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Chapter 1
INTRODUCTION

1.1 Background of the Research

The financial system plays a central role in theneenic development of a
country by facilitating the allocation of scarcewarces. It intermediates the flow of
fund between those people who save their incometlzogk who invest in various
assets. With the opening of the Indian economytaerdsubsequent reforms in the
financial sector, the Indian financial market hagm growing immensely over these
years. Mutual Fund (MF) is one such financial imediary which has played a
significant role in the development and growth apital market in India. Mutual
fund is a major investment media in the advanceahites, as they provide a great
opportunity to invest in a diversified portfoli&ince the beginning of mutual funds
in India in 1964 there were only 25crore AssetsiéinManagement (AUM), but
now it has grown AUM of INR 7,01,443 crore at thedeof fiscal year March 31,
2013 with 1,294 mutual fund schemes and 44 fundsé&(AMFI Update, March
2013).

However the Indian mutual funds have not attainqdak status as their
counterparts in other developed countries like USIK etc.“The penetration of
mutual funds in India (as measured by the AUM/G2Boj remains low at 7
percent compared to 77.0 percent in the US, 4lepeio Europe and 40.3 percent
in the Brazil” (Cl, USA, 2012) There is a significant scope for further expansf
the mutual fund industry in India as evidenced ly ¢ross country comparison of
AUM-GDP ratio.

It is well established fact that, in India the helusld savings have a major
role to play in capital formation in the country.He gross domestic savings rate had
increased continuously from an average of aroun@ fi6rcent of GDP during the
1950s, 18.6 per cent in the 1980s and 23 per cettie 1990s. The savings rate
exceeded 30 per cent for the first time in 200408 has remained above that level
ever since. It peaked in 2007-08 at 36.8 per cedtraached an eight-year low in
2011-12 to 30.8 per cent and went up to 31.7 péaanng 2012-13'(CSO Report,
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2013). Though India has a high household saving ratie,ttutual funds have not
been able to make a profound impact in channelisirese savings from the
households to the securities market. It is widaldved that mutual funds are retail
product, designed to target retail investors wheiatimidated by the stock market
who are unique and highly heterogeneous group. \tfighhigh savings rate and
increased deployment of investmenst through capii@ket, the scope of mutual

fund as an investment vechile has increased gyeatel

Further the globalization and liberalization by tgevernment led to a
paradigm shift in investment avenues of retail g8iwes. In the present dynamic
financial environment, exploring investment avenaes of great importance. The
success of investment depends upon the knowledbjalahty of the investors. The
retail investors have become unfriendly due toittstability in the capital market
and mutual fund is said to be the best investmptibio to reap the benefits of stock

market.

Though , mutual funds in India is flourishing duwethe booming economy
and increased savings , it further need to creatge rewarding solutions to match
the investor's expectations.The AUM as a percentayésDP in India during
FY2012 was 6.6 perceiRBl Annual Reoprt, 2013Yhe mutual fund industry has
been remarkably resilient over the last decade pite sof varying economic

conditions, capital market scams, and increasimgpadtition.

Despite the fact that the global financial industgntinues to grow, the
research of mutual funds has been confined to aenfew developed markets.
Although emerging market such as India has attdattte attention of investors all
over the world they have remained devoid of systemasearch, especially in the
area of mutual funds. In an effort to plug the gae, study attempts to find out the
extent to which mutual funds has become a prefemesstment avenue among the

retail investors of Kerala.

1.2 Statement of the Problem
As stated, Indian mutual fund industry is yet tdchathe attention of the
investors to a great extent, but the potentiabfomth is tremendous in the long run

with a vast investor base yet untapped.



Investments in financial assets is one of the muitst and challenging
decisions faced by the retail investors. Retailestors are more comfortable in
investing in a good representation of the capitatkat, but unfortunately they are
unfamiliar with risk and diversification, thus malki them exposed to the

fluctuations within the market.

Mutual Fund has become an important portal forilretaestors as it offers
the advantage of portfolio diversification, profiessl management at low cost and
high level of operational transparency. Innovatiamsnformation technology and
increased financial disclosure are creating an store friendly environment.
Meanwhile with the increasing number of funds, thgk of picking up the right
funds that match ones investment objective is ehglhg for the retail investors and
little is known about the mutual fund selectiongess also.

The decision making process of retail investorexgemely important and
the fund choice can have a substantial impact a@n ittvestor's wealth and
satisfaction. The mutual fund can survive and thiowly if it can perform up to the
expectation of investors and more and more retagstors opt mutual fund as a

preferred investment option.

Individual investors are generally constrained tigdiequate knowledge, non
availability of information, lack of investment #ikietc. that effect the formation of
investment perception as well as the investmemties. Their decision making on
investment choices often relies on observable sdemographic variables. The
research seeks to answer the following questionsngiertaking an in-depth study
by examining the behavioural aspects of the investm this regard, it asserts
certain questions as to: What is the preferenceet@il investors towards mutual
fund as an investment option? What type of inforamasources and communication
mode are preferred? What are the issues relatetutoal fund investment? What
are the factors that influence the purchase of aldtind? What are the perceptual
factors? How do the demographic variables influetiee risk tolerance level of

investors?.

Hence the study aims to find out the solutions hiesé questions by
analysing the investors behavioural issues baseth@rbroad socio-demographic

variables and tries to unveil some extremely vdkiahformation’s to support

3



financial decision making on mutual funds for btk regulators, AMCs and retail

investors.

1.3 Significance of the Study
The Indian financial services sector has undergame complete

transformation since the liberalization and in jgatar, the most dramatic changes
have occurred in the mutual fund industry. Theae been a distinct change both in
the quality and the range of products offered ke thrious AMC’s. The industry
was a monopoly for a long time. Since the entryweiv public, private as well as
foreign players in the market, Indian investors beeng offered the best and the
choicest of products. The bullish run of the stot&rket has certainly helped the
industry, but it is not only the factor behind thdustry’s growth. Today, investors
have realized the opportunity cost of keeping tfends idle. They are looking for
better return from their investments. Mutual fuuiesent a safe way of investing,
along with its advantages over other investment$ laave reached a level of

acceptance where they are replacing traditionastnaent avenues.

The Indian mutual fund industry has recorded a émous growth in size
during the last decade with an asset size risiogmfRs. 90,587 crore in 2001 to
7,01,443 crore in March 2013. Indian mutual fundustry grew 7.74 times during
this period. The Asset under Management (AUM) asgwage of GDP in India
was 4.7 percent in 2001 and 6.6 percent as on M20&R (AMFI Update, 2013).
Small investors are being crowded out of the pnmemd secondary market and
mutual funds are becoming the only way for smallestors to invest in capital
market. Mutual fund comes to the rescue of thosmpleewho do not excel at the
stock market due to certain mistakes they commiickvitan be minimized with
mutual fund investments. As the Indian markets amnestors mature, financial
advisers, product diversification and multi distition channels are critical for long
term success. Increasing investor awareness Wiltberopel growth for the Indian

mutual fund industry.

“The business of Indian mutual fund industry igglely confined within the
Tier 1 cities; however, the industry is focusseddeweloping the penetration ratio
and increasing its presence in other cities. Ctgernthe top five cities
of India contribute to 74 percent of the entire, pagth the remaining 26 percent
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distributed among other cities{Mutual Fund Submit, CIl - PwC Report, 2013).
AUM by geography - consolidated data for MF indystr three major corporations
of Kerala as on 31-Mar-2013 is less than 1% (CobMi2%, Trivandrum 0.15% and
Calicut 0.05%) where as top 5 metros in India abate 74.04 percent.

It is widely believed that mutual fund is retailopguct designed to target
small investorsSEBIs Annual Report 2012-%&tes that, the unit holding pattern of
individuals as on March 2013, were 96.9 percertheftotal folios, and their share
in total net assets was 47.75 percent. The rolenofual fund as a financial
intermediary for resource mobilisation and for grewth of capital market is very
obvious. Thus the Indian mutual funds industry é$ § catch the attention of the
retail investors to a great extend and the potefdragrowth is tremendous with a
vast investor’s base yet to be tapped. The curmefotms in public pension system
will provide an opportunity for individuals to ingkein capital markets through
mutual funds. Although mutual funds industry isp@sding to the dynamism in
investor’'s perception towards the instrument, gtipersists to address information

asymmetries.

The existing research on mutual funds is largelyedon the return on funds
or comparison of funds with benchmarks. Few studrescarried out on investor’s
objective, risk orientation and perception of inees. With the growing importance
of mutual fund investments, understanding of inmebehaviour is very significant
as it help the players and policy makers to meefctiallenges and opportunities of
the investors. The study aims to deepen the knaelemh investor's behaviour by

examining the investor’s decision on mutual fungestments.

Financial markets are becoming more competent byiging better
investment opportunities to the investors. Mutwald industry is also responding by
designing new and innovative products but thesegésm should be in accordance
with the investor’'s expectations. Thus, it has Ibee@ritical to study mutual funds
by focussing on investor’s expectations and alsaréasons for their dissatisfaction,
if any.The study proposes to identify decisive gapthe existing frame work for
mutual funds and to understand the need for refrgntihie existing mutual fund

services by acknowledging investors perception.



1.4 Need for the Study

India’s savings rate is 31.7 percent of GDP as @2213(Gol, Economic
Survey, 2013yvhich is one of the highest in the world. To in@edhe economic
development of the country, along with the increasethe savings rate, the
financial savings also shoud be accelerated fadraponomic growth. The efforts
towards channelisation of savings and the geneghictance of the investing
populous demand the active role of mutual fundsirkestment in equity shares
are too risky, mutual funds have to become efficiermobilization and allocation
of resources. The rate of conversion of househathgs into financial investment
in our country is very low. “The percentage of helusld savings that flew into the
capital market in India is as poor as 7 percenggmsnst 25 percent in the U.S.A.
and 19 percent in Japan1C{, USA, 2012) As the household sectors share is
much higher in the country’s savings, it is of ushanportance to show a right

path for their deployment.

The Indian household investors largely try to avoisk and are very
reluctant to invest into capital markets. Hencermtediaries like mutual funds are
required to attract surplus funds possessed by gbetor into capital markets.
Though mutual funds were intended to cater the si@dhe retail investors, the
industry has not won the investors confidence twaet the share of retail
investors. Today more and more of players are egfanto thee market and a
naive investor is unable to invest in the rightduhus the study intends to help
the retail investors to make value judgement irmgeiof their investments into

capital markets through mutual funds.

1.5 Scope of the Study

The scope of the study was limited to Kerala Stateissing on the retail
investors who have invested in mutual funds. Then@da of the study was
collected from three zones based on the geogrdpdpeaad focussing panchayath,
municipalities and corporation from each zone. Ti@n intention of the study
was to assess the retail investor's preferencepanception towards mutual fund

as an investment option.



1.6 Objectives of the Study

The primary objective of the study was to know abitne behavioural aspects of

mutual fund retail investors, for which the follows objectives were framed:

1. To assess the preference towards mutual fund asvastment option among

the retail investors.

2. To analyse the importance of information sourcesd ahe preferred

communication mode among the mutual fund investors.
3. To identify the issues related to mutual fund inment.
4. To ascertain the factors that influences the imaest in mutual fund.

5. To identify the perceptual factors and examine $twes perception towards

mutual fund investment.

6. To determine the risk tolerance and satisfactioellef the mutual fund retail

investors.

7. To find out the variables that positively mediatestween perception and

satisfaction.

The study also critically analysed the Indian mufuad industry since its

inception and investment and saving of India si2@@0 to 2013.

1.7 Hypotheses

For testing purpose, some of the above researaksssere converted into
hypotheses. The dimensions of risk, satisfactiovellemicro and macro and
demographic factors were used for forming the smpweding hypotheses, each
addressing the overall constructs. The dimensioasjely perception of mutual
fund investors, issues faced by mutual fund investand important factors
considered for mutual fund investment were alsodu$er formulating the

hypothesis relating to the various dependent fagttentified using factor analysis
Following are the hypotheses for the study:

Hi:  There is significant difference in the prefereiowards mutual fund among

investors with respect to demographic factors.

H,: There is association between demographic vasaband source of

information.



Hs:  There is association between demographic vasalsind communication

mode.

Hs:  There is significant difference among demogreplariables for core issues
(Complexity, Non performance and Management I3gsuesmutual fund

investment.

Hs:  There is significant difference among investospehding on different

sources of information for various issues in mufuald investments.

Hs. There is significant difference among demograpfactors and factors

influencing purchaséund, Investor, AMC- Sponsasj mutual fund

Hs. There is significant difference in perceptual téeas (Convenience and
Flexibility, Regulation and Transparency, Knowledgal Awareness, Return
and Affordability)with respect to demographic factors.

Ho.  There is association between demographic vagaiid risk tolerance level.
Hio There is association between demographic Masand level of satisfaction.

Hi1.  There is significant difference among risk totera level of mutual fund

investors and their satisfaction level.

1.8 Methodology
In pursuance of the objectives and hypothesesdsttteve, the following

methodology was adopted to conduct the researdy.stu

1.8.1 Search for Literature

An earnest attempt was made by the researcher llectcall available
literature from different journals, magazines, neayers, books and websites. The
researcher visited libraries at 1IM Bangalore, IBalicut, IFMR Chennai, Madras
University, IIT Chennai, Kerala, CUSAT, Calicut aMiG Universities and CDS
Thiruvananthapuram. The researcher also approakkid, the regional offices of
BSE, SEBI, CDSL, NSDL, Fund Houses and Depositaayti€ipants for various

supporting documents and literature for the study.



1.8.2 List of Variables Analysed

te

Table 1.1
Variables used in the Study
No Purpose N(.)' of Name of Variables
Variables
Gender, Age , Education, Area of
1 To profile the respondents 8 Residence, Zone, Occupation, Annual
Income, Annual Savings
To assess the preference Bank Deposit, POS, NSC, Pension &
) : Provident Fund, RBI/Infrastructure Fun
2 | towards various investment 12 .
options and rank them Mutual Fund, I_Eqmty, De_bentures,
Insurance, Chit, Gold/ Silver, Real Esta
To find out the saving Capital appreciation, Supplement the
3 | objectives of mutual fund 6 current income, Tax saving, To meet
investors contingencies, Income after retirement
To identify the importance Advertisement, Data and Information,
4 . . 3 ) :
of information source Advice and Recommendation
To identify various issues Complexity, Non performance, and
5 | related to mutual fund 3 ! ’
. Management Issues
investment
6 Factors considered for 3 Fund related factors , Investors related
selection of mutual fund factors, AMC/ Sponsor related factors
To identify the perceptual Knowledge and Awareness, Regulatiorn
7 | factors towards mutual fund 4 and Transparency, Convenience and
investment Flexibility, Return and Affordability
8 To assess the satisfaction 3 Satisfied, Moderately satisfied,
level Dissatisfied
To assess the risk tolerance
9 level of mutual fund 3 High, Moderate and Low

investors

1.8.3 Item Generation, Content Validity and Instrunent Development

Extensive literature survey enabled the researtihedentify all variables

and statements related to the study. Detailed s&sons were made with subject

experts, fund house managers and various deposparyicipants for item

generation process (Churchill, 1979 and Muraki,09%he draft questionnaire was

submitted to eminent academicians and industry rexper examining the validity

of the instrument. The statements with respectamnissues, important factors for

selection, perception of investors and risk atgtud mutual fund investment were

thoroughly scrutinised, and those statements higitlsd were included in the final

guestionnaire. The five point and seven point liikealing techniques were applied

in the instrument along with some close ended tuestor additional inputs.



1.8.4 Pilot Survey and Instrument Pre-test

A pilot study was conducted for testing the appiaipness of the research
guestions and methods adopted. The pilot studyeleilp selecting the appropriate
data collection plan and also to check which samgpiechnique was appropriate. In
addition the reliability of the questionnaire wdsoatested through the pilot study.
(Churchil, 1979 and Nunnally, 1978)he initial survey was conducted by the
researcher personally among 100 retail investorseintral Kerala. Based on their
responses, the reliability of the instrument wasc&ed. Cronbach alpha, KMO
measure of adequacy and Bartlett’'s test of spligrngere done. Cronbach alpha
was calculated to measure the internal consistandyreliability of the instrument.
Those items having their communalities below 0.d @nonbach’s alpha below 0.6
were removed from the final questionnaire resultingl3 statements foissues
faced in mutual fund investme@f statements fomportant factors for mutual fund

selectionand 22 statements fperception of investors towards mutual funds

1.8.5 Research Design

The quality of research depends upon the suitglwfitthe method selected
for it. According to the intent, descriptive resgarand according to the method
analytical study was adopted. Descriptive reseaalip known as statistical
research, describes data and characteristics #impbpulation or phenomenon and
focus on particular aspects or dimensions of tleblpm studied. On the other hand,
analytical study is primarily concerned with tegtinypothesis and specifying and
interpreting relationships. Thus, the researcligtesas appropriate for the present
study to gauge the various sources and impact dti@hdund as an investment
option among the retail investors and also to wtdad the dynamics of problems,
factors influencing purchase and perception of mlutund investors. Both primary

and secondary data were used for the study.

1.8.6 Sample Design

Universe
The population for the research study is the mutwadl retail investors of
Kerala.
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Sampling Unit

The sampling unit of this survey is an individuaho is technically called as
a ‘retail investor’who has invested in mutual funds during the peabdtudy. For
the research study, Kerala state was divided meetzones viz: South, Central and
Northern zones. To analyse the geographical digtab of unit holders, the study
was focused on Corporations, Municipality and Pagakth from each of these three

Zones.

Sampling Frame (Source List)
Clients of Depository Participants (DP) from eadabne constituted the

source list.

Sample Size Determination

Sample size calculation is concerned with how msemple is required to
make a correct decision on particular researchs dbesn’'t necessarily mean that
more is always best in sample size calculation. @hnthe major challenges is to
determine the sample size accurately, especiatiydy like this where there is no
reliable source to determine the correct numbenatual fund investors in Kerala.
So in this case researcher used the power andlgsesd on the pilot study with 5%
level significance (p value) and 90% power to duiee the sample size using

software Sigma-plot 11.0. The result of the analysgiven in the following table.

The maximum required sample size turns to be 44fe fesult of the

analysis given in the following table:

Table 1.2

Sample Size — Power analysis

Type of test Minimum Sample Maximum Sample
Correlation 87 312
Z test 67 442
ANOVA 83 296
Chi Square 47 339
So required Sample Size 442

11



Sampling Procedure

Survey method was used as a technique for datactiolh among the retail
investors and interview method for exploring prid@tier's perspectives due to the
qualitative nature of the information. To obtairp@bability sample, considerable

effort was devoted for selecting the appropriatefga plan.

For conducting the survey among retail investorsnaltistage random
sampling was applied. For this purpose, Kerala stats divided into three zones viz:
south, central and northern zones. South zone d¢simgprof Thiruvanathapuram,
Kollam, Alappuzha, and Pathanamthitta districts;nt@@ zone comprising of
Kottayam, Idukki, Ernakulam,and Thrissur districtéprthern zone comprising of
Palakkad, Malappuram, Kozhikode Wayanadu, Kanndr Kaaisargodu districts. To
analyse the geographical distribution of unit haddehe study was focused on
panchayath, municipality and corporations in eacthese three zones based on the
broad socio-economic classes. To study the urbass, acorporations viz;
Thiruvanathapuram, Ernakulum and Kozhikode anddweec the semi-urban and
rural areas, municipality and panchayats from Rethdhitta, Kottayam and
Palakkad were taken as sample from each zone. Réspis were selected on a

random basis from the client list of Depositorytiegrants.

Sample Profile

The collection of data was based on multistage aandampling based on
geographical distribution of investors. A populatisample survey among investors
was collected from three zones. As the AUM by Gaply - Consolidated data for
MF Industry in three major Corporations of Kerataom 31-Mar-2013 is less than 1%
(Cochin 0.42%, Trivandrum 0.15% and Calicut 0.05%0)yas evident that central
Kerala has got more than double the size of mutual investors. Accordingly 150
copies of questionnaires were distributed in nartth south zone respectively and 300
copies of questionnaires were distributed in cénzane. After editing of
guestionnaire for completion, accuracy and conststeéhe researcher was left out
with 472 numbers of questionnaires. The zone véspanse is given in the following
table:
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Table 1.3

Cross Tabulation of Area of Residence and Zone

) Zone
Particulars Total
South Central North
Count 27 105 41 173
PR
Panchayath| 2 Within Areaof | 45600 | 60.796| 23.7% 100.0%
residence
% within Zone 23.1% 39.5% 46.1% 36.7%
Count 48 77 36 161
PR
Areaof | vy icinality| 20 Within Areaof | 5g 800 | 47.8% | 22494 100.0%
Residence residence
% within Zone 41.0% 28.9% 40.4% 34.1%
Count 42 84 12 138
PR
Corporation| 22 Within Area of 30.4% | 60.9%| 8.7%| 100.0%
residence
% within Zone 35.9% 31.6% 13.5% 29.2%
Count 117 266 89 472
PR
Total % within Area of 24.8% | 56.4%| 18.9% 100.0%
residence
% within Zone 100.0% 100.0% 100.0%%6 100.0%

Source: Primary data

1.8.7 Method for Data Collection

The study is based on both primary and secondary. dae primary data
were collected using survey method. Surveys offiea@propriate tool because they
can measure predefined constructs and test thethegs. The level for the data
collection was individuals, because the focus ef tasearch study was individual
investors. The methodology adopted was through toqumesire method. In-depth
interviews and focus group discussions with AMQyKars and experts were also
carried out to gain more insight into the issuee Plurpose of the survey was to
understand the behavioural aspects of individuaestors, mainly their fund
selection behaviour, various factors influencings thbehaviour and also the
perception among individual investors. Secondatg geere collected from various

sources viz; AMFI, Asset Management Companies, SEBI etc.

1.8.8 Data Analysis
Coding of variables in quantitative research isyveritical for better

interpretation of results. The questions and resgenvere coded and entered in the
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data editor using SPSS software. Various statlstitethods were applied on the

data to get the results which were analyzed.

Descriptive statistics were used to describe amdnsarize the properties of
the mass data collected from the respondents. Dinemon measures such as

frequency, percentage, mean, standard deviati@fficdent of variation were used.

The tests like independent sample Z test, one Wd@¥A and Chi Square
were used to test the significance of the hyposhdsferential statistics were used
for comparison and advanced methods like Post Hakely HSD, Exploratory
factor analysis, Confirmatory factor analysis anejgfession model fit indices for
CFA were used for modelling the data. Finally Mé&dia and Sobel test analysis

were used to evaluate the mediation effect betwleenariables under study.

Tools used for Data Analysis

Mean
The mean, the measure of central tendency waslatdduo find the simple

arithmetic average of all the values in the disiitn. The mean percentage score

mean X100

[mps = ] were also calculated.

maximum possible score

Standard Deviation
Standard deviation a measure of fit was used tcsureghow well the mean

represents data. Standard deviation is the sqoateof the variance. It measures
the spread of a set of observations and largedatdndeviation sshows e more
spread of the observations. Small standard dewidtielative to the value of the
mean itself) indicates that data points are close¢an. A large standard deviation
(relative to mean) indicates that the data poinésdistant from the mean (i.e. the
mean is not the representation of the data).

Coefficient of Variation

Based on this the mean and SD score of the resptsfie the variables, its

Standard deviation X100

Coefficient of Variatior[CV = ] was calculated to find out the

mean

variation among factors in different groups.
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Chi-Square Test

Chi-square is used as a non parametric test. usésl to determine if the
categorical data shows dependency or two classditaare independent. It is also
used to make comparison between theoretical popaoland actual data when
categories are used. The test of independenceiresplidaether or not two attributes
are associated. Chi-square test of independencecam®d out for finding the
relationship between demographic variable and tteditqtive variables considered.
A level of 0.05 was established a priori for deteing statistical significance.

One Sample Z-Test
One sample z- test is a statistical procedure usedxamine the mean

difference between the sample and the known vdidlkeopopulation mean. In one

sample z-test, the population mean is known An independent sample Z

(F-wo)vn
——.
test was carried out to identify whether the meeares of variables under study

differ significantly with respect to demographictars.

ANOVA

Analysis of Variance (ANOVA) is used to compare theans of more than
two populations. It uncovers the main effect artdriction effects of classifications
or independent variables or one or more dependables. ANOVA uses the F-
statistic, which test the means of the groups faorimgone independent variable or a
combination of independent variables are signifigadifferent. One-way ANOVA
is the generalization of the t-test for independsamples with more than two

groups.

Post- Hoc Multiple Comparison

Rejection of null hypothesis in ANOVA only tellsahall population means
are not equal. Post hoc tests are a set of coropartsetween group means. Multiple
comparisons were used to assess which groups niian filbm others, once the
overall F-test shows at least one difference. #dssinvolves comparing the means of
all combinations of pairs of groups. Each groupartticipants were compared to the
entire remaining group. For each pair of groupdifierence between group means is
displayed, the standard error of difference, tigmiBcance level of difference, and a
95% confidence level. Tukey HSD (Honestly SignificBifference) test was used.
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Factor Analysis

Factor analysis is a technique used to identifynaler number of factors
underlying a large number of observed variablesriddées that have high
correlation between them and are largely indepandeonther subset of variables
were combined into factors. Exploratory Factor Asa (EFA) was done to explore
the underlying dimensions that could have causerkledion among the observed
variables. For extractions, Principal Component Ipsia (PCA) with varimax
rotation was used to reduce the number of varialdesce the factor analysis is
based on correlation between variables, the fdgildyaof data was ascertained by
three important tests. First, an inspection of@atron matrix for coefficients of 0.3
and above was observed. Second, a Kaiser-Meyen(H##vO) measure of sample
adequacy was calculated. If the KMO measure istgrethan 0.6, then the
factorability of data is assumedgbachinick & Fidell, 2007)Third, if the Barlett's
Test of Sphericty (BTS) value is significant, i.8.05 or smaller (p<.05), then the
factorability is assumed.

The researcher used the Principal Component Amalfi the factor
extraction because it is simple than the other otetbf Principle Axis factoring
(Steven, 2002)he criterion Eigen value greater than 1 for dateing the factor.
The Scree test was used to select the correct nushlectors as it was considered a
good solution for selecting the accurate numbdactors.

Communality is used to test the suitgbibf the factors considered under
each of the statements and higher communalitiebedter. It is the extent to which
an item correlates with all other items. If commlities for a particular variable are
low, (between 0.0-0.4) then, the variables wereoneed from the analysis.

