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rtuni icipati i tchallenge.
ity, however, low mutual fund participation ratesis a grea

m..mv%ww has Wm highest savings rate in the Eola.woau- its %M—Eﬁnﬁ&md.ﬁﬁﬁgwwwﬁ prMM
i ired. 1y, there are 45 mutu :

Mutual Fundsis required. Present . e L

i than US which has more than 800. This gap pos s

W%mmwnuﬁm for expansion of mutual fundsin India. Further, Band Cclasscities

mnm growing rapidly, where MFs will find ample scope to develop.

Kolhapur, one of the prosperous districts in E‘W,mﬁﬂwb Z, mmeHMAmM—WMW ﬁoﬁw
- tive societies, is comprised of three Tier-I cities --RO% x,
%ﬂmMnWWMM.M@ﬂmﬁmb Ichalkaranji and Jaysingpur, four Tier-II E.%m m&.mnm. _MHO MM
cities located in 12 talukas and 1196 inhabited villages . Out of Mﬂ Mw e
opulation of 38,74,015 spread over 7.6 lakh ?oﬁmmroﬁmﬂ. dmmﬂ y 2 ,mmww
@ovEmmOS lives in urbanareas and the restin villages. Appro tely its 65%
Woﬂ&mﬁoﬂ isengaged in primary sector, 17% mﬂQHMﬁ M_wH_, wwmwnn_wu.nﬁw& wﬂﬂnn%
< velv, having per capita income of ; - at curren >,
W.MM%MM Mmﬂm.%%ﬂﬁ "W.vw gmUWH% mMQ post office investments, there was oaw
one option of mutual fund of UTL However, with the entry of vﬁ%lmwonmoﬂwm
and mwnm.,m?noﬁmwoﬂmﬁ& MFs, people gotnew Eﬁmm.om Eﬁmgﬂmw _”..—PmH Mmlc mOm
estimate, there are 2, 71,000 folios in Kolhapur district having multip qu
Hence w“h is estimated that there are 50,000 unique :..dmmc,..ﬁm. There are R
mﬂ?onwn.mm distributors of mutual mcbw_.wmp This Mmﬁﬁmm% MWEMW%MMMM .&%Mwa Me.mn
i for development of mutual fundsin Xolap strict. ¥ :
%@ﬁﬂ%ﬁﬂ% has .aMmD so far done at district level momwummw..wﬂ mm.w._ 4m.mwww
i investment inrelation to E4mmﬂonmwﬁmnoﬂwmﬁ strict. erefore,
MMHM OMH?MWMQ is purposefully chosen for the study and 5@5 lightof mowwmo:m
&mnﬁ%&on the research problemis Qmmﬁm&.mba entitled as b.mﬁw&% of Mutu
Funds with Special Reference to Investors in Kolhapur District.

11 Objectives, Hypotheses, Data and Methodology
2.1 Objectives of the Study
The objectives of the study are

i To trace the history and development of Mautual Funds in India and
resource mobilization during 2002-03 to 2011-12. —
4 To evaluate the performance of selected pubiic sector Muta
- e ion of in Kolhapur district.
iii xamine the risk perception of investors in P 3
M_ﬂ. %M MEQ% the investor’s preferences towards gﬁ.ﬁr.ﬁp Fund investment
" and the factors influencing their investment decision.

v. Tostudy the attitude of investors in Kolhapur district towar ds Mutual

d investment. ) o
vi mﬂwbmbwwwm the perceptions of investors 1 Kolhapur district about
. al Fund Industry. . .
vii .WMMH&% the oﬁ:&oﬂﬂwm investors and Investment Advisers about various
. aspects of Mutual Fund investment.

2.2 Hypotheses
The hypotheses of study are

i, Thereisconsistent mmoeﬁv in resduice mobilization'By Mutual Fends in -

India.
» Indian Institute of Finance
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Public sector mutual fund schemes have consistently performed to accrue
benefits to investors.

il.

iii. Investors’ attitude towards investment is significantly influenced by
their demographic characteristics.

Investors’ preference to various aspects of mutual fund investment is
significantly influenced by their demographic characteristics.
Investors and Investment Advisers in Kolhapur district hold similar
opinion about preferred investment objectives, investment avenues,
channels of investment, mutual fund sector, schemes, degree of safety of
financial assets and factors determining success of mutual funds and
factors affecting choice of mutual fund house and schemes.

vi. Investors and Investment Advisers in Kolhapur district hold similar

opinion about factors attracting inves.ors towards and distracting them
fromn Mutual Fund investment.

iv.

