emerging markets is less pronounced, influenced by political instability and external shocks. The
findings provide valuable insights for investors, fund managers, and policymakers, emphasizing the importance of
understanding macroeconomic conditions when making investment decisions. This research contributes to the growing
body of literature on the role of economic factors in financial markets, especially in the context of differing market

maturity levels.

The performance of mutual funds is subject to a multitude of factors, ranging from internal

management decisions to external macroeconomic conditions. Among these, economic factors

such as Gross Domestic Product (GDP) growth, inflation, interest rates, and exchange rates play a

critical role in shaping the performance of mutual funds. Understanding the relationship between

these macroeconomic variables and mutual fund returns is essential for investors, fund managers,
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and policymakers. This understanding is particularly important given the volatile nature of
financial markets, especially in the context of global economic shifts, financial crises, and regional

political instability.

Mutual funds pool investments from multiple investors to invest in a diversified portfolio of stocks,
bonds, and other securities. The performance of these funds is influenced by a wide range of
factors, but economic variables are among the most significant. Economic conditions determine
the overall health of the economy, which in turn affects the profitability of companies, interest
rates, consumer behavior, and the investment climate. As such, mutual fund returns tend to be

highly sensitive to shifts in economic indicators.

In developed markets, such as the United States, Germany, and Japan, the relationship between
economic factors and mutual fund performance is often well-defined and predictable. These
economies are characterized by stability, mature financial markets, and robust institutional
frameworks. As a result, the impact of macroeconomic factors like GDP growth, inflation, interest
rates, and exchange rates on mutual fund performance can be clearly observed. Investors in these
markets are more likely to rely on economic indicators when making investment decisions, and

the regulatory frameworks in place provide a higher degree of market transparency.

However, the scenario is different in emerging markets such as Brazil, India, and South Africa.
These markets are often more volatile, with economic conditions being influenced by factors such
as political instability, currency fluctuations, and the level of market maturity. Emerging markets
tend to experience higher levels of inflation, interest rate volatility, and exchange rate fluctuations,
all of which can lead to unpredictable mutual fund performance. In these markets, economic factors
may not have the same clear-cut influence on mutual fund returns as they do in developed markets,
and the relationship between economic conditions and fund performance may be more complex

and less straightforward.

This research aims to bridge the knowledge gap by exploring the impact of economic factors on
mutual fund performance in both developed and emerging markets. By conducting a comparative
analysis of these two types of markets, this study seeks to provide insights into how different

economic conditions affect mutual fund returns in diverse market environments. The focus is on
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understanding how key economic indicators—GDP growth, inflation, interest rates, and exchange
rates—interact with mutual fund performance in these contrasting market settings. Additionally,
this study seeks to examine whether the economic variables influence mutual funds similarly in
developed and emerging markets, or if there are distinct differences in how these factors affect

fund returns based on the market maturity level.

The study employs econometric models to analyze the relationship between mutual fund
performance and economic factors across selected countries in both developed and emerging
markets. The countries chosen for this study are representative of their respective market
categories. For developed markets, the United States, Germany, and Japan are selected due to their
well-established financial systems and mature economies. These countries serve as a benchmark
for understanding how mutual funds perform in stable and predictable economic environments.
For emerging markets, Brazil, India, and South Africa are chosen due to their rapidly growing
economies, but also their susceptibility to economic instability and external shocks. These
countries provide an interesting contrast to developed markets, as they experience different
economic challenges, such as higher inflation rates, volatile exchange rates, and less developed

financial markets.

Understanding how economic factors influence mutual fund performance in both types of markets
is crucial for several reasons. First, it helps investors make informed decisions about where to
allocate their funds based on economic conditions. Second, it assists fund managers in adjusting
their investment strategies in response to changing economic variables. Third, it provides
policymakers with valuable insights into how economic stability or instability impacts the
performance of financial markets and, by extension, the broader economy. The research findings
will be particularly valuable to institutional investors, asset managers, and policymakers in both
developed and emerging markets, as they provide evidence on how to navigate different economic

environments when making investment decisions.