While using the factor rotation, factor da@dgs below 0.40 were suppressed.
This process produced a clear rotated componenixnbaut there were items that
did not have a loading over 0.4 on any of the fiactBach item that did not have a
loading of .04 was reviewed in terms of its contdiftese items were deleted and
factor rotation was conducted again. This process @ontinued until it produced a

clean loading structure.
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Confirmatory Factor Analysis (CFA) - Structural Eqgation Modelling (SEM)
Confirmatory factor analysis (CFA) is a type of ustiural equation
modelling (SEM), which deals specifically with meaemment models that is
relationship between observed measures or indicétosocial research works,
researchers need to have measures with good lgjiand validity that are
appropriate for use across diverse populations.e@pwment of psychometrically
sound measures is an expensive and time consumongss, and CFA is one step in
the development of process. Based on the pastreadand theory of the factors
that exist in the literature, the researcher sptithe number of factor&tructural
Equation Models (SEM) with latent variablegs used to analyze relationships
among variables because of their ability to modempglex system (where
simultaneous and reciprocal relationships may lesent, such as the relationship
between quality and satisfaction) and their abtlitynodel relationships among non-
observable variables while taking measurement ®rioto account (which are

usually sizeable in questionnaire data and carltresbiased estimates if ignored).

For the analysis initially an input model was depeld by using AMOS-18
graphics. The rectangle represents observed faatatsoval drawn in the diagram
represents unobserved variables. The curved dobhblded arrows represent
correlations or co-variances among the unobseraedhles and the straight headed
arrow represents the regression coefficients ofdabserved variables. The small
circles with arrows pointing from the circles toetlobserved variables represent
errors unique factors, which are also known asamgumultiple correlation of the
standard error. The value above each rectanguarrépresents the R-Squared
value of the observed variables. R — Square iatssstal measure of how close the
data are to the fitted to the regression line, ataled as the coefficient of
determination. The statistic measures how sucdesbgu fit is explaining the
variation of the data. It is the percentage of régponse variable variation that is
explained.Zero percentage indicates that the mexjaghains none of the variability
of the response data around its meahoR1 indicates that the regression line

perfectly fits the data.

In using SEM, it is a common practice to use aetgrof indices to measure
model fit. In addition to the ratio of th@ statistic to its degree of freedom, with a
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value less than 5 indicating acceptable fit, redeas recommended a handful of fit
indices to assess model fit. These are the Goodrfdsis (GFI), Normal Fit Index
(NFI), Standardized Root Mean Residual (SRMR), tred Comparative Fit Index
(CFI). For the current model all the values safthe recommended level of

acceptable fit.

The measures of “goodness of fit’ followed in thesearch are;

Absolute Fit Measures:

Likelihood ratio Chi-square statistic (p): usuadiyeater than 0.05 or 0.01 is the level
of acceptable fit.

Goodness of fit index (GFI): higher values clostard.0, indicates better fit.

Root mean square error of approximation (RMSEA)ues ranging from .05 to
0.08 are acceptable.

Root mean square residual: smaller values arerbette

Incremental Fit Measures:

Tuker-Lewis Index (TLI): A recommended value of Tisl 0.09 or greater. The
value closure to 1.0 indicates perfect fit.

Normal fit Index (NFI): A recommended value of NEI0.09 or greater. The value
closure to 1.0 indicates perfect fit.

Adjusted goodness—of—fit index (AGFI): A recommethd@lue of AGFI is 0.09 or
greater. The value closure to 1.0 indicates peffiecThe value of the fit indices
indicates a reasonable fit of the measurement maitbl data. Considering the
above values, a conclusion was reached about rilaé rfiodel for each factor and

their relationships.

Mediation - Sobel Analysis

In general terms“a moderator is a qualitative oargitative variable that
affects the direction and/or strength of the relatbetween an independent or
predictor variable and a dependent or criterionabée”. Although the systematic
search for moderator variables is relatively recegpgychologists have long

recognized the importance of mediating variables.

In general, “a given variable may be said to fumttas a mediator to the

extent that it accounts for the relation betweee phmedictor and the criterion.
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Mediators explain how external physical events take internal psychological
significance. Whereas moderator variables spectigrwcertain effects will hold,
mediators speak to how or why such effects ocdBaton, Reuben. M and Kenny,
David. A (1986). To clarify the meaning of mediation, a path deagras a model

for depicting a causal chain is diagrammed in Fagud.

Fig: 1.1
Median Path Diagram

Mediator

c Outcome

Independent
Variable

Variable

A 4

The model assumes “a three-variable system suthhi@ are two causal paths
feeding into the outcome variable: the direct immddhe independent variable (Path c)
and the impact of the mediator (Pdih There is also a path from the independent
variable to the mediator (Pa#f). A variable functions as a mediator when it meegs th
following conditions: (a) variations in levels dig independent variable significantly
account for variations in the presumed mediata.,(iPath c), (b) variations in the
mediator significantly account for variations iretlependent variable (i.e., Pathand
(c) when Paths and b are controlled, a previously significant relatioatween the
independent and dependent variables is no longgifisant, with the strongest
demonstration of mediation occurring when Paths zero. In regard to the last
condition we may envisage a continuum. When Raik reduced to zero, we have
strong evidence for a single, dominant mediatothdf residual Path is not zero, this
indicates the operation of multiple mediating fastcA more realistic goal may be to
seek mediators that significantly decrease Ratather than eliminating the relation
between the independent and dependent variablegetier. From a theoretical
perspective, a significant reduction demonstraias @ given mediator is indeed potent,
although not both a necessary and a sufficientidbondor an effect to occurBaron,
Reuben. M and Kenny, David. A (1986).
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Fig: 1.2
Median Path Diagram
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SOBEL estimates the total, direct, and indirect@8 of causal variable xvar
on outcome variable yvar through a proposed mediadéoiable mvar. It also
calculates the Sobel test for the indirect effactvall as a percentile-based bootstrap
confidence interval for estimating the indirecteett

1.9 Period of Study

The study was based on both primary and secondstey @he pilot study
was conductethetween the months of January to March 2013. difmary data was
collected during April-December 2013, among thaitahvestors of Kerala State.
Sample questionnaire is given in Annexurel. Theorsgary data regarding the
mutual fund industry was collected right from tmeaption year 1964 till March
2013.

1.10 Operational Concept and Working Definition

Individual investors also known as the Retalil inges mean “an investor
who buy and sell securities for his own behalf aotl for an organization”. Retail
investors typically trade in much smaller quangitiban institutional investors (Bank

of New York Mellon Glossary)

The unit of observation and analysis of survey néy aamong Individual
Investors whose definition is “An individual whoshaurrently invested (i.e. as on
March 2013 in any Mutual Funds and this does nafutte high net worth

individuals (i.e., those who saves above Rs. J)@; per annum).
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1.11 Limitations of the Study

» The study has not been conducted over an extersteatipof time in the stock
market which will have a significant influence awvestor’s investment pattern
and preferences.

» Lack of knowledge, unwillingness and bias in thepnse of certain investors.

* Reluctance to answer personal question which miggtathe reliability of the
study.

» Scattered and heterogeneous nature of retail iongest

1.12 Outline of the Study /Chapter Scheme
This research work was organised into five chapsrsutlined below:

Chapter I - Provides the introduction to the research andents the background of
the study, statement of the problem, objectivegpoltheses, the methodology
adopted for the study covering the data source,pbag technique, tools and

techniques of analysis and time period and linotadiof the study.

Chapter Il - Deals with the comprehensive review of literatureler five heads
based on the variables studied, comprising of stumh foreign countries as well as

in India.

Chapter 1ll - The first part highlights the mutual fund concgptgrowth,
development SEBI (Mutual Funds) Regulations 199®ero details in terms of
number of funds, number of schemes launched, categb schemes, types of
schemes, resources mobilized, redemption of fumdsassets under management
and future prospects. The second part deals witbstiment and savings in India

since the year 2000.

ChapterlV- Gives a detailed statistics analysis of data ctdérom mutual fund
investors in Kerala based on demographics, mictbraacro factors, issues related
to mutual fund investment, factors influencing ttleoice of mutual funds, the

perception of investors, satisfaction and risk gsial

Chapter V- Comprehensively summarizes the entire study ansepts the finding,

suggestionsgonclusion and scope for future studies.
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Chapter 2
REVIEW OF LITERATURE

2.1 Introduction

The review of literature was done on the broad &amork of the study.
Articles were reviewed under behavioural financédwe a clear understanding and
deep inight into the broad area of the study. Tteeature review was done under
seven heads based on the objectives of the stunglpaFactors influencing the
purchase of mutual funds, Information source, Itmests decision among
households and individuals, Investor behaviourydssand Perception of mutual

fund investors and Risk tolerance.

2.2 Behavioural Finance

Behavioural finance is part of finance that seeksinderstand and explain
the systematic financial market implications of gsylogical decision processes.
The irrational behaviour of investors, not captuled the traditional models is
explained by making use of cognitive psychologgiaicsciences and anthropology.
Behavioural finance can be best described as telt 6f finance that proposes
psychology and human emotion-based theories toaexptertain investment
anomalies that is seen in real life. It basicakbglanes that, the characteristics of
market participants and their emotions influence ithvestor’'s financial decisions
and thus the market outcomes. It replaces thetiwadl and idealized idea of
rational decision makers with real and imperfecigde who have social, cognitive,

and emotional biases.

The behavioural finance literature falls into twwimary areas: the
identification of “anomalies” in the efficient mak hypothesis that behavioural
models may explain DeBondt and Thaler (1988)d the identification of individual
investor behaviours or biases inconsistent withssitaml economic theories of
rational behaviour Odean (1999)

According to prospect theory, people do not behatienally. They behave
differently in different context. According to Kaaman and Tversky (1979)

“people respond differently to same situation eithés presented in context of loss
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or gain. Investors are distressed with prospeclsssfand are pleasant with possible
gain. Investors become risk averse when faced sutl loss and become risk takers

when faced with sure gain”.

Behavioural literature focuses on how individualastors manage their
portfolios and that how an active portfolio manageioffers various strategies for
beating the benchmarks. Among investors a commuatetecy of holding losers for
long and selling winners quickly has been pointed loy Shefrin and Statman
(1985f. They named it as the disposition effect. Thewtesl their findings to the
concepts of “loss aversion, the issue of self-@ntmental accounting, and the

aspiration to avoid regret.”

Samuelson and Zeckhauser (1988%fined the status quo bias. It is also
related to the influence of default option on clesicThe status quo is related to loss
aversion (framing as gains and losses) in the s#¥ageurrent position (status quo)
is refereed as the reference point. Other explamsitisuch as anchoring, sunk costs,
regret avoidance, the desire for uniformity, theidance of cognitive dissonance,
and the illusion of control, may contribute to therseverance of the status quo bias
and all this leads towards poor management of @atfThe status quo, familiarity
bias, inclination for stable returns, poor divacsifion and not making the proper
adjustment in the portfolio with the arrival of nemformation are the factors that
result in less than optimal investment outcomeghis condition investors invest in
those funds that they have already purchased andot@hange the investment

model.

Festinger’s theory of cognitive dissonance stalted tpeople feel internal
tension and anxiety when faced with conflictingidéisl They try to reduce inner
conflicts firstly by changing past values and Wsliesecondly try justifying their
choices. Investors also exhibit this kind of bebaviwhen making investment

decisions”.

Goetzmann and Peles (1998xamined the cognitive dissonance in mutual
fund investor. According to this research “the nalitdlunds investors exhibit
cognitive dissonance while selling and buying muthnds and spend more
moneyon leading mutual funds. Investors are relidtaadmit that they have made
bad investment and do not want to sell it”. Accogdio regret theory, “investors
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anticipate regret if they have made wrong choiag take this recommendation into
future reference. Fear of regret plays a greatirolaaking investor to become risk

averse or take great risk”.

Behavioural finance attempts to explain human bigl@s’ in markets,
importing theories of human behaviour from the absiciences Shiller (1998)
Behavioural finance is an attempt to explain wtaatses some of the anomalies that

have been observed and reported in the financatlite. Fuller (1998)

Odean (1998)found that particular group of investors sells mérs more
readily than losers. Even when the other rationafivations are controlled, these
investors carry on selling winners and holding teseTheir actions are in
accordance with two behavioural hypotheses: thepgaa theory and an erroneous
conviction that winners and losers will mean reMdnis investor behaviour appears
not to be motivated by a desire to rebalance p@#for by a reluctance to incur the
higher trading costs of low priced stocks. It iscahot justified by subsequent
performance, as it leads to lower return. Investoasle too much due to their
overconfidence. Successful investors can exhiberanfidence through self-
attribution bias, i.e. they have conviction thagithsuccessful trade activity is the

mere result of their specific skills and abilities.

According to Olsen (199%)“most people consider themselves to be risk-
avoiders rather than risk-takers. People will ma&eisions in which they are willing
to accept a certain small return rather than aetarigut uncertain profit from their
financial decisions”. The measurement of risk &hee should be differentiated on
the willingness to take risk . Risk tolerance clemwith experience of investment,

age, work life, and changes in the market condition

Behavioural finance is defined by Shefrin (1999%gs a rapidly growing
area that deals with the influence of psychologytle@ behaviour of financial
practitioners”. Within behavioural finance, it issmamed that information structure
and the characteristics of market participants aagltheir educational background
and other demographic features systematically emite individuals’ behaviour and
their investment decisions. It is due to thesedfiacthat people feel more competent
than others in interpreting and acting on the imfation to make investment

decisions.
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Barber, Odean, and Zheng (2080)n their article highlighted three
important behaviour of investor viz; “(i) investobsly only those funds that have
showed good past performance. (ii) investors alectant to sell losing funds and
are ready to sell winning fund. (iii) investors aess likely to buy the funds having
high transaction fee i.e. brokerage fee, front kradl fee. They argued that when
purchasing a fund, investors show representativeisie i.e. investors believe that
past performance is overly representative of fugpeeformance. Thus investors
exhibit over-confidence while selecting the pastfgrening funds and overly

estimates their future performance”.

According to Simon(2000)*® behavioural finance studies the psychological
and sociological factors that influence the finahalecision making process of
individuals, groups and entities. In his studyg“theories of behavioural finance are
discussed like cognitive dissonance, prospectsryhaod regret theory. When
investor purchases intended security or mutual $urekperiences an emotional
reaction. If security falls in value, investor does want to sell it to avoid the regret
of bad investment. Therefore investors buy thedtotk or mutual fund or follow
crowd, in this case if the value of security deesinnvestor can lessen the regret

because a group of people also lost money on Huhirlvestment”.

Several studies have examined the link between egeadd behavioural
finance biases; of these, Barber and Odean (?b@bhclude that men are more
subject to overconfidence bias than women in tadirhe researchers found that,
over a six year period, men on average traded 4%¥e fhan women and single

men on average traded 67% more than single women.

While other studies have found that high overcanfice behaviour affected
not only the frequency but also the volume of ingdn the stock market. Glaser and
Weber (2003) show that high overconfidence investors definethbsve average’
in investment skill has a tendency to trade indavglumes. Statman et al (200%)
argues that the level of overconfidence has a igeséffect on trading volume.
Investors with high overconfidence tend to tradéange volume, and then modelled
as overconfidence hypothesis. Several studies ededhat overconfidence causes

excessive trading, and eventually lead to dechnievestor returns.

27



According to Ranganathan (2066)mostly in financial literature it is
considered that “investors are rational but thatas the case the investors whose
behaviour is dynamic, which is based upon beliefceptions and expectations.
Investor behaviour changes with the time perioche¥/the variables are constant”.

Barak and Demirel(2006)® relates how stock prices are affected by
investors’ behaviours. In behavioural finance, stees are normal rather than
rational. Behavioural finance is bases on the aptiom that most investors make
choices based on limited information. As a resalestors’ choices typically are
not the ones that would maximise the utility ofigaal investors; rather investors’
choices satisfy investors whose rationality is by the limited availability of

information and limited cognitive ability.

Gurtler and Hartmaxg2007) study reveals that most changes in attitudes

take one time to emerge.

Finance theories, assumes that investors make ialexidased on the
expected return and risk calculation. Behaviourmlarfice studies from the
psychological angle and it depicts people’s finahdecisions being affected by the
psychological factors viz; heuristics (too much gteion recent past), concervatism
(slow to pick up change), disposition effect (avtmdealize paper loss), familiarity
biases (prefer to invest in familiar stock, framefect (loss averse and present the

individual matters wrongly).

2.3 Factors Influencing the Purchase of Mutual Fund

It is widely believed that mutual funds (MFs) aergeted towards small
investors who are afraid of stock market and wdikiel to garner the advantage of
stock market investment. Selection criterions thegstors look are scope of mutual

fund family, past performance, fund manager etc.

In India, the pioneering attempt was made by NCAER1964, by
conducting a survey among the house hold invedwranderstand the attitude

towards individual savings.

Lancaster (1968 presents a multi-attribute model of consumer ahdiat
consumer utility resides in the characteristicd thgood possesses, rather than in

the good itself.
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Fishbein and Azjen (197%)is the most quoted study to model the choice
process. They opined that “choice is determineddnh alternative’s sum perceived

values on multiple attributes and the alternativt fargest score is selected”.

The study of Kahneman and Amos (197®bserves that the psychology of
preferences have demonstrated. Kahneman and Amosondinally described
‘Prospect theory’ in 1979 found that contrary tpested utility theory, people place
different weights on gains and losses and on differanges of probability. They
found that “individuals are much more distressedlyspective losses than happy
by equivalent gains and concluded that investopgc@ly consider the loss of $1
twice as painful as the pleasure received from ay&ih”. They also found that
individuals would respond differently to equivalesituations depending on whether
it is presented in the context of losses or gains.

Woerheidg1982¥° done a study on suggested criteria for mutual $uamt
proved that factors like size of fund , effectivem®f marketing programme and past

returns have strong impact.

Dunham(1984f* admits that “although personality factors canngfeaover
an extended period of time, the process is slowtends to be stable from one
situation to another and these factors are expeotetfluence the decision making

behaviour of an individual”.

De Bondt and Thaler (1985)argue that “mean reversion in stock prices is
an evidence of investor over reaction where investwer emphasise recent firm

performance in forming future expectations”.

Barnewall (1987Y° finds that “an individual investor can be found by
lifestyle characteristics, risk aversion, controileatation and occupation. He also
suggests the use of psychographics as the basietefmining an individual's
financial services needs and takes one closer dotrifth from the customer’s

perspective of need to build a marketing programme”

Statman (1988§ observed “that people trade for both cognitive and
emotional reasons. They trade because they thiex hlave information, when in
reality they make nothing but noise and trade drdgause trading brings them joy

and pride. Trading brings pride when decisions mae profitable, but it brings
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regrets when they are not. Investors try to avbie pain of regret by avoiding
realization of losses, employing investment adwsas scapegoats and avoiding

stocks of companies with low reputations”.

Gupta(1988¥2 brand or product features like price, qualityuratand risk
for the mutual fund purchase are widely believedntpact significantly upon the

weighting of selection criteria.

Consumer survey report of muual fund investors Q)¥%ays that risk and
return alone are not adequate as explanatory Variatthough past performance
and level of risk (safety) were rated as the twasthimportant factors in aggregate,
several additional factors were also relevant:. amhaf sales charge, management
fees, fund managers reputation, fund family, cgfaf the fund's accounting
statement, recommendation from a financial magaaimeewsletter, availability of
telephone switching, the fact that funds are aleadned in that family, and

friend's recommendation etc.

There is some empirical evidence that investorsenmaldtual fund purchase
decisions on the basis of past performance. Kanatini, and Aber (19931} Patel,
Zeckhauser, and Hendrickd992)* report that “previous fund performance,
adjusted for risk appears to be associated withimigdws to mutual funds”.
However, Sirri and Tufano (1992 find that “raw returns which are not adjusted
for risk, appear to drive fund growth”.

Ippolito (1992§° says that “ fund/scheme selection by investotsased on
past performance of the funds and money flows wittning funds more rapidly

than they flow out of losing fund”.

Gupta (1994 made a household investor survey with the objettiyeovide
data on the investor preferences on MFs and othandial assets.suggestions were

given to the stake holders to design new finarmiadlucts.

Capon, Fitzsimons and Weingarten (1984&xplored the mutual fund
purchase decision by affluent consumers. They tigeged the rationality
assumption and compared the affluent with the presly studied sample of
consumers. The variables included: sources of nmftion, selection criteria, and

mutual fund investment behaviour. In addition, theyught to integrate this
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information with demographic data to develop pesfilof distinct affluent mutual

fund investor groups.

NCAER (19963° analysed the structure of the capital market ardamted
the views and attitudes of individual shareholders.

Tripathy(1996)" in her study observed that “with the structurtalization
policies, Indian economy is likely to return to ghgrow path in few years, at the
same time mutual fund (and life insurance) orgdiuma are needed to upgrade their
skills and technology”.

Madhusudhan V Jambodek@r996)® study reveals that “income schemes
and open ended schemes are more preferred thamhgsotvemes and close ended
schemes during the period of study. Investors lkooksafety of principal, liquidity
and capital appreciation in the order of importanmemvspapers and magazines are
the first source of information through which intes get to know about
MFs/Schemes and investor service is a major difteaagng factor in the selection

of mutual fund schemes”.

Sujit Sikidar and Amrit Pal Singh (1998)carried out a survey with an
objective to understand the behavioural aspectiseoinvestors of the North Eastern
region towards equity and mutual funds investmemtfplio. The survey revealed
that “the salaried and self employed formed theom@&vestors in mutual fund
primarily due to tax concessions and UTI and SBilesees were popular when the

survey was done”.

Shankar(1996Y° points that “the Indian investors do view mutuahds as
commodity products and AMCs to capture the markeduld follow the consumer
product distribution model”.

Jambodekar (1998) conducted a study to know the awareness of mutual
fund, to identify the information source, factondluencing the choice of fund. The
study reveals that, “income schemes and open esd®eimes are more preferred
than growth schemes and close ended schemes doeipgriod”.

Capon, et al; (1998) investigates the manner in which consumers make
mutual fund investment decision based on consumeavwour, information sources

and other selection criteria related on mutual fypadchase. Investors report that
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“they consider many non-performance related vaemblVhen investors are grouped
by similarity of investment decision process, agknsmall group appears to be
highly knowledgeable about its investments. Howgwarst investors appear to be
naive, having little knowledge of the investmemniatggies or financial details of

their investments”.

Goetzman and Peles (19%7gstablished that there is evidence of investor
psychology affecting fund/scheme selection andchwnity. They present evidence
from the responses of mutual fund investors abectllection of past performance.
They found that the degree of bias is conditiormmdruprevious investor’s choice, a

phenomenon related to the well known theory of dogndissonance.

According to Talluru (1997 the objective of mutual fund selection process
is to choose a fund from large number of availdbiel within the limits defined by
investor preference, economic climate and congtain this study researcher argue
that “it is very complex procedure to select appiaip fund and majority of

investors lack awareness and expertise”.

Syama Sunder (1998)done a study on Kothari Pioneer, a private mutual
fund player. The survey revealed that “awarenéssitamutual fund concept was
poor during that time in small cities like Visakapam and agents play a vital role
in spreading them mutual fund culture. Open-enceises were much preferred
then; age and income are the two important detemménin the selection of the
fund/scheme; brand image and return are the pransiderations while investing in

any mutual funds”.

Khorana and Servaes (19%9)had experimented that “the decision to
introduce a new type of fund is affected by a nundbevariables, including investor
demand for the fund’s attributes. Investment congsashould continually introduce
new types of funds in an effort to attract inve'starapital and maximize assets

under management”.

Odean (1999f" says that‘as investors are unique and are a highly
heterogeneous group at the retail level, desigaimgneral product and expecting a

good response will be futile”.
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Rajarajan (200d§ envisage that individual investment choices (estpcks,

bonds, real estate) are based on lifestyle and geapbic attributes.

SEBI — NCAER Survey2000)° was carried out to assess the number of
households and individual investors, their economid demographic profile,
portfolio size, investment preference for equitynadl as other savings instruments.
Some of the relevant findings of the study are 4whwlds preference for
instruments match their risk perception; bank d#pbas an appeal across all
income class; 43 percent of the non-investor haaldsHack awareness about stock
markets and compared to low income groups, theehigitome groups have higher
share of investments in MFs signifying that theyéhatill not become truly the

investment vehicle for small investors”.

Chakarabarti and Rungta (208f03tressed the importance of brand effect in
determining the competitive position of the AMCselr study reveals that “that
brand image factor, though cannot be easily cagtose computable performance
measures, influences the investor's perception &etce his fund/scheme

selection”.

Shanmugham (2008)conducted a survey of 201 individual investors to
study the information sourcing by investors, thparceptions and the factors
motivating investment decisions and reports thatoragnthe various factors,
psychological and sociological factors, dominat ¢eonomic factors in investment

decisions.

Anjan Chakarabarti and Harsh Rungta (260@jressed the importance of
brand effect in determining the competitive positiof the AMCs. Their study
reveals that “brand image factor, though cannoe&sly captured by computable
performance measures, influences the investor'scepion and hence the

fund/scheme selection”.

Hakan and Detzler (2002)present a rigorous framework for asset allocation
and selecting mutual funds and takes into accoheat unique preferences and
constraints of individual investors. The AHP basedtual fund selection model is
adopted in the study. They recommend AHP as a rdetbcsolve the complex

decision problem for mutual fund selection. Thelifgration of mutual funds has
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made it a challenge for investors to select a rifgimd to invest. Most of the

investors are not able to make asset allocation.

Wilcox (2002F* conducted research on investor's preferences timks
mutual funds in which they conducted a conjoindgton 50 investors. Analysis
showed that “investors weighted past performanceentban fee structure. The
wealthier and the knowledgeable investors are rh@sed towards entry load and
other charges while selecting the mutual funds.rAfram the past performance,
there are other factors that affects decision nmgkiout investors make cognitive

errors while selecting funds”.

Singh and Chand€R003}° has made a study on general investors with
regard to their expectation from mutual funds jrigkinto consideration their age
group and the occupation they are in. The chaiatitsr like past record of
organisation, repurchase of the unit, easy traaBiiy, return, etc are rated as

important factors.

Lynch and Musto (2008j were of opinion that “this decade will belong to
mutual funds because the ordinary investor doedhae¢ the time, experience and

patience to take independent investment decisiorisoown”.

Bala Ramasamy and Yeung (2003)onclude that transaction costs (i.e. the
expense ratio) is often inversely related to thdgomance of a mutual fund. They
surveys the relative importance of factors congiden selection of Mutual Funds
by financial advisors in emerging market. The sttmyussed on Malaysia, pointed
three important factors which dominate the choioésnutual funds. These are

consistent past performance, size of fund, andafdsansaction.

Black (20043° observed that* in recent years, investors' atisuwards the
securities industry dropped, in reaction to botk ttonflicted research and the
mutual fund scandals and concluded that the nyghistic assessment is that, the

SEC has plenty of unfinished business to attend to”

Keli (2005Y° is of opinion that “past performance and fundsieistment

strategy continued to be the top two drivers indblection of a new fund manager”.

Rajeswari and Moorthy (200%)observed that “investors demand inter-

temporal wealth shifting as they progress throdmghlife cycle and the investors are
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basically influenced by intrinsic qualities of tpeoduct followed by efficient fund

management”.

