Mutual Funds

Which fund yields more returns ?

A comparative analysis on the NAV performance of select public
V/s Private/Foreign open-ended mutual fund schemes in India

R. Elango®

Mutual funds are intermediaries in the investment business which ind
rectly connect the public and the corporate sector. The public invest thegjr
savings in the mutual funds and the fund managers invest the money [§o
collected in diversified portfolio of securities in various high rated comp
nies. Net Asset Value (NAV) is considered as the most reliable indicator|pf
performance of mutual funds. A comparative analysis of the NAV of selegt
public and private/foreign mutual funds to identify the best sector as well

the fund schemes which have registered increased NAV, has been attempged.
The study has revealed that, among others, parameters such as mean, rafge
and standard deviation could also be applied to identify that best schenges
among the public, private and foreign funds. The analytical results furth
reveal that private/foreign funds and their schemes have registered supe-
rior NAV performance. Also, it has been found out that the past perfor
ance in NAV have strongly influenced the NAV of the current year in all th
schemes analyzed.

globalization have brought Mutual funds, obviously, are the funds followed by other banks and

about a new and competitive most popular channel in the invest-financial institutions. The Life Insur-
environment for the common andment activity as they, by and large,ance Corporation of India (LIC) and
small investors who are willing to not only guarantee repayment of theéGeneral Insurance Corporation of
participate in the equity of the cor- principal money invested but assurelndia(GIC) set up their own mutual
porate sector in our country. Therea reasonable and regular return. Butfunds in 1989. A few years later in
are a large number of small investorsthere are some exemptions to thist993, mutual funds were permitted to
who have the ability to save andphenomenon. Mutual funds, beingb€ set up in the private sector also.

make an investment in equity but aan institution/investment agency, areyiopilization of Funds By The Mutual
majority of them lack professional treated as a suitable vehicle specifig;ngs
expertise tOJUdge or forecast the V|O'Ca||y for small investors, who nor-

lent VOlatlllty and SWingS which rock ma”y feel Shy of the Capita| market . . A
the stock markets. As most of the in'and are unable to predict its Condi-funds all established in the pUbIIC

: - . tor, which had launched 116
vestors are not experts in choosingions through different schemes. sector, wh
the right scrip or portfolio, some- schemes with Rs. 8,011 crore asset

times they get their fingers burnt onMutual Fund Industry in India under their management. Mutual

certain investment choices. Lower  In the Indian context, Mutual Fund Industry witnessed further de-
per Capita income, apprehenSionS OFund |ndustry was monopo”zed byvelopm?nts after the ||t.)era.||za.t|0n of
loss of capital and economic insecuthe, public sector financial institu- the In(.:harl-economy n 1991_- The
rity significantly influence the invest- tion, Unit Trust of India (UTI) for well most significant development in this
ment decisions of the investors. Nev-over more than two decades. Only inS€ctor was the entry of private and
ertheless, the avowed objective ofthe later part of 1980’s, did the foreign mutual fund companies into
every investor is to reduce the riskGovernment of India permit public the Indian financial markets. An esti-
as low as possible and ensure the resector banks and developmentnated 15 million, which is nearly 9%
financial institutions(DFI's) to enter of all households representing at
into the mutual fund industry. In the least 23 million unit holders, had in-
year :]_9877 State Bank of India and\/ested in various units of mutual

Economic liberalization and turns as high as possible. Canara Bank established their mutual