2.3 Sample Selection and Data Sources

Corresponding to the nature of the study, it is invariably divided into
two parts and the samples are selected accordingly.
2.3.1 Sample Design
2.3.1.1 Selection of Public Sector MF Schemes

UTI MF is selected being pioneer of mutual fund industry inIndia, while
SBI MF and Canara Bank MF are selected as they have boosted the MF
industry in India and oldest among others and LIC MF is selected as it has
added the dimension of ‘risk-coverage’ to MF schemes. Schemes launched
by these public-sector MFs constituted the universe of the study. Only five
‘growth’ and five ‘income’ schemes of above MFs are randomly selected
considering the availability of data and their survival till date of study.

2.3.1.2 Selection of Investors and Investment Advisers

The investors having reasonable knowledge of MFs are selected, first by
fixing up quota and then by applying purposive convenience sampling
method. Initially, it was decided to incorporate 600 investers, 50 investment-
advisers: however, the researcher encountered difficulties in tracing MF
investors, particularly beyond Kolhapur, Ichalkaranji and Jaysingpur cities.
Through ‘snow-ball system’, 514 investors were ultimately contacted. Out of
497 filled questionnaires, 489 usable questionnaires of investors and 32 of
Investment Advisors were finally incorporated in the study and thus sample
size was arrived at 521, from whom primary data were collected during the
period of 2011-13.

2.32 Data Sources

The secondary data of NAV of selected schemes are collected from
Factsheets of concerned MFs and websites of AMFI. For the second part of
the study the primary data are collected from sample investcrs and Investment
Advisers through structured questionnaires. .

2.33 Data Analysis

Performance of MF schemes is compared against their chosen benchmarks

© i e. BSE Sensex and S & P CNIX Nifty'for gtowth schemes and G-Sec Composite
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(60%) are found to have performed below benchmark. Sharpe Index
indicates that UTI's 2, CanaraRobeco’s 3, SBI's 2 and LIC Nomura's all
5 growth schemes are underperformer. Interms of Treynor Ratio SBI's 3
growth schemes namely SBI Magnum Tax Gain Scheme-1993-Growth
(47.06), SBI Global Fund-94-Growth (32.05) and SBI Magnum Equity
Fund-Growth (25.17) outperformed the market. SBI Blue Chip Fund-
Growth (1.10) underperformed. LIC's all 5 growth schemes have failed
to generate superior refurns in terms of Alpha measure.

Mean risk-free return (Rf) of all growth schemes as indicated by Sharpe
Index was 0.18 whereas that of BSE Sensex was 0.26, which means that
all the growth schemes could not beat the market return. Only 25% of
growth schemes could achieve their stated objective of ‘high return for
high risk.’ Nearly 50% growth schemes have generated low return despite
investors carried highrisk. Out of 20 growthgchemes, UTL Banking Sector
Fund Regular-Growth Option showed consistency in performance.
Most of the high-risk funds have not produced higherretu . Majority of
sample MF schemes have failed to achieve their stated objectives. Itimplies
that a large number of investors have lost their capital. Statistical analysis
reveals that growth schemes of UTI, CanaraRobeco, SBl and LIC Nomura

have not achieved their stated objective of high risk-high return. These -

schemes have not generated return sufficient to cover market risk.
Tn terms of average total risk and average return, all income schemes have
registered good return. UTT's income schemes generated average return of
7 34% as against the average total risk of 4.59% whereas Canara Robeco’s
income schemes gave average returns of 7.34% at the average total risk of
5.08%. In case of SBI, its income mnrmsmmﬁnoaﬁnmm average return of 6.63%
at the average total risk of 5.34% and LIC’s income schemes have generated
average returns of 7.18% against average total risk of 3.85%.
Analysis of Sharpe Ratio reveals that all income schemes are
underperformers. The average Sharpe Ratio of income schemes is found
_0.85 whereas its benchmark refurn is +0.21, which means thatno income
schemne could perform better than market.
Ranking of MF schemes as per Sharpe and Treynor's Ratio shows
marginal variation. It is due to the fact that total risk and market risk
exposures of each schemes is different. Sharpe considers total risk while
Treynor considers market risk. Statistically, this difference between
performance as per Sharpe Ratio was not significant as indicated by H=
2257 for growth schemes and -5.157 for income schemes which was
less than Chi-Square table value of 7.815 at 0.05 level of significance.
Mean Treynor Ratio forall growth schemes was found to be 9.10 which
is less than its benchmark return of 13.66. It means that ‘reward for
volatility’ was not satisfactory. However, 6 schemes have outperformed
the market inclusive of 3 of SBI, 2 of Canara Robeco and one of UTL. 14
schemes underperformed as indicated by Treynor Ratios.
SBI Magnum Tax Gain -1993-Growth is the best growth scheme as
indicated by its Treynor Ratio of 47.06 which was higher than its