Ramamurthy and Reddy (2065¢arried out a study to analyse recent trends
in the mutual fund industry and concluded tha tregombenefits delivered to the
small investors by mutual funds are professionahagament, diversification of
investment, convenient administration, return pt#én liquidity, transparency,
flexibility, affordability, wide choice and propeegulation. They also analyzed
certain recent trends in the mutual fund industrghsas, entry and exit of mutual
fund companies, compulsory certification of mutiuedd sales/marketing personnel,
mutual fund schemes related to real estate, coniynduillion and precious metals,
etc; shift from income funds to money market furatsj shift from banks to mutual
funds and buying and selling of mutual funds online

Sharma (2006§ aims at identifying factors, which influence intragnt
behaviour of Indian HNWIs to invest in mutual furalsd to know whether there is
any relationship between the factors that influeimsestment behaviour of Indian
HNWIs to invest into mutual funds. It has been obse that these investors were
highly focused in their mutual fund investmentsthbas regards to fund families and
individual mutual funds, yet invested a small patage of their liquid assets in

mutual funds.

Singh and Chandg2006§° conducted a study to find out the investors
preference in mutual funds investment. The reshbbwed that‘the investors
belonging to salaried category and in age group0e85 years showed preference
towards close ended growth schemes. A majority rofestors support their
investment on advice of brokers, professionals farahcial advisors. The findings
also reveal the varied experiences of respondegtrding the return received from

investments made in mutual funds”.

Donnor and Oxenstierna (2067examined the factors that investor value
while choosing mutual fund on Swedish market andchaed that “company
related factors i.e. reputation and availability nore valued by inexperienced
investors because they lack necessary knowledge abmplex financial products.
The experienced investor's value fund specificilaites and demands good
presence of company in market in order to recogitiize
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Stefan Engstrofii (2007) study shows that “there are significanfedénces
between men and women. Men tend to chase and imsfunds that have high
past return and women invest with low fee funds.eWlexamining individual
characteristics that can serve as a proxy for fanty and previous experience of
investing in funds. The empirical findings are dstent concerning past experience

of investing in funds and attitude towards fundsfee

Joshua and Mung0085° identified that actively managed mutual funds
suffer from diminishing returns to scale, fundsddaalter investment behaviour as
assets under management increase. Although assethghas little effect on the
behaviour of the typical fund, they found that Erfunds and small-cap funds
diversify their portfolios in response to growthre@ter diversification, especially
for small-cap funds, is associated with bettergrentince.

Nagpa and Bodla (2009)in their study concluded that “the modern investor
is a mature and adequately groomed person. In epitiee phenomenal growth in
the security market and quality Initial Public Qffegs (IPOs) in the market, the
individual investors prefer less risky investmemg,, life insurance policies, fixed
deposits with banks and post office, PPF and NS&€a€lons of blind investments
are scarce, as a majority of investors are founddousing some source and
reference groups for taking decisions. Though itoresfall to cognitive illusions
such as overconfidence and narrow framing, thegiden multiple factors and seek
diversified information before executing some kiofl investment transaction.
Investors have made media as a part of their imasst life. According to them,
financial dailies, TV channels and peer groups pkay a pivotal role in making
investment decisions. Moreover, psychographics péay important role in

determining investment behaviour and preferencasdifidual investors”.

Parihar, Sharma, etal (2069)study analyses the impact of different
demographic variables on the attitude of investongards mutual funds. Apart from
this, it also focuses on the benefits delivereanoyual funds to investors. The study
reveals that majority of investors have still notnied an attitude towards mutual

funds investments. The main reason is the lackvaf@ness of investors.

Nidhi Walia and Ravi Kiran (2008 conducted a research on investors’

perception towards the mutual fund services. Thdyssuggested that innovations
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in mutual fund should be in accordance with investexpectations and they would

like to get more quality in existing products.

Rao (2011% presents mutual fund investor awareness and aufofuif
different schemes with educational level. The regedindings showed that
“increased level of education is linked with greatesk tolerance and tends to
support the hypothesis that positive relationshiiste between educational

attainment and financial risk tolerance”.

Kandavel D (2009} makes an earnest attempt to study the attitud@eof
retail investors with regard to fund selectionamiin in Puducherry. No significant
relationship was found between the attitude ofréspondents belonging to different
gender, educational status, annual family incomeypation, and amount of wealth
owned towards importance level of the fund selectmiterion. However, a
significant relationship was found among the ati#wf respondents of different age

groups towards importance level of the fund sebectiriterion.

Hayat M.Awan and Shanza Arshad (20f2pxplore the factors that
investors value while making investment decisiagarding mutual funds and type
of behaviour they exhibit. Major findings aretiaivestor age group and cities
have different impact on fund selection schemesimeame, education level and
occupation has no effect. Attributes like past genfance of fund, reputation of
company, withdrawal facility, company services todga investor have greater
impact on decision making. Investors are overcamidhat they have selected best
scheme. Investors are risk adverse, exhibit reptaBeeness, status quo bias, and
are conservative. Investors consider that lossesviestment are due to incorrect
recommendations of family and friends and gains dwe to better result of
investing companies. Image conscious investorsreme inclined towards sponsor

related services than professional investors”.

Mehta Shantanu and Shah Charmi (26d)as an objective to know
preference of mutual funds investors and perforrma@luation of the preferred
schemes by the investors. The major findings rethesl the annual income of the
individual investor and annual investment in mutiuadd are independent of each

other.
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Wilkinson-Ryan, Tess and Fisch, Jill E (20%2)ver time, mutual fund fees
have striking effects on investor returns, but exite suggests that most investors
ignore or misunderstand the impact of fund feess. linclear whether this behaviour
is due to the complexity of fee disclosures or nolerestimation of the real cost of
fees. They conclude that when fee information riesented simply, educating
investors about the importance of fees updates theestment beliefs, motivates

more thorough research, and yields higher-valuestment choices.
2.4 Information Source

In the purchase decision process, consumers maiveedwo types of
information namely, interpersonal (formal and imh@l sources) and impersonal
(mass) communication. For the mutual fund purcliesssion, impersonal sources
of information include advertising, direct mailsy Tshows, databases, literature
from AMCs and published performance rankings/ retwor statistics. Interpersonal
formal sources of information include advice fromokers or agents, advice from
chartered accountants or bankers, advice from stsalpooks, magazines, journals
or newspapers. Formal interpersonal sources incliggebased advisors and
commission-based advisors. Informal interpersor@airces include family and
friends, recommendations from business associatg@salleagues, etc. In the MF
studies the role played by sources of informatromutual fund selection process is
greately untouched. With the innovations and gtyamif information picking the
fund that most appropriately matches his/her peisosk- return trade off is a

challenging task even for the knowledgable investor

However, for that information to have a positivepawt on the investor’s
decision-making process, it must be easily acclessibd presented in a clear and
understandable format. Vinson and Mc Vandon (1878%tablish that a strong
relationship has been found between informatiorrc@and purchase decision and

subjects’ information sources and their productcepn recall.

Mazis, Richard et al (198%)opined that “the provision of information in a
choice situation typically can provide importanhsamer benefits such as improved
decision making, enhanced product quality, and fopreces”. On the other hand

Verrecchia (1982 shows that risk-averse investors acquire lessrimdtion.
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Engel, Blackwell, and Miniard (1988) Research on the relationship
between information sources and other purchasesidacconstructs is limited. In
related research by Surprenant and Solo@@87)° the degree of personalization
of a service encounter has been shown to impadetet of consumer satisfaction.
Crosby and Stephe(®987§F°demonstrate that insurance customer’s value, parson

over impersonal information sources.

Carroll (1990} argues that “a bank's retail customer mix may riiearced
through selective information presentation”. In méys stud§? (1991) “related
information source use to product category (gooelsus services) and consumer
experience; internal memory was preferred as aceanirinformation to those with

greater experience”.

Capon, Fitzsimons and Prince (1996 respect of mutualfund “sources of
information act both as information source presgntinformation about other

selection criteria and at the same time selectittera themselves”.

Alexander, Jones and Nigro (19¥8)analysis the responses from a
nationwide telephone survey of 2,000 randomly seteenutual fund investors who
purchased shares using the services of six diffargarmediaries, referred to as
distribution channels; brokers, banks, mutual faochpanies, insurance companies,
employer-sponsored pension plans, and financialngles. The survey provides data
on the demographic, financial, and fund ownershtipracteristics of mutual fund
investors. Furthermore, it contains data on inwestamiliarity with the costs and
certain investment risks associated with mutuatsuand the information sources
used to learn about these costs and risks. Studggest that there is room for
improvement in investor knowledge of the expensed aAsks associated with
mutual funds and more can be done to make mutnal prospectus more useful to

investors.

Sirri and Tufano (19983 studied the flow of funds into and out of equity
mutual funds. Consumers base their fund purchasisides on prior performance
information, but do so irregularly and dispropontdely in funds that performed
very well during the past period. Search cost setent® an important determinant
of fund flows. High performance appears to be nsadient for funds that exert
higher marketing efforts, as measured by highes.fee
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Jain and Shuan@000¥° examined a sample of 294 mutual funds that are
advertised .They tested whether the sponsors séleds to signal continued
superior performance or they use the past supgeoiormance to attract more
money into funds. Analysis shows that there is uygesior performance in the post
advertisement period. Advertised funds attract iSgantly more money in

comparison with a group of control funds.

Wilcox (2003}’ says that“the sources of information get transé&ninto
selection criteria, which ultimately form intent®ithat help investors in decision
making and researcher argue that sources of infamand selection criteria are

interrelated”.

Peress (2004 shows that wealthier investors value informatioarenand
poor investors trade little even with very precisrmation. Peress shows “very
risk-averse investors benefit little from infornwatibecause they would invest little
in stocks even if they had very precise informdtiomvestigating investors’
financial knowledge and perceptions of investmerddpcts explores ways to
facilitate the most important and challenging diecis made by investors.

The Federal Trade Commission, The Securities ardhdge Commission
(SEC) and Woodward (2004)have investigated the possibility of mandating a
standardized summary disclosure in order to improeesumer comprehension,

facilitate fund differentiation, and increase aweass of key information .

Graham, Harvey and Huang (2085)found that investors who feel
competent trade more often. Bruce and Nalinaksi®5P" aims to investigate
whether or not such information is present in afisements for one investment
vehicle — mutual funds. The major findings werenfiytual fund advertisements are
not providing the information necessary for optimavestment decisions.
(i) mutual funds use techniques to increase their advertisements are noticed,
but they also use techniques to decrease the stmpl@f their advertisements and
rarely included convenience information. Use ofhteques known to influence
advertisement noting (i.e. advertisement size anduc) and copy readership (i.e.
visual size, text length, unique selling propositiyand-differentiating message,
celebrity endorsements, direct or indirect compeass with competitors, and
emotional appeals) was also investigated. The stasheluded that, mutual fund
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advertisements are not providing the informationessary for optimal investment

decisions.

SEC (2006% is sensitive that, the ordinary investor facesmulex decision
when choosing a mutual fund and thus the SEC pesvéddetailed online guide that

describes numerous relevant factors related to me$irn and expenses.

Fisher and Gerhardt (2007)rgue that “financial advice from professionals
should lead to a better self-evaluation by investdrtheir own skills and therefore
to more rational investment decisions, with a cl@asitive impact on trading”.

Ivkovic and Weisbenner (200%)claim that“the word-of-mouth effect is a
broad phenomenon that affects financial decisioadarby individual investors for
they may seek to reduce search costs and evaddatieof expertise by relying on

word-of-mouth communication with those around them”

Calvet, Campbell and Sodini (2087)provide evidence that “active
rebalancing is more pronounced for sophisticatedis@bolds and irrational
behaviour diminishes substantially with investonsiealth or with investors
sophistication and investors’ characteristics mayehan impact on trading and on

the acquisition of information”.

John, Elizabeth and Michael (2008)the objective of the research was to
explore whether a modified method of supplememfarmation disclosure impacts
investors’ fund evaluations and investment intergioResults indicate that “while
investors continue to place too much emphasis @t performance, the provision
of supplemental information, particularly in a dgnagal format, interacts with
performance and investment knowledge to influereregptions and evaluations of

mutual funds”.

Epstein and Schneider (20883uggested that “the quality of the information
signals has an influence on investor trading behaviNews from a trustworthy
source should lead to more trades and portfoli@alegizing than news from a less
reliable one”.

Huang Hui(2009¥® study examined, how financial news affected iriiil

investors investment behaviour. It explores tharfial news effect on investors,
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based on communication and behavioural theoriasdySsuggests that using of

financial news had a strong effect on people’suaté, intentions and behaviour.

Jayabal, Kasilingam (201%)study attempts to find out the characteristics of
people using different sources and to identify ithpact of sources of information
on the choice of securities and expected retutnsas found that the information
sources used is having impact on range of awargmbssce criteria, expected
return, and saving motive. Study states that tlhwecgoof information used is having

indirect effect on both size of savings and choitsecurities.

Gupta and Chandi@011)}® study presents a comparative analysis of retail
and non-retail mutual fund investors with respecsources of information in the
context of their selection of various mutual funfds their investments. Factor
analysis was used to extract the components viz aad information, advice and

recommendations, and published returns.

Margarida and Victof2011)% investigate how the strength of the positive
association between frequency of trading and in&tion acquisition is dependent
on investors’ self-confidence and on the sourcemfoifmation used by investors.
The results confirm that “the more frequently indial investors invest in
information, the more they trade in financial protu It also validate that,
overconfident investors who show a better thanayebias, trade more frequently.
The overconfident investors trade more frequenthemvthey collect information
directly using specialized sources and that nomemrdident investors trade less

frequently when they use professional advice froenldank/account manager”.

2.5 Investments Decision among Households and Indiwals

Savings play an important role in economic develepimand the major
objective of Government policy has been the proomotf savings and capital
formation for economic growth. These include theamty of the economy to
maintain high rates of investment, ensuring proglactise of capital. This in turn
depends upon investor expectations and the akititymobilise financing for

investment.

A comparison of responses with regard to likelufe investment avenue

showed diverse but much higher preference for heslsy, fixed-interest type
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investment avenues. Gupta (1991)Gupta (1993f° SEBI-NCAER (2000}
Guptaet al (2001}°® Singh and Vanita (200%f, Gupta et al (2004y" and Gupta
(2005)°®

Educated investors in the age group of 45-55 yeeveloped well planned
out investment structures in terms of their futumeestment plans suggesting that
such investors prefer to take moderate risk. (Rgar(2000Y°, Ranjith (2002
and Singh (2003§*

Gupta (2005} Gupta and Jain (2008%° revealed that “the past experience
of an investor in a particular investment avenua iery large extent influenced the
future Investment Decision Making (IDM)”. Corresmlimgly, it is predicted that
“demographic factors certainly influence househaldestors' decision to invest in a

particular investment avenue”.

SEBI NCAER(2000)** study observed that “households hardly differed in
their perception about equity shares and debenagafistinguishable 'risk classes'
in earlier studies”. Khanna (2064)findings revealed that household investors have
become more sophisticated and judicious. “The ahpmarket's development
depends on the willingness of the investing pulblicinvest in capital market
instruments. Such willingness of investors, in tdepends on their satisfactory past
investment experience. There was relatively a heghl of satisfaction with respect
to investment in equity shares”. The highest propo of unsatisfactory investment
experience was reported for private-sector bonB&I SICAER (20003*°, Gupta et
al (2004}'" and Gupta (2005%)® The satisfaction level was low with regards to
investment in mutual funds. Singh and Vanita (26852%ingh (2003¥°, Gupta et al
(2004)** and Gupta (20053

Gupta and Choudhury (2005) study shows that the safety considerations

dominated the overall suitability criterion.

Significant insights about household investors' Ih&e also been put forth
by investigations on the impact of demographic dextsuch as age, education,
occupation, and income. Generally “as age increabes tendency to take risk
declines”. Ranjith (2002, Gupta and Jain (2008} and Verma (2008%°
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According to Gupta et al (2001 “bonds were regarded as an investment
for the retired people and did not have much apfueajoung people except in the
case of Development Financial Institution (DFI) den The market penetration
achieved by mutual funds was found to be much lotvan equity shares for all
age-classes. Higher the education, higher was d¢vel lof understanding of
investment complexities. Graduates and above itifipaéion preferred to invest in
equity shares as well as mutual funds” Mittal anga® (2007% (2008)?° and
Verma (2008Y*°

SEBI NCAER (20005 reveals that education level is an influencingdac
in inverstments and the incidence of investingquigy shares has been the highest

amongst the service class .

“There was a marked preference for fixed-interggtet of investments
amongst all income groups while mutual funds hauad favour only with middle
and high income groups. Equity shares uniformlyehbeen found to have a high
degree of acceptability across all income clagsadicularly the level of penetration
was very high for the middle class investors”. Gut991}*? Ranjith (2002)*®
Khanna (2004}* Gupta (2005}°, Gupta and Jain (2008 It is inferred that
demographic factors certainly influence househaldslision to invest in a particular

investment avenue.

National Council of Applied Economic Research SEEIAER (19615%
found that, irrespective of various demographictdes investors preferred
savingand provision for emergencies was the mogbitant motive for savings.
The preference for financial assets, especiallykb@stounts and small savings,
were rising noticeably with education, but does sem to increase with income,
except at the lowest end of income distributionug;ht would appear that efforts
must be taken to popularise financial forms of sgsiparticularly among the less
educated members of upper-income group. Profitgpdafety and liquidity seem to
be the most important motive for determining sa\pneference.

Tamilkodi (1983¥*® has stated that “small savings schemes have
psychological appeal and it provides an opportumiy ordinary to park their
savings. It reaches a large number of people andrs@ wide range of areas”. The
researcher suggested that efforts should be takeimiplify the procedure of small
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savings schemes to suit the needs of illiteratesacthlly oppressed people. Further,
she suggested an increase in the rate of interestall savings schemes to meet the

challenges of commercial banks.

Jayaraman (1987 has stated that “instead of issuing special bdods
unearthing black money the Government of Indiaeracourage investment of black
money in various small savings schemes”. Reseaffcintérer insisted the need to
draft the assistance of voluntary agencies at¢hed and college level for further

mobilization of savings.

Mukhi (1989)*° has made known that NSC is the most popular teinga
instrument because of its simplicity and it isrertely used as a security instrument

for pledging purpose.

Arangasami (1992§' has observed that “more and more dependence on
mobilization of resources through small savingsl wihsure and promote self-
reliance and concluded that the central governmshotld give proper assistance
and encouragement to the small savings agenciethywhll be useful not only in
mobilization of funds but also for the economic elepment”.

Somasundaram (1998j has found that “bank deposits and chit funds were
the best known modes of savings among investordhanteast known modes were
Unit Trust of India (UTI) schemes and plantatiomesmes. Attitudes of investors
were highly positive and showed their intentiorsé&we for better future. Nearly two-
thirds of the investors were satisfied with theiviegs. The most common mode of
investment was bank deposits. However, a shift naced from bank deposits to
other forms of investment. Among several parametemvesting, safety of money
was considered to be the most important elemetdweld by regular return from

their investments”.

Gavini and Athmg1999)“® found that “social considerations, tax benefits,
and provision for old age were the reasons citedsdwing in urban areas, whereas
to provide for old age was the main reason in rareas. Among the post office
schemes, Indira Vikas Patra (IVP), KVP and Postoc®fRecurring Deposit Account

were the most popular, in both urban and ruralsirea
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Securities and Exchange Board of India (SEBI) andAER (2000§*
survey has reported that safety and liquidityentbie primary considerations which
determined the choice of an asset. Bank deposithigidy preferred among all
incomne classes. Middle income and higher inconmumrfavoured tax saving
schemes. There was a correlation between the indewsts and investments of

households in market-related securities.

Karthikeyan (2001f° has conducted research on small investors' péocept
on Post Office Saving Schemes and found that “ethlvesis significant difference
among the four age groups, and the overall scordiroted that the level of
awareness among investors in the old age grouphvggeer than in those of the
young age group. Life and tax benefits were the tmagor ones that influence the
investors both in semi-urban and urban areas. @8c3cent of investors of both
semi-urban and urban areas were very much willmgnvest in small savings

schemes in future provided they have more for ggiin

According to SEBI-NCAER(2003)}*® a mere 7 percent of total Indian
households have investments in capital market aodcleded that, a low
participation of households in the capital marketd not boost investments and

economic growth of the country.

Qumar (2003% conducted a survey among 300 average urban mitkie
households in Delhi to find out the investment grefhce of households that are able
to save and to identify the factors influencingisgvbehaviour and investment
preferences. Results show that there is high psifyeto save moderate to high
proportions of income. It was found that the leokliteracy, education, occupation
and income profile of the respondents were sigaific

Khanna (2004f® Gupta(2005)*° studies highlight a relationship between
investors' awareness and investment behaviour ame out with the inference that
ivestors in general, have good knowledge about Isifggms of investments, like
fixed deposits and government savings schemes.

According to the report of the working group on isge in the 11th Five-

Year Plan, “the estimates of financial savings lué households have shown a
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decline over recent years, whereas physical saviage increased”. Patnaik and
Narayan (2007§°

Mohan Rakesh (2008 reviews the overall macroeconomic performance in
India since independence and argues that India\sthrhas been largely enabled by

the availability of domestic savings, which has@ased steadily over the decades.

Verma (2008Y°* showed that “mutual funds were popular among
professionals, students and the self employed eted people displayed their risk

aversion by not investing in mutual funds and/oeguity shares”.

Sushant and BodI@2009)** points out those financial planning needs of
individuals are different. Demographics alone nagler suffice as the basis of
segmentation of individual investors. Study attesrtptbring out life characteristics
of the respondents and their influence on investrpeeference and conclude that

investor’s lifestyle predominantly decides the tigking capacity of investors.

Yesh Pal Davar and Suveera Gill (20%b)reported the underlying
dimensions in the selection of different investmavegnues for the households. The
results of factor analysis revealed emphasis onlifaity, satisfaction, opinion and

demographic dimensions for all investment avenues.

Vanjeko Rajarajen(2010Y>° collected data over thousand individual
investors from eleven cities of India. Study suggiéisat characteristics of investors
in terms of their investment, strategies, expemtatietc. for the better understanding
of individual investors and their financial produweds. It also studied investor’s
future investment preferences. The study reveasritreasing popularity of equity

as an investment option among retail investors.

Brinda Jagirdar (2011¥ lists out the factors influencing household
financial savings viz: availability and ease of@&sxto instruments, financial literacy
and level of sophistication, interest rates on bdegosits etc. The study suggests
that, with the economy and banking sector poisedrow, there is tremendous
scope for mobilising household savings and chamgelkhem into financial
instruments. Efforts are required to channelisenggvaway from physical savings
and into financial savings, which will expand fircéd intermediation and provide

more funds for investment.
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MoF, Gol (2010-11%, (2011-12°® (2012-13%° critically review the
Indian economic developments, ratio of savingsiamdstment to GDP and discuss

the savings investment gap.

Rehha Metha (201%) analysed the house hold saving pattern for thieger
1950 to 2010 and determined different saving fumgiwhich explained the long
term saving behaviour and potentials of house Belttor. The study analysed the

pre- economic reform and post reform period.

2.6 Investor Behaviour

Investment behaviour is related to activities afividual investors regarding
searching, evaluating, acquiring, reviewing theestment products and if necessary
disposing such investment products. Investmentaviebr reveals how the
individual investor allocates the surplus finangources to various instruments
available. This process consists of why they invegtere and how they got
information, what factors they use to evaluate, witiftuence them on choice of

investment and how they act after investment.

Literature suggests that major research in tha afa@nvestors’ behaviour
has been done by behavioural scientists such aeGamd Weber (2004}, Shiller
(2000Y°? and Shefrin (200653 Individual investor behaviour is documented in
Odean (1998%* (1999}°° Barber and Odean (2008 (2001}°” among others.
They attribute the high volume of trading to inwest overconfidence.
Overconfidence can be termed as the tendency @sioxs to perceive them as
skilful.

The Wharton survey, one of the more comprehenstvdies of investor
behaviour, examines how demographic variables enfte the investment selection
and portfolio composition process. Blume and Fripralide an excellent overview
of the results and implications of the study. Cetral. (1975)°® provide tentative
evidence that, the risk-aversion decreases astorgewealth increases. Riley and
Chow (1992} finds that risk-aversion decreases as age, wealttome and
education increase. LeBaron, Farrelly and &llaounter that individuals' risk-

aversion is largely a function of intuitive rattiean rational considerations.
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Nagy and Obenberger (1994) findings suggest that “classical wealth-
maximization criteria are important to investorye® though investors employ
diverse criteria when choosing stocks and conteargoroncerns such as local or
international operations, environmental track rdcand the firm's ethical posture

appear to be given only superficial consideration”.

Lewellen, Lease and Schlarbaum (19%7)letermine that age, sex, income
and education affect investor preferences for ahmains, dividend yield and
overall return. They empirically tested the matethe portfolio decision processes
of the individual equity investor, using data obt from a large-scale
guestionnaire survey of a representative crosseseof individuals, together with
supplementary transactions information from theresponding trading accounts.
The objectives were to identify the systematic grag of investment behaviour

exhibited and to appraise the rationality of thpaterns.

Goetzmann, Massimo and Rouwenhorst (1989)dentified a set of
systematic factors that explain a significant amaifrthe variation in flows. They
suggest the existence of a common component toahfund investors’ behaviour
and indicate which asset classes may be regardediagitutes for mutual fund
shares. They found that, flows into equity fundthlbsiomestic and international are
negatively correlated to flows to money market firahd precious metals funds.
The investor re-balancing between cash and eguplams a significant amount of
trade in mutual fund shares. The negative cormiadif equities to metals suggests
that this timing is not simply due to liquidity cogrns, but rather to sentiment about

the equity premium.

Shiller (2000)"*who strongly advocated that “stock market is goedrby
the market information which directly affects thehlaviour of the investors. Several
studies have brought out the relationship betwherdemographics such as gender,

age and risk tolerance level of individuals”.

Brad, Terrance and Lu Zheng (2088)analysed the mutual fund purchase
and sale decisions of households and documentes thrimary results. First,
investors buy funds with strong past performancesr dalf of all fund purchases
occur in funds ranked in the top quintile of pashwal returns. Second, investors
sell funds with strong past performance and arectaht to sell their losing fund
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investments; they are twice as likely to sell amimg mutual fund rather than a
losing mutual fund and thus nearly 40 percent afifsales occur in funds ranked in
the top quintile of past annual returns. Third,astors are sensitive to the form in
which fund expenses are charged; though investerteas likely to buy funds with
high transaction fees (e.g., broker commissionsfront-end load fees) their

purchases are relatively insensitive to a fundarapng expense ratio.

Barber and Odean (206G1j argued that the relationship between gender and
trading activity is due to the greater overconficenf men. The evidence from their
study suggests that single, young male investois tie trade most frequently. They
also found that the turnover of males exceededahi@males, which they attributed

to the greater overconfidence of males.

