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Abstract

This study examines the performance of 33 Open-ended Indian Mutual Fund Schemes taken from 11
Fund Houses belonging to Public, Private and Foreign Sector, and which represent a major share of
the Assets under Management of the Industry. The study evaluates the risk and return profile of the
sample schemes for a ten Year period from April 2006 to March 2016. The risk-adjusted returns are
calculated using Sharpe's Index and Treynor's Index. The findings show that there is a high positive
correlation between risk and return of the sample schemes over the sample period. Though a
majority of sample schemes performed better than the benchmark, there was no significant
difference between the performance of the Sample Schemes and the Market Portfolios.
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Introduction

Mutual funds as an investment vehicle have gained immense popularity in the Indian Financial
Sector, which is clearly reflected in the robust growth levels of assets under management. Since the
1990's when the mutual fund space opened up to the private sector, the industry has traversed a long
path, adapting itself continuously, to the changes that have come along. Growth in Assets Under
Management (AUM) experienced has been unprecedented, with country's mutual fund (MF) assets
logging the highest growth in last seven years to reach a total corpus of around Rs.17 trillion in 2016.
Although investor confidence was significantly eroded after the Financial downfall in the period from
2009t0 2011, and AUMs suffered a dent, the sale of mutual funds has revived over the last few years,
which implies regained confidence of investors, striving to look at alternate investment opportunities
and any attendant higher returns. In today's volatile market environment, mutual funds are looked
upon as a transparent and low cost investment vehicle, which attracts a fair share of investor
attention. Mutual funds have provided a better alternative to obtain benefits of expertise-based equity
investments to all types of investors.

The present study attempts to evaluate the performance of the Open-ended Equity Mutual Fund
Schemes against the performance of Market portfolio.

Literature Review

A considerable body of literature on the financial performance of mutual funds has accumulated
beginning with the study by Friend, Brown, Herman, and Vickers (1962). Treynor and Mauzy (1966),
Sharpe (1966) and Jensen (1968) pioneered the methods to evaluate the performance of Mutual
fund schemes by adjusting risk. Fama (1972) and Henriksson (1984) brought up means to question
and test the market timing and selectivity skills of the fund managers. The later years saw many
researches evaluating the various facets of performance of Mutual Funds. Coming to the Indian
arena, Jayadev (1996) evaluated the performance of two growth schemes offered by a same mutual
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fund trust and found that one scheme reported better performance and the other poor performance.
The fund with poor performance was well diversified and had reduced risk. He concluded that, growth
oriented funds did not offer any advantage of diversification or professionalism to the investors.
Kothari & Warner (2001) found abnormal fund performance particularly in style investment schemes.
Chander (2002) analyzed the investment performance of 34 schemes against a benchmark of BSE
Sensex. The study revealed that majority of the funds recorded higher average return as compared
to benchmark. Sondhiand Jain (2010) examined the market risk and investment performance of 36
Indian equity mutual funds for a three-year period. The results of the study confirmed the empirical
evidence produced by Fama (1992) that high beta funds (market risks) may not necessarily produce
high returns. Bodla and Chauhan (2012) investigated the performance of 27 open-ended equity
schemes and brought out that though the funds outperformed the market but there was no significant
difference between the fund and the benchmark return. In another study, Revathy and Santhi (2013)
found greater returns in equity schemes compared to their benchmark funds. Research work of
Narayanasamy and Rathnamani (2013) reported superior scheme returns during their study period
and related that to market movements.

Objective of the Study

The paper contributes to the existing literature by performing the following:

To compare the performance of select mutual fund schemes and respective market portfolio.