Moreover, this study contributes to the growing body of literature on mutual fund performance by
examining the impact of macroeconomic factors in a cross-market context. While there is existing
research on the relationship between economic factors and mutual fund returns, much of the

literature has focused on developed markets. Less attention has been given to the dynamics of
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emerging markets, where economic conditions can vary drastically from those in developed
economies. This research fills that gap by offering a comparative analysis of the economic drivers
of mutual fund performance in both market categories, providing a more comprehensive
understanding of how macroeconomic factors impact investment outcomes in different economic

environments.

This study aims to answer these questions by analyzing data from mutual funds in both developed
and emerging markets, with a focus on identifying the key economic variables that significantly
affect mutual fund performance. By comparing the results from both types of markets, the research
seeks to offer practical insights into the relationship between economic factors and mutual fund

returns in diverse market environments.

In conclusion, the performance of mutual funds is deeply intertwined with the macroeconomic
environment. Understanding how economic factors such as GDP growth, inflation, interest rates,
and exchange rates impact mutual fund returns is crucial for investors and fund managers alike.
This research seeks to explore these dynamics in both developed and emerging markets, providing
valuable insights for stakeholders in the financial industry. By examining the impact of economic
factors across different market types, this study aims to contribute to a deeper understanding of
mutual fund performance and the broader implications for investment strategies and economic

policy.
Literature Review:
Economic Factors Affecting Mutual Fund Performance:

1. GDP Growth: Several studies have found that mutual funds tend to perform better in
economies with higher GDP growth, as it indicates a thriving economic environment (Chen
et al., 2020).

2. Inflation: Inflation has a dual effect on mutual fund returns, where moderate inflation
might indicate a growing economy, but high inflation can erode investment returns (Zhang,
2022).

3. Interest Rates: Higher interest rates often lead to lower mutual fund returns due to

increased borrowing costs and reduced consumer spending (Hassan et al., 2021).
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4. Exchange Rates: The impact of exchange rate fluctuations on mutual fund returns is

critical, especially for funds investing in international assets (Tang & Wang, 2019).

Market Differences:

e Developed Markets: The relationship between economic indicators and mutual fund
returns is often clearer in developed markets due to the maturity and transparency of these
markets (Lin & Chang, 2018).

e Emerging Markets: Emerging markets are more volatile, and economic factors like
inflation and political instability tend to have a more significant impact on mutual fund

performance (Rodriguez, 2021).

Methodology

This research employs an empirical approach to analyze the impact of economic factors on mutual
fund performance in both developed and emerging markets. The methodology consists of data
collection, variable selection, and econometric modeling to evaluate the relationship between
economic indicators and mutual fund returns. The study spans from 2015 to 2023 to capture the

most recent economic trends and mutual fund performance across both market categories.

1. Data Collection:

Data for this study were collected from mutual funds operating in three developed markets (United
States, Germany, and Japan) and three emerging markets (Brazil, India, and South Africa). The
countries selected were chosen to represent diverse economic environments. Data on mutual fund
returns were sourced from Morningstar and other financial databases. The data includes the annual
returns for mutual funds in these markets, categorized by equity, bond, and mixed funds, over the

study period.

Economic data such as GDP growth, inflation rate, interest rates, and exchange rates were gathered
from publicly available sources, including the World Bank, International Monetary Fund (IMF),

and central banks. The selection of these economic variables is based on their proven impact on
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financial markets and mutual fund performance in existing literature (Chen et al., 2020; Zhang,

2022).
2. Variables:

o Dependent Variable: The dependent variable in this study is mutual fund performance,
measured as the annual returns for each mutual fund.
o Independent Variables: The key independent variables are economic indicators:
o GDP Growth Rate: Annual percentage growth in GDP.
o Inflation Rate: Annual percentage change in the Consumer Price Index (CPI).
o Interest Rates: The central bank’s benchmark interest rate.
o Exchange Rates: Annual percentage change in the local currency relative to the
US dollar.
o Control Variables: Control variables include the size of the mutual fund, management

fees, and the type of fund (equity, bond, mixed).
3. Econometric Model:

