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ABSTRACT

India saw the dawn of Mutual funds in the year 18¢3he formation of UTI —Unit Trust of India. Sinthen, it
has come a long way from the entry of Private pisye International players today. This paper foed®n appraising the
performance of Nine mutual funds on the basis afthlg returns compared to benchmark return. Jen3maynor, Sharpe
and statistical models are used to measure the &igksted performance. It is found that, most ef tutual funds are
aggressive and few are moderate performers on cdsgrausing beta. Funds have performed better usiegson,

Treynor and benchmark measures. However, few mfundbk are well diversified and have reduced itsjua risk
KEYWORDS: Mutual Fund, Diversification, Net Asset Value, JmsTreynor and Sharpe Ratio

INTRODUCTION

Mutual Funds in India

India saw the dawn of Mutual funds in the year 18g3he formation of UTI —Unit Trust of India. Si¢hen, it
has come a long way from the entry of Private pisye International players today. Starting witktjone player, today
we have around 34 AMC'’s with more than 500 schetmedfer. The industry has grown in size and theMAblas crossed
22 lakh crores as on Feb 2018. (Source AMFI). Yetassets under management as a percentage ofsG&d3 than 5%
in India as compared to 70% in the US, 67% in Feaand 37% in Brazil. (Indian mutual fund industryhe Indian
mutual funds industry is growing at a CAGR of ab80%0. The growth is attributed to the strong repaitticipation and
overall market gains. With a gamut of schemes ferdhe investors, it often becomes difficult foetinvestor to choose

the right scheme.

The young generation today has the ability andvittiéngness to bear the risk in expectation of t@gheturns.
The conventional investment avenues might takeck baat with the kind of returns offered by theho(igh the safety
part cannot be ignored). With the mutual funds ririie returns more than the conventional schemesy, &ihe bound to see
growth in AUM’s. The markets are also in supporthwthe growth story making the MF’s all the moregplar. Studying
an emerging market provides an excellent oppostunittest whether the consensus on the inabilitynafual funds in
developed and highly efficient markets to beatrttegket. Mutual fund is a suitable investment fa&r tommon man as it
offers an opportunity to invest in a diversifiedpfessionally managed basket of securities atatively low cost(Majid
Abbasi, Elham Kalantari, & Hamideh Abbasi, 2012).
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Fund Managers charge nominal amount for their ggifmal services and for jacketing the costs imelifor
trading of securities. But these charges are v@ryih comparison the cost incurred by individualastors if he attempts
to construct similar portfolio of securities on ithewn. This is because of the economies of scaldsansaction costs
(Howells & Bain, 2005, p. 63).

This paper attempts to evaluate the top schemésregpect to questions raised on Risk, Return anfibiPnance.

The process is to pool money from similar investargl convert it into corpus or a fund and entrimt t
management to a person who has time and accestettsive research and then invest on behalf ofsitove with similar
objectives. Introduction of Mutual funds had bearoavious choice for the Securities market and teaye today become
an important intermediary of the Financial markdttual funds provides access for the retail inviessqarticipation in
equity though indirectly. The Mutual funds haveheet tier structure- Sponsor, Trustee and Assetalglaiment Company.
The entire process of floating a scheme to thestment of the collected corpus is done by the A84éahagement
Company known as AMC in short. This AMC in facth® face of the Mutual fund Companies. They intlesse funds in
to the stocks and bonds. The Fund Manager invagscorpus in a diversified Portfolio of Securiti€khe level of
diversification is solely dependent on the scheme its attributes. The return it gets on the inwesit is two fold- a
security can pay dividend or interest or a securdty rise in value. They also contain risk as thelfcan lose its value or
drop in value due to market volatility. The reducestt of Portfolio comes from the benefits of disiication by the Fund
managers(Fama & French, 1993). That research onahfund performance based on security market dinalysis is
unbiased, regardless of whether funds are manketrsi or not (“Portfolio disclosure, portfolio seien and mutual.pdf,”
n.d.-a) (Alexander and Kreuzberg 2003).