To analyze the excess returnin relation to per unit risk evidenced by the select mutual fund schemes.
To examine risk adjusted return performance of the select mutual fund schemes

Methodology and Data

The study investigates 33 open-ended Equity schemes from 11 Asset management Companies.
These Asset Management companies were so selected as to represent the Indian Mutual Fund
Industry as well as represent the diverse ownership structure. Therefore 2 Public Sector, 3 Foreign
sector and 6 private sector AMCs were chosen that represented almost 60 percent of the AUM of the
Indian mutual fund industry (as of December 2015) spanning over April 2006 to March 2016. The
sample schemes chosen also represent a calculated mix of Old age(Schemes with inception date
before 2008), Middle age( Schemes with inception date between 2008 and 2012) and New age(
Schemes with inception date after 2012) Mutual Fund Schemes. According to size of AUM, selected
schemes belong to 3 Large Size Funds (AUM above Rs. 50,000 Cr.), 2 Medium Size Funds (AUM
from Rs. 10,000 Cr. to 50,000 Cr.) and 6 Small Size Funds (AUM below Rs. 10,000 Cr.). From each
fund house, 3 Equity schemes were selected leading to a total of 33 sample schemes. The data for
the study was collected from websites of AMFI, RBI, Blue Chip India Ltd., and S&P CNX Nifty Index
from the website of NSE. S&P CNX Nifty Index is used as benchmark and the weekly yields on 91-
day Treasury bills (T-bills) are used as a surrogate for the risk-free rate of return.

The following measures were used for analysis of the sample schemes: Average daily percentage
Return and Risk; (ii) Systematic Risk (Beta analysis), (iii) Risk Adjusted Performance Measures;
namely-: Sharpe's Index and Treynor's Index. For evaluating yearly returns, daily returns of each
scheme were calculated based on daily NAV data for 10 years without adjusting dividend and bonus.
The Market return was also calculated in the same manner. Standard Deviation was used to
measures the variation in individual returns from the average expected return over a certain period.
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Beta coefficient was used to compare the variability of funds return to the market as a whole. The risk-
return relationship was determined by using Karl Pearson Coefficient of Correlation. For a
comprehensive analysis, the period of study has been divided in two parts: performance of Mutual
Fund Schemes during 2006-11 and during 2011-16 before summarizing over the full ten year period.

Results

The performance of the selected sample of 33 Equity Schemes in terms of returns has been analyzed
viz-a-viz the benchmark portfolio and the findings are presented in Table1. The daily percentage
returns for each scheme have been evaluated for ten years separately and are then presented along
with the return over the complete study period. The Table 1 also displays rankings of all the schemes
in terms of returns. In order to compare the performance of funds with the benchmark return, the
difference of portfolio return and market return have also been evaluated and ranked accordingly. Itis
evident from the Table 1 that out of 33 sample schemes under study, 28 Schemes have provided
better return to the investors than the benchmark return. Thus 84% schemes are able to beat the
benchmark. Only 05 schemes underperformed in terms of return. But this difference is not found
significant, at 5% level of significance, except in case of one scheme. BNP Paribas Midcap Fund
(0.0939) which provided highest return to investors for the period 2006 -2016 followed by BNP
Paribas Dividend Yield Fund (0.0827) and Axis Mid Cap Fund (0.0766). JP Morgan India Mid & Small
Cap Fund is the lowest performer during both the half periods and is ranked at the last position in
terms of generating return for its investors. The return over the sample period varies from -0.0061 to
0.0939. The over-all average daily return stands at 0.0138 for the complete sample period. The year-
wise return analysis indicates that year 2014-15 achieved the highest return followed by year 2013-
14 over the five year period 2011-16. This period also provided better returns to the investors as
compared to the period 2006-2011.