@ Indian Institute of Finance
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benchmark return of 24.16. As per Treynor Ratio, UT . ‘
Wwﬂﬁzmmm Fund-Series IG Tmo..wm%wm the awqop.mw Mumnmoamu.u_ B
titution-wise analysis revealed that UTI Banking Sector
(Growth Option) outperformed as indicated by mgmhnm%boHﬁMwmm%mmm
while UTI Long-Term Advantage Fund Series IG (Treynor Ratio = -69 ,N&
was the worst performer. Canara Robeco Emerging Equities Du.ua.:mb
Option (30.66) and Canara Robeco Equity Tax Saver Regular (17.41)
were outperformers whereas Canara Robeco Infrastructure Regular mm..mS
was the worst performer among 5 growth schemes of Canara Robeco
SBI's 3 growth schemes namely SBI Magnum Tax Gain mnrmgm.pwwm..
OHQJ.EW (47.06), SBI Global Fund-94-Growth (32.05) and SBI Magnum
Equity Fund-Grewth (25.17) outperformed the market. SBI Blue Chi
Fund-Growth (1.10) underperformed. LIC Nomura’s all schemes E.m
underperformers. However, the best among them is LIC Nomura MF
Index Nifty-G with Treynor Ratio of 5.67 whereas the worst performeris
LIC Nomura ME Infrastructure-G (Treynor Ratio = -10.46)
Mean Alpha was found to be-0.70 which was less than market Alpha of
_4.22, which means there was no superior performance of growthschemes
The best among 20 growth schemes was SBI Magnum Tax Gain m&;mn:m.'
1993-G as indicated by Alpha value of 16.93 and the worst was LIC
Nomura MF Index Nifty-G as indicated by Alpha value of -14.11.
9 growth schemes (45%) showed positive Alpha whereas 11 schemes
(55%) showed negative Alpha. Institution-wise analysis revealed that
three schemes each of one UTI, Canara Robeco and SBI Mutual Funds
had positive Alpta. However, no scheme of LIC Nomura showed positive
Alpha. Superior performance of nine growth schemes was not due to
Fund Managers’ skill of stock selectivity but by chance or booming stock
market. It was not statistically significant.
Out of ..rv.o growth schemes, 5 schemes fell in high risk-high return category
and 10 in high risk-low return category. This shows that the majority of
mm.oﬁ,mg schemes have failed to achieve stated objective of high-return for
E.mrimw. No income scheme fell in these two categores. Five growth and
5 income schemes fell in low risk-low return category. Out of 20 income
schemes LIC Nomura’s all 5 schemes fell in low risk-low return category
Majority of investors in Kolhapur district are middle-aged male graduate
d.hwmﬁﬁmma married and holders of middle-sized families, having annual
income of around Rs.1,80,000/- and saving maximum Rs. 30,000/ - per
mbbnh,m. mMMn_Nﬁma and salaried class, which has moderate income and
saving levels, living in urban areas of Kolhapur districti
towards mutual mcmb& investment. F i
Majority of investors in district are moderate to petite risk-takers. Cnly
19.02% have prepared their mind to accept high risk for getting high
return. “Low-Risk High-Return’ matrix is mostly favoured by majority
investors. They are apprehended by sudden decrease in NAV and think

more of “potential loss than potential gain’ likely to generate from their
investment.
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MFs are not yet fully regarded as the best indirect mode of reaping the
benefits of equity market hence it finds almost the last place in investors’
portfolio. They are hardly ready for compromise on safety of investment
for getting higher return.

Investors assign the first preference to bank-deposits. However, 82%
people in district prefer to deposit money in co-operative banks and
societies than public and private sector banks due to their intimacy with
them. They gave the second preference to post-office schemes and sixth
preference to mutual funds.

Investors mostly prefer bank-deposits as the safe and regular income
asset, post-office schemes for their faith in government, gold as the mid-
night liquid asset. MF schemes are not regarded as less risky as
propagated.