Glaser and Weber(2003}"" argued that there are three aspects of
overconfidence, viz., mis-calibration, the ‘bettiean-average’ effect (i.e. people tend
to think that they have higher than average skaisyl illusion-of-control (i.e. the
tendency to believe that one’s personal probabditysuccess is higher than what
objective probability would warrant). They establithat all but mis-calibration lead

to higher trading activities

Malmendier and Shantikumar (208%)in their study of small investors,
found that, while large investors adjust their tmsc to hold and buy
recommendations downward, small investors takemeoendations literally. Small
investors also fail to account for the additionastaition due to underwriter
affiliation. Potential reasons for their tradinghbgiour are: (i) higher costs of
information; and (ii) naiveté about analysts’ dittms. Small investors may be
naive about the distortions and trust analystsriaoch.

Jackson A (2003)° examines the aggregation assumption using a unique
database of individual investor trades. Firstlyelkamined the trading behaviour of a
large group of individual investors to assess wéetlhere are any systematic
patterns in their trading that remain after aggtiega Secondly he examined
whether the actions of unrelated subgroups of iddal investors from a large
number of independent brokerage firms are positic@rrelated and finally the
relationship between aggregated trades and futaterns. The analysis was
performed at two levels, at the market level; exang flows into and out of the
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equity market as a whole and at the cross-sectiemal; examining flows into and

out of individual stocks.

Graham J. R, Harvey C. R and Huang Hai (2684pund that home bias,
coupled with the competence effect play a majoe ial high trading frequency.
They came up with the idea that investors who feete competent tend to trade
more frequently than those who feel less competéhé competent effect also
contributes to home bias. When an investor feeleemompetent about investing in
foreign assets, he is more willing to shift a pmntof his assets overseas. Their study
indicated that investors with higher competence mn@e likely to invest in

international assets.

DaSilva A. and C. Giannikq2004)®* opines that investors’ behaviour with
regard to information depends on socio-economic@eydhological characteristics
and that investor behaviour may vary according te,aoccupation or the

environment in which they live. Goetzmann et 2004)®?

Demier and Kutan (2005 opined that individual investors rationally herd
others as they believe others may be better infdramsl possess some information
which is unavailable to the market. Therefore hegdbehaviour illustrate that
investors do not base their decisions on their analysis and information but just

follow the market consensus.

Ranganathan Kavith@006)®attempt to examine the related aspects of the
fund selection behaviour of individual investorsvéwds mutual funds, in the city of
Mumbai. The study suggests that, AMCs should cootiisly design suitable
schemes to meet the triple needs of adequate setgaiety and liquidity in a
balanced proportion and develop infrastructuredach to the investor and they
should also simplify the operational environment. addition, mutual fund
companies should segment their target customerpasiton their various products

based on the target segment.

The role of two psychological attributes in thedirg tendency of investors
has been studied by Grinblatt and Keloharju (2886)They analyzed the role
played by sensation seeking and overconfidendeeitendency of investors to trade

stocks. They found those overconfident investos those investors more prone to
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sensation seeking, trade more frequently. Thusiiast investors, trading is driven

by behavioural attributes.

Cohn-Urbach and Westerholf®006)®® attempted to determine whether the
frequency of trading on the part of household amstitutional investors had an
effect on the returns they achieved. They foundngirevidence that investors with
high trading frequency earned substantially lovetumns than those investors in the
same demographic group who traded less frequelntlyas shown that investors
with larger portfolios tended to trade more freqlerthan those with smaller
portfolios. Further, it was demonstrated that thmseestors with larger portfolios
tended to trade actively for a longer period ofdithan those who held smaller

portfolios.

Bollen Nicolas (2007} studied the dynamics of investor cash flow in
socially responsible funds. Consistent with thejettive evidence of loyalty, the
monthly volatility of investor cash flow is lowen socially responsible funds than in
conventional funds. Cash flows into socially respble funds are more sensitive

than cash flows into conventional funds.

Rita Martenson(2008)®® reviews prior studies on gender differences for
financial consumers. There are less significarfetbhces between expert men and
women. Most differences are between novice menvarden. Men are both more

profit-oriented and more motivated to make finahcigestments than women.

Bhagaban D., Sangeeta M., Nikhil C. S. (26#8nakes an earnest attempt
to study the behaviour of the investors in the gla of these two investment
vehicles mutual fund and insurance policy in anidndoerspective by making a
comparative study. The research concludes with sompertant findings that,“the
different investment pattern do not provide the sd@vel of services with respect to
age of the retail investors in India and theresexifferences depending on the
education level of the investors. It is observeat ihvestors with the graduate and
postgraduate level of academic qualification avesting more in life insurance and

the professionals are investing more in mutual fund

Chandra (2009§° measures the investor competence and its impact on

investor trading behaviour by using survey methbde study finds that level of
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education and income of individual investors akelli to have a significant impact
on their competence, followed by factors, such e, investment and gender.
Through this study, it was shown that investors wieel themselves more
competent tend to trade more frequently than thoeless perceived competence.
This trading behaviour is attributed to the competeeffect. Thus, it can be said

that competence effect rules the trading behawburdividual investors.

Chandra and Sharma (2018)examine the Indian investors’ behaviour.
More importantly, this study tries to identify thsychological biases that may drive
momentum effect in the stock market. Five main dbgn biases namely,
overconfidence, conservatism, representativenasferiover optimism and excess
sensitivity to rumours are drawn from both theofypsychological experiments as
well as from professionals associated with thekstoarket. The authors have tried
to verify and make sure that these five psychoklglmases considered by the
financial behavioural literature influence effeely the investors’ behaviour

especially in the Indian stock market.

Rajesh and Pankaj (201%) obtained a general overview of the investment
pattern of the Indian MFs. The investment trendsr @vperiod of time that was long
enough to facilitate meaningful comparison and séoough to catch the short-term
investment pattern were analysed. The study sthtgsthere is a need for shifting
the focus of the industry to a long-term view, whigould put the investors before

incentive structures benefiting the mutual funds.

Syed Tabassum Sultaf2010}°® the study tries to untie the influence of
demographic factors like gender and age on risirdoice level of the investor.The
study reveals that there is relationship betwesmdgr and age, the risk tolerance
level of individual investors. The study also olvesrthat, Indian investors prefer

safe investment options.

Kasilingam and Jayabal (201%) Family income and family size have
impact not only savings size but also investmeniagh Increase in family size may
have influence on family expenditure and time tergpon investment activities.
There are lot of studies which have critically seld effect of income on savings.
Investment behaviour implies not only investmenésind choice of investment but,

it also includes information search, choice criteand perception of investors. This
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study attempts to analyse the impact of family sirel family income on all

investment behaviour variables.

Lakshmana Rao (201'%§ present mutual fund investor's awareness and
adoption of different mutual fund schemes with ediomal levels. Educational level
is important factor that influence the behaviouirofestment decisions. Increasing
educational level attainment is associated withrelsed levels of risk tolerance. An

investor’s level of formal education has foundrtfiiience risk tolerance.

2.7 Issues and Perception of Mutual Fund Investors

Mutual Funds are a retail product which is desigfa@dthose who do not
directly invest in the share market because ofinigredictable and volatile nature.
Mutual funds have come as a much needed help fait revestors. Mutual funds
are financial intermediaries which is professionalimanged and process
information, identify investment opportunities, raulate investment strategies,
invest funds and monitor progress at low cost. Viddial investors are generally
constrained by inadequate knowledge, non avaitgbdi information, lack of
investment skill etc; that effect the formationimfestment perception as well as the
investment activities. The perception influencesittvestment process including the

choice of avenues, planning of funds, holding awiving of funds etc.

Chakarabarti and Rungf2000)°® examined the importance of brand effect
in determining the competitive advantage of the AMChe study revealed that

brand image influenced the investor’s perceptiah atimately the fund selection.

Rajeswari and Ramamoorthy (2081)in their study attempted to measure
the awareness of retail investors about the coraagtfunctioning of mutual funds.
The study was conducted among potential and presesstors. The study revealed

that investors had poor /inadequate awareness.

Singh and Vanitg2002)*® conducted a study on mutual fund investor's
perception and preference. The objectives were gserpand time horizon for
investment, investors’ investment objectives, amgestors’ perception with regard
to risk, return, safety etc. The result showed,thatagainst UTI and other public

sector mutual funds, the investors were increagingdving towards private sector
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mutual funds. Majority of the investors are not eavaf the inherent risk in mutual

fund investment.

Saraoglu and Detzler (2009 presents a rigorous framework for asset
allocation and selecting mutual funds that take etcount the unique preferences
and constraints of an individual investor. The feamork is based on the analytic
hierarchy process (AHP) and the model generatesomehle asset allocation

recommendations and identifies the most suitalslddwvithin an asset class.

Gilkar (2002f%° examined that empirical evidence with regard to the
perceptions of mutual fund investors and revediat the growth products were rated
highest by the respondents, where as income pduad the least preference.
Recommendations of friends and relatives played gomrole in investment
decisions. Lack of awareness and poor investolicgewere considered as the main

obstacles hindering the growth of mutual fund induis India.

Tapan and Tripathy (20095 study has been undertaken with the object of
finding out the perception of investors towards walitfunds through marketing
variables and also analyse the investors prefeseaod importance assigned to
different attributes. Secondly, to examine the séatition level of respondents
regarding customer service offered by the compahydly, analysis has been made
to the problems faced by intermediary agents ilingethe mutual fund. The general
perception of investors is that mutual fund hasraatarded the common man. They

are unsatisfied with the mutual fund schemes.

Mehru K D (20043 study covers the problem and perspectives of rhutua
funds related to structure, investment, policiesfggmance and investors. It also
discussed the problems and steps to improve owrg@mnsl and operational
effectiveness. Study also suggested for greatespeaaency, increased innovation,
better service to investors, liquidity and higheturn to make mutual fund scheme

more popular and investor friendly.

Singh J(2004Y% study was undertaken to know the perceptions adllsm
investors, who are exploited in Indian capital nearkStudy analysed whether
mutual fund is giving adequate return by measutirgyperformance of the funds.

The major perception factors were; age of investbwsnot have impact on a
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decision to invest in mutual funds; salaried antirge investors gave maximum
weight-age to past performance of the organisatipmfessionals assigned

maximum importance to availability of adequate rniation etc.

Singh J and Chander S (20t#4)conducted research by administering a
guestionnaire having various parameters of permeptof investors towards mutual
fund. Factor analysis was used to find the sigaifidactors affecting perception of
investors. The research was done to find prefeseand perception of mutual fund
investors and the reasons for withdrawing investsxdrom mutual funds. The
professionals would like to disclose NAV on a ddigsisand preferred tax savings
funds. The small investors preferred public seatautual fund as a better
investment. The study further revealed that thestor did not have confidence on
the management of funds and regulators of the raricek cited these as reasons for

withdrawing from the mutual fund investment.

Desigan G, Kalaiselvi .S and Anusuya L (2088xonducted a study on
women investors’ perception towards investmentanegal and found that “women
investor's generally hesitate in investing in mutéands due to their lack of
knowledge regarding investment protection, procedof making investment,
market fluctuations, risk associated with investmemluation of investment and

redressal of grievances regarding their investmadated problems”.

Martenson Rita2007¥° states that there are less significant differences
between expert men and women. Most differencesbat@een novice men and
women. Men are more profit oriented and motivdtedhake financial investment

than women.

Hsuan and Christin€2008¥°” examines the role of reputation stretching in
the context of mutual funds. The reputation striefglstrategy increases net fund
inflows to new funds run by well-performing fund namers and yields a net
increase of fund inflows to fund families. Reputahind managers exhibit one year
performance persistence for managing new fundsglwban help investors assess
managers when selecting funds. They also find thatdecrease in information
asymmetry associated with managerial reputatiorefiterinvestors by leading to an
increase in new fund returns in the short run, canmeqb to those of new funds run by
managers without track records. Overall, the remriastretching strategy benefits
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both investors, by reducing information asymmetnd amproving investment

returns, and fund families, by increasing net finftbws to new equity funds.

Shollapur and Kuchanur (2038} attempts to measure the degree of
investors agreeableness with the selected perosptom liquidity, profitability,
statutory protection etc. The perceptual gap amlgresents certain revelations.
There is a need to help investors develop a righdpective of investment schemes

and their attributes.

Mittal and Guptg2008Y%° examined the awareness of mutual fund investors
and various factors affecting the investment denisirhe study revealed that 85%
of the respondents were aware of the mutual fuodymts and the associated risks.
Further most of the investors were satisfied whig $ervices provided by the mutual
funds.

Sudalaimuthu and Senthil Kumar (208/8)researched in this area about
investors perception towards mutual fund investmertbking into account the
investors preference towards the mutual fund seconeme type, purchase of
mutual fund units, level of risks undertaken byastors, source of information
about the market value of the units, investorsiopimn factors influenced to invest
in mutual funds, the investors satisfaction lewsVdrds various motivating factors,
source of awareness of mutual fund schemes, typetao held by the investors,
awareness of risk category by investors, problesmed by mutual fund investors

etc.

Viramgami (20093 in his study, in terms of resource mobilisatioigquid
/money market, growth, ELSS and income funds eetkergs the most popular
schemes among the investors and among the vamots's operating in the mutual

fund industry, the private sector was the most pnemt player in the industry.

Nidhi Walia and Ravi Kiran(2009¥*? identified critical gaps in existing
framework for mutual fund and further extent itrexesign existing mutual fund
services. Study analyse investors perception, eapess and unveils some
extremely valuable information to support financagcision making of mutual
funds. 66.7% investors with working knowledge agtkat actual returns from

mutual fund are not found to be satisfied.
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Simran, Bimal and Ramandeep (2041)analysis that the mutual fund
investment in relation to investor’s behaviour.dstor’s opinion and perception has
been studied relating to various issues like typmotual funds scheme, objective
behind investing in mutual fund, role of financadvisers and brokers, sources of
information, deficiencies in the services etc. Bhedy outlined that* the investors
have positive approach towards investing in mufuads. In order to maintain
confidence in mutual funds they should be provideth appropriate information
relating to different trends in the industry”.

Vennila and Nandhagopal ®012f** aims at finding out the attitude of the
investors towards investment in mutual fund. Thelgtopined that “most of the
investors rely on investment consultants to chabeeaight fund for them and there
is a significant  relationship between the satistm level of male and female

respondents with the investment in mutual funds”.

Vyas and Moonat (2012 studied the perception of mutual fund investors
and revealed that most of the respondents investedquity options and they were
aware of the risk associated with mutual funds. ptsum investment was the most
preferred mode followed by SIP. Further, mutualdsigot an average score on all

parameters like safety, liquidity, reliability, tédenefits etc.

Sanjay Das (2012)° analysed the factors affecting small investors’
perception towards mutual fund and fond that sinakstors are now turning more

towards mutual fund because of its advantages.

. Rajesh Kumar and Arora R.S (2043)attempt to study the perception of
mutual fund investors regarding respondent’s knawhadvertisement media,
attributes of successful fund manager, risk tolegaretc. Majority of respondents
expressed their agreement with regard to mutual &san investor friendly vehicle

for small investors.

2.8 Risk Tolerance

One of the pillars concepts for investments andist@t making is the
concept of risk. In the traditional theories risk determined using both the
deviations from the average return and the probabaf those deviations. An

investor attitude toward risk could be charactetizs risk-aversion, risk seeking
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(risk-tolerance, risk-taking, risk loving) or rigteutrality. This attitude is influenced
by several factors: the competition and collaboratbetween the cognitive and
affective system. Lowenstein et al. (208%)demographic factors as age. Byrees
al. (19995°and the temporal perspective . Jaggia and Thoeaofz°.

Wallach and Kogan (196%)} are the pioneers to study the relationship
between risk tolerance and age. The early studidisdated that older individuals

were less risk tolerant than younger individuals.

Slovic (1966§% states that “belief prevails in our culture tha¢mdo take
greater risks than women” which has generated @&erwus among investment

managers that gender is an effective differentjgéind classifying factor.

According to Baker and Haslem (1974)‘the balancing of risk and return
represents the classic dilemma faced by investors”.

Cohn, Lewellen et.a(1975f**found “risky asset fraction of the portfolio to
be positively correlated with income and age anghtieely correlated with marital

status”.

Friend and Blumé1975f% observe that “ an individual’s risk tolerance can
be inferred from the asset allocation decision bicudating the percentage of a
person’s assets invested in risky securities aadektent to which an investor’'s can
tolerate these uncertainties of return is referesdrisk tolerance level of an

investor”.

Morin and Suarez (1983f found evidence of “increasing risk aversion with
age although the households appear to become ilssaverse as their wealth

increases”.

Risk tolerance tends to be subjective rather thgective. This approach
was extended by Bellante and Saba (1¥86)jegel and Hoban (199%f Riley and
Chow (19925,

Mac Crimmon & Wehrung(1986f*° found that empirical findings relating
to risk tolerance and age, nationality, number @bahdents, gender, race, wealth,
income, and occupation were contradictory over ghaod of review. “One can
expect individuals with low risk tolerance to adifetently with regard to risk than

individuals with a high risk tolerance. Individuadsth low levels of risk tolerance
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generally (a) require lower chances of a loss [lmose not to operate in unfamiliar
situations (c) tolerate less uncertainty and (djumr® more information about the
performance of an investment. In summary, high-tid&rance individuals accept

volatile events, while low risk-tolerance individsi@equire certainty”.

A few empirical studies have uncovered more dinefcirmation. LeBaron,
Farrelly and Guha (1988} and Schooley and Wordét996¥>? obtain a measure of
risk tolerance by survey. The 1989 Survey of Cormufinance (SCF) used by
Schooley and Worden regress the share of riskysassedummy variables for the
answers to this SCF question. As the CAPM prediitk, tolerant investors hold a

smaller proportion of risk-free assets and morthefrisky portfolio.

Risk is a factor that shapes individuals’ decisjansluding financial and
investment decisionsand it determines the ratetoirm that the investors are likely
to receive. Lipe (1998¥, Yang and Qiu (20053

Viscusi (19925% infers risk tolerance from a willingness to undkg risky
endeavours in other areas of life. Many things othan financial risk tolerance
affect willingness to engage in other sorts ofyibkhaviour.

Horvath and Zuckerman (199%) suggested that “one’s biological,
demographic and socioeconomic characteristics hegetith his/her psychological

makeup affects one’s risk tolerance level”.

Roszkowski Snelbecker, and Leimberg (19%8pnsidered gender an
important investor risk-tolerance classificationctta because more men than
women tend to fit the personality trait called flhseeker” or “sensation seeker”.
The study reveals that, single individuals take enosk, married individuals are
prone to social risk. According to Roszkowski et ather things being equal,
different occupations can be used to differentiz@énveen levels of investor risk

tolerances.

Yoo (19945 found “that the change in the risky asset holdingse not
uniform and found that individuals tend to increéser investments in risky assets
throughout their working life time, and decreaseirttrisk exposure once they

retire”.
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Mittra (1995F%° discussed factors that were related to individuésk
tolerance, which included “years until retireméatpwledge sophistication, income

and net worth”.

Haliassos and Bertaut (199%)determined that “education was an important
factor in overcoming the barriers to stockholdimdpich included an initial risk of

loss associated with equities”.

Sung and Hanna (19983, (1996¥** studied the effects of financial and
demographics variables on risk tolerance were estidhfor households with an
employed respondents. Logistic regression analgsmved that female headed
households were less likely to be risk toleranntbéher wise similar households
with a male head or a married couple. Differenaesisk tolerance by gender,
marital status, ethnic group, education could be tudifferences in understanding
of the nature of risk and concluded that single dke® were less likely to take

financial risks than single males and married irlials.

Malkiel (1996Y* suggestedtaht “an individual’s risk tolerance étated to
his/her household situation, lifecycle stage argjexive factors”.

Canner, Mankiw and Weil (1997 suggest that Wall Street financial
planners often recommend a different mix of finaheissets for highly risk tolerant

clients than for more risk adverse individuals.

John E. Grablg1997¥* study was designed to determine whether the
variables gender, age, marital status, occupaseti;employment, income, race,
and education could be used individually or in corabon to both differentiate
among levels of investor risk tolerance and clgssiflividuals into risk-tolerance
categories. Risk tolerance level differed on edooadnd gender and concluded that
demographic characteristics provide only a stargiomt in assessing investor risk

tolerance.

According to Olsen 1998)° most people consider themselves to be risk-
avoiders rather than risk-takers and the attituweatds risk changes with age to

their family or work lives, and changes in the periance of markets.

Demographic factors as gender or age induce immoghifting in risk

attitude. Byrnes et al. (1999 validates the assumption of a higher propensity fo
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taking risk in male investors and found that theadency of the gender gap to
decrease with age. Other important factor is regriesl by the temporal perspective.
The investors’ confidence in their prospect forcass decreases as they come closer
to the investment liquidation date so usually thsk rassessment is more

conservative with shorter temporal distance thabmger term investments.

Bajtelsmit, Bernasek and Jianakopld999¥*® presents a version of the
Capital Asset Pricing Model that allows individuétsallocate their funds between
risky assets, a risk-free asset. Consequently fargesvith high human capital

investments hold larger fractions of their weaithisky assets.

Govind Hariharan, Kenneth S. Chapman, and Daledmian(2000¥*° uses
a large individual level data set to isolate thie@t of risk tolerance on portfolio
composition. They tested and confirm two predictiarh the Capital Asset Pricing
Model- (i) increased risk tolerance reduces anviddil's propensity to purchase
risk-free assets and (ii) higher risk tolerancesdpet affect the composition of an
individual's portfolio of risky assets. The risklécant investors nearing retirement
do not reduce their bond allocations in order tg more stock.

Jaggia and Thosar (2068 argues that “risk perception is not only a
function of age but also of temporal distance betwthe initial investment point

and the cash-out point typically represented bynberiduals retirement”.

Barber and Odean (2061) have shown that overconfidence may result in
more trading, but no better returns. Lack of cosrfice may however influence
motivation to learn more about the stock market emthat way be negative for
many women. Barber and Odean claim that gender igoad proxy for
overconfidence (overconfidence among men is higfean among women) and find

that men trade more than women.

Dwyer, Gilkeson and List (2002¥ using data from a national survey of
nearly 2000 mutual fund investors examined, whetherrisk taking behaviour of
mutual fund investors is correlated to gender. Tihdings revealed that women
exhibit less risk taking than men and the impactrisk taking is significantly

weakened when investor’s knowledge is controllegegression equation.
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Dulebohn, James H (2062 presents the result of an investigation of the
determinants of investment behaviour in employamnspred retirement plans. He
examined the significance of demographic and ditital variables on employees
risk behaviour in selecting among investment alioca options. The results
identified primary causes of risky investment bebavincluding income, age, other
retirement plan participation, self- efficacy, krledge of investment and general

risk propensity.

Kenneth A. Froot, Paul G. J. and O'Connell (2683)proposed a
methodology for measuring investor confidence byodgosing investor demand for
international assets. This was based on an exdomnaf the cross section of
international portfolio holdings and flows of inbational institutional investors over
time. The risk tolerance component turns out taact for a substantial portion of
variation in portfolio holdings and a smaller bueaningful amount of variation in

equity returns. In addition, it appears to be infative about future returns.

Rajarajan V (19977°, (19985°% (2000¥°" and (2003¥® classified investors
on the basis of their demographics and bought leitirtvestors characteristics. He
found that “the percentage of risky assets to ttahcial investments had declined
as the investor moves up through various stagktinycle. The role of uncertainty
and the lack of knowledge about the return on itnaest avenue are important

components of any investment”.

According to Friedet2004f* illustrate that “for many investors, investing
constitutes more than simply weighting the risk aetlirns of various investment

assets”.

Statman ,Thorley and VorkinR006¥°° present empirical evidence for the
US market and argue that trading volume is higffter &igh returns, as investment
success increases the degree of overconfidence filting is that “a higher degree
of overconfidence leads to higher trading voluméoag as we accept that high past

returns are positively correlated with overconficgh

Glaser and Weber (20G7) confirm higher trading propensity for
overconfident investors when they identify overddennt investors as those who

think they are above average in terms of investrakitis or past performance. The
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same conclusion doesn’t hold when the authors usa&sunes of miscalibration as

proxies for overconfidence.

Jasim Y. Al-Ajmi (2008§°? study presents new evidence on the determinants
of risk tolerance of individual investors in Bahralhe findings indicate that “men
have high propensity towards risk tolerance thame. Investors with better level
of education and wealth are more likely to seek tigan less educated and less
wealthy ones. The study finds that, investors’ tkrance declines when they have
more financial commitments as well as when they approaching towards their

retirement age or are retired”.

Prabakaran and Jayal§2009¥°3quantified the risk tolerance of mutual fund
investors. Study identifies the socio economicalaas and correlates the same with
risk tolerance. Empirically it has been proved naltiund investors are from low

and moderate risk tolerant groups.

Syed Tabassum Sulta(@010¥%* study infers that “individual investor still
prefers to invest in financial products which gnsk free returns. This confirms that
Indian investors even if they are of high incomeellweducated, salaried,
independent are conservative investors preferdyg pafe. The investment product
designers can design products which can caterddn¥estors who are low risk
tolerant and use TV as a marketing media as them $e spend long time watching
TVs”.

Rui Yaoa, Deanna L. Sharpe, Feifei Wangc (28F1ytudy used an
analytical method to separate effects on finantsl tolerance. Results supported
the hypothesis that, age has a negative effechennllingness to take financial
risks. As people age they are likely to accumulateestment experience which
would positively influence the willingness to actepsk. Knowledge of and
experience with investments may also influenceeddfice in the perception of

financial risks.

Ebrahim Kunju Sulaiman (2013 the study was designed to examine the
association between the risk tolerance of indiviidlmeestors and their demographic
features. Most of the anticipated relationship feetw financial risk tolerance and

each of the demographic features from the liteeatvere found to be relevant.
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Conclusion

From the literature review presented above, itvglent that there is a
literature gap in relation to the behavioural aspexd mutual fund investors and
leaves scope for a lot of further research. Moghefstudies are either theoretical in
nature or analysis of the fund performance. Thereimuch research examining the
impact of mutual fund as an investment option amthegretail investors. This
attempt in this direction is expected to contribtdevards filling that gap in the

literature.

Mutual funds have already attracted the attentioglabal practitioners and
academicians. Few studies are available that fasusnvestor’'s objective and
considering issues and perceptions of investorgagpy in Indian context. The
dramatic growth in the mutual fund industry hasgh&ned policymakers’ concern
with the level of investor knowledge and percepfaators associated with mutual
funds. The literature reviews has identified catigaps in the behavioural aspects of
mutual fund investors and further extend it to ustind and realize the need of
existing mutual fund investors.Thus, it has becamgerative to study mutual funds
from the investor's angle and uncover the unidettiexpectations and parameters

that account for their dissatisfaction.
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Chapter 3
THEORETICAL AND CONCEPTUAL FRAMEWORK

The concept developed by researchers and praetisoregarding mutual
funds and savings are discussed in this chaptetdetailed analysis based on the
secondary data on mutual funds since its inceptid864 to March 2013 is done to
know the penetration and mobilization of mutualdsnAs savings and investment
are important drivers in taking the mutual fundustty forward a detailed analysis
was also done in this area since 2000 to 2013etaglear picture of house hold

investors savings and investment pattern.