Till 1993, there were 7 mutual
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funds. The announcements made bygonsidered as the reliable indicatoron the performance of mutual funds
the Central Government that from theof performance of mutual funds analyzed 44 schemes of mutual funds
financial year 2003- 2004 income bydepends upon the efficiency of theduring the period of 1994-95 and
way of dividends (under the provi- fund managers in choosing the rightcompared Jensen’s measure and
sions of the Income Tax Act, 1961) portfolio. Based on the skills of the Sharpe’s differential returns of the
from companies as also income refund managers, the funds are in-schemes. He has stated that there was
ceived in respect of mutual fundsvested and it results in either increaséigh difference between the two
shall be fully exempt from Income Tax or decrease in the NAV. measures and concluded that lack of
Act. 'It means that the entire incomeHOW Is NAV Computed? diversﬁfication was the reason for the
received from different mutual funds declining trend in performance. Shah
would be completely exempt fromthe ~ NAV(Net Asset Value), repre- ,nq Thomas(1994) who analyzed the
purview of the Income Tax Act. This SENtS the net assets on a per unit base tormance of eleven mutual fund
resulted in massive turnout ofSiS- It is equal to the net assets digcpemes reported that failure to diver-
investors towards mutual funds.vided by the number of outstandingjs, the portfolio as the reason for the
Total investible resources of Mutual UNits under a scheme. It is the sunp,q- herformance of funds. Later in
Funds account for about 23% oftotal of the marketvalue of allinvest- 551 “Narasimhan and Vijayalakshmi
market capitalization compared toMeNts plus accrued income minus g, ,seq on evaluating the performance
more than 50% in developed coun-ibilities and expenses for a given,¢ \he mytual funds in India and the
tries. It is a well-known fact that in- SCheme. investment strategies followed by
vestors always look for safer invest- Total market value of all mutual  them. They analyzed the performance
ment avenues, especially mutual fund holding —All mutual fund  of 76 mutual fund schemes of around
funds, as these funds have lesser risk trabitities 25 asset management companies
when compared with the highly vola- NAV= (AMC's) mutual funds. The study ex-
tile shares and securities. This para- Number of mutual fund units  amined the impact of change from large
digm shift towards mutual funds has  There has always been a contenportfolio to thin portfolio. They found
assumed greater importance evetion (after the UTI's US-64 fiasco) that out that there was a general shift in
since the Indian economy was liber-public sector funds neither registerthe investment strategy of diversified
alized and financial sector reformsmore NAV nor pay reasonable returngportfolio and optimizing the risk return
introduced. These two measurego the unit holders in addition to the of investment in predictive winners of
have brought about healthycontinued erosion in the asset base dhe period.

'competition.ir} the. mutua! fund the fund_s mopped up from the inves—.l.he Present Study
industry providing wider choices to tors. This is one of the reasons as to ) .

the investing population. In other why this research study was under- A comparative analysis of the
words, presence of many players intaken. But, before discussing the methNAY 0f public and private / foreign
the market, among other things,odology and analytical results of theMutual funds with a definite purpose
helped the investors to choose thepresent study, a brief summary of the© identify that particular sector
right type of mutual funds based onprevious research studies on mutuaf’Nich registers high NAV is of cru-
their returns as well as safety. Infunds has been given. cial importance from the investors
addition to this, investors in mutual point of view.

funds look at the Net Asset Value So, in this context, the present
(NAV) as one of the criteria to _ study focuses on the NAV of select
identify and choose the mutual fund ~ Several research studies haveublic and private/foreign mutual
for investment purposes. been conducted on the performanceéunds so as to serve as a guide to

of mutual funds in the past. the investing public to help them find

By introducing various schemes, ,
funds are mopped up from the inves.| '€ynor(1965), Jenson(1968) andout as to which mutual fund whether

tors by the mutual funds and are in'ls‘il?(;)igtsogagt?]? Z?S)?:gﬁge f}f;i:ﬁgﬁllb”c or private register increased
vested in the securities transacted iy " coFrjlcentrated on the ber Net Asset Value. The specific obj.ec-
the market. The prices of unitsinthe, |~ gf Active funds and folfndtlves Of. the §tudy are as follows;
market reflect the state of affairs in . . ) to identify the best sector reg-
. that these funds did not register supe-
the capital market. Generally, mutual . .
rior performance in terms of returns.

funds announce the NAV of the units . .
in a particular scheme. NAV, which is Jayadev (1998) in his analytical study

Previous Studies on the Perform-
ance of Mutual Fund

istering increased NAV based on
a random sample of select mu-
tual funds chosen from the pub-
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lic and private/foreign mutual subscriptions at anytime and it haspresent study aims at helping the
funds. no specific period of maturity. It also investor to apply basic minimum

i) to analyze whether past perform-Provides liquidity by re-purchasing criterion while making investments in
ance has any association orthe units at a specific price which ismutual funds.