Mutual funds today are one of the most studiedsarealeveloped countries due to their efficient afféctive
role in reducing risk and enhancing return thropgbfessional management of funds These funds libesincomes of
small investors as well as reduce their exposurangystematic risks which needs to be taken intwsiceration for
accurate results(Prof. Dr. K. N. Sheth, Himani ®lit& Falguni Prajapati, 2017)

(Fama & French, 1993) emphasize the fact that sfinall stocks consistently outperform stocks of &afgms.
They also argue that the stocks of firms with higdok to market outperform the market. Risk adjustdirns were
evaluated by Redman, Gullett and Manakyan(2006)guSharpe, Treynor and Jenson Alpha during 3 gdime period
1985 to 1989, 1985 to 1994, and 1990 to 1994 forubual funds with the benchmark proxy as the USketaiSimilarly
another research was made by (Ashraf & Sharma,)d@béntanu Gokhale & Dr. Madhvi Sethi, 2012) Imliidn to the
above, Mishra (2001) evaluated performance fromilA#92 to December 1996. His study included 24ligukector
sponsored mutual funds. He used rate of returnynbre Sharpe and Jenson measure to conclude thatutblic sector
funds failed to perform in general during the péritm a study conducted by Dr Vikas Chowdhary &e®ir&ehgal ( 2014)
for a period of 8 years from 2005 to 2013, the ltesconcluded that the equity funds outperformeel tharket and

indicated superior risk adjusted performance.
OBJECTIVE OF THE STUDY

The main objective of the study is to evaluate gegformance of mutual funds along with an extensinalysis

on the factors which impact the price.
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The considerations fundamental to the performareéuation of mutual funds is a matter of concerthie fund
managers, investors and researchers. The preseet pétempts to answer two questions relating tduatufund

performance.
* Are the mutual funds earning higher returns thanntiarket returns in term of risk.
» Are the mutual funds offering the advantages ofelsification of securities to their investors.

This paper attempts to answer the questions raisgdijrstly describing some basic concepts andr late
employing a methodology which was used by(Jens868)1 (“Treynor-Mazuy.pdf,” 1965) and(“The Sharpatik,”
1966). More than 5 mutual funds are selected ferptrpose of this study. The study period is thel feeriod of those
mutual funds life period. In this study, the pergglected is more than 30 months and some are hghmor less those

which are new in market.

METHOD

As the topic is related with the performance of malifunds, different types of information was reqdito better
evaluate their performance. This research Papeus$ed information based on price, trade value otwen of the mutual

funds concerned and data related to the markekinde

METHODOLOGY
The two questions raised in the beginning are arexweith the following Methodology.

In order to answer the first question the followimgasures are adopted. These measures are intdodnde
tested by(Jensen, 1968). (“Treynor-Mazuy.pdf,” 19@8d (“The Sharpe Ratio,” 1966). Basically, th@seasures are
developed on the assumptions of ‘The Capital ABsieting Model’ (CAPM) propounded by Sharpe, Lintrzerd others.
The CAPM specifies that in equilibrium the retundaisk are in linear relationship called as Saguvlarket Line (SML).

Rp = Rf + B(Rm — Rf)

where,

Rp = expected return on security portfolio.

Rf= Risk free return

Rm= Expected market return

B= The measure of systematic risk of the securityastfolio

For a well-diversified portfolio, the above relatihip can be specified in terms of the total rigk | of portfolio

return, called as Capital Market Line (CML).
where,
Rp = Rf + op(Rm — Rf)/om

om is the total risk of Market Index.

Impact Factor(JCC): 3.7985 - This article can be downloaded from www.impactjournals.us




[ 422 Rajiv U. Kalebar & Mehal K Shah |

Though, SML and CML are for the purpose of securyrn, every security of the portfolio must betf#d on
SML and CML. However, well diversified portfoliodght on both the CML and SML, undiversified portfadi plot only on
the SML.