Table 2 presents the sample schemes with respect to the risk associated with them for the said
period. The year wise rankings in terms of risk taken are also presented for each scheme. It is
observed that only 4 schemes out of 33 have displayed less variability as compared to the Market
during the study period. HDFC Equity Saving Fund is ranked as the least risky scheme to invest in
and therefore, could not perform in terms of providing return as is ranked towards the end (Table 1). It
is also observed from Table 2, that the overall risk for the sample period stands at 1.1125. Taurus Star
Share and Taurus Discovery Fund have been the most risky schemes during the period 2006-16,
followed by UTI Top 100, Taurus Bonanza Fund and Reliance Vision (in descending order of risk).
The year 2015-16 comes out to be the most volatile with an average risk (1.08) almost same as of the
entire study period (1.11). The table also presents the difference between risk assumed by the
sample schemes and the market risk. The difference is found to be positive for 29 schemes out of the
sample of 33. This indicates that majority of schemes assumed more risk than the benchmark,
though this difference is not found to be significantin case of any sample equity scheme.
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To analyze the risk-return relationship of the sample schemes, correlation coefficients between
daily percentage return and risk have been computed and presented in Table 3. The results
indicate that the risk and return are highly correlated for all the schemes. JP Morgan India Top 100
Fund (0.7829), Kotak 50 (0.7750) and JP Morgan India Equity Fund (0.7714) display highest
correlation in between the daily percentage return and risk profile. Franklin Asian Equity Fund
(0.5485) and Edelweiss Absolute Return Fund (0.6163) stand as the funds exhibiting lowest
correlation in between risk and return. The overall correlation coefficient for the sample period is
found to be 0.7241 which represents a high positive correlation between risk and return. A further
look at the table under reference indicates that the majority of sample schemes had space for more
diversification as implied by R which is shows a value around 0.50 for majority of schemes. More
the diversification, lesser is the risk associated with the schemes, and therefore all schemes have
a scope of diversification on the part of fund managers

Table 4 presents the ranking of sample schemes based on the Beta value. It measures the
Systematic risk which indicates the sensitivity of a scheme return in relation to market return. If a
schemes betais lessthan 1, itis considered to be defensive and if the schemes beta is more than 1
itis considered to be volatile and tends to move up and down with the market. It is observed from
the Table 4 that Beta value of all the schemes ranges between 0.16 and 0.99 for the sample period.
The average Beta value comes at 0.80 for this period, which is less than 1 implying that funds risk
is less than the market risk. On the basis of size of Beta, Taurus Star share, JP Morgan India
Top100 and Taurus Discovery Fund stand at first, second and third position respectively. HDFC
Equity Saving Fund has the least value of beta (0.16) and therefore is the most defensive of all
sample funds, followed on the upside by Edelweiss Absolute Return Fund with beta equal to 0.32.

The average beta value for both the sub-periods is close to each other. As all schemes have Beta
value less than 1, itimplies that the equity schemes tend to hold portfolios which are less risky than
the market portfolio.
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Table 5 presents the Sharpe ratios of the Schemes viz-z-viz the market. Higher the Sharpe ratio,
higher is the performance of the fund in terms of return against the risk taken. The results indicate that
none of the schemes have succeeded in providing the risk-premium to the investor, as all the Sharpe
Ratios are negative. But it is also noticeable that the difference between the Sharpe ratio of the fund
and the market s positive in all, but four, schemes which indicate that funds have definitely performed
better than the market. The Sharpe ratio is found highest in case of BNP Paribas Dividend Yield Fund
(-0.04) followed by BNP Paribas Midcap Fund (-0.06). To get further insights, t-test was applied to
examine the significance of difference in the risk premium offered by the select schemes and the
benchmark. The values of t-test indicate that such differences are significant in case of 11 schemes
outofthe 33.

Table 5 : Ranking of Equity Schemes on The Basis of Sharpe Ratio

* Significant at 0.05 Level
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Similarly, Table 6 indicates that the Treynor Ratio for all the schemes is observed to be negative. This
indicates that none of the schemes has provided return in excess of the risk free return. Though 27
schemes have Treynor ratio better than that of the Benchmark but only two schemes- Canara
Robeco FORCE Fund and BNP Paribas Dividend Yield Fund have significantly outperformed the
Market. The number of schemes outperforming the market is higher according to Sharpe measure as
compared to Treynor measure.

Table 6 : Ranking of Equity Schemes on The Basis of Treynor Ratio

* Significant at 0.05 Level
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Conclusion

On the whole, it can be concluded that majority of schemes have succeeded in providing a better
return to the investor as compared to the benchmark portfolio. But there is no convincing evidence,
which recommends that performance of mutual funds is significantly superior to the market during the
study period. Further, it was found that the sample schemes are not adequately diversified and have
low systematic risk. Itis also evident that majority of schemes have been able to provide only risk free
return to its investors and have not been found aggressively active in the market. It is further evident
that there is scope of diversification on the part of fund managers as the schemes are not adequately
diversified.
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