A multiple regression analysis is used to investigate the relationship between mutual fund returns

and economic factors.
4. Hypotheses:

e H1: Economic factors (GDP growth, inflation, interest rates, and exchange rates) have a
significant effect on mutual fund returns.
e H2: The impact of economic factors on mutual fund returns is stronger in developed

markets than in emerging markets.
Results

The results of this study highlight the relationships between key economic factors (GDP growth,
inflation, interest rates, and exchange rates) and mutual fund performance in both developed and
emerging markets. The analysis is based on the regression model outlined in the methodology

section, with mutual fund returns as the dependent variable and economic indicators as

81



Dadhich et al, Int. ]. Sci. Info. July, 2025, 3 (4), 76-89

independent variables. The data spans from 2015 to 2023, capturing various economic cycles,

including periods of economic growth, recession, and recovery.

1. Descriptive Statistics:

Table 1 presents the summary statistics for the key economic variables and mutual fund returns in
both developed and emerging markets. The descriptive statistics include mean values, standard
deviations, minimum, and maximum values for each variable. The mutual fund returns are
measured annually, and the economic indicators represent average annual values for the study

period.

Table 1: Descriptive Statistics for Economic Variables and Mutual Fund Returns (2015-
2023)

Developed Markets Emerging Markets Total Sample
Variable

(Mean £ SD) (Mean £ SD) (Mean + SD)
Mutual Fund

7.15+522 9.04£7.18 8.10 £ 6.51
Returns (%)
GDP Growth (%) 2.33+1.12 492 +2.57 3.62+2.04
Inflation Rate (%) 1.83 £0.86 5.24+3.01 3.54+2.49
Interest Rates (%) 2.10+1.05 6.20 +3.79 4.15+£2.75
Exchange Rates (%) 1.10 + 0.50 3.22+6.25 2.17+442

Note: Data for mutual fund returns, GDP growth, inflation, interest rates, and exchange rates are

based on the annual average from 2015 to 2023 for the respective markets.

From Table 1, we observe that mutual fund returns in emerging markets (9.04%) are on average
higher than in developed markets (7.15%). This difference can be attributed to the higher volatility
and growth opportunities in emerging markets. The standard deviation of mutual fund returns in

emerging markets (7.18%) is also notably higher, indicating greater fluctuations in returns.
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Additionally, economic conditions in emerging markets exhibit more variability. For example, the
average inflation rate in emerging markets (5.24%) is considerably higher than in developed
markets (1.83%), and the exchange rate fluctuation is much more pronounced in emerging markets

(3.22%) compared to developed markets (1.10%).
2. Regression Analysis:

To examine the relationship between economic factors and mutual fund returns, we conducted a
multiple regression analysis. The regression results, shown in Table 2, include the coefficients for
each independent variable, their statistical significance (p-values), and the R-squared values for
each market category. The coefficients represent the extent to which changes in the economic

variables impact mutual fund returns.

Table 2: Regression Analysis Results for Mutual Fund Returns

Developed Markets Coefficient (p- Emerging Markets Coefficient (p-

Variable

value) value)
GDP Growth 0.315 (0.000)** 0.210 (0.014)*
Inflation Rate -0.248 (0.003)** -0.375 (0.001)**
Interest Rates -0.146 (0.026)* -0.192 (0.042)*
Exchange Rates  0.085 (0.061) 0.278 (0.004)**
R-squared 0.756 0.632
Adjusted R-

0.745 0.612
squared
F-statistic 72.34 52.21

Note: ** indicates statistical significance at the 1% level, * indicates statistical significance at the

5% level.

Interpretation of Regression Results:

1. GDP Growth:
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In developed markets, GDP growth has a positive and statistically significant
impact on mutual fund returns, with a coefficient of 0.315. This indicates that a 1%
increase in GDP growth is associated with a 0.315% increase in mutual fund
returns, holding other factors constant. This relationship is highly significant (p-
value = 0.000).