The following first two measures are based on thié Svhereas the third one is based on the CML.
Jensen Measure

According to Jensen (1968), equilibrium averageirreton a portfolio would be a benchmark. Equilibmiu
average return is the return of the portfolio by tharket with respect to systematic risk (volafjlof the portfolio. This is
a return the portfolio should earn with the givgatematic risk.

a=Rp — [Rf + B(Rm — Rf)]

Difference between equilibrium average return average return of the portfolio indicates superierfprmance

of the fund. This is called as alphg (

If the alpha is positive, the portfolio has perfedhbetter and if alpha is negative it has not shpanformance up

to the bench mark, i.e., the market index.
Reward to Volatility Ratio

This is introduced by (“Treynor-Mazuy.pdf,” 196%hd similar to the above discussed Jensen medsare,

additional returns of the portfolio over the riskéd return is expressed in relation to portfolg/stematic risk;

_ Total porfolio return—Risk Free Rate _Rp—Rf

ROVLp - Portfolio Beta Bp

Where,
ROVLp is reward to volatility of the portfolio

Here, an additional return of market over risk freturn ( Rf ) is the benchmark. Greater valuehef portfolio

over the market indicates a superior performandbefund.

The analysis on the basis of above two measuresl@aayto the same conclusion. This is so becausethe
measures are based on only systematic risk anddexcinique risk of the portfolio. Hence, it is nesary to evaluate the

performance of the fund in terms of its total ri¥ke following measure is used for the purpose.
Reward to Variability

It was developed by William F. Sharpe(1966). Hadditional portfolio return over risk free retusirelated with

the total risk of the portfolio.
ROVLp=_2=EL
op

The bench mark is additional return of market aigk free return related with market portfolio‘ddbrisk.
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Table 1: Fund and Market Return

Average | Average n Risk Volatility of
Mutual Fund Cateqor ':‘A\é’?]rti?e Monthly | Monthly Rlzliir(]gf of Mf Scheme
Scheme Name gory Returr?l Risk Free | Market Marke | with Market
Return Return ap tom ( Beta)

Reliance Equity | g 1anced | 0.02 0.0054 001 1114 9.0 0.95
Hybrid Fund
Kotak Equity | g janced | 0.01 0.0054 001| 1076  9.19 0.89
Hybrid Fund
Principal Equity | g 1anced | 0.01 0.0054 0.01 465  9.10 0.33
Savings Fund
L&T Hybrid Balanced |  0.02 0.0054 001| 1036 9.19 0.85
Equity Fund
TataRetirement) 5. coq | 0.02 0.0054 001| 1214 9.9 0.94
Savings Fund
HDFC Balanced) go10000q| 001 |  00054| 001 1552 9.1 1.09
Advantage fund
SBI Equity
Hybrid Fund Balanced 0.01 0.0054 0.01 9.7 10.f7 0.8
Edelweiss BAF Balanced 0.01 0.0054 0.01 8.2 10.7 69 0.
Sundaram
Equity Hybrid Balanced 0.01 0.0054 0.01 9.47 10.7 0.79
Fund
LIC Equity
Hybrid Fund Balanced 0.01 0.0054 0.01 12.87 107 1

Self-evaluation and www.valuereseantime.com report

Table 1 presents return and risk of the nine muiwads along with market return and risk. From thigle, it is
evident that, most of the funds are earning onagge1.00 percent monthly return, which is modecataparing among
the mutual funds. But if it is comparing with therket return, it is good monthly return by all maitéunds considered for
study. Reliance Equity Hybrid Fund, Tata Retirem®avings Fund- Regular Plan have performed mone thhe average

performance all the fund considered for study.
Though, with vary limited performance data, they performed under the average market return.

However, moderate volatility and risk of mutual dsnindicates that investors might have benefitethbse low
risk on portfolio of monthly return against the ket return. Further, some mutual fund like L&T HigbEquity Fund,
Kotak Equity Hybrid Fund, Reliance Equity Hybridri) Tata Retirement Savings Fund, LIC Equity Hyltichd, HDFC
Balanced Advantage fund - Regular Plan mutual faredmore risk bearing fund than the market riskaoiditility
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Diversification

Table 2: Risk and Diversification

Mutual Fund Scheme Catedo Risk of MF | Systematic | Diversification
Name gory Scheme Risk (Beta) (R"2)