influence with future increase/ normally linked with NAV. Period of Study

guenccggadsjrilr?gt?r?eNs?Xd?/fgglrjit;;l Closed-end Mutual Fund The present study covers the in-
. _ These schemes are open for pubvestment in Mutual Fund schemes
iii) to analyze which sector regis- jic sybscription for limited period for the three financial years(36
tere_d heavy quctuaUpn iIn NAV' only and hence the corpus of themonths)namely, April-1999 to March
during the study period. scheme is thus fixed for the future2000, April-2000 to March 2001 and
Hence the present studyperiod. Closed-ended funds have april 2001 to March 2002. Here again,
analyzes 30 schemes comprising 1%lefinite period of life and at the ex- it must be stated that only open-
public sector and 15 private/foreignpiry of the period, say 5 or 7 years,ended schemes are considered for
schemes applying measures of assahe underlying assets are liquidatedcanalysis.
ciations and differences and othermy the mutual funds and the sale pro- ata Collection and Samplin
suitable statistical tools. ceeds are distributed among the uniP pling

The study is organized as fol- holders pro-rata. The required data for the re-
lows: search study were collected from sec-

. Computations of Net Asset Value ondary sources. The data relating to
In section I, the concepts of mu- o performance of a scheme isNAV of various public and private

tu_al funds ar_1d related terms are deal}eflected in its asset value (NAV) sector and foreign schemes were col-
W'th' In_sectlon Il, the metthoIogy, which is disclosed on daily basis inlected from the published reports of
whlch_mcludes samplg units, andyne cage of open-ended schemes. the Centre for Monitoring Indian
Enalyktjlcal tools usr(]ad n ”:je study As stated earlier, Net Asset Economy (CMIE) monthly reports
ave been given. The lll and IV sec-, /| (NAV) represents the net assefind from the popular daily ‘The Eco-

tions d|scu§s the analytical r_esultson a per unit basis. nomic Times’. Various web-sites re-
of the public sector and pnva_te/ . lating to mutual funds were browsed
foreign funds. Th_e I_ast \% sect.lon Section I and data collected. This study adopts
summarizes the findings and glveSNeed and Methodology convenience-sampling method with

suggestions for choosing the right

torm of mutual funds. Mutual Funds provide the much & stipulation that complete data were

needed fund requirements for thedvailable forthe three-year period for

Section | corporate sector. In the present dayh® Schemes. In other words, such of
scenario, most of the corporates hav&0se schemes for which data were
been reportedly tapping the mutualtnavailable had been left out from

governed by the SEBI (Mutual Und route as a reliable source of fi-the purview .Of the study.

Funds) Regulations, 1996 which de-nance. This decisive shift by the pata Analysis

fine a Mutual Fund as “a fund estab_corpor.ates towards the mutual fun'd Simple averages and growth per-

lished in the form of a trust by a 'OUt€ IS due to the fact that there is,onages using excel software of the
sponsor to raise monies by the© neec! to declare dividends/inter-\;s_office have been computed. Sim-

Trustees through the sale of units St asin the case of shares. Also,cﬁe regression and Student’s t-test
the public under one or more MNiMum or reasonable but assureq,,ye aso been applied to analyze the
schemes for investing in securities'at€ of return would be suff|C|ent'|n significance of association and dif-

in accordance with these "€ case of mutual funds to satisfyterences using SPSS(Statistical Pack-
regulations.” A mutual fund is thus a.the investors. So, whether |nvgst|ngage for Social Sciences)software.

vehicle for collective investment of " Mutual funds would be an ideal rpg formyla used and the necessity
funds of the investors in the choice has to be probed from theyt qing 4 set of selected tools have
securities permitted under the//€WPOINt of the investor popula- heen explained at the appropriate

regulations. tion. And if the answer is yes, which 53 ces where analysis has been
type of mutual fund will help 4iried out.

Open-ended Mutual Fund investors to get regular return based
Open-ended Mutual Fund on the NAV performance? In a Limitations of the Study
schemes are not closed for publicwutshell, among other objectives, the i. The present study covers only

Mutual Fund Schemes
All Mutual Funds in India are
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vi.

Results and Discussion

fifteen public sector and fifteen Here*** Analytical Results Il

private sector/foreign schemes.  The table presented above Inorder to examine whether past
Insufficient data on NAV and shows the NAV average of the studyis any indicator of future growth in
time constraints have restrainedperiod i.e., 1999-2000 to 2001-2002. the NAV six regression analyses were
the researcher to limit the sam- 1o grand average NAV indi- carried out. NAV of the base year Y
ple units to 30 schemes only.  .4teq that the private/foreign fundswas considered as the Dependent
The study is related to three fi- have  reported  satisfactory variable (y) and Current year (¥as
nancial years only namely, 1999-NAV/(Rs.17.83) during the study pe- the Independent variable (X).

