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ABSTRACT

The last decade has seen a tremendous growth in the mutual fund industry. As
per the latest data the assets under management in this industry is more than
Rs 6.8 thousand billion. Today the Indian market is flooded with more than a
thousand mutual fund schemes, promising better returns than others. In this
paper an attempt has been made to analyze the performance of equity based
mutual funds. A total of 45 schemes offered by 2 private sector companies and
2 public sector companies, have been studied over the period April 1997 to
April 2012 (15 years). The analysis has been made using the risk-return
relationship and Capital Asset Pricing Model (CAPM). The overall analysis
finds that HDFC and ICICI have been the best performers, UTI an average
performer and LIC the worst performer which gave below- expected returns on
the risk-return relationship.
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Introduction

A mutual fund is a professionally managed type of collective investment scheme
that pools money from many investors and invests it in stocks, bonds, short-term money
market instruments and other securities. There are many reasons why investors prefer
mutual funds. Buying shares directly from the market is one way of investing. But this
requires spending time to find out the performance of the company whose share is being
purchased, understanding the future business prospects of the company, finding out the
track record of the promoters and the dividend, bonus issue history of the company etc.
An informed investor needs to do research before investing. However, many investors
find it cumbersome and time consuming to pore over so much of information, get access
to so much of details before investing in the shares. Investors therefore prefer the mutual
fund route.

They invest in a mutual fund scheme which in turn takes the responsibility of
investing in stocks and shares after due analysis and research. The investor need not
bother with researching hundreds of stocks. It leaves it to the mutual fund and its
professional fund management team. The history of Mutual Funds in India can be dated
back to 1963, when UTI was established, by an act of Parliament. As on 30t April 2012,
the total number of mutual fund schemes in India are 1292, which is worth Rs 6,80,154
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crores (also called Asset under management). In this context it becomes pertinent to study
the pattern and behavior of the Mutual fund schemes, to which the common man is still
unaware of. The risk-return relationship is perhaps one of the best way to analyze the
performance of a mutual fund.

Objectives of the Study

The last decade has seen a tremendous growth in the mutual fund industry. As per
the latest data the assets under management in this industry is more than Rs 6.8 thousand
billion. Today the Indian market is flooded with more than a thousand mutual fund
schemes, promising better returns than others. However for a common man, it becomes a
challenge to select the best portfolio to invest. With this, it becomes pertinent to analyze
the performance of these assets under management. An attempt has been made to study
the performance of equity-based mutual funds in India. The objective of the study is to
bring out a comparison between the performance of, equity-based mutual funds of public
and private sector, in India. The basic tool would be the Capital Asset pricing Model
(CAPM). Using CAPM one can calculate the expected rate of return for a portfolio, given
its risk. So, in this paper the first task is to calculate the risk associated with a mutual
fund. This is denoted by beta in CAPM. A collective data for period of 15 years has been
considered to calculate beta. Once we calculate beta, we can easily calculate the expected
rate of return from a mutual fund. The analysis is based on the risk-return relationship of
the mutual fund. The analysis finds that, the private sector mutual funds, have
outperformed the public sector ones.

Review of Literature

Sathya Swaroop Debashish (2009) measured the performance of the equity based
mutual funds in India. 23 schemes were studied over a period of April 1996 to March
2009 (13 years). The analysis was done on the basis of mean return, beta risk, coefficient
of determination, sharp ratio, Treynor ratio and Jensen alpha. The first analysis has been
done on the basis of returns, followed by a comparison between market returns and the
return on schemes. It was concluded that UTI mutual fund schemes and Franklin
Templeton schemes have performed excellently in public and private sectors
respectively. Further, on the basis of the parameters like Sharpe ratio, Deutsche, Franklin
Templeton, Prudential ICICI (in private sector) and SBI and UTI (in public sector)
mutual funds schemes have out-performed the market portfolio with positive values.
However, the overall analysis finds Franklin Templeton and UTI being the best
performers, and Birla Sun Life, HDFC and LIC mutual funds showing poor below-
average performance when measured against the risk-return relationship models and
measures.

Amporn Soongswang (2009) studied 138 open ended equity mutual funds
managed by 17 asset management companies in Thailand during the period 2002-2007.
When the mutual funds were measured using Treynor ratio, Sharp ratio and Jensen’s
alpha, showed that performance of Thai open ended mutual funds significantly outperform
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the market. However, by using the Data Envelopment analysis (DEA) technique, the
results suggested that for 3 month time period of investment only, the open ended equity
mutual fund significantly outperform the market.