3.1 Mutual Funds —Growth, Performance and Prospects

3.1.1 Introduction

The mutual fund sector is one of the growing seciorindian economy and
has great potential for sustained future growtre Mutual Funds originated in UK
and thereafter it crossed the border to reach athstinations. The Mutual Fund
industry in India has its origins in the Parliamektt (52 of 1963). The Act
proposed setting up of an Asset Management Com{@ev{) in order to create an
instrument for channeling investments. The Unitstrof India (UTI) was incorpo-
rated in February 1964 and the first fund was dallait Scheme 1964, popularly
known as US 64.

Though initially growth was slow, it pick up paa®ih the year 1987 when
the nin-UTI players entered the market. The fitsige of expansion of the industry
was witnessed in the year with the advent of pubtimpanies that entered the
market. Two banks (SBI and Canara) and two ins@waaenpanies (LIC and GIC)
joined the tussle thus bringing to an end the mohoghat UTI enjoyed in the
market With the new economic policy in 1991 and subsetuwdranges in the
capital market, the performance was encouraginth@setail investors have been
affrmed in India as aganist the institutional istggs in contrast to developed
countries.Later with the entry of private sectonds in 1993, a new era started in

the Indian mutual fund industry, giving wider opti@f funds to the investors.
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Mutual funds make saving and investing simple, ssitdée, and affordable. The
industry now functions under the SEBI (Mutual FuRegulations 1996.

Since its inception in 1964, there were only 25gramssets under
management but it has grown to AUM of INR 7,01,448re at the end of fiscal
year March 31, 2013 with 1,294 mutual fund schemed 44 fund houses. The
Indian mutual fund industry has evolved into a hggbwth and competitive market

on the back of favourable economic and demogrdjlktors.

3.1.2 Penetration of Mutual Funds in India (as meased by the AUM/GDP ratio)

Asset under management (AUM) is looked at as a nnead success against
the competition and consists of growth/decline due both -capital
appreciation/losses and new money inflow/outflow.rélation to GDP the total
AUM (table 3.1) has fallen from 11.7 percent durthg financial year end 2008 to
6.6 percentage during the year 2012.

Table 3.1
Share of AUM of Mutual Fundas a percentage to GDP*
Year Percentage
FYO1 4.7
FY02 4.8
FYO03 4.8
FY04 5.5
FYO05 5.2
FY06 7.1
FYO7 8.6
FYO08 11.7
FY09 8.5
FY10 7.5
FY11 7.0
FY12 6.6

Source: RBI, AMFI & CSO
*GDP at factor cost current prices
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Fig. 3.1
Share of AUM of Mutual Fund as a percentage to GDP*
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Further, the penetration of mutual funds in Indas (measured by the
AUM/GDRP ratio) remains low at 7 percent compared7o0 percent in the US, 41
percent in Europe and 40.3 percent in the BrdmveStment Company Institute, USA,
2012) There is a significant scope for further expamsdf the industry as shown
(Chart 3.2) by the cross country comparison of AGIAP ratio. “The mutual fund
industry has registered a Compound Annual Growtie RRAGR) of 18 percent from
2009 - 2013, but the national population is s#figely under banked with a very low
level of financial inclusion. The business of Imdigutual Funds (MFs) industry is
largely confined within the Tier 1 cities the intlysis focussed on developing the
penetration ratio and increasing its presencehardtities. Currently, the top five cities
of India contribute to 74 percent of the entire, pith the remaining 26 percent
distributed among other citiegCII - PwC Report, 2013)

The investor perceives investments in the capitaket to be risky and unsafe
and hesitates to channelise their savings into ahditutnds when the stock market is
volatile. Mutual funds need to position as alongnténvestment media, especially in

these challenging times.
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Fig. 3.2
AUM-GDP Ratio (Percentage) in 2012
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3.1.3 Concept of Mutual Fund
For retail investors, who do not have the time amgertise to analyze
and invest in stock, mutual funds is a viable et alternative, because it

provide the benefit of cheap access to expensoakst

A Mutual Fund is definied as “a collective investmh vehicle formed
with the specific objective of raising money fromaage number of individuals
and investing it according to a pre-specified obyex; with the benefits accrued
to be shared among the investors on a pro-ratas basproportion to their

investments”.

Mutual fund “is a pool of money, based on the trusto invests the
savings of a number of investors who shares a camimancial goal, like the
capital appreciation and dividend earning”. The eythus collected is invested
in capital market and investors get the units astipe unit value which is called
as Net Assets Value (NAV). Mutual fund is the mssitable investment for the
common man as it offers an opportunity to investdiversified portfolio

management, good research team, and professiomelgament.

The main aim of the fund manager is to select sbdp’s that are

undervalued and to sell out the stock when it rif@sd manager concentration
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is on risk-return trade off, where to minimize thek and maximize the return
through diversification of the portfolio. Investntenin securities are spread
across a wide cross-section of industries and seetiod thus the risk is reduced.
Diversification reduces the risk because all stogkesy not move in the same

direction in the same proportion at the same time.

According to Encyclopedia Americana, “Mutual fun@se open end
investment companies that invest shareholders’ mamgortfolio or securities.
They are open ended in that they normally offer rehares to the public on a

continuing basis and promise to redeem outstansirages on any business day”.

According to Securities and Exchange Board of IrRiégulations, 1996 a
mutual fund means “a fund established in the forimtrast to raise money
through the sale of units to the public or a sectid the public under one or
more schemes for investing in securities, includimgney market instruments”.

MFs come under the purview of the Indian Trusts, A882.

Fig. 3.3
Concept of Mutual Fund

CONCEPT OF MUTUAL FUND

Many investors with common financial objectives pool their money

Investors, on a proprtionate basis, get mutual fund units for the sum
contributed to the pool

The money collected from investors is invested into shares, debares
and other securities by the fund manager

The fund manager realize gains or losses, and collects divident oténest
income

Any capital gains or losses from such investments are passed on to the
investors in proportion of the number of units held by them

89



A Mutual Fund is a trust registered with the Segsiand Exchange Board
of India (SEBI) “which pools up the money from iadiual/corporate investors and
invests the same on behalf of the investors/uniéddns, in equity shares,
government securities, bonds, call money market Ete income earned through
these investments and the capital appreciatiotigedaare shared by its unit holders
in proportion to the number of units owned by thehiis pooled income is
professionally managed on behalf of the unit-haddend each investor holds a
proportion of the portfolio”.

Fig. 3.4

Operational Flow of Mutual Funds

Investors pool their

Returns are passed
back to the money with a
investors registered mutual
fund

Working of
Mutual Fund

Generates returns Mutual fund
on the pool manager invest this
Investment amount with
securities
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3.1.4 Types of Mutual Fund Schemes
Mutual Fund schemes may be classified on the lmdisis structure and investment
objective.
Fig. 3.5
Types of Mutual Fund Schemes
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Based on Structure
(i) Open-ended Funds

An open-ended fund is one that is available forssuiption all through
the year. These do not have a fixed maturity aneéstors can conveniently buy
and sell units at Net Asset Value (NAV) relatedcps. The key feature of open-

end schemes is liquidity.

(i) Closed-ended Funds

A closed-ended fund has a stipulated maturity memdhich generally
ranges from three to fifteen years. The fund isnofoe subscription only during
a specified period. The investors can invest in sbhheme at the time of the
initial public issue and thereafter they can buysell the units of the scheme on
the stock exchanges where they are listed. In daerovide an exit route to the
investors, some close-ended funds give an optiosetling back the units to the
mutual fund through periodic repurchase at NAV tediaprices.

(iii) Interval Funds
Interval funds combine the features of open-ended alose-ended
schemes. They are open for sale or redemption glymie-determined intervals at

NAYV related prices.

Based on Investment Objective

(i) Growth / Equity Funds

The aim of growth funds is to provide capital agpagion over medium
to long- term. Such schemes normally invest a nigjoof their corpus in
equities. Growth schemes are ideal for investorgingaa long-term outlook
seeking growth over a period of time.

(i) Income/ Debt Funds
The income funds are generally invested in fixecbime securities such
as bonds, corporate debentures and Governmentitesuand are ideal for

capital stability and regular income.
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(iii) Balanced Funds

Balanced funds are a combination of income and grofwnds and is
aimed to provide both growth and regular incomeclSachemes periodically
distribute a part of their earning and invest bathequities and fixed asset
income securities in the proportion indicated imitloffer documents. In a rising
stock market, the NAV of these schemes may not abtynkeep pace, or fall

equally when the market falls.

(iv) Money Market Funds

Money market schemes generally invest in safertsleom instruments
such as treasury bills, certificates of depositmotercial paper and inter-bank
call money. The aim of money market funds is tovple easy liquidity,
preservation of capital and moderate income. Rstwn these schemes may
fluctuate depending upon the interest rates prengniin the market. These are
ideal for corporate and individual investors aseans to park their surplus funds

for short periods.

Special Schemes

() Tax Saving Funds

Tax savings schemes offer tax rebates to the iov@stnder specific
provisions of the Indian income tax laws as the &ament offers tax incentives
for investment in specified avenues. Investmentderia Equity Linked Savings
Schemes (ELSS) and Pension Schemes are alloweddastbn u/s 88 of the
Income Tax Act, 1961. The act also provides opputies to investors to save
capital gains u/s 54EA and 54EB by investing in malifunds.

(i) Gilt Edged Funds

Gilt funds are mutual funds that are predominanthwested in
government securities (G-Secs). These securitiessaued by the Reserve Bank
of India (RBI) on behalf of the Government of Indieing sovereign paper, they
do not expose investors to much credit risk. Sitleee market for government
securities (as is the case with most debt instris)eis largely dominated by
institutional investors, gilt funds offer retail iestors a convenient means to

invest in government securities. The first gilt dumn India was set up in
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December 1998. Gilt funds can be both short teroh lang term, depending on

their investment horizon, investors can choose betwshort-term and long-term
gilt funds. These are ideal for those who want nmeatety for their investments

or are risk-averse and at the same time, are |gokon reasonable returns on
their money. Gilt funds are a good option whenli@s$é rates are not expected to
go up .The funds are not risk free because theranisnverse relationship

between bond prices and interest rates, when iterate rise, prices of

government securities fall, adversely impacting peeformance of gilt funds.

(iii) Index Funds

Index schemes attempt to replicate the performanfice particular index
such as the BSE Sensex or NSE Nifty. The portfaiothese schemes will
consist of only those stocks that constitute thdexn The percentage of each
stock to the total holdings will be identical tmsks index weightage and hence,
the returns from such schemes would be more ordgsasvalent to those of the

index.

(iv) Industry / Sector Specific Funds
Industry Specific Schemes invest only in the indest specified in the

offer document. The investment of these funds nstéd to specific industries
like Infotech, Fast Moving Consumer Gods (FMCG) dliarmaceuticals etc.
Sector specific schemes invest in specific sectstgh as technology,
infrastructure, banking, etc. Besides, there argo atchemes which invest
exclusively in certain segments of the capital neaérlsuch as large caps, mid
caps, small caps, micro caps, ‘A’ group sharesteshessued through Initial
Public Offerings (IPOs), etc. Sectoral fund scheraesideal for investors who

have already decided to invest in a particularaeat segment.

(v) Exchange Traded Funds

Exchange Traded Funds, (ETF) just like their inderd counterparts,
also track indexes. The difference is that thelksdtaaf individual companies that
comprise a given index are bundled into an equkig-investment vehicle that is
traded on an exchange, exactly like a stock. Timsehasing ETF shares can
place orders for them throughout the day, and ewss limit orders to make

trades. They are traded on an exchange and shamg ofathe attributes of
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individual equities. ETFs enable investors to gaiioad exposure to entire stock
markets as well as in specific sectors with re@iase, on a real-time basis and
at a lower cost than many other forms of investifug.ETF “is a basket of stocks
that reflects the composition of an index, like S&RNX Nifty, BSE Sensex,
CNX Bank Index, CNX PSU Bank Index, etc. The ET#rading value is based
on the net asset value of the underlying stocks thaepresents. It can be
compared to a stock that can be bought or soldeah trme basis during them
market hours”. The first ETF in India, Benchmarkftii Bees, opened for
subscription on December 12, 2001 and listed orNtBE on January 8, 2002.

Gold Exchange Traded Funds offer investors an iatiog, cost-efficient
and secure way to access the gold market. Gold EarEsintended to offer
investors a means of participating in the gold ibuallmarket by buying and
selling units on the Stock Exchanges, without tgkrnysical delivery of gold.
The first Gold ETF in India, Benchmark GETF, openfed subscription on
February 15, 2007 and listed on the NSE on Aprjl2007.

(vi) Capital Protection Oriented Funds

Capital protection oriented schemes are schemes “gradeavour to
protect the capital as the primary objective byesting in high quality fixed
income securities and generate capital appreciaipninvesting in equity /
equity related instruments as a secondary objectiMee first capital protection
oriented fund in India, Franklin Templeton opened $ubscription on October
31, 2000.

(vii) Fund of Funds (FOFs) - Domestic and Abroad

Fund of Funds are schemes that “invest in otherualutund schemes.
The portfolio of these schemes comprise only oftaumif other mutual fund
schemes and cash / money market securities/ sleomt deposits pending
deployment”. The first FOF was launched by FranKlempleton Mutual Fund
on October 17, 2003. Fund of Funds can be seckxifsp e.g. real estate, theme
specific etc.

With the opening up of the Indian economy, muthalds have been
permitted to invest in foreign securities/ Ameridaapository Receipts (ADRS) /

Global Depository Receipts (GDRs). Some of suctesws are dedicated funds
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for investment abroad while others invest partlyfoneign securities and partly
in domestic securities. While most such schemegsnin securities across the
world, there are also schemes which are countrgiBpen their investment

approach.

(viii) Quantitative Funds

A quantitative fund is an investment fund that &#$ securities based on
guantitative analysis. The managers of such fundkl lkomputer based models
to determine whether or not an investment is dftracin a pure “quant shop”
the final decision to buy or sell is made by thedelo However, there is a middle
ground where the fund manager will use human judgme addition to a
guantitative model”. The first Quant based mutuaid scheme in India, Lotus

Agile fund opened for subscription on October 2602

(ix) Fixed Maturity Plans (FMPs)

Fixed Maturity Plans (FMPs) are “investment scherested by mutual
funds and are close ended with a fixed tenure nha&urity period ranging from
one month to three/five years. These plans are gongtintly debt-oriented,
while some of them may have a small equity comptriEme objective of such a
scheme is to generate steady returns over a fixaaHity period and protect the
investor against market fluctuations. FMPs aredgly passively managed fixed
income schemes with the fund manager locking inte@stments with maturities

corresponding with the maturity of the plan. FMPs aot guaranteed products”.

3.1.5 Advantages and Limitations of Mutual Funds
Advantages of MF

(i) Professional Management

Mutual Funds provide the services of experiencedd askilled
professionals, backed by a dedicated investmemiarel team that analyses the
performance and prospects of companies and setegtable investments to
achieve the objectives of the scheme. It is thel fomanager's job tbnd the best
securities for the fund, given the fund's statedegiment objectives and to keep
track of investments and changes in market conuitiand adjust the mix of the
portfolio as and when required.
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(i) Diversification

Portfolio diversification is the major advantageessed by mutual funds,
especially for retail investors. Risk gets diveesif by spreading the investment
across different securities and sectors in ordeadd stability of returns. Retalil
investors with limited money to invest are likely incur huge transaction costs
to hold a well-diversified portfolio, due to the alhquantity purchase of each
security. By purchasing units of mutual funds, isteg holds a proportional
claim on a portfolio comprising large number of geites in adequate quantity.
Diversification reduces the risk because seldonaltistocks decline at the same

time and in the same proportion.

(i) Convenient Administration

Investing in a mutual fund reduces paperwork aapdto avoid many
problems such as bad deliveries, delayed paymerds@low up with brokers
and companies. Mutual funds save time and make®stmg easy and

convenient.

(iv) Return Potential
Mutual funds have the potential to provide a higheturn as they invest

in a diversified basket of selected securities awedium to long term period.

(v) Low Costs

Mutual Funds are a relatively less expensive waynt@st compared to
directly investing in the capital markets becaugeth® benefits of scale in
brokerage, custodial and other fees which transtdtelower costs for investors.
(vi) Liquidity

In open-end schemes, an investor can get his mbaek quickly at net
asset value and with closed-ended schemes; theatorvean sell his units on a
stock exchange at the prevailing market price ailaof the facility of direct
repurchase at NAV related prices.
(vii) Flexibility

Through features such as regular investment plesgular withdrawal
plans and dividend re -investment plans, an invesan systematically invest or

withdraw funds according to his needs and conver@en
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(viii) Choice of Schemes / Variety

Mutual Funds offer a family of schemes to suit iamestor's varying
needs over a lifetime. For e.g. Growth schemesideal for investors having a
long-term outlook seeking growth over a periodiofd. Income funds are ideal
for capital stability and regular income. Balandedds are ideal for investors
looking for a combination of income and moderatewgh. Money market funds
are ideal for corporate and individual investorsaasieans to park their surplus
funds for short periods.

(ix) Well Regulated

All mutual funds are registered with Securities Execge Board of India
(SEBI) and they function within the provisions dfist regulations designed to
protect the interests of investors. These rulesateelto the formation,
administration and management of mutual funds armesquibe disclosure and
accounting requirements. Such a high level of ragoh seeks to protect the

interest of investors.

(x) Affordability
Mutual funds allow even small investors to indilgaeap the benefit of
investment in shares of a big company becausesofarge corpus, which an

individual investor may not be able to do so beeaafsinsufficient funds.

(xi) Tax Benefits
Subject to certain conditions, long term capitahgatax concessions and

tax rebates are offered to mutual fund investors.

3.5.2 Limitations of Mutual Funds

The mutual funds not only offer advantages but &lave disadvantages
for the investors. The fund managers not alwayseraofits but might creates
loss for not properly managed. The fund have owategy for investment to

hold, to sell, to purchase unit at particular tipeziod.

(i) No Guarantee
Investment is not risk free. If the entire stockrk&t declines in value,

the value of mutual fund shares will also go dovenmatter how balanced the
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portfolio. Investors encounter fewer risks whenytirevest in mutual funds than

when they buy and sell stocks on their own.

(i) Fees and Commissions

All funds charge administrative fees to cover thaay-to-day expenses.
Some funds also charge sales commissions or loadsoinpensate brokers,
financial consultants, or financial planners. Caststrol is not in the hands of
an investorand they has to pay investment management fees and fund
distribution costs as a percentage of the valuki®finvestments (as long as he

holds the units), irrespective of the performant&e fund.

(iii) No Customized Portfolios

The portfolio of securities in which a fund inves$sa decision taken by
the fund manager. Investors have no right to ieterfin the decision making
process of a fund manager, which some investord fais a constraint in

achieving their financial objectives.

(iv) Management Risk
The investor depends on the fund's manager to rttekeight decisions
regarding the fund's portfolio. If the manager daes perform the investor may

not make as much money as expected.

(v) Dilution

It is possible that, too much of diversificatiomcar as the fund are
invested in different companies expecting high metat lower risk. Dilution also
occurs on account of large amount of money getimgsted into performing

funds.

(iv) Difficulty in selecting a suitable fund scheme
Many investors find it difficult to select one opti from the plethora of
funds/schemes/plans available. The investors mase ha take advice from

financial planners in order to invest in the riginhd to achieve their objectives.
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3.1.6 Parties to Mutual Func
The following diagram illustratc various entities involve in organizatior

structure of mutual fun

Fig. 3.6
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Every investor, given his/her financial positiordgrersonal disposition, has
certain inclination to take risk. By taking an iecrentalrisk, it would be possible fc
the investor to earn an incremental return. Mutwadl is a solution for investors wi
lack the time, the inclination or the skills to imety manage their investment risk
individual securities. They delegate this ro the mutual fund, while retaining the ri
and the obligation to monitor their investmentsthie scheme. In the absence ¢
mutual fund option, the money of such passive itwveswould lie either in bar
deposits or other ‘safe’ investment optionwus depriving them of the possibility
earning a better return. Investing through a mdtuad would make economic sense
an investor if his/her investment, over mediumadngl term, fetches a return thai

higher than what would otherwise have ed by investing directly.
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Sponsors

Sponsor is the company, which sets up the mutual &s per the provisions
laid down by the Securities and Exchange Boardditl (SEBI). SEBI mainly fixes the
criteria of sponsors based on sufficient experiene¢ worth, and past track record.
Sponsor is the person who acts alone or in combimatith another body corporate
establishes a mutual fund. Sponsor must contrétueast 40% of the net worth of the
investment managed and meet the eligibility catgrescribed under the Securities and
Exchange Board of India (Mutual Funds) Regulatiob896. The Sponsor is not
responsible or liable for any loss or shortfalligésg from the operation of the schemes

beyond the initial contribution made by it towasgsting up of the mutual fund.

Asset Management Company (AMC)

The AMC manages the funds of the various schemdseamploys a large
number of professionals for investment, researchament servicing. The AMC also
comes out with new schemes periodically. It playgwarole in the running of mutual
fund and operates under the supervision and gwedahdhe trustees. An AMC'’s
income comes from the management fees, it chaogdbd schemes it manages. The
management fees, is calculated as a percentage assets managed. An AMC has to
employ people and bear all the establishment tustsre related to its activity, such as
the premises, furniture, computers and other assetsSo long as the income through
management fees covers its expenses, an AMC ismacelly viable.

The AMC is appointed by the trustee as the invastmmanager of the mutual
fund. The AMC is required to be approved by theufitges and Exchange Board of
India (SEBI) to act as an asset management congddhg mutual fund. At least 50%
of the directors of the AMC are independent dinecteho are not associated with the
Sponsor in any manner. The AMC must have a nethmairat least 10 cores at all

times.

Trustees

“The Mutual Fund is constituted as a trust in adaoce with the provisions of
the Indian Trusts Act, 1882 by the Sponsor. Thettdeed is registered under the
Indian Registration Act, 1908".

Trustees are an important link in the working oy anutual fund. They are
responsible for ensuring the investors’ interasta scheme properly. They do this by a
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constant monitoring of the operations of the vaiachemes. In return for their

services, they are paid trustee fees, which araaltyr charged to the scheme.

Trustee is usually a company (corporate body) Board of Trustees (body of
individuals). The main responsibility of the truesis to safeguard the interest of the unit
holders and to ensure that the AMC functions in ititerest of investors and in
accordance with the Securities and Exchange Bodrdnadia (Mutual Funds)
Regulations, 1996, the provisions of the trust daed the offer documents of the
respective schemes. At least 2/3rd directorseofrtistee are independent directors who

are not associated with the sponsor in any manner.

Distributors
Distributors earn a commission for bringing investoto the schemes of a
mutual fund. This commission is an expense fostieme. Depending on the financial
and physical resources at their disposal, thalalistrs could be:
a) Tier 1 distributors who have their own or francHisgetwork reaching out to
investors all across the country; or
b) Tier 2 distributors who are generally regional plsywith some reach within their
region; or
c) Tier 3 distributors who are small and marginal ptaywith limited reach and the

distributors earn a commission from the AMC.

Registrars and Transfer Agent

The AMC if so authorised by the trust deed to apiptiie Registrar and
Transfer Agent (R & T) to the mutual fund. “The Rgr processes the application
form, redemption requests and dispatches accaatetrstnts to the unit holders. The
Registrar and Transfer agent also handles comntigmisawith investors and updates

investor records”.

An investor’s holding in mutual fund schemesysdally tracked by Registrar
and Transfer Agent. Some AMCs prefer to handle ribiis on their own instead of
appointing R & T. The Registrar or the AMC as tiase may be maintains an account
of the investors’ investments and disinvestmerdsifthe schemes. Requests to invest
more money into a scheme or to redeem money agaxnging investments in a

scheme are processed bythe R & T.
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Custodian/Depository

The custodian maintains custody of the securitieshich the scheme invests
and. ensures an ongoing independent record ofntlestments of the scheme. The
custodian also follows up on various corporateoasti such as rights, bonus and
dividends declared by investment companies. Atgotesvhen the securities are being
dematerialised, the role of the depository for sadependent record of investments is

growing.

Fig. 3.7

Interdependence of Parties to Mutual Fund

Unit Holders
Sponsors
Trustees AMC
The Mutual Fund Transfer Agent

Custodian Fund

SEBI

3.1.7 History and Growth of Mutual Fund Industry in India
The history of mutual funds runs back to 19 th agntwhen it was

introduced in Europe, in particular, Great Britaitobert Fleming set up in 1868 the
first investment trust called Foreign and Colonmalestment Trust which promised
to manage the finances of the rich classes of &wbtby spreading the investment
over a number of different stocks. This investntemst and other investments trusts
which were subsequently set up in Britain and ti#& tesembled today’'s close-
ended mutual funds. The first mutual in the U.SaskBachustsettes investor’'s Trust,

was set up in March 1924. This was the open — endgdal fund.

The stock market crash in 1929, the Great Depnessind the outbreak of
the Second World War slackened the pace of mutuad fndustry. Innovations in
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products and services increased the popularity wfuat funds in the 1960s al
1990s. The first internional stock mutual fund wastroduced in the U.S. in 19.

The Mutual Fund industry in India started in 196&whe formation of Uni
Trust of India at the initiative of the Governmaitindia and Reserve Ban“The
primary objective at that time wito attract small investors and it was made pos:
through the collective efforts of the Governmentlodia and Reserve Bank

India”. The history of Mutual Fund in India can #eided into five Phase

Fig. 3.8
Growth Phases of Mutual Funds in India

Growth Phases of Mutual Funds
in India

Phase 1

Phase 2

Phase 3

Phase 4

Phase 5

Growth Phases of Mutual Funds in Indi:

Phase I: Establishment and Monolithic Phase of Uniitust of India (196+1987)
Unit Trust of India (UTI) was established in 1968dn Act of Parliament.
was set up by the Reserve Bank of India and iticoad to operate under t
regulatory control of the RBI until the two werelidked in 1978 and the enti
control was transfeed to the hands of Industrial Development Banklradia
(IDBI). UTI launched its first scheme in 1964 nanmasdUnit Scheme 1964 (1-64)
which attracted the largest number of investorany single investment schet
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over the years. UTI launched more innovative sclseimdé970’s and 80’s to suit the
need of different investors. It launched ULIP (Unihked Investment plan) scheme
in 1971 and six more schemes between 1981-84;rehikl gift growth fund and

India fund in 1986 (India’s first off scheme funehaster share (India’s first equity
dividend scheme) (1987) and monthly income schaingag 1990’s. By the end of
1987, UTI had launched 20 schemes mobilizing nebures amounting to
Rs.4564.0 crore. For these 23 long years up to -8964JTI enjoyed complete

monopoly.