2000, 2000-2001 and 2001-2002rjod whereas public sector schemes Equation Y = a + bX

spanning 36 months. have shown poor performance  Dpependent Variable Y = NAV of
Since huge volume of data are(Rs.II.89) during the same period.the year 1999-2000
to be analyzed, the researcherd\lso, a declining trend has been no- Independent Variable X = NAV

included only a few selected ticed in the case of public sector o the year 2000-2001
schemes which ensured dataschemes during the study period.
availability for all the three-year
period ensuring randomness.

In the same way, the second re-
Figure 1 gression equation took the NAV of

- . . 2000-2001 as the dependent variable
. Public Vs Private/Foreign X
g:;{yggden ended schemes are Funds(Average NAV) (Y,) and 2001-2002 as the independ-
ent variable X for both the schemes.
For the purpose of the present Here*** The third regression equation kept
analytical study, a few foreign Analytical Results Il the NAV of 1999-00 as the depend-
funds operating in India have ent variable and 2001-2002 as the

also been included in privatenpenlgr?r:ienrcteo g:‘(al\rln,&nvecjtfi:gent?lienindependent variable.
sector schemes as both of the :
have similar features in terms of Study period, growth rate in NAV was bl él'.he results are presented in Ta-
performance. This is justified as c0Mputed. The growth rate was com- e

the primary focus of this analyti- puted based on the following for- Table 3

cal study is to measure the pernul&

Results of Regression Analysis
formance of public sector Growth Rate R=(Y -Y /Y )x100 g y

schemes and other schemes. where, R is the growth rate regis- Public Sector Vs. Private/
Though the researcher has taken tered during the current Foreign funds
every care to collect data, infor- year Here ***
mation were found missing for Y, is the current year, and A close look at the analytical re-
one or two months. Here, the Y, the previous year sults indicate that the ‘past is an indi-
researcher has applied statisti- Table 2 cator of future performance’ in the case
cally acceptable projection tech- of NAV of mutual funds. In both the
niques to complete the time pyplic Vs. Private & Foreign Funds  sectors, there existed a strong asso-
series. e
Average Growth Rate ciation between the NAV of the pa;t
Section Il and current year as the p-value is
Here * * * highly significant for both the sectors.

A comparative analysis of the From the results, it could be noticed

Analytical Results | growth rates in NAV reveals that onthat there existed a very high

In order to analyze the perform- @n average the public sector schemesssociation between first and second

ance of the mutual funds during thehad grown at 0.23 during the studyyear as well as second and third years.
study period, year- wise analysis wagPeriod while the private & foreign But, relationship, though statistically
done; the results are given in Table 15chemes had registered a growth rateery high in the case of public funds

of 0.78 during the study period. Herein terms of R-Square value the
again, the private/foreign funds haverelationship is moderate. However,

Table 1 shown improved growth rate. private funds have shown a high
Public Vs. Pvt & Foreign Funds Section IV positive association between the past
NAV Average and current years. The R-Square value

Results of Statistical Testing 0f 0.849, 0.890 and 0.726 indicate that
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past Net Asset Values have stronglyand Rs 3.84 in the years 2000, 2001
influenced the current year NAV. and 2002 respectively. Private/
Foreign funds have shown greater

Comparison of both the funds variability during the study period

and schemes is essential to identif))"’h'Ch IS pot ge.ne.rglly cgnS|dered
the best performer. So, five essentiaP©0d s high variability indicates low

parameters were applied to examin&onsistency.
_the NAV. The results are presentedAna|ytica| Results V
in Table 4.

Analytical Results IV

In order to test whether there
existed any significant difference
between the average NAV of public
and private/foreign funds, Student ‘t’
test was performed. The results indi-
Public Vs. Private/Foreign Funds  cate that there existed a highly sig-

Here *** nificant difference between the NAV

The results of the five param- of public and private/foreign funds.