Data and Methodology

The period of study is 1997-2012. A total of 45 equity based mutual fund schemes
have been considered. Out of 45, 20 belong to the public sector companies namely LIC
and UTI, while the rest belong to the private sector, HDFC and ICICI. For calculation of
the risk, the study has used the daily closing Net Asset Values (NAV) of the mutual funds
along with daily closing price of the benchmark stock index -NIFTY and SENSEX. The
main idea of the study is to calculate the expected return from a scheme (which is
commensurate with the risk), and then comparing it with its actual rate of return over the
given time period. To find how risky a scheme is, we calculate its risk coefficient beta, as
defined in the CAPM. We define the following terms for this:
Ri: Daily growth rate of Mutual Fund

P (1
R = NAV, — NAV,_, M
NAV,_,
— n R;
R=2— e

-1
Similarly for market index, which is either NIFTY or SENSEX, we define:
Rmi: Daily Growth rate of the Market index

I-1I
R =1 i-1
-3 ._‘T‘I f.-'_l .- [3:]
Mean daily growth rate of the market index R
—_— n R .
Ro=2.=rF )
i1 M

Where Rmi is the growth rate of the market index and n is the number of days for which
it has been studied.

Risk free Rate of Return (Rf)

In this study, Rf is taken as the fixed deposit rate in the nationalized banks. From
the Capital Asset Pricing Model, the beta of an asset, which measures the risk of an asset,
is calculated by formula:

Oni _CoW(R.R,) IR -R)Ry—R,)]

=™ vang,) S [(Ry—R,)] )

Expected Rate of Return (E[Ri])

After calculating the risk parameter (beta) of an asset, and the annual growth rate
of the market index, we calculate the expected rate of return of the mutual fund scheme.
The formula is derived from the CAPM;

"ER]=R, +BER,}-R) (&)
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V. Emperical Findings
Table 1: Performance of schemes on the basis of their Risk-Renun Parameters
Risk Anmiat Ex| Actual
5.No. Muteal Fuod Factor | Retarn on Rate of Rate of | Diffesence Performonce
(Meta) ma ket et Return
1 Capital Budder 0.69 18.77 154313 10 10,5687 Overperformed
2 Crowth Fund 0.79 18.77 18,5083 2652 10,0117 Overperformed
3 Long Tenm Equity 0.65 9.32 8.858 753 -1.328 Average
4 Seniex Plan 0.55 1832 17.804 3Daz 12.666 Overperformed
HDYC 3 Childeren Gift Fund b.3o 18.35 1720 14,88 EN ST Overperfonned
(-] Income Fund n.o2 1922 £2234 6.62 -1.6034 Average
7 Mid-Cap opp ity fund | 050 4.19 3.349¢ 11.08 32304 Overperformed
R Nifty Fund 0% 1277 17.8007 16 85 093507 Aversge
5 Sensex Fius 0.84 1832 16.8752 2104 4 1648 Overpaifonned
10 Dryvnamic Plan D75 2014 17105 2752 10415 Overperformed
1t Banking and Financial 0.93 s 53932 16.69 10.7918 Overperfonued
1y, [P ,Cl’;-do: imbional | 72 533 60776 1031 42323 | Overperformed
Equity & Dexivatves Fund -
cicy 13 Wealth Optimicer - Regular 057 5.51 &.35807 789 13003 Overperformed
Growth
Equity Opportunities Fund -
14 st Growth o7z 1113 102536 (L2} -3.8536 Underperfonned
Equity Oppocmunities Fund -
15 Batalt Geowih .72 1113 102536 5.38 48736 | Underperfonmed
Ll Ry SR 170 26504 1426 | 116008 | Overperformed
1z | ToguEaEmoIEqehy | o5 179 2.7215 1321 19.5885 | Overperformed
ol R o “yioamiad 026 3.3396 1.88 14596 Average
Infracmucture Fund - Ine
19 Option -1- Growth 0.28 s.37 50356 6.72 10342 Overperfomed
20 | 2dCep Tund - Tnsdrudional | g 7¢ 695 72383 442 28135 | Underperformed
21 FILG.HT Fand Growth 0.58 233 47114 1218 7 36356 Overperfommed
32 |-Soviceiituiit rmd= | gka 10.67 £0.1894 814 20454 | Underpesfosmed
Discovery &
23 Fundinsuos n 088 N Ratan 14.14 572582 Overperformed
24 Discovery rund(G) 0.0% 10.73 14.0237 2233 5.5063 Overperformed
25 Prudential FMCG (G) 051 1242 10.2542 1826 RGOS Overperformed
26 Nifty Growdh 092 1gaz 18 D3as 122 -5.8464 Underperformed
27 Teop 100 Fund 0.33 -3.96 -1.9268 -6,86 490332 Underperfosmed
26 Equity fund (G) Q.93 12.59 12,2687 6.67 -5 5987 Underperfonmed
rid Tax Plan (G) 0.83 1283 12.1223 805 <0323 Underperformed
a0 Oppocunites Fundi) 091 1393 13 4418 7.7 -5.0818 Underperfonmed
31 Sensex Han (G) 094 19548 18.8006 13.26 -5.5406 | Underperfoamed
32 India Vision Fund (G) 085 543 58155 -~ 9.9055 Underperfonmed
Systematic Asset Allocation -
33 o4 0.93 5172 -1.67 -6.842 Underpaformed
Fund (G}
34 | Semiex Advantage- Growt | 085 2233 20.1805 1430 -5.8205 | Underpexfonmed
3 NIFLY INDEX Fund u.vy tq vz 138990 1502 -0, 2498 Averape
EL) CTonoe Fued .78 498 5 6444 4,33 -2.8144 Average
7 Leadership Equity Fuad 0.87 490 5.3552 2.31 -2.5452 Underperfoamed
% Long Texm Advantage fund | 07§ “ 90 3 3984 230 -1 7584 Underperformed
EL Waealth Builder fand Serier N a3 1823 14 4440 25 06 L0 58151 Overperfarmed
v 40 Wealth Builder fund Q.75 4.85 5.511% 837 2.8585 Overperfonned
41 Buanking Scctor fund 1,02 498 49195 14 9.0804 Overperfonned
42 MASTER INDEX Mund 0.9% 13.49 134331 1337 -0.0051 Average
43 UTI Top 100 0.83 5.24 5 7052 643 0.720% AVerage
RES Equity Tax Savings plan Q.7s 196 55982 145 ~horasa Average
a5 Equuty Fund 0.69 483 5.8265 1145 56235 Overperformed
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Returns