Table 3.2
Net Resources Mobilised by Mutual Funds (1970-'8{Rupees Billion)

unit | ooneored | instiution- | Sector
Year TlrrljjitaOf Mutual sponsored Mutual Total
Funds Mutual Funds Funds

1970-71 0.18 - - - 0.18
1971-72 0.15 - - - 0.15
1972-73 0.23 - - - 0.23
1973-74 0.31 - - - 0.31
1974-75 0.17 - - - 0.17
1975-76 0.29 - - - 0.29
1976-77 0.35 - - - 0.35
1977-78 0.73 - - - 0.73
1978-79 1.02 - - - 1.02
1979-80 0.58 - - - 0.58
1980-81 0.52 - - - 0.52
1981-82 1.57 - - - 1.57
1982-83 1.67 - - - 1.67
1983-84 3.30 - - - 3.3

1984-85 7.56 - - - 7.56
1985-86 8.92 - - - 8.92
1986-87 12.61 - - - 12.61

Source: RBI Hand Book 2012-13

Phase II: Entry of Public Sector Funds (1987-1993)

It was in 1986 that the Government of India amenidaaking regulations
and allowed commercial banks in the public seabosdt up Mutual Funds. This
led to promotion of “SBI Mutual Fund” by State Bawk India in July 1987
followed by Canara Bank, Indian Bank, Bank of Bap&ank of India, Punjab
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National Bank, and GIC Mutual Fund. The Indian Malturund industry
witnessed a number of public sector players engettie market in the year 1987.
The Government of India further granted permisgminsurance corporations in
the public sector to float mutual funds. The ye@87 marked the entry of non -
UTI, public sector mutual fund by public sector kahife Insurance Corporation
of India (LIC) and General Insurance Corporationlodia (GIC). The assets
under management of the industry increased sewvaastito Rs.47004 cores.
However UTI remained the leader with about 60 petrcmarket share. The
period of 1987 — 1993 can be termed as the perigailolic sector Mutual Funds.
From a single player in 1985, the number incredeetiplayers in 1993.

Table 3.3
Net Resources Mobilised by Mutual Funds (1987-93Rupees Billion)

Financial .
Bank- I Private
. Institution-
Unit Trust of sponsored Sector
Year ) sponsored Total
India Mutual Mutual
Mutual
Funds Funds
Funds
1987-88 20.59 2.50 - - 23.09
1988-89 38.55 3.20 - 41.75
1989-90 55.84 8.89 3.15 - 67.88
1990-91 45,53 23.52 6.04 - 75.09
1991-92 86.85 21.40 4.28 - 112.53
1992-93 110.57 12.04 7.60 - 130.21

Source: RBI Hand Book 2012-13

Phase Ill: Emergence of Private Sector Funds (19931996)

To ensure smooth and efficient working of mutuaidundustry, Reserve
Bank of India in 1937 and Ministry of Finance, Gavaent of India in 1990
issued certain guidelines within the framework ohieh these funds were
required to operate. In March 1991 the Governmeamidied over the function of
regulating mutual funds to Securities and ExchaBgard of India (SEBI) that
issued guidelines in October 1991 for investorotection and regulating the
Indian capital market. Ultimately, on January 3992 government accorded a
status of autonomous body to SEBI to watch and robrthe working and

implementation of of mutual funds.
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The permission was given to the private sector sumtluding foreign
funds management companies (most of them entehirggigh joint venture with
Indian promoter) to enter the Mutual Fund industryl993. With the entry of
private sector funds in 1993, a new era startethdian Mutual Fund industry,
giving the Indian investors a wider choice of fuadd therefore giving rise to
more competition in the industry. Private fundsadiuced innovative products,
investment techniques and investors servicing teldgy during 1994. “In 1993
the first Mutual Fund regulation came into beinglenwhich all mutual funds,
except UTI was to be registered. The Kothari Pion@eerged with Franklin
Templeton) was the first private sector mutual fuadistered in July 1993. The
number of mutual fund houses went on increasind witany foreign mutual
funds setting up funds in India and also the industitnessed several new

initiatives”.
Table 3.4
Net Resources Mobilised by Mutual Funds (1993-96R(pees Billion)
Bank- Fln_anplal Private
. Institution-
Unit Trust sponsored Sector
Year . sponsored Total
of India Mutual Mutual
Mutual
Funds Funds
Funds
1993-94 92.97 1.48 2.38 15.60 112.43
1994-95 86.11 7.66 5.76 13.22 112.75
1995-96 -63.14 1.13 2.35 1.33 -58.33

Source: RBI Hand Book 2012-13

Phase IV: SEBI Regulation and UTI Bifurcation (199— 2003)
The mutual fund industry witnessed robust growtti stmict regulations from

SEBI after 1996. The mobilization of funds and tioenber of players operating in the
industry reached new heights as investors stattediag more interest in Mutual
Funds. Investors' interests were safe guarded By &k the government offered tax
benefit to the investors. In order to encouragenti®EBI (Mutual Funds) Regulations
1996 was introduced by SEBI that set uniform stesglalhe union budget in 1999
exempted all dividend incomes in the hands of itoresfrom income tax. Various
investor awareness programmers were launched dimsghase both by SEBI and
AMFI.
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In February 2003, following the repeal of the Uhiust of India Act 1963
UTI was bifurcated into two separate entities. @nthe specified undertaking of the
Unit Trust of India with assets under managemeii®f29,835 crore as at the end of
January 2003, representing broadly, the assetsSo64Jscheme, assured return and
certain other schemes. The Specified Undertakingniff Trust of India, functioning
under an administrator and under the rules franye@dvernment of India and does
not come under the purview of the Mutual Fund Ratums.

The second is the UTI Mutual Fund, sponsored by BRB, BOB and LIC. It
is registered with SEBI and functions under the Mutund Regulations. With the
bifurcation of the erstwhile UTI which had in Mar@00 more than Rs. 76,000
crores of assets under management and with thagsett of a UTI Mutual Fund,
conforming to the SEBI Mutual Fund Regulations, avith mergers taking place
among different private sector funds, the mutuatfindustry has entered its current

phase of consolidation and growth.

Table 3.5
Net Resources Mobilised by Mutual Funds (1996-'03Rupees Billion)

. Bank- Financial Private
Unit sponsored Institution- Sector
Year Trust of p Total

India Mutual sponsored Mutual

Funds Mutual Funds Funds
1996-97 -30.43 0.07 1.37 8.64 -20.35
1997-98 28.75 2.37 2.04 7.49 40.65
1998-99 1.70 -0.89 5.47 20.67 26.95
1999-00 45.48 3.36 2.96 169.38 221.18
2000-01 3.22 2.49 12.73 92.92 111.36
2001-02 -72.84 8.63 4.06 161.34 101.19
2002-03 -94.34 10.33 8.61 121.22 45.82
2003-04 10.50 45.26 7.87 415.10 478.73

Source: RBI Hand Book 2012-13
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Phase V: Consolidation and Growth (2003-04 onwards)

The industry witnessed several mergers and aciuis@nd also more
international Mutual Fund players entered India Ifkidelity, Franklin Templeton

Mutual Fund etc.

The Indian mutual fund industry has grown at a thaking pace from
2003-04 to 2007-08. The AUM grew from Rs 1, 39,8tdére in March 2004 to Rs
5,05,152 lakh crore in March 2008. Further, investbave got access to new
products such as Exchange-Traded Funds (ETFs), &uRdnds and international
funds. The assets under management of mutual fandsased by 47.13 per cent to
Rs. 6, 13,979 crore at the end of March 2010. FRan 4,17,300 crore over the
previous year, the AUM further decreased by 0.8¢mrto Rs. 5,87,216 crore at the
end of March 2012 from Rs. 5,92,250 crore at theé @hMarch 2011. The AUM
increased by 19.5 percent to Rs. 7, 01,443 crotieeaénd of March 2013 from Rs.

5,87,217 crore a year ago.

Table 3.6
AUM at the end of the period for Five Phases (Rs inrore)

Year Asset at the_end of the periog
(Rs in crore)

1964-65 o5

1986-87 4564

1992-93 46988

1995-96 80590

2002-03 109299

2012-13 701443
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Fig. 3.9
AUM at the end of the period for Five Phases (Rs inrores)
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Table 3.7
Net Inflow & Asset under Management 2000-2013
(T crore)
Period G_r_oss_ Redemption Net Inflow Assets at_the end qf
Mobilisation period
1999-00 61,2417 42,271 18,970 1,07,946
2000-01 92,957 83,829 9,128 90,587
2001-02 1,64,523 1,57,348 7,175 1,00,594
2002-03 3,14,704 3,1031( 4,196 1,09,294
2003-04 5,90,19( 5,43,38] 46,808 1,39,616
2004-05 8,39,70¢ 8,37,508 2,200 1,49,60(
2005-06 10,98,14¢4 10,45,37( 52,779 2,31.862
2006-07 19,38,491 18,44,30¢ 93,985 3,26,292
2007-08 44,64,37¢ 43,10,374 1,53,802 5,05,152
2008-09 54,26353 54,54,65( -28,296 4,17,30(
2009-10 1,00.19,02] 99,35,947 83,08( 6,13,97¢
2010-11 88,59,514 89,08,921 -49,406 5,92,25(
2011-12 68,19,67¢ 68,41,702 -22,024 5,87,2117
2012-13 72,67,884 71,91,34¢ 76539 7,01,443

Source: SEBI Annual Report 2012-13

The gross mobilisation of resources by all mutuabk during 2012-13 was at
Rs. 72,67,885 crore compared to Rs. 68,19,678 aloreng the previous year
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indicating an increase of 6.6 percent over the ipusv year. Correspondingly,
redemption also increased by 5.1 percent to R®YB46 crore in 2012-13 from
Rs.68, 41,702 crore in 2011-12. The net resouradslised by all the mutual funds
aggregated to Rs. 76,539 crore in 2012-13 comparetet outflow of Rs. 22,024
crore in 2011-12.

In the fifth phase, 2004-05 there was only marginatease of 7.15 percent
growth when compared to the previous year. Howeftar several years of persistent
growth, the industry witnessed consistent declofe& 29 percent and 8.50 percent in
its AUM during FY11 and FY12, respectively. One tbe reasons could be the
changes in regulatory guidelines, ban on entry,lstthgent KYC norms, guidelines
on transaction charges, tightening valuation ancedidement norms - which were
introduced in a short span of time thus giving ks to the industry to adjust in the

new environment.

Sector-wise Resource Mobilisation

The private sector mutual funds retained the dontipkace in the mutual fund
industry with 81.6 percent share in the gross nesomobilisation and 85.1 percent in
the net resource mobilisation. The correspondimgeshof UTI mutual fund and other
public sector mutual funds was 8.7 percent andp@rtent in the gross resource
mobilisation and 6 percent and 8.9 percent in the masource mobilisation. In
absolute terms, the gross resource mobilisatioprivgate sector mutual funds rose by
4.3 percent to Rs. 59,27,947 crore in 2012-13 fRen56,83,744 crore in 2011-12.
(Table 3.8) The net resource mobilisation by pewector mutual funds increased by
521.5 percent to Rs.65,102 crore in 2012-13 asnsgai net outflow of Rs.15,446
crore recorded in 2011-12. The net resources rdged Tl mutual fund and other
public sector mutual funds was much lesser at R&9%crore and Rs 6,808 crore in
2012-13, even though it represented a rise of 248 cent and 300.6 percent
respectively over the previous year.

The close-ended schemes of private and public rseattual funds witnessed
net outflows during the year. Nevertheless, theeslended schemes held a miniscule
share in the gross resource mobilised by privadepaiblic sector mutual funds at 0.99

percent and 1.2 percent respectively.
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Table 3.8
Sector-wise Resource Mobilisation by Mutual Funds aring 2012-13

(XCrore)
Private Sector MFs Public Sector MFs UTIMF
Grand

Particulars | & 3 o Z < = s 3 o 7S = c 3 (e 3S —=

£ |82 |g-| 8 |gc|gelg-| 8 |2 gE|lg-| B | Tom

o o O o° = = O o O o |E [ O o |O o |& [
Mobilisation | 58,62,749 58,175 7,022 59,27,941 6,98,354 8,230 0| 7,06,589 6,26,821 5,641 888| 6,33,35(0 72,67,884
of Funds (55 59,558] (1,15,116] (9,069) (56,83,744) (5,96,696) (15,695) (1,091)| (6,13,482) (5.14,272) (4,702)| (3,479)| (577,453) (68,19,679
Repurchaseg 57,76,161 80,387 6,297 58,62,844 6,866,483 13,131 166| 6,99,781] 6,21,564 5,067| 2,092 678,724 71,91,34
Redemption (55,67,914 (1,13,318) (17,957) (56,99,189] (6.01.662 (13,926) (1,289) (6,16,877) (5,15,947) (4,829) (4861)( (5,25,637 (68,41,702,
Net Inflow/ 86,588 -22,212 725 65,102 11,874 -4,901 -166 6,808] 5,259 574 -1,204 4,629 76,539
Outflow of
Fund (83s6)| (1799 (-8,888) (-15446) (-4.965) (1,769) (.198)| (-3.394) (-1,675) (-126)| (.1382) (-3,184)| (22024
unds

Note: Figures in parentheses indicate correspondiggres for 2011-12

Sourc: SEBI Annual Report 2012-13

Scheme-wise Resource Mobilisation

Scheme-wise pattern reveals that net inflows wersitive for all the

scheme categories except growth/equity oriente@rses, plain ETFs and FoF

schemes. The huge redemption pressure in growtkenses had resulted in

largest net outflows amounting to Rs. 14,587 crbweng the year (Table 3.9).

Fixed income schemes registered the highest ndbwsf amounting to

Rs.90,183 crore indicating increase of 451.5 pdraarer the previous year.

The highest percentage rise in the net resourcdlisation was in gilt schemes

which witnessed a net inflow of Rs.3, 975 crore2dil2-13 compared to net

outflow of Rs.20 crore in the previous year. The ildlows into debt schemes

constituted the lions' share of 92.0 percent in itifeows into fixed income

schemes. Even though gold has emerged as one ohdke appreciating asset

since 2008, GETF schemes experiences a declingeimét inflows to the tune

of 61.2 percent compared to the previous year. Thisotwithstanding the rise
in AUM of GETFs to the extent of 17.8 percent in12013 over the previous

financial year.

The AUM was the highest for income/debt orientechesnes at

Rs.4,97,451crore while the AUM under growth/equtiented scheme was Rs.
1,72,508 crore. In terms of growth in AUM, Gilt sthes (120.7 percent)
achieved the highest increase followed by debt mase (36.2 percent) and
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GETF schemes (17.8 percent) during the year. Iisaoance with net outflows,
growth in AUM was also negative for growth schemB&in ETFs and FoF
schemes. The highest decline in AUM was registeic@dthe FoF schemes

investing overseas at 18.9 percent.

Table 3.9

Scheme-wise Resource Mobilisation and AUM by Mutddrunds as on March 2013

Assets Under]
Net Inflow/ Percentage)
Gross Funds| Repurchase/ Management -
No. of . ) Outflow of Variation
Schemes Mobilised Redemption as on March
Schemes (crove) (crore) Funds 31 2013 over March
(crore) ’ 30,2012
crore)
A. Income/ Debt Oriented Schemes
i) Liquid/Money Market 55 63,65,42( 63,62,194 3,224 93,392 16.2
i) Gilt 42 12,886 8,910 3,975 8,074 120.7]
iii) (other than assured returns), 760 8,35,273 7,52,292 82,981 3,95,984 36.2
Subtotal (i+ii+iii)
857 72,13,578 71,23,394 90,183 4,97,45] 32.7]
B. Growth/ Equity Oriented Schemes
i) ELSS 50 2,641 4,282 -1,641 22,744 -3.8
i) Others 297, 40,723 53,669 -12,944 1,49,764 -5.5
Subtotal (i+ii) 347 43,364 57,951 -14,587 1,72,504 -5.3
C. Balanced Schemes
Balanced schemes 32 5,705| 4,989| 216 16,307| 0.3
D. Exchange Traded Fund
i) Gold ETF 14 2,767 1,353 1,414 11,648 17.8
ii) Other ETFs 23 2,285 2,497 -212 1,477 -8.1
Subtotal (i+ii) 37 5,052 3,850 1,202 13,124 14.2
E. Fund of Funds Investing Overseas
Fund of Funds investing
21 686 1,160 -474 2.053 -18.9
overseas
TOTAL (A+B+C+D+E) 1,294 72,67,884 71,91,344 76,539 7,01,443 19.45

Note: Net Assets of 6332.69crore pertaining to Fund of Funds (domestic) as on
March 29, 2023s not included in the data.

Source : SEBI Annual Report 2012-13

As on March 2013, there were 1,294 mutual fund s&seof which, 857
were income/debt oriented schemes, 347 were grequlty oriented schemes and
32 were balanced schemes (Table 3.10). In addtiene were 37 Exchange Traded
Funds, of which 14 were Gold ETFs and 23 other ETAHso, there were 21
schemes operating as Fund of Funds which investeddrseas securities. Maturity-
wise there were 751 open-ended schemes and 5@taoed schemes as on March
29, 2013. For the income/debt oriented schemegy@atethe number of close-
ended schemes exceeded open-ended schemes.
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Historically, mutual funds have been dominant inmesin the debt market
than equity markets. During 2012-13, the combinetlinvestments by the mutual
funds in debt and equity was Rs 4,50,711 crore ematpto Rs 3,33,463 crore in
2011-12, accounting an increase of 35.2 percettl¢Tal11). “Mutual Funds were net
sellers in equity segment to the tune of Rs 22¢fdee, whereas, their net investments
in the debt segment rose to Rs 4,73,460crore dilimgame period. Since 2009 -10,
on a yearly basis there has been offloading ofstments by mutual funds from the
equity market. Investments in the debt segmentthadighest in June 2012 (Rs78,
465 crore) followed by March 2013 (Rs 68,114 croigjhile their net investments in
the debt segment were positive for all the montimng the year, that in the equity

segment was negative for all months except Jung.201

Table 3.10
Number of Schemes by Investment Objective as on Mzh 2013
Schemes | Open-ended | Close-ended| Interval | Total
A. Income/ Debt Oriented Schemes
i) Liquid/ Money Market (gg) (8) (8) (gg)
L 42 0 0 42
" el (42) (0) (0) (42)
ii) Debt (other than assured return ég; (‘51?; (43‘:2” (;gg
iv) Debt (assured returns) 0 0 0 0
— 334 481 42 857
Subtotal (i+ii+iii) (326) (512) (34) (872)
B. Growth/ Equity Oriented Schemes
. 36 14 0 50
) ELSS (36) (13) (©) (49)
ii) Others 292 5 0 297
358 1o D 347
Subtotal (i+ii) (335) (17) ) (352)
C. Balanced Schemes
Balanced schemes 31 L 0 32
(29) 1) Q) (30)
D. Exchange Traded Fund
. 14 0 0 14
i) Gold ETF (14) ) ) (14)
. 23 0 0 23
ii) Other ETFs 1) ) ) 1)
- 37 0 0 37
Subtotal (i+ii) (35) ) ) (35)
E. Fund of Funds Investing Overseas
. . 21 0 21
Fund of Funds investing overseas (20) 0) 0 (20)
751 0 0 1294
TOTAL (A+B+C+D+E) (745) 0) 0) (1309)

Figures in parentheses indicate corresponding fégufior 2011-12
Source: SEBI Annual Report 2012-13
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Table 3.11

Asset Under Management and Folios - Category WiseAggregate - as on March 31, 2013

Types of Invg_stor_ AUM (Rs. % to Total No of Folios | % to Total
Schemes Classification Cr)
Corporates 74986.67 80.48 24054 11}49
Banks/Fls 10525.67 11.8 279 0.13
Liquid/Money Flls 640.69 0.69 40 0.02
Market HNI 5752.15 6.17 22609 10.8
Retail 1267.97 1.36 162290 77.95
Total 93173.09 100 209272 10D
Corporates 4967.43 61.52 3992 6.B3
Banks/Fls 33.75 0.42 35 0.06
Flls 31.23 0.39 6 0.01
Gilt HNI 2609.34 32.32 7231 11.4y7
Retail 432.39 5.34 51768 82.13
Total 8074.19 100 63027 100
Grand Total 101247.29 272299
Corporates 22022 55.6 218158 372
Banks/Fls 4445.69 1.12 869 0.01
. Flls 1579.09 0.4 39 (
Debt Oriented =
HNI 141753.96 35.73 49537H 8.44
Retail 28781.09 7.25 5152042 87.82
Total 396787.82 100 5866482 100
Corporates 15664.11 9.07 193681 0J58
Banks/Fls 1744.33 1.01 1296 0
. . Flls 2811.25 1.63 104
Equity Oriented
HNI 33736.57 19.54 337630 1.02
Retail 118695.5 68.7% 32634506 98.59
Total 172651.76 100 3316717p 100
Corporates 1954.11 11.75 15350 0.59
Banks/Fls 43.52| 0.2¢ 71 D
Balanced Flls 10.14 0.06 2 a
HNI 6018.63 36.19 51749 1.98
Retail 8602.89 51.73 2542308 97.43
Total 16629.28 100 2609480 100
Corporates 6344.74 54.47 5021 0.88
Banks/Fls 9.44 0.08 16 D
Flls 4.49 0.04 5 0
Gold ETF
HNI 2164.85 18.59 11664 2.0
Retail 3124.3 26.82 552463 97.06
Total 11647.82 100 569169 10D
Corporates 408.4¢§ 27.66 22917 1345
Banks/Fls 71.93 4.81 24 0.01
ETFs(other than Flls 102.66 6.95 19 0.01
Gold) HNI 560.41 37.95 2864 1.68
Retail 333.19 22.56 144621 84.85
Total 1476.67 100 170445 100
Corporates 291.34 14.19 2141 1.p4
Banks/Fls 1.03 0.05 4 D
Fund of Funds Flls 0 0 0 0
Investing Overseas | HNI 1017.42 49.55 7287 4.21
Retail 743.42 36.21 16383p 94.56
Total 2053.21 100 173268 100

Source: AMFI Database
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Fig. 3.10
Asset under Management and Folios - Category WiseAggregate - as on March 31, 2013
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= Retail 136% | 535% | 7.25% | 68.75% | 51.74% | 26.82% | 22.57% | 36.21%
Source: AMFI Database
Fig. 3.11
Asset at the end of the period (Rs in crores) ando. of Schemes
8000 —+ 1294 T 1400
@ Asset at the end of the period (Rs in
crores)
7000
—e— Scheme T 1200
6000 +
- 1000
958
5000 +
- 800
756 819
4000 +
592 - 600
3000 +
451
-+ 400
2000 + 403
1000 + T 200
0 - ‘ 1 1 1 1 -0
FYo4 FYO5 FYO06 FYO7 FYO08 FY09 FY10 FY11 FY12 FY13

Compiled from SEBI and RBI Sources

116




Table 3.12

Trends in Transactions on Stock Exchanges by Mutudunds

(Zcrore)
Equity Debt Total
Period Gross | Gross Net Gross | Gross Net Gross | Gross Net
Purchase/ Purchase/ Purchase/
Purchasg Sales Purchase Sales Purchasg Sales
Sales Sales Sales

2008-09 1,44,0691,37,085 6,985 3,27,744 2,45,947 81,803 4,71314 3,83,02¢ 88,787
2009-10 1,953642,06,179 -10,514 6,24,314 4,43,724 1,80,58§ 8,19,97¢ 6,49,901 1,70,076
2010-11 1,54,3111,74,01§ -19,802 7,62,644 513,493 2,49,153 9,16,86] 6,87,51] 2,29,357
2011-12 132,13741,33,494 -1,35811,16,76(Q 7,81,94¢ 3,34,82(12,48,891 9,15,434 3,33,464
2012-13 1,13,7541,36,507 -22,74915,23,39310,49,934 4,73,46(016,37,15(11,86,44( 4,50,711

Source :SEBI Annual Report 2012-13

Unit holding pattern

India has a high household saving ratio, but theuaddlunds have not been able
to make a profound impact in channelizing theseéngavfrom the households to the
securities market.

As on March 31, 2013, while individuals subscril®&19 percent of the total
folios, their share in the total net assets was gbrcent” (Table 3.12). “On the other
hand, corporate/ institutions had a miniscule sb&fe22 percent in the total number of
folios, their share in the total net assets wageable 48.61 percent. In comparison to
2011-12 the share of corporate in the total netasscreased while their share in folios
had declined. NRIs/ OCBs with 1.84 percent shar®lios had 4.7 percent share in
total net assets and Flls percentage to total asse0.9.

Table 3.13

Unit holding pattern of Individuals and others ason March 2013

c Percentage to Total Percentage to Total Net
ategory .
Folios Assets
Individuals 96.94 45.73
(94.5) (48.2)
1.84 4.70
NRIs/OCBs
(1.9) (6)
Flls 0.00 0.96
(0.0) (0.9)
o 1.22 48.61
Corporate/Institutions/ Others (3.6) (44.9)
Total 100.00 100.00

Source SEBI Annual Report 2012-13
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A sectoral breakup of the private sector and pubéctor mutual funds
indicates the domination of private sector mutwadds in terms of share in total
folios and total net assets. While the private areotutual funds had 65.2 percent
share in total folios, the corresponding shareulflip sector mutual funds was 34.8
percent as at the end of March 2013 (Table 3.133.share of private sector mutual
funds in total net assets was 82.6 percent forpheate sector mutual funds

compared to 17.4 percent for public sector mutuadl§.

Table 3.14

Unit holding pattern of Private and Public sectormutual funds as on March 2013

Cateqor Percentage to Percentage to
gory Total Folios Total Net Assets

1 Private Sectoral Mutual Fund 65.21 82.60

Individuals 65.59 37.20

NRIs/OCBs 1.53 4.15

Flls 0.00 0.96

Corporate/Institutions/Others 1.09 40.29

Public Sector Mutual Funds

(including UTI Mutual Fund) 34.79 17.40

Individuals 34.36 8.53

NRIs/OCBs 0.30 0.54

Flls 0.00 0.00

Corporate/Institutions/Others 0.13 8.32

Total (1+2) 100 100

Source :SEBI Annual Report 2012-13

3.1.8 Tax Rates and Mutual FundsApplicable for the Financial Year 2013-14)
Mutual funds are ideal as long term investment aesrfor retail investors.

To encourage investments in this avenue, the Gaovamnhof India offers investors a

spate of tax benefits thus ensuring maximum befrefih mutual funds held beyond

a year. The key benefits are:

» “Avail deductions under Sec 80C of the Income Ta&x By investing up to a
maximum of Rs. 1 lakh in designated Equity LinkedviBgs Schemes

(ELSS). Such investments have a compulsory logenod of 3 years.
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» First time retail investors in equity with a grds$al income of up to Rs. 12
lakh can invest up to Rs. 50,000 in specific MFesols under Rajiv Gandhi
Equity Savings Scheme (RGESS) and benefit from ciexhs under Section
80 CCG.

* No tax is to be paid for redemption of units ofesuity scheme held for over
a year.