In emerging markets, the effect of GDP growth is positive (0.210), but weaker than
in developed markets. It is still statistically significant (p-value = 0.014), but the
impact is less pronounced, which might be due to higher volatility in these

economies.

2. Inflation Rate:

(0]

Inflation negatively affects mutual fund returns in both market types, but the impact
is stronger in emerging markets. A 1% increase in inflation leads to a 0.248%
decrease in mutual fund returns in developed markets, whereas in emerging
markets, a 1% increase in inflation reduces returns by 0.375%. The relationship is
statistically significant at the 1% level in both cases.

The higher sensitivity of mutual funds to inflation in emerging markets could be

due to the more erratic inflation patterns and economic instability in these regions.

3. Interest Rates:

o

The coefficient for interest rates is negative in both market categories, suggesting
that higher interest rates are associated with lower mutual fund returns. In
developed markets, the relationship is moderately significant (p-value = 0.026),
with a coefficient of -0.146, indicating a relatively smaller impact compared to
emerging markets (-0.192, p-value = 0.042).

The negative effect of higher interest rates aligns with the theoretical understanding
that rising rates increase borrowing costs and reduce consumer spending,

negatively affecting corporate profits and investment returns.

4. Exchange Rates:

o

Exchange rates have a positive but weak relationship with mutual fund returns in
developed markets (coefficient = 0.085, p-value = 0.061), which is marginally
significant at the 10% level. In contrast, the exchange rate effect is stronger and

statistically significant in emerging markets (coefficient = 0.278, p-value = 0.004),
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indicating that fluctuations in exchange rates have a greater impact on mutual fund
returns in these markets.
o The higher sensitivity to exchange rates in emerging markets is likely due to their

greater reliance on foreign investments and susceptibility to currency volatility.

3. Comparison Between Developed and Emerging Markets:

The regression analysis reveals significant differences between the two market types. The R-
squared values (0.756 for developed markets and 0.632 for emerging markets) indicate that
economic factors explain a larger proportion of mutual fund returns in developed markets. This
can be attributed to the stability and predictability of economic conditions in these markets, which

make mutual fund performance more responsive to macroeconomic indicators.

In contrast, the lower R-squared value for emerging markets suggests that there are other factors,
such as political instability, regulatory changes, and market inefficiencies, that play a significant

role in influencing mutual fund returns in these markets.

Conclusion of Results:

The results from this study confirm that economic factors significantly impact mutual fund
performance, but the strength and nature of these relationships vary between developed and
emerging markets. In developed markets, economic variables such as GDP growth, inflation,
interest rates, and exchange rates are more consistently correlated with mutual fund returns. In
contrast, while these factors also affect mutual fund performance in emerging markets, the
relationships are less predictable due to the additional volatility and external shocks that

characterize these economies.

Overall, the findings suggest that mutual fund managers in emerging markets must consider a
broader range of variables, including political and market-related factors, while those in developed
markets can rely more heavily on macroeconomic indicators for investment decisions. These
insights are valuable for investors and policymakers aiming to optimize mutual fund performance

in different economic environments.
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Discussion

The results of this study provide valuable insights into the impact of economic factors on mutual
fund performance across developed and emerging markets. The regression analysis highlights
several key findings that contribute to a deeper understanding of how macroeconomic variables

influence mutual fund returns in these distinct market contexts.

1. The Impact of GDP Growth: In both developed and emerging markets, GDP growth plays a
positive role in mutual fund performance. However, the effect is notably stronger in developed
markets, with a higher coefficient (0.315) compared to emerging markets (0.210). This difference
can be attributed to the stability and predictability of economic conditions in developed markets,
where GDP growth is often more sustained and consistent. In contrast, emerging markets are more
susceptible to economic shocks, which can make the relationship between GDP growth and mutual
fund returns less predictable. Nonetheless, GDP growth remains an essential factor in determining
mutual fund performance in both types of markets, as it reflects the overall economic health and

corporate profitability.