Table 4

Year-wise Comparison of NAV
based on Select Parameters

eters used for comparative analysisThe results are presented in Table 5.2_

indicate that the private/foreign
funds have registered a very consist-
ent and excellent performance dur-
ing the study period. In all the three
years, the performance of the private/ Here * * *

foreign funds have been compara-  The NAV of private/foreign
tively very high. Secondly, in terms fynds have registered a mean value

Table 5

Results of Student’s ‘t’ test with
regard to NAV

of minimum NAV also private/foreign of 17.8400 whereas public funds have 3.

funds have registered a high NAV.recorded a low mean value of 11.8933

private/foreign funds was in the yeargifference is -5.9467 which is statis-
2001-2002 whereas public funds haveically highly significant.

recorded a sum of Rs.5.17 during the
same period.

In the case of maximum NAV, one Summary Of Findings And Conclud-
of the private sector schemes has reing Remarks
corded Rs.52.30 as its NAV in ZOOO'Summary of Findings
2001 whereas in the public sector the .
maximum NAV recorded was Rs 27.55 On the basis of NAV of mutual
only which was recorded in the year
2000-2001.

In the same way, the Range,
which is the difference between mini-
mum and maximum NAV registered,
is very high, in the case of private/
foreign funds as its value of Rs.42.73
was recorded by the private/foreign
funds in the year 2000-2001.

In terms of volatility, public

funds have recorded a very low
standard deviation of Rs.4.69, Rs.5.48

Section V

as follows:

1. Inthe year 1999-2000, the pub-
lic sector fund which registered
an outstanding performance
was UTI Master Plus '91 with a
NAV of Rs. 23.95 whereas Alli-
ance 95(a) registered a whop-
ping Rs. 44.70 in terms of NAV.
In 2000-2001, UTI Service Fund
registered Rs. 27.55 as NAV and
Alliance 95(G) recorded Rs.

fund schemes, the major findings are 4

52.30. In the final year of
analysis, i.e., 2001-2002, UTI
Service Fund recorded Rs. 16.70
as NAV which was the highest
in public sector schemes, in the
private & foreign fund schemes,
Alliance 95(G) recorded Rs.
42.31 as the NAV. In terms of
average NAV, the grand average
NAV recorded was the highest
in the case of private/foreign
fund schemes at Rs.17.84 while
it was Rs. 11.89 in the case of
public sector. So, superior per-
formance was registered by the
private/foreign fund schemes
during the study period.

In the case of minimum and
maximum NAV recorded, private/
foreign funds have taken a
decisive lead. In terms of range
also (Range = Maximum NAV —
Minimum NAV) private/foreign
funds have done much better
than the public funds.

The analytical results of stand-
ard deviation @) applied for the
three-year period revealed that
volatility was very high in the
case of private sector mutual
fund schemes. The variation was
as high as 11.82 in the case of
private/foreign funds and it was
5.48 in the case of public funds.
This means that public funds
were more consistent in their
NAV.

In terms of association between
previous year and current year
NAV, the results of regression
analysis indicated that both pub-
lic and private/foreign funds
have shown a highly significant
association at 1 % level of signifi-
cance. However, the association
in terms of R-Square value is more
in the case of private/foreign
funds than the public sector
funds. So, both the sectors have
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recorded a highly significant
association with the previous
year NAV during the study period.

5. On the basis of variety of

LIST OF TABLES AND FIGURES

Table 1

Public Vs. Pvt & Foreign Funds NAV Average

schemes offered, it has beer]
found out that private/foreign
mutual fund schemes offer inno-
vative products and also de-
ployment of funds on various
successful ventures and secu

rities has been accurately pre-

dicted by the private/foreign
funds which is evident from the

superior performance by this

sector during the study period.

Concluding Remarks

Mutual funds are the intermedi-
aries in the investment business
which indirectly connect the public

Performance of NAV
Pub-Sec Pvt & Foreign
Year Schemes Schemes
NAV Average NAV Average
Rs. Rs.
1999-2000 13.17 18.88
2000-2001 12.31 18.38
2001-2002 10.19 16.25
Grand Average 11.89 17.83
Figure 1

and the corporate sector. So, based
on this, they are considered to be th
powerful engines and catalytic
agents for resource mobilization from
the common investors to the
corporate sector. Reducing the leve]
of risk and diversifying the risk are
the two normal strategies applied by
the mutual funds. Also, changing the
portfolio structure and making in-
vestments on various stocks follow-
ing appropriate timings are very im-
portant. Our analytical results indi-
cate that more than public secto
schemes, private/foreign funds have