* In case of non-equity mutual funds, benefit fromexation.

* No tax is to be paid on dividends. The fund dedacthvidend distribution
tax at source in case of non-equity schemes.

* In case of Equity Oriented Scheme, no dividentrifistion tax is deducted
at source by the fund house.

* Reduction in rates of Securities Transaction T&I ') for equity oriented
funds. (a) Nil charges for delivery-based purchaserecognized stock
exchange. (b) 0.001 percentage charges for dellvasgd sale on

recognized stock exchange. (c) 0.001percentagsaferto the mutual fund”.

3.1.9 Recent Regulatory Trends in Mutual Fund Indusy

The Securities and Exchange Board of India (SEBRhoanced a series of
measures to strengthen the mutual fund industpeaally distribution of mutual
funds. The latest regulatory amendments are discussedwpdlBEBI Master
Circular for Mutual Funds (2012).

For Mutual Fund Investors

“SEBI directed mutual funds / AMCs to provide a a&egte plan for direct
investments with a lower expense ratio. It alsceat®d to remove disparity in
expense structure of different plans. In orderrbaace the reach of mutual fund
products amongst small investors, SEBI permittesh deansactions in mutual fund
schemes to the extent of Rs. 20,000 per investompéual fund per financial year,
subject to compliance with anti-money launderinggesuand regulations. Mutual
funds / AMCs were directed to annually set apateast two basis points on daily
net assets within the maximum limit of total expematio (‘TER’) for investor
education and awareness initiatives. The mutuadl funvestments made for an

amount of INR 2 lakhs or more (other than liquitiemes), the closing NAV of the

119



day on which the funds are actually available folisation shall be applicable
irrespective of the time of receipt of applicationSEBI directed additional
disclosure requirements pertaining to portfolio cisures, financial result

disclosures, etc. on mutual funds/AMCs".

For Distributors
“To improve the geographical reach of mutual fundsiCs were allowed

to charge additional TER (up to 30 bps) with resgecinflows beyond top 15
cities, subject to the satisfaction of certain atnds. SEBI permitted a new
cadre of distributors which includes postal agergtiyed government and semi-
government officials, retired teachers, retired loafficers and other persons
(such as bank correspondents) to sell units of rapd performing mutual fund
schemes. Distributors were permitted of mutual fumebducts to recover
transaction charges of 100 INR for existing investand 150 INR for new
investors per subscription of 10,000 INR and abole.case of SIPs, the
transaction charges may be recovered in three wo ifwstallments. The SEBI
directed AMCs to carry out a due diligence for disitors”.

For AMCs

“SEBI allowed AMCs to charge service tax payabteinvestment and
advisory fees to the mutual fund scheme, in additmmthe maximum amount of
TER. It also directed mutual funds/AMCs to ensunattthe total exposure of
debt schemes of mutual funds in a particular se@®&cluding investments in
Bank CDs, CBLO, G-Secs, T-Bills and AAA rated seties issued by Public
Financial Institutions and Public Sector Banks)lishat exceed 30% of the net
assets of the scheme. To address the issue ofathisgs the SEBI, with effect
from July 1, 2013, directed all existing schemed alt schemes to be launched
on or thereafter, to be labeled considering thelle¥ risk associated with them.
Product labels must be disclosed in the Key InfdrolaMemorandum, Scheme
Information Documents and common application for@EBI, permitted mutual
fund to buy credit protection to hedge the credkron their investments in
corporate bonds, subject to compliance with the RBidelines on CDS for
corporate bonds. SEBI , clarified that pending sBtugent of funds by portfolio
managers; they can deploy funds, on short termsbasiliquid mutual fund
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schemes. To address the issue of conflict of isteveherein a fund manager
manages schemes of mutual fund and is engagedhén permissible activities of
the AMC, the SEBI has amended the mutual fund wegui. AMCs shall now
appoint a separate fund manager for each fund ne@hdxry it unless the
investment objectives and assets allocations aegestime and the portfolio is
replicated across all the funds managed by the fmadager. It permitted that an
AMC may, itself or through its subsidiaries, un@&e portfolio management
services and advisory services for other than bimeskd funds (fund which has
at least 20 investors and no single investor acisofor more than 25percentage
of the corpus of the fund), subject to compliancéhwcertain prescribed
conditions. The Securities and Exchange Board dfalfSEBI) and the Reserve
Bank of India (RBI) facilitate direct investment RFIs in mutual fund schemes.
It also enabled mutual funds to participate in epo corporate debt subject to
certain conditions. Private placement to less th@mnvestors has been permitted
as an alternative to a new fund offer to the pubincorder to attract funds for
infrastructure financing, the infrastructure delshd scheme was launched where

a NBFC or a mutual fund can set up an Infrastruectxebt Fund”.

3.1.10 Conclusion

The mutual fund industry depends to a great extgntthe economic
situation in the country. It apparent that, growatid penetration can be achieved
only with support of technology. The key lies irrestgthening distribution
networks and enhancing levels of investor educdiioimcrease presence in rural
areas. The risk adverse investors can be attraotddbt funds. It is also critical
for the industry to assess and capitalise the vtiae pension products bring to
the growth of the mutual fund industry and emulatene best practices from

other industries and sectors to transition to tkvet tevel of growth.

The industry needs to have arelook at their digtron path, product
design, technology mix, awareness programme foresttwys and service

initiativesamong other things to increase penetration anchbasias a whole.
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3.2 India’s Savings and Investment Performance Siec2000
3.2.1 Introduction

Savings and investment are important drivers immtakhe economic growth
process forward. “In an international perspectivelia has had a relatively high
savings rate as compare to many other countriesgpéxthose in East Asia”.
(Athukorala and Sen, 1995 & 2001¥ross domestic savings have increased
continuously from an average of around 10.0 pet o€GDP during the 1950s to

almost 31.7 per cent of GDP as on 2012-1&ol, Economic Survey).

3.2.2 Gross Domestic Savings

The behaviour of the savings rate and economiwtlrin India during the
reform period seems to suggest that the high grguithse is associated with
higher increase in domestic savings. A notewortmstire of these trends is that
Indian economic growth has been financed predontiyndy domestic savings.
The volume and composition of domestic savings ndid have undergone
significant changes over the years. “The savings aseraged 18.6 per cent in the
1980s and 23 per cent in the 1990s. The savingserateeded 30 per cent for the
first time in 2004-05 and has remained above teatll ever since. It peaked in
2007-08 at 36.8 per cent and reached an eight-imarin 2011-12" (Gol,
Economic Survey)lhe domestic savings rate declined sharply to p@r8cent in
2011-12 from 34.0 per cent in the previous yeat. tAtee sectors registered a
decline in the savings rate, with the public seeorounting for the largest share
of the decline. The household sector savings ratelired for the second
consecutive year in 2011-12, after touching a higR009-10. Within household
savings, the financial savings rate declined, whie physical savings rate
increased in 2011-12. During the year 2012-13, Gia8 a marginal increase to
31.7 percent. Table 1 shows the trends in coniohuof the household, private
corporate, and public sectors to total savingsesid@00-01. Within households,
the share of financial savings vis-a-vis physialisgs has been declining but it
has exceeded during the year 2012-13.
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Table 3.15
Gross Domestic Savings (2000-2013)

ltem 2000-| 2001-| 2002-| 2003-| 2004-| 2005-| 2006-| 2007-| 2008-| 2009-| 2010-| 2011-| 2012-
01 02 03 04 05 06 07 08 09 10 11 12 13
Gross Domestic | 53, | o4 | 241| 206 311 334 34 368 3 387 34 830317
Savings
() Household 209 | 225| 226 2371 218 235 232 224 236 252353 223| 228
Sector
(@) Financial 11 | 112] 103| 113 104 119 11p 116 101 12 1p4s | 127
Saving
(b) Physical Assets  9.9| 118 128 124 114 117 911108 | 135| 132/ 131 143 104
(ii) Private
Corporate 4.2 4 34| 47| 71| 75| 79 94 74 84 7o 72 18
Sector
(iii) Public Sector | -1.7| -25| -19] 12 24 24 36 5 1 02 | 26| 13| 11

Source: RBI Annual Reports and 2012-13 estimates flanning Commission Database

3.2.3 Household Saving

Savings leads to investment and growth in an ecgn@rovided that the

macro economic variables are favourable alomg wittheveloped financial system.

India household savings generally constitute tihgelst share in aggregate domestic

savings. The household savings is categorised nasdial and physical savings.

Financial liberalisation has an important bearinginancial savings as it involves the

creation of newer instruments and avenues of savifyer time, although both

financial and physical savings have recorded amease, the composition of

household savings has seen a shift in favour ahfiral savings reflecting the spread

of banking and financial services across the cguntr

However, since 2001-02, the household sector@asrssome preference for

savings in the form of physical assets, which cdwédattributed partly to the soft

interest rate regime, substantial growth in selplyment and larger access of bank
credit for the households. During 2000-2013 theaye GDS was 30.71 percent and
household financial savings on an average was Je®Zent and average physical

savings was 11.99 per cent of GDS during the period
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Fig: 3.12

Household, Physical Financial Savings as a perceg@to GDP (2000-2013)
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Fig: 3.13

Saving Investment Gap (2000-2013)
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3.2.4 India’s Savings Performance over the Five -éar Plans

“Over the eighth to the eleventh plan, 18-yearquethat coincided with the
structural reforms process - the average rate als&iDomestic Savings (GDS)
increased by around 14 percentage points. This hgtser than the increase of
around 11 percentage points in the GDS rate thatiroad over the First to the
Seventh Plans, a period of around 40Gol, Economic Survey).Even though
India’s savings rate in 2009 remained lower that th 2007, the extent of decline
in India’s savings rate was much lower than thasenany of the advanced and
emerging market economies. More importantly, thesgrdomestic savings rates of
India continue to show an upward trend, even asetlod many other emerging and
advanced countries have either stabilized at mowfer levels or are on a declining
trend. During the eleventh plan period (2007-20th¥) gross domestic saving rate

was the highest with 33.7 percent.

Table 3.16
India’s Average Savings Rates over the Five-Year &hs
. Gross Domestic Savings Average annual rate of
Five-Year Plan Rate (per cent) change in the savings rate
(percentage points)
First Plan (1951-56) 9.2
Second Plan (1956-61) 10.6 0.3
Third Plan (1961-66) 12.1 0.3
Fourth Plan (1969-74) 14.7 0.5
Fifth Plan (1974-79) 18.5 0.8
Sixth Plan (1980-85) 17.9 -0.1
Seventh Plan (1985-90) 20.0 0.4
Eighth Plan (1992-1997) 22.9 0.6
Ninth Plan (1997-2002) 23.6 0.1
Tenth Plan (2002-2007) 31.3 1.5
Eleventh Plan so far (2007-2011) 33.7 0.6

Source: Report of the Working Group on Savingsmdutine Twelfth Five-Year Plan (2012-13 to
2016- 17) and RBI Monthly Bulletin June 2012 Pafj#66.
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3.2.5 Trend and Composition of Gross Domestic Saws

The Gross Domestic Savings (GDS) has shown an ajpinerd since 1950s,
with some sharp rise over the period 2002- 03 @/20B. The composition of GDS
shows the continued predominance of household rssatongs (at around 70 per
cent), notwithstanding a reduction in its shararfrthe peak attained in 2001-02
(over 94 per cent). On average, households acadiuntenearly three-fourths of
gross domestic savings during the period 1980-82(bl-12. The savings rate
declined in the recent years, and in the periothf@00 to 2010 it averaged 71.48
per cen. Savings of the private corporate sectoowted for 22.85 per cent of total
savings and the public sector averaged to 5.6&duhe period. However, during
the years 2004-05 to 2011-12, their share incre&se2B.2 per cent. The public
sector accounted for 10 per cent of total savingawerage between 1980-81 and
2011-12. It has been progressively declining anthdu2004-05 to 2011-12, public

savings as a ratio of total savings averaged &.¢e# (Gol, Economic Survey).

Table 3.17
Composition of Domestic Savings (1950-2013)
Household | Private Corporate Gross Domestic
Year Savings Savings Public Sector Savings
1950s 69.63 9.56 20.81 100.00
1960s 64.27 10.52 25.21 100.00
1970s 66.38 8.37 25.25 100.00
1980s 72.67 9.37 17.97 100.00
1990s 77.70 16.57 5.73 100.00
2000s 71.48 22.85 5.68 100.00
()2000-05 82.46 16.51 1.04 100.00
(i))2005-06 70.35 22.44 7.20 100.00
(ii)2006-07 66.92 22.79 10.29 100.00
(iv)2007-08 60.90 25.54 13.56 100.00
(v)2008-09 73.83 23.16 3.01 100.00
(vi)2009-10 74.73 24.79 0.49 100.00
(vi)2010-11 68.66 23.66 7.68 100.00
(vii)2011-12 72.75 23.31 3.94 100.00
(ix)2012-13 72.69 23.43 3.87 100.00

Source: RBI Annual Report 2012-13
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Fig 3.14
Composition of Gross Domestic Savings (2005-2013)
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Table 3.18
Composition of (Changes in) Gross Financial Assei970-2013
(Percent)
. . Changes
Non- Life Provident| Claims Units |Trade in
Bank ; and on Shares & . .
Year |Currency .. _|Banking |Insurance . of | Debt |Financial
Deposits . Pension |Govern-|Debentures
Deposits| Fund UTI | (Net) | Assets
Fund ment
(1to9)
1970s 13.46 47.21 3.01 8.42 18.7y 4.42 1.6 0.48 [2.6100
1980s 12.17 39.03 4.44 7.7 17.71 11.Y5 4.01 . 781 0. 100
1990s 9.99 35.69 6.63 10.45 19.3y 101 6.24 .580541 100
2000s | 11,03 | 51.67| 1.39 18.55 13.43 1.78 1.82]  -0.0%47| 100
2001-10 9.8 46.31 1.03 18.59 11.84 7.8b6 4.46 -0.8648 100
2010-11| 12.7 50.77 0.47 19.46 13.07 2.74 0.16 0 0/63 10D
2011-12| 11.39 55.22 2.18 19.79 14.26 -2.8% -0.47 0 0}47 100
2012-13 10.22 54.39 1.86 16.36 14.55 -0.82 3.14 0 0{29 100
Source: RBI Annual Report 2012-13
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Financial savings take the form of bank depodifs, insurance funds,
pension and provident funds, shares and debentates,(Table 3.18). “During
2000s much of the financial savings of the houskBettor are in the form of bank
deposits (around 51.67 per cent), life insuranceldu(18.55 percent) and pension
and provident funds (13.43 percent). There has laegecline in the proportion of
pension and provident funds, particularly sinceldte 1990s. This trend continued
till 2007-08. These were also the years when thérage of interest was generally
declining. There has been some upward movemenhdanshare of pension and
provident funds during 2008-09 and 2009-10, padlye to the increase in
disposable income of government servants who grefigant contributors to these
funds, on account of higher pay and arrears arismm the implementation of the
recommendations of the Sixth Pay Commission. Shanelsdebentures accounted
for 6.24 per cent of total financial savings in1B80s and their share decreased to
4.46 per cent in the 2000sRBI’'s Handbook of Statistics on Indian Economy)

Fig 3.15

Composition of Gross Financial Assets as on March023
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3.2.6 Investments
During the 1950s to 2012-13, the domestic investrae has also increased

continuously from around 11 to 31.7 per cent. Tiwemgh rate of the economy since

128



2003- 04 has been strongly correlated with investrmate. The investment rate
averaged 34.5 per cent between 2003-04 and 201iwiéh higher rate than earlier
years. Since 2004-05, the year when the overadlstmaent rate in the economy first
exceeded 30 per cent, the share of public invedtmeotal investment (excluding

valuables) has remained fairly stable at arounde24cent for all the years, except in
2008-09 and 2009-10 when it was 27.6 per cent &rll@er cent respectively.

As per the first revised estimates released byYCtB® in January 2013, gross
domestic capital formation as a ratio of GDP atrenir market prices (investment
rate) is estimated to be 35.0 per cent in 2011sl2gainst 36.8 per cent in 2010-11.
Both public and private investment declined as arestof GDP. Within private
investment, investment by the private corporatésseegistered a sharper decline.

Table 3.19

Gross Domestic Savings and Investment (2000-2013)

2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012

Item -01 -02 -03 -04 -05 -06 -07 -08 -09 -10 -11 -12 -13

1. Gross Domestic

e 23.4 24 241 29.6/ 311 33.4 3416 368 32 38.7 34 .8 3031.7
Saving(i+ii+iii)

() Household Sector | o459 | 555 226 237 216 235 232 244 286 252352 223| 228

—~t

(a+b)
(a)Financial Saving 11 11.2 10. 113 102 119 311.116| 101 12 10.4 8 12.
(b)Physical Assets 9.9 118 123 124 114 1.7 911108 | 135| 13.2| 13.1 148 10|

(Slgcfc)r:vateCOrporate 42 | a4 | 34| a7| 71| 75 79 94 74 8k 79 7278

(iii) Public Sector -1.7 -25) -1.9 1.2 2.4 2.4 3p 5 1 0.2 2.6 13] 11

2. Gross Capital

T o R
Formation(i+ii+ii) 229 22.4 22.8 26.9 29. 3483 35|9 3B 3%.5 36.3 B735.5 | 32.4

(i) Household Sector 99| 113 123 124 114 1p219]| 108| 135 92| 131 14B125
ggcfof"ate Coporate | 5q | 48| 48| 69| 99| 136 145 173 113 121 184061 115
(iii) Public sector 71| 63| 570 63 71 7. 8B 8/994 | 132] 84| 79| 84
(iv) Valuables 0 0 o| o9 13 14 12 11 1B 18 14 27| o
g’%i;%fsa”d 11 | 13| 05| 15 | 19 | 04| -02| o0 12| 02/ -01 -04 O
3. Capital

Formation##(i+ii+iii+iv 24 23.7| 233 28 31.6 347 35) 381 367 365 36951 | 324
+V)

4. Saving-lnvestment | g | 43| 08| 16| -05 -1.4 -11 -1.83 -aff -2l8 4943 | -07

Gap (3-1)

(i) Household Sector 11/ 1122 108 1103 102 119131 116| 101] 16| 104 8| 103
(S“()ecﬁ)rr“’ate Corporate | 47| o8| -1.4| 22| -28 -61 66 76 -3 3755]| 34| 37
(iif) Public Sector 88| 88| 76 51 -4y 5b 47| 39| 85| -13| 58 66 -7.3

##Includes Valuables, Errors and Omissions

Source: RBI Annual Reports and Planning CommisBiatabase
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On an average, the share of the household sectdrtle private
corporate sector in total private investment hasnbmore or less equal between
2004-05 and 2011-12. However, there are large dlatebns from year to year,
with the share of the private corporate sector dpeignificantly higher in the
high growth years of 2005-06 to 2007-08 and mucheloin the years when
growth was lower, particularly in 2008-09 and 20IZ-In real terms as well as
in terms of percentage of total investment, grossd investment of the private
corporate sector also declined in 2011-12 as agams0-11.

Investment in the form of valuables increased i122Q2 vis-a-vis that
in 2010-11. At current prices, investment in thenfoof valuables registered a
nearly 4.5 fold increase between 2007-08 and 2L &id their share in total
investment increased from 2.8 per cent in 200748.6 per cent in 2011-12.
There was a decline in the rate of investment du@l811-12 in respect of the
private and public sectors, even as the householdstment rate improved
over the previous year. Investment in valuableghsas gold and precious
stones, continued to remain high at 2.4 per cen&DBP during 2011-12. This
largely reflects households’ preference for valeablespecially gold, during
the recent period due to relatively low real instreates on deposits and
financial instruments such as small savings andertamn stock market
conditions. A part of the increase in this shaaa be explained by the surge in
the prices of gold and other valuables. “Howeverreat constant prices, the
share of valuables increased from 2.9 per centGd728 to 6.2 per cent in
2011 - 12, thereby pointing to larger acquisitionvaluables, including gold.

(Gol, Economic Survéyand RBI's Handbook of Statistics on Indian Economy)
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Fig 3.16
Investment by Type of Institutions (2000-2013)

100%

80%

60%

40%

20%
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-20%
2000- | 2001- | 2002- | 2003- | 2004- | 2005- | 2006- | 2007- | 2008- | 2009- | 2010- | 2011- | 2012-

01 02 03 04 05 06 07 08 09 10 11 12 13

H Errors and Omissions 4.58%5.49%(2.15%|5.36%(6.01% | 1.15% |-0.56%)| 0.00% | 3.27% | 0.55% |-0.27%|-1.14%| 0.00%
M Valuables 0.00%0.00%(0.00% |3.21%(4.11%|3.17%(3.36% | 2.89% | 3.54% | 4.93% | 5.69% | 7.69% | 0.00%
® Public sector 29.58%26.58%24.46%22.50%22.47%22.77%23.25%23.36%25.61%36.16%22.76%22.51%25.93%|
B Private Corporate Sector 24.58%20.25%20.60%24.64%31.33%39.19%40.62%45.41%30.79%33.15%36.31%30.20%35.49%
H Household Sector 41.25%A47.68%52.79%44.29%36.08%33.72%33.33%28.35%36.78%25.21%35.50%40.74%38.58%

Source: RBI Annual Reports and Planning CommisBiatabase

3.2.7 Saving and Investment Gap

“In India, the gross domestic investment rate iasesl to 32.4 in 2012-13
from 24 per cent in 2000-01. During the same perthd gross domestic savings
rate increased to 31.7 per cent from 23.4 per ddm.rate of gross domestic capital
formation (GDCF) remained above the rate of groemektic savings (GDS)
necessitating foreign capital equal to the amodirdawing-investment gap. During
2001-02 to 2003-04, the domestic savings remaibegiethe gross investment due
to current account surplus achieved in Balance aynient (BoP). Thereafter,
domestic investment always exceeds the domestimgsavThe gross domestic
investment rate increased to 34.8 per cent in ZBom 22.8 per cent in 2001-02.
This was primarily on account of high growth andomamically conducive
environment. The gross domestic savings rate alseased to 32 per cent in 2008-

09 from 23.5 per cent in 2001-02. This increaseanings along with huge capital
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inflows had supported the investment growtl3o{, Economic Survégyand RBI’'s

Handbook of Statistics on Indian Economy)

The household savings and private corporate sawnmg® showing an
increase over the period. Public sector savingdirskt slowly and turned to
negative in 1998 on account of higher fiscal defiafter the FRBM Act, the public
sector savings started showing an upward tren@008-09, private corporate and
public sector savings declined due to the effedir@ncial crisis while household
sector savings remained the same. The private gavias increased from 4.2 per
cent of GDP in 2000-01 to 7.8 percent in 2012-18wklver, during the entire

period, the corporate savings remained lower tharcorporate investment.

A fall in savings due to high inflation in India $iavidened the saving-
investment gap increasing the economy’s dependemceexternal capital. Net
financial assets of households as a percentageDéf &éhd money saved in bank
deposits dropped from the highs of the mid-2000s assult of steep price rise
(Reserve Bank of India, Financial Stability RepoiDecember 2013)0On the other
hand, non-financial assets seemed to have enaloleseholds to earn relatively
better inflation adjusted returns. Further, différal tax treatment of bank deposits,
capital market instruments and non-financial astkés real-estate also creates a
bias against bank deposits, which account for aifsignt proportion of household

financial assets.

Table 3.20
Saving and Investment Gap (2000-2013)

Item 2000-01 2001-02 2002-03 2003-04 2004-08 2005-06 2006-07 2007-08 2008-09 2009-10 2010-11 2011-14 2012-13
Saving-

Investment 06 | 03 0.8 16| -05 12 11 -1 2B 28  -29-43 | -07
Gap

(i) Household | ;4 122 | 103| 113| 1024 119 118 11l 141 16 1p.4 8 10.3
Sector

(ii) Private

Corporate | -17 | -08| -14| -22| -28/ 61 -64 -7. 39 37 55| 34| -37
Sector

(iii) Public ) ) ) ] ) ) a4 P o ]
Sector 8.8 8.8 7.6 5.1 4.7 5.5 4. 3. 8.5 1B .85 -66 7.3

Source: RBI Annual Reports and Planning CommisBiatabase
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3.2.8 Conclusion

Over the period of five year plans, the Indian GiS increased steadily and
is the highest in the world in the recent years ilgvthe household sector savings
rate has generally established, trends in privatparate sector savings and public
sector savings have influenced the changes indheesdtic savings rate. Recent data
indicate that after a smart recovery during 200%h@ 2010-11, real GDP growth
slipped sharply to 6.9 per cent during 2011-12gdhr on account of the
deterioration in the external environment and tbevdown in domestic investment.
The slackening of real GDP growth to below its ¢ttém 2011-12 was also evident.
Notwithstanding the recent slowdown, the rate aiwgh of the Indian economy
remained quite impressive in cross-country contegtvever, efforts are required to
channel savings away from physical savings intarfaial savings, which will
expand financial intermediation and provide monediifor investment. To mobilize
savings of household sector, we need more finaptagiers and product. A greater
range of reliable financial savings opportunitiesd acase of access to these
instruments could help in reducing investmentshysical assets like gold and will

surely enhance the share of financial savings.
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Chapter 4
MUTUAL FUND AS AN INVESTMENT OPTION -
AN ANALYSIS

The chapter deals with the analysis of the prindaitg collected from the sample
survey of mutual fund investors in Kerala. The gtisys emphasis on the extent to
which mutual funds has become a preferred investenaamue among the investors and
also examines the behavioural aspects of the mngebaised on the socio demographic
factors. The sampling unit of this survey is anvimial, who is technically called as a
‘retail investor’ who has invested in mutual funds during the peabdtudy. Retalil
investors of various AMCs and clients of varioupaigtory participants from each zone
constituted the source list. After editing of quastaire for completion, accuracy and
consistency the researcher was left out with 472bmus of questionnaires.

The first part (4.1) of primary data assywas based on demographic profile.
The second part (4.2) comprises of percentagesasalg various aspects of investment
planning among mutual fund investors. The third p&3) of analysis was based on
objectives of the study. The objectives like prefiee of mutual funds (4.3.1), sources of
information and preferred communication mode (4,3s3ues related to mutual funds
(4.3.3), factors that influence mutual fund investtnrand satisfaction (4.3.4), perception
towards mutual fund investment (4.3.5), satisfacaod risk tolerance of mutual fund
investors (4.3.6) and mediation analysis (4.3.#ewsatistically analysed and tested.

Descriptive statistics such as frequency, percentaggan, standard deviation,

coefficient of variation were used to summarise ghgperties of data. The tests like
independent sample Z test, one way ANOVA and ChiaBzwas used to test the
significance of the hypothesis. Inferential statsstwere used for comparison and
advanced methods like Post Hoc Turkey HSD, Exployatfactor analysis,
Confirmatory factor analysis and Regression modieéhdices for CFA were used for
modelling the data. Finally Mediation and Sobet tamlysis were used to evaluate the

mediation effect between the variables under study.
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4.1 Demographic Profile of the Respondents

The demographic variables used for the study weneley, age, and educational
qualification, area of residence, zone, occupatiogrital status, annual income and
annual savings. For the research study, Kerala stas divided into three zones viz:
south, central and northern zones. The responéfentseach zone comprises of south
(24.8%), central (56.3%) and north (18.9%) respelsti Further to analyse the
geographical distribution of unit holders, the stwas focused on corporations (29.2%),
municipality (34.1%) and panchayath (36.7%) froroheaf these three zones. The cross
tabulation of the demographic variables were alsoedfor a better comparision and
understanding (Table 4.1).