Majority of investors prefer to invest money on advice of and through
Chartered Accountants. Very less number of investors uses Internet as
channel to invest through. They rarely browsed Mutual Fund Bazzar on
Internet.

95.30% investors use to choose mutual funds for investing their money
in antcipation that it would fulfill their objectives, whereas only 1.02%
chooses it for diversification of investment. Encouraging past performance
of mutual funds motivates investors to choosing a specific scheme.
Only 3.27% are sole MF investors who don’t have large portfolio. 41.92%
investors have time-horizon of investment upto 5 years and only 7.57%
investors have it 10 years plus.

52.76% investors show apprehensive mindset towards mutual funds
and 81.80% are found to be worried about potential loss than being
hopeful about potential gain.

Possibility of capital appreciation, high tax-benefits and entry with small
capital are strong factors that attract investors towards MFs.

Majority of investors believe that ‘portfolio construction’ and “Fund
Managers’ skill' as two main factors which determine the success of
MFs.

Investors and Investment Advisers in Kolhapur district are not of the
same mind in respect of preferred investment objectives, investment
avenues, channels of investment, MF sector, MEF schemes, degree of safety
of financial assets and factors determining success of MFs and affecting
choice of MFs, their schemes and MF houses.

In all, 20 perception statements are incorporated in the study. The
responses to these statements are analyzed by using Factor Analysis,
which reveals that:

As regards 1% Factor ‘Mutual Fund is the less risky mode of investment’
(loading: -0. 9022) shows that investors did not regard MFs as risk-free
mode of investment but they perceive it as the best shield against the
potential loss of investing directly in share market (loading: 0.95529).
Regarding 2 Factor on “Performance of Indian Mutual Funds’ , investors
believe that MFs produce more return in long-term and are always

¥,
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iii.

iv.

beneficial to investors (loading: 0.98652). Investors don't view that large-
corpus MFs succeed in generating handsome returns (loading; 0.37636)
Regarding 3 Factor entitled “Benefit of Fund Managers’ Expertise’ it is
found that MFs’ performance depend upon skill of Fund Managers
(loading : 1.0605). But they differ with the statement ‘Fund Managers
always foresee the risk and succeed in minimizing it (loading : -0.49).
As regards 4™ Factor captioned as ‘Better Investor Service', it is shown
that MFs maintain continuous rapport with investors through letters,
SMS and e-mails (loading: 1.4998). Investors also believe that MFs chalk
out schemes to meet their diverse needs (loading; 0.9791).

Regarding 5" Factor on ‘Prominent Drivers of Mutual Funds”
Performance’, it is found thatirnvestors mostly believe that good regulation
and good corporate governance drives the performance of MFs (loading
:2.121). Further they regard that stock market trends and fluctuations in
interest-rates affect the performance of MF schemes. (loadings: 1.3846
and 1.0645 respectively). The loading value of 0.980 attached to the
statement ‘Fund Managers’ ability to manage the funds’ shows that
investors regard that Fund Managers’ role as crucial in performance of
Mutual Funds. '

IV Suggestions

A good network of distribution at taluka level would be helpful in
penetrating small cities, towns and villages of Kolhapur district. There
are abundant small savings in the rural areas, but the proper efforts
are required to divert them towards mutual funds. In this connection
he network of co-operatives and self-help groups may be
strengthened. .

There is big number of government and semi-government employees in
the district,employed in district level government offices, Zilla
Parishad, Nagar Parishad, Grampanchayat, Kolhapur Municipal
Corporation, MSEB, Schools, Colleges and Shivaji University. This
salaried class who is interested in safe and steady growth of returns
may be systematically tapped and be converted into investing
community. However, low may be the investment, but it may be
channelized towards mutual funds. For that the special investor
education campaigns may be organized for the specific target-group
like salaried class, professionals, traders and businessman etc. on
continual basis. The mediators need to be trained substantially and of
course the issue of commission, which is very sensitive for brokers/

distributers, needs to the sorted out satisfactorily. :

The people need to be well convinced about the safety, liquidity,
transparency, profitability and other dimensions of mutual funds. Not

only that, the guidance about choosing mutual funds and schemes

compatible to their needs has to be provided through easily accessible
help-desks.

Man works for 8 hours but his money works for 24 hours. Hence, the

safety of hard-earned money is the matter of paramount importance to
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