Ejr':g”"e Equity Hybrid | 5 1anced 11.14 0.95 0.84
Kotak Equity Hybrid Balanced 10.76 0.89 0.84
Fund
EL‘;‘S'F""" Equity Savings | g anced 4.65 0.33 0.61
L&T Hybrid Equity Fund | Balanced 10.36 0.85 0.75
Tata Retirement Savings| g\ ceq 12.14 0.94 0.87
Fund
HDFC Balanced Balanced 15.52 1.09 0.76
Advantage fund
SBI Equity Hybrid Fund Balanceg 9.7 0.8 0.83
Edelweiss BAF Balanced 8.2 0.69 0.87
ﬁﬂggaram Equity Hybrid | 5 1anced 9.42 0.79 0.87
LIC Equity Hybrid Fund Balanced 12.87 1 0.75

Self-evaluation and vatasearch report

The low R2 value of mutual fund represented the kdisersification of the portfolio and the high Ralue
indicates the well diversified portfolio. Here, fila 02) most of the funds indicate higher R2 vaike SBI Equity Hybrid
Fund(0.83),Reliance Equity Hybrid Fund (0.84),Kot&quity Hybrid Fund (.87),Tata Retirement Savingsndr
(0.87),Edelweiss BAF(0.87),Sundaram Equity Hybrithé(0.87). As the portfolio well diversified its igae risk and is

low unsystematic risk is high but the total riskvésy low.
Ratios and Regression

Table 3: Ratio and Regression

Mutual Fund Scheme Name | Category | Sharpe Ratio | Alpha | Standard Deviation
Reliance Equity Hybrid Fund Balanced 0.43 2.01 11.1
Kotak Equity Hybrid Fund Balanced 0.29 0.05 10.76
Principal Equity Savings Fund Balanced 0.31 -0.82 .654
L&T Hybrid Equity Fund Balanced 0.37 1.84 10.36
Tata Retirement Savings Fund Balanced -0.37 3.6 1412.
HDFC Balanced Advantage fund Balanced 0.36 1/5 25.5
SBI Equity Hybrid Fund Balanced 0.37 1.26 9.7
Edelweiss BAF Balanced 0.07 -2.28 8.2
Sundaram Equity Hybrid Fund Balanced 0.37 1.08 9.42
LIC Equity Hybrid Fund Balanced -0.22 -5.86 12.87

Self-evaluation and value reseamgort

Some of the participants in the market have givemoemal return i.e. it indicated that such fundsehaot yet

saturated in the market.
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In addition, Sharpe ratio, and Jensen Alpha isutaied in order to evaluate the performance oftémemutual
funds. Sharpe ratio is the returns generated dwerisk free rate, per unit of risk. Risk in théstaken to be the funds’
standard deviation. LIC Equity Hybrid Fund and T&atirement Savings mutual funds considered fodystunder
SHARPE ratio are negative and all others have pmd positive. These high value represents thergugeerformance

in the market.

Jensen Alpha of Principal Equity Savings Fund, wdeds BAF and LIC Equity Hybrid Fund being negative
indicate the funds are not performing in accordasfc@ APM

CONCLUSIONS

The study in this paper indicates that few mutweddf schemes selected have given additional refuariise
market over the risk free return. Returns of SuaaeEquity Hybrid Fund, SBI Equity Hybrid Fund, KktRquity Hybrid
Fund and L&T Hybrid Equity Fund - Regular Plan haieen exceptional returns. HDFC Balanced Advantagel, LIC
Equity Hybrid Fund, Tata Retirement Savings Funeljdce Equity Hybrid Fund, Kotak Equity Hybrid Fun Regular
Plan are more risk bearing funds whereas SBI Eqditprid Fund, Sundaram Equity Hybrid Fund, EdelseiZAF,
Principal Equity Savings Fund- Regular Plan has fesk.

Funds with higher R"2 value, i.e well diversifiedrfiolio have given lesser returns compared to $unith lower
R”2 value. SBI Equity Hybrid Fund, Reliance Equitybrid Fund, Kotak Equity Hybrid Fund, Tata Retir@m Savings
Fund, Edelweiss BAF, Sundaram Equity Hybrid FundgiRar Plan have well diversified portfolio redugimotal Risk.

Most of the funds have given better returns andhmerformed well in the market.
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