Using equation (5) we calculate the beta value of a scheme which is listed in the
third column of the table. A beta value of greater than 1 implies that the asset is more
risky than market, and vice-versa. The period of study need not be same for all the mutual
fund schemes, because the date of inception for all of them is different. So the fourth
column depicts the annual rate of growth of market index, which is either SENSEX or
NIFTY, for the aforesaid period. Now, using the formula in equation (6), we calculate the
expected rate of return for the particular mutual fund scheme which is commensurate
with its risk. The next column depicts the actual rate of return for the asset. Now the
difference between the expected and actual rate of returns would lead us to the
conclusion. If the difference is positive i.e. if the actual rate of return is greater than the
expected return, the asset lies above the Security market line and vice-versa.
Consequently, we say that the mutual fund scheme has over performed, and vice-versa.
However if the aforesaid difference is within the range of 2%, it implies that the scheme
is very close to the security market line and classified as averagely performed.

Table 2: Comparizon between Public and private sector companies.

o Crver- Under- e
Company | Schemes performed performed Average
Privat HDEC o 6 ] E]
T Taa [ 1s 11 1 1
. LIC o 0 9
Public Iy 1 A 7 3

Out of 45 mutual fund schemes analyzed, 25 belong to the private sector
companies, while 20 belong to the public sector companies. The percentage of schemes
which have over-performed is 67%, 69%, 36% and 0, for HDFC, ICICI, UTI and LIC
respectively. In other words, 68% of the private sector schemes, and 20% of the public
sector schemes have over-performed. From a different perspective 16% of the private
schemes and 55% of the public sector schemes have under-performed.

Systematic Risk (Beta)

In the Capital Asset Pricing Model, the risk of any asset is measured by
calculating its beta (). It measures how risky an asset is, with respect to the market. If
beta of a scheme is greater than unity it implies that it’s riskier than the market index and
vice-versa. In this analysis of 45 schemes, there’s just one scheme whose beta is greater
one, which is Banking Sector fund of UTI. Despite its high risk factor, it has over
performed by a huge margin of 9%. In the range of beta (.8-1.0), there are total 21 mutual
fund schemes out of 45. This shows that nearly half of them are almost as risky as the
Stock market. Among these 21 schemes, the contribution of HDFC, ICICI, LIC, and UTI
are 3,5,8 and 5 respectively. In terms of individual percentage, these are 33%, 31%, 89%
and 45% respectively.
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Conclusion

The study has investigated the performance of equity based mutual fund schemes
in India, using CAPM. In the long run, private sector companies have performed far
better than the public sector ones. While HDFC and ICICI have been the best performers,
LIC has been the worst. Among all the 9 mutual fund schemes of LIC there’s not a single
scheme which has over-performed. Whereas on the other hand 11 out of 16 schemes
ofICICland6utof9schemesofHDFChaveover-performed.UTI has been an average
performer, since majority of its schemes have given the returns as expected. While 5 out
of 11 schemes of UTI have performed average, 4 have over-performed. The results
clearly indicate that over the period of last 15 years, private sector mutual fund
companies (HDFC and ICICI) have outperformed the public sector ones (LIC and UTI).
Beta (risk) analysis shows that while HDFC and ICICI mutual funds have been least
risky, LIC is the most risky. 8 out of 9 schemes (89%) of LIC had beta value greater than
.80. This has been one of the reasons behind the poor performance of LIC. The overall
analysis finds that the private sector mutual fund schemes have been less risky and more
rewarding as compared to the public sector ones.
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