2. The Role of Inflation: Inflation has a significant negative impact on mutual fund returns in
both market types. However, the effect is more pronounced in emerging markets, where inflation
is typically higher and more volatile. The coefficient for inflation in emerging markets (-0.375) is
larger than in developed markets (-0.248), indicating that mutual funds in emerging markets are
more sensitive to inflationary pressures. High inflation in these markets can lead to reduced
consumer purchasing power, lower corporate earnings, and higher operational costs, all of which
adversely affect investment returns. The stronger negative correlation between inflation and
mutual fund performance in emerging markets suggests that inflationary expectations in these

economies are a critical factor for investors to monitor.

3. Interest Rates and Mutual Fund Performance: The negative relationship between interest
rates and mutual fund returns in both developed and emerging markets is consistent with the
theoretical understanding that higher interest rates increase the cost of borrowing, reduce consumer
spending, and depress corporate profits. The magnitude of the effect is slightly stronger in

emerging markets, where interest rate fluctuations tend to be more pronounced due to less
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predictable monetary policies and inflationary pressures. For mutual fund managers in emerging
markets, it is crucial to closely monitor central bank policies and interest rate movements, as these

can significantly impact returns, particularly in bond-heavy or interest-sensitive funds.

4. Exchange Rate Volatility: The relationship between exchange rates and mutual fund returns is
more complex. In developed markets, the effect of exchange rate fluctuations on mutual fund
performance is weak and marginally significant. However, in emerging markets, the impact is
much stronger (coefficient of 0.278), indicating that exchange rate volatility plays a more
prominent role in influencing mutual fund returns. This is primarily due to the higher reliance on
foreign capital inflows and the sensitivity of emerging market economies to currency fluctuations.
For investors in emerging markets, managing currency risk becomes a crucial component of their
investment strategy, as significant exchange rate volatility can lead to substantial changes in the

value of foreign investments.

5. Market Differences and Investment Strategy: The findings also emphasize the different
investment strategies required for developed and emerging markets. In developed markets, mutual
fund performance is largely driven by predictable economic factors such as GDP growth, inflation,
and interest rates. Investors in these markets can rely on a relatively stable economic environment,
where macroeconomic indicators offer a clearer guide to investment decisions. Conversely, in
emerging markets, the added complexity of political instability, exchange rate volatility, and
market inefficiencies means that mutual fund managers must consider a broader range of factors.
The lower R-squared value for emerging markets suggests that economic indicators alone do not
fully explain mutual fund performance, highlighting the need for investors to factor in additional

risks and uncertainties when making investment decisions in these markets.

6. Implications for Policymakers and Investors: For policymakers in emerging markets, the
results underscore the importance of stabilizing macroeconomic conditions, particularly in
managing inflation and exchange rate volatility. Policies that promote stable economic growth and
reduce inflationary pressures can help create a more favorable environment for mutual funds,
attracting both local and foreign investments. Similarly, for investors and fund managers,
understanding the unique economic dynamics of developed and emerging markets is crucial for

making informed decisions. In developed markets, where economic conditions are more stable,
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investment strategies can focus on economic growth and interest rate expectations. In emerging
markets, however, it is essential to incorporate factors such as political risk and currency volatility

into investment models.

Conclusion:

This study highlights the significance of economic factors in shaping mutual fund performance
across different market types. While GDP growth, inflation, interest rates, and exchange rates all
play critical roles in both developed and emerging markets, their impact varies depending on the
level of market maturity and economic stability. For developed markets, economic variables
provide a reliable guide to mutual fund performance, whereas in emerging markets, additional
factors such as political instability and exchange rate volatility must be carefully considered. The
findings emphasize the need for investors to adopt market-specific strategies that account for the
unique economic conditions in each region, providing a more nuanced understanding of mutual

fund performance in diverse market environments.
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