D

Public Vs. Private/Foreign Funds (Average NAV)

been consistent in their performance
and have recorded high NAV during

the study period. It is suggested that
aggressive and risk-seeking inves-
tors might opt for private sector

schemes as they yield high returns
based on the NAV performance. The

public sector fund managers have tg
apply suitable methodology to
choose the best securities and inves

ment avenues based on reliable ang-

lytical measures as the investorg

might lose confidence if the perform-
ance is not satisfactory over a lond

period of time. Itis further suggested
that prospective investors may apply

18.88 18.38
20 - 16.25
w 15 —1317 12:31 —
°== 10.19
§ 10 - —
< s5- —
0 _
Year
Years 1999-2000 To 2001-2002
‘I Public Sector Funds i Private/Foreign Funds
Table 2
Public Vs. Private & Foreign Funds
Average Growth Rate
Year Public Sec Pvt. Sec
Rs. Rs.
1999-2000 1.96 2.89
2000-2001 -2.02 -2.11
2001-2002 0.762 1.55
Grand Mean 0.234 0.776

the basic minimum analytical tools
used in this study for choosing a
fund as well as schemes for
investment.
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Table 3
Results of Regression Analysis
Public Sector Vs. Private/Foreign funds

Comparative Dependent Independent R R- Adj.R- t-value
Analsis Variable (y) Variable (x) Square Square

Public Funds NAV of NAV of 0.897 0.805 0.790 | 7.321*
Private/Foreign 99-00 00-01 0.921 0.849 0.837 | 8.534*
Funds

Public Funds NAV of NAV of 0.819 0.671 0.646 | 5.148*
Private/Foreign 00-01 01-02 0.943 0.890 0.882 | 10.260**
Funds

Public Funds NAV of NAV of 0.669 0.447 0.405 | 3.242*
Private/Foreign 99-00 01-02 0.852 0.726 0.705| 5.869**
Funds

** indicates that the association is highly significant at 0.01 level

Table 4
Year-wise Comparison of NAV based on Select Parameters
Public Vs. Private/Foreign Funds

Variable 1999-2000 2000-2001 2001-2002
Public Pvt/Foreign Public | Pvt/Foreign Public | Pvt/Foreign
Rs. Rs. Rs. Rs. Rs. Rs.
Mean (x) 13.17 18.88 12.31 18.38 10.19 16.25
Std. Deviation¢) 4.69 10.15 5.48 11.82 3.84 8.69
Minimum 8.17 10.63 6.42 9.57 517 7.71
Maximum 23.95 44.70 27.55 52.30 16.7D 42.31
Range 15.78 34.07 21.13 42.73 11.58 34.60
Table 5
Results of Student's ‘t’ test with regard to NAV
NAV N Mean S.D SE Mean P-\alue
of Mean Differ
Public 3 11.8933 15351 0.8863 -5.9467 0.008**
Pvt.& Foreign 3 17.8400 1.3986 0.8075

** indicates the difference is highly significant at 0.01 level
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Appendix -1

Public Sector Schemes (Open-
ended)

Canganga

Can Premium

GIC D’'mat

GIC Fortune '94

IDBI Child I-NIT'97 (REC)

LIC Dhanvikas (1)

LIC Bond Fund (G)

PNB Balanced (G)

O O N| Of O] | W[ N|

SBI Magnam Contra Fund

S

SBI Magnum FMCG Fund

=
=

UTI Master Index Fund

¥

UTI Master Plus 91

=
w

UTI Service Fund

N

UTI Brand Value Fund

=
a1

GIC Growth Plus Il

Appendix-2

Private/Foreign Schemes
(Open-ended)

Alliance '95(G)

Alliance Equity Fund

Birla MNC Fund

Birla Balance (G)

BirlaIT Fund

o O A W N|

Chola Freedom Income(CUM)
©)

Chola Triple Ace (CUM)(G)

Dundee Corporate Bond

Dundee Sovereign Trust

10| DSP Merrill & Lynch Equity

Fund

11| JM Balanced Fund (G)

Reliance Income Fund (G)

13| Sundaram Tax Saver

14| Sun F&C Money Value Bon

©)

o

15| Sun F&C Money Value

Liquid (G)