Table 4.1
Demographic Profile of the Respondents
Sl. No Particulars Respondents
No. Per cent
Male 347 73.5
1 Gender Female 125 26.5
Total 472 100
Up to 30 Years 147 311
31-45 209 44.3
2 Age 46 - 60 85 18
Above 60 Years 31 6.6
Total 472 100
Up to Plus Two 19 4.0
Graduation 178 37.7
3 Educational Qualification | Post Graduation 191 40.5
Professional Degree 84 17.8
Total 472 100
Panchayath 173 36.7
. Municipality 161 34.1
4 Area of Residence Corporation 138 29 2
Total 472 100
South 117 24.8
5 Zone Central 266 56.4
North 89 18.9
Total 472 100
Non-Salaried 252 534
6 Occupation Salaried 220 46.6
Total 472 100
Single 110 23.3
. Married 360 76.3
7 Marital Status Others > 04
Total 472 100
Up to Rs. 2 lakhs 89 18.9
200001- 5 lakhs 206 43.6
8 Annual Income 500001 - 10 lakhs 132 28.0
Above 10 lakhs 45 9.5
Total 472 100
Less than Rs.50000 130 27.5
50001 - 100000 171 36.2
9 Annual Savings 100001 - 200000 79 16.7
200001 - 300000 31 6.6
Above Rs.300000 61 12.9
Total 472 100

Source: Primary Data
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Table 4.2

Cross Tabulation of Gender and Age

Age
Particulars Total
Up to 30 Above 60
years | 3145 | 46-60| T s
Count 100 155 64 28| 347
% within
Vale | Gender 28.8%| 44.7%| 18.4% 8.1%| 100.0%
o
Sonder g"g‘g‘th'” 68.0%| 74.2%| 75.3% 90.3%| 73.5%
Count 47 54 21 3| 125
Female | o/ \withi
%6 within 37.6%| 43.2%| 16.8% 2.4%]| 100.0%
Gender
o
:’g‘g‘th'” 32.0%| 25.8%| 24.7% 9.7%| 26.5%
Count 147 209 85 31| 472
o
Yo within 31.1%| 44.3%| 18.0% 6.6%| 100.0%
Total Gender
P
K’g‘(’e‘”th'” 100.0% 100.0% 100.0%  100.0% 100.0%

Source: Primary Data

Table 4.2 shows the composition of the sample nhiitnal investors on the
base of gender and age. Out of the 472 respond&h& % of the respondents were
male and 26.5 % were female. The largest sharbeofrtale respondents (44.7%)
and female respondents (43.2%) was from the agepgod 31- 45 years. The
predominant age group of the respondents (44.3%9 8#&45 years. A good
majority of the respondents (31.1%) were in the grgeip up to 30 years. 18 % and
6.6 % of the investors were in the age groups 46&&s and above 60 years

respectively.
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Table 4.3

Cross Tabulation of Educational Qualification and Gccupation

Occupation Type

Particulars Non ) Total
: Salaried
Salaried
Count 12 7 19
% within Educational
Upto Plus 2 . 63.2% 36.8% | 100.0%
qualification
% within Occupation Type 4.8% 3.2% 4.0%
Count 94 84 178
) % within Educational
Graduation e 52.8% 47.2% | 100.0%
qualification
Educational % within Occupation Type 37.3% 38.2% 37.7%
Qualification Count 98 93 191
Post % within Educational
: I 51.3% 48.7% | 100.0%
Graduation | qualification
% within Occupation Type 38.9% 42.3%  40.5M0
Count 48 36 84
Professional | % within Educational
. 57.1% 42.9% | 100.0%
Degree qualification
% within Occupation Type 19.0% 16.4% 17.8%
Count 252 220 472
% within Educational
Total . 53.4% 46.6% | 100.0%
qualification

% within Occupation Type| 100.0% | 100.0%| 100.0%

Source: Primary Data

Out of the 472 respondents, 46.6 % of the respdadeare salaried class
and 53.4 % of the respondents were non salarisg ¢hasiness and professional). A
predominant literacy group (40.5%) of the respomslemas distributed in post
graduation qualification. Of the post graduatio®,386 and 51.3% are from salaried
and non salaried class. A good majority of the iemg respondents (37.7%) were
distributed in the degree qualifications and 17.8r#fessional degree and 4% up to
plus two respectively. The non salaried class c@saprof agriculturist, business and

self employed, professional, NRIs and retired aatgg
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Table 4.4

Cross Tabulation of Area of Residence and Zone

Zone

Particulars Total
South | Central| North

Count 27 105 41 173
% within Area of
Panchayath residence 15.6% 60.7%| 23.7% 100.0%
Area of
Residence % within Zone 23.1% 39.5% 46.1% 36.7P6
Count 48 77 36 161
Municipality | 22 Within Areaof | g g0. | 47 805|  22.4% 100.0%
residence
% within Zone 41.0% 28.99 40.4% 34.1%
Count 42 84 12 138

. O
Corporation | % within Area of 304% | 60.9%| 87% 100.0%

residence
% within Zone 35.9% 31.6% 13.5% 29.2Po
Count 117 266 89 472

% within Area of

. 24.8% 56.4%| 18.99 100.0%
residence

Total

% within Zone 100.0% 100.0%0100.0%| 100.0%

Source: Primary Data

Of the total respondents 56.4 % were from the eémone, 24.8 % from
southern zone and 18.9% from northern zone. Othefotal 472 respondents, 173
respondents (36.7%) were from panchayath and 34ffo# municipality and the
rest 29.2% were from corporation.
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Table 4.5

Cross Tabulation of Annual Saving and Annual Income

Annual Income
Particulars Upto 2 | 200001 - 500001 -| Above | Total
lakh | 5lakh |101lakh | 10 lakh
Count 70 56 4 0 130
ooun’_
Less than| 22 Within Annual | o3 a0 | 43105  3.196| 0.0%| 100.006
saving
50,000 % within Annual
# 78.7%| 27.2%| 3.0% 0.0%| 27.5%
Income
Count 14 112 44 1 171
~oun’_
50,001 - | 0 WININANNUAL T g 200 | 65506 | 25796  0.6%|  100.0%
1,00,000 0/wit(‘r:’linAnnuaI
7 15.7%| 54.4% | 33.3%| 2.2%| 36.2%
Income
Count 1 28 45 5 79
~oun’_
Annual |1,00,001 { 0 WININANNUAL Ty 396 | 35405 | 57.00  6.3%| 100.0%
Saving | 2,00,000 % Wit?lin Annual
7 1.1% | 13.6%| 34.1%| 11.1% 16.7%
Income
Count 4 4 17 6 31
—ount.
2,00,001-;‘;“‘2’2“”%”“&' 12.9%| 12.9%| 54.8%| 19.4%  100.0%
3,00,000 (2219,
owithin Annual | sor | 1096 | 12.9%| 13.3%  6.69
Income
Count 0 6 22 33 61
coun_
Above | owithinAnnual | 6o | g0 | 36.1%| 5419 100.00
saving
3,00,000 % within Annual
7 0.0% | 29% | 16.7%| 73.3% 12.9%
Income
Count 89 206 132 45 472
~ount_
o within Annual | g 900 | 43606|  28.09%  9.5%|  100.0%6
Total saving
Saving.
% within Annual | 1 0 6ocl 100.096| 100.0%| 100.0% 100.00%
Income

Source: Primary Data

The income distribution of mutual fund investorsaals that 43.6% were in
the income group of Rs. 2,00,001 to 5 lakh followgd28.0% in the income range
of 500001to 10 lakh. 18.9% and 9.5% of the respaotgwere in the income group
up to Rs.2 lakh and above 10 lakh respectivelytief mutual fund respondents,
36.2% have an annual savings of Rs. 50001 tol0@f@dved by 27.5.0% with a
saving of less than Rs.50,000. 16.7% and 12.9 %hefrespondents were having
savings of Rs.100001 to 2 lakh and above 3 lakipediely. 6.6% of the
respondents have an annual savings of Rs. 2000® latdn.
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4.2 Mutual Fund Investors and their Investment Plaming

Table 4.6
Tenure of Investment in Mutual Funds
Tenure of investment in Frequency Per cent
mutual funds

Up to 2 years 158 33.5
2 -5 year 165 35
5-10 year 103 21.8
Above 10 years 46 9.7
Total 472 100

Source: Primary Data

Out of the total 472 respondents, highest of 35g@rof respondent invest
into mutual fund for a period 2-5 years followeddyyinvestment tenure up to 2

years with 33.5 percentage and 21.8 percent feriagof 5-10 years.

Table 4.7
Investment Channels

Investment Channels Frequency Per cent
Direct 42 8.9
AMC 38 8.1
Bank 176 37.3
Broking Firms/DP's 122 25.8
Agents/Personalised Brokers 94 19.9
Total 472 100

Source: Primary Data

Of the various investment channels banking charm#éie most prominent
with 37.3 percent followed by broking firms/DPs B$.8 percent and agents and

brokers with 19.9 percent.
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Route of Investment Decision

Table 4.8

Route of Investment

Decision Frequency Per cent
Own Initiative 155 32.8
Expert Opinion 63 13.4
Total 472 100

Source: Primary Data

Of the total respondents 53.8 percent took theestment decision with the

help of an expert, 32.8 percent take their owngleciand rest 13.4 percent entirely

depends on expert opinion.

Table 4.9

Preferred Mutual Fund Schemes — Operational

Operational Classification Frequency Per cent
Open Ended Schemes 329 69.7
Close Ended Schemes 102 21.6
Interval Schemes 41 8.70
Total 472 100
Source: Primary Data

Table 4.10
Preferred Mutual Fund Schemes — Portfolio
Portfolio Classification Frequency Per cent

Equity 219 46.4
Debt 94 19.9
Hybrid/Balance 125 26.5
Money Market/Liquid 34 7.2
Total 472 100

Source: Primary Data
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The preference of mutual fund schemes were askédardimensions viz;
operational and portfolio. While considering theemional classification, 69.7
percent opted for open ended and 21.6 percentlése cended and the rest 8.7
percent for interval schemes. Based on the poaotfolassifications, equity was
highly preferred by 46.4 percent followed by bakuhéund by 26.5 percent and debt
fund by 19.9 percent.

Table 4.11

Investments in Different Types of Mutual Fund

Type of Mutual Funds Frequency Per cent
Gilt Funds 14 2.97
Sector Funds 124 26.27
Thematic Funds 31 6.57
ELSS 51 10.81
Arbitrage Funds 7 1.48
Monthly Income Plan 103 21.82
Capital Protected Schemes 24 5.08
Gold Funds 37 7.84
Exchange Traded Funds 23 4.87
Income Fund 58 12.29
Total 472 100

Source: Primary Data

Of the different types of mutual funds , the mastferred type of fund is
sector funds( 26.27%) followed by monthly incomar@(21.82%) income fund
(12.29%) and ELSS by 10.81 percent.

Table 4.12
Preferred Investment Option

Investment Option Frequency Per cent
New Fund Offer 60 12.71
Lump Sum Investment 128 27.12
Systematic Investment Plan 278 58.90
Systematic Transfer Plan 6 1.27
Total 472 100

Source: Primary Data
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Table 4.13

Preferred Return Options

Return Option Frequency Per cent
Growth 344 72.88
Dividend 128 27.12
Total 472 100

Source: Primary Data

The preferred investment option among the retaigstors is SIP with 58.90
percent followed by lump sum investment of 27.12cemstage and NFO 12.71
percentage. Among the return options 72.88 perpesfer growth option and the

rest 27.12 percent prefer dividend option.

Table 4.14
Investment Returns

Investment Returns Frequency Per cent
Very High (above 20%) 17 3.6
High (15-20%) 126 26.7
Average (10-15%) 234 49.57
Low (5-10%) 57 12.08
Very Low (below 5%) 38 8.05
Total 472 100

Source: Primary Data

Of the total 472 respondents, 49.57 percent fesl itivestment in mutual
fund involves average risk, 30.3 percentage fea the risk is high and 20.2 feel

that there is low risk in mutual fund investment.
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Table 4.15

Criterions for Selling

Selling Criterions Frequency Per cent

Sell mutual fund within a year 32 6.8
SeII_ when investment objective is 196 415
achieved
Keep revising the target as price increases 64 13.6
When share market goes up and down 121 25.6
Not interested in selling 46 9.7
Sell MF within a year and keep revising

A 13 2.8
the target as price increases
Total 472 100

Source: Primary Data

When asked about the criterion for selling the rautwnds, the highest
majority of 41.5 percent of mutual fund retail ist@rs opined that they decide to
sell the mutual funds when the investment objecisvachieved and 25.6 percent

told that they would sell when the market movedigtubor bearish.

Table 4.16

Responses towards Under Performing Funds

Response Frequency Per cent

Stop investing in that fund and redeem

investment in search of a better mutual fund 153 32.41

Buy better performing funds by not selling
the current holdings in anticipating that, 135 28.6
fund will catch up with the market

Buy under performing funds more
aggressively thinking they would benefit 70 14.8
from rupee cost averaging

Switch over with other schemes within th

D

same AMC 101 21.40
Redeem underperforming funds , prefer to

sit outside feeling that selecting a right 13 2.7
mutual fund is too difficult a task

Total 472 100

Source: Primary Data
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When checked about the responses of mutual funesiaoxs towards under
performing funds, 32.41 percent opined that, thé{ stop investing in that fund
and redeem their investment in search of a betteuah fund. 28.6 percent opined
that they will buy better performing funds, but Mot sell the current holdings
anticipating that fund will catch up with the matlkeand 21.4 percent registered that

they will switch over with other schemes withire ttame AMC.

Table 4.17
Plan to Exit
Exit Plan Frequency Per cent

Yes 115 24.4
No 357 75.6
Total 472 100
Source: Primary Data

Table 4.18

Reasons to Exit

Reasons to Exit Frequency Per cent
Investment in mutual fund is 53 46.09
risky
Provides low return 41 35.65
High fund expense 4 3.48
Fund managers have
underperformed across the 13 11.30
scheme

Grievance redressal has not
been effective

Total 115 100
Source: Primary Data

4 3.48

Of the total 472 respondents who had invested intuatufunds,357
respondents (75.6%) would like to continue mufuad investment and only the
remaining 115 (24.4%) do have a plan to opt outth®f115 respondents who have
a plan to exit, 46.09 percent exits because theltlfat, mutual fund investment is

risky and 35.65 percent exit due low return givgnrutual funds.
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4.3 Analysis Based on Objectives

4.3.1 Preference of Mutual Fund Investors

Based on the mean score of the respondents fowdahables, the mean
percentage score was calculated. To study the lvereference, the score were
divided into four groups as low or poor if the méarscore is less than 35%, average
if the mean % score is between 35 to 50 per ceetlium or good if the mean %
score lies in the interval 50 to 75% and high aredfent if the mean % score is above
75%.

A one sample Z test was carried out to find theiB@ance of the preference.
The following table gives the Mean, SD, Mean % $and Z value of the variables

considered.
Table 4.19
Mean and SD - Preference of Mutual Fund Investors

) Mean

Variable Mean S.td'. Maximum % Z P value
Deviation Score

Score

Preference towards , .o 1.46 7 68% | -6.870 <0.001
Mutual fund

Source: Primary Data Significant at 0.05 level

The mean percentage score of the preference towdutisal fund is 68%
which indicate that a good level of preference pilsvamong the investors. To test
whether the sample information observed exist éngbpulation and or to verify the
preference towards Mutual fund is low, average, iomador high, the following
hypothesis was formulated. The mean percentage $£35% (high) percent of the
maximum possible score against it is less than {f&&dium).

Ho: The mean score of preference towards mutual fsisd25
(75 percent of the maximum possible score of 7)

Hi: The mean score of preference towards mutual fsitess than 5.25.

To test the above hypothesis one sample Z testused and the result is
exhibited in Table 4.19. From the table the cal®dasalue of Z is -6.870 and is less
than -1.675 which indicates that the test is sigaift. Since the p<.05, the null

hypothesis is rejected. Hence it is establishetirtfean score of preference towards
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mutual fund differ significantly and concluded thihe preference towards mutual

fund is less than 5.25 ie: medium.

The study further analysed whether the mean scbpeference towards
mutual fund differs with demographic factors or.nétn independent sample Z test
was carried out to identify whether the mean sadrpreference towards mutual
fund differs significantly with respect to genderdaoccupation and an F test or one
way ANOVA for the rest of the variables. The réswre exhibited in the following

table.

4.3.1a Preference towards Mutual Funds as an Invasent Avenue with

respect to Demographic Factors:

Table 4.20
Mean and SD - Mutual Funds as an Investment Avenuwith respect to Age
Age Mean N De?fgfion Cv
Upto 30 years 4.81 147 1.53 31.81
31-45 4.92 209 1.31 26.63
46-60 4.31 85 1.61 37.35
Above 60 years 4.94 31 1.44 29.15

Source: Primary Data

Based on the mean score of the respondents forfollne variables, its
Coefficient of Variation was calculated. From thele (4.20) it can be inferred that,
the mean value is highest for the age group abOwseérs followed by 31-45 years
which means that mutual fund as an investment a/énhighly preferred by these
groups and the CV indicates that within variationpreference to mutual funds is
least for these two groups. The opinion expregsettiis two group are more or less

stable than the remaining group.

The following hypothesis is proposed for testing

Ho. There is no significant difference in the prefeemowards mutual fund among
investors of different age groups.

Ha: There is significant difference in the preferertogvards mutual fund among
investors of different age groups.
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Table 4.21

One way ANOVA - Mutual Funds as an Investment Avena with respect to Age

SSc:j l:r':\r(()efs df Shgizrr]e F Sig.
Between Groups 22.533 3 7.51
Within Groups 923.046 468 1.97p 3.808 .010
Total 945578| 471

Source: Primary Data  Significant at 0.05 level

One-way Anova was used to test the hypothesis. fEnerntable 4.21, the test
was found to be significant as p value is 0.010cWwhs not exceeding the level of
significance of 0.05. So it concluded that the mufund as an investment avenue
differ between different age groups. Post Hoc Tulesy was carried out to identify
which among the age group had significant diffeeenc

Table 4.22

Post Hoc Test - Significance of Mean Difference bad on Age Groups

() Age (J) Age Group Mean Difference (I-J) Sig.
31-45 -0.10157 0.923
Upto 30 years | 46-60 0.50479 0.064
Above 60 years -0.12205 0.974
31.45 46-60 .60636* 0.008
Above 60 years -0.02048 1
46-60 Above 60 years -0.62684 0.17

Source: Primary Data * Significant at 0.05 level

The result shows that, the respondents in the aggpd31-45 significantly
differ with the respondents in the age group of686-Other age groups are similar

in terms of preferring mutual fund as an investnaption.

Mutual Funds as an Investment Avenue with respecot Occupation

Ho. There is no significant difference in the prefere towards mutual fund among
investors of different occupation.

Ha:  There is significant difference in the preferertowards mutual fund among

investors of different occupation.
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Table 4.23

Z value - Mutual Funds as an Investment Avenue wlit respect to Occupation

. Std. ;
Occupation Type Mean N Deviation Ccv z Sig.
Non-Salaried 4.65 252 1.43 30.64
-1.898 0.029
Salaried 491 220 1.48 30.20

Source: Primary Data Significant at the 0.05 leve

Among the occupation, the mean value is highestngnibe salaried class

which state that mutual fund is more preferred agnbis class.
There is significant difference with regard to malttund as an investment

avenue with respect to occupation as the significalue is 0.029 which is less than
0.05.
Table 4.24

Mean and SD- Mutual Funds as an Investment Avenueith respect to

Area of Residence

RAersEi)ge?]fce Mean N Std. Deviation Ccv
Panchayath 4.73 164 1.48 31.28
Municipality 4.90 151 1.37 27.96
Corporation 4.69 131 1.52 32.41
Total 4.78 446 1.46 30.54

Source: Primary Data

The mean value for municipality is higher (4.9@tstg that mutual fund as

an investment option is highly preferred by peapkading in municipality.

The following hypothesis is proposed for testing

Ho. There is no significant difference in the prefere towards mutual fund among
investors residing in different area.

Ha:  There is significant difference in the preferertowards mutual fund among
investors residing in different area
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Table 4.25
One way ANOVA - Mutual Funds as an Investment Avena with respect to

Area of Residence

Sum of Mean .
Squares df Square F Sig.
Between 3.630 2 1.815
Groups
Within 941.949 443 .854 427
Groups 2126
Total 945.578 445

Source: Primary Data

To test the above hypothesis, one way ANOVA wagl wsal the result is
exhibited in the table 4.25. From the table thalues were found to be greater than
0.05, hence HKlis accepted stating that there is no significarftedince in the

preference towards mutual fund among investorslirggin different area.

Table 4.26
Mean and SD - Mutual Funds as an Investment Averaiwith respect to Zone
Zone Mean N Std. Deviation Cv
South 4.6700 117 1.55735 33.35
Central 4.9884 266 1.40727 28.21
North 4.2727 89 1.36228 31.88

Source: Primary Data

The investors in different zone along with the meard coefficient of
variation is presented in the table 4.26. In thetre¢ zone, the average score of
investors is high (4.99 ) which means that amdrwgziones, central zone investors
prefer mutual fund as an investment media andlégeee of variation is also least
as 28.21 which states that, the opinion of ceatak investors are more stable.

Ho. There is no significant difference in the prefere towards mutual fund among

investors with respect to zone.

Ha: There is significant difference in the preferenogvards mutual fund among
investors with respect to zone
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Table 4.27

ANOVA - Mutual Funds as an Investment Avenue with espect to Zone

Source of Sum of Mean .
_ df F Sig.
Variation Squares Square
Between Groups 35.049 2 17.524
Within Groups 910.530 469 1.941 9.026 <.001
Total 945.578 471

Source: Primary Data  Significant at 0.05 leve

One way Anova test is executed to test the hypmhd$e significance
value is .001 which is not exceeding the levelighdicance of 0.05 and hence the
investors in different zone differ in their prefece towards mutual fund as an

investment option.

Table 4.28
Post Hoc Test - Significance of Mean Difference bad on Zone
(1) Zone (J) Zone Mean Difference (I-J) Sig.
Central -0.31837 0.144
South
North 0.39727 0.141
Central North .71564* <0.001

Source: Primary Data  *Significant at 0.05 léve

The Post Hoc result shows that in the case of ziweeinvestor’'s preference

towards mutual fund in the central zone signifibadiffer with the investors in the

northern zone.
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Table 4.29

Mean and SD - Mutual Funds as an Investment Avenueith respect to

Annual Savings

Annual Saving Mean N Std. Deviation Ccv
Less than 50,000 4.6667 130 1.42959 30.63
50,001 - 1,00,000 4.6325 171 1.42825 30.83
1,00,001 - 2,00,000 4.8684 79 1.41744 29.12
2,00,001 - 3,00,000 5.6296 31 1.14852 20.40
Above 3,00,000 4.9074 61 1.67409 34.11

Source: Primary Data

The mean score of mutual fund is highest for thosestors having their
annual savings between 200001 lakh-3 lakh with meslne 5.63, followed by
above 3 lakh with mean value 4.91, which shows thsitsavings increases

preference to mutual fund investment also increases

Ho: There is no significant difference in the greihce towards mutual fund among

investors with respect to annual savings.

Ha: There is significant difference in the preferertowards mutual fund among

investors with respect to annual savings.
Table 4.30
ANOVA - Mutual Funds as an Investment Avenue with espect to

Annual Saving

Source of Sum of df Mean = Sj
Variation Squares Square 9.
Between Groups 26.143 4 6.536
Within Groups 919.435 467 1.969 3.32 011
Total 945.578 471

Source: Primary Data  Significant at 0.05 level

The hypothesis was tested using one way ANOVA. Sigaificant value
0.011 is not exceeding the level of significanc® @5 and hence there is significant

difference with regard to mutual fund as an invesitnavenue among investors
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having different annual savings. So it is concludédt, there is significant
difference in the preference towards mutual fundmgninvestors with respect to
annual savings. Since the test is found to be fsignt the post hoc test was

conducted.

Table 4.31
Post Hoc Test - Significance of Mean Difference bed on Annul Savings
() Annual Saving (J) Annual Saving Mean Differencg(l-J) Sig.
50,001 - 1,00,000 0.03414 1
1,00,001 - 2,00,000 -0.20175 0.874
Less than Rs. 50,00
2,00,001 - 3,00,000 -.96296* 0.016
Above 3,00,000 -0.24074 0.845
1,00,001 - 2,00,000 -0.23589 0.763
50,001 - 1,00,000 2,00,001 - 3,00,000 -.99710* 0.008
Above 3,00,000 -0.27488 0.743
2,00,001 - 3,00,000 -0.76121 0.13
1,00,001 - 2,00,000
Above 3,00,000 -0.03899 1
2,00,001 - 3,00,000 Above 3,00,000 0.72222 0.212
Source: Primary Data * Significant@O5 level.

The result shows that in the case of annual sayitngs respondents with
annual savings less than Rs.50000 and Rs.500018QG0@nificantly differ with the
respondents with annual savings Rs. 200001-300000.
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Table 4.32

Preferred Investment Option — Gender, Occupation ad Area of Residence

Gender Occupation Area of Residence
Investment Option Male Female Non-Salaried Salaried Panchayath Munipality Corporation
Mean Rank Mean Rank | Mean | Rank | Mean| Rank| Mean| Rank| Man | Rank | Mean| Rank

Bank Deposits 5.2369 1 5.7417 1 5.3445 1 5.4D58 1 .5305 1 5.379] 1 5.1641 1
Post Office Savings 3.855 10 4.1429 8 3.9B5 g 2924 8 3.9277 8 3.9236 10 3.9403 8
’(\':th‘i}?cﬂtia"mgs 3.7508| 11 | 3.9292] 9 | 38151 11| 3775 10 3.7862 10 5628 11 | 3.7381 10
ESQ?O” and Provident 4.52 6 47826| 3 | 44730 6| 46683 5| 49018 2 46849  [53.9921| 7
RBI Infrastructure Bonds 3.906 9 3.9252 1d 4.0263 8 3.7778 9 3.9038 9 4.2585 8 3.5041 12
Mutual Funds 4.7754 2 4.7768 4 4.65p5 3 4.9143 P 7256 4 4.9007 3 4.694( 5
Equity 4.6717 4 4.2222 7 4.5169 5 4.6127 6 4.3697 74.6577 6 4.6984 4
Debentures 3.925% 8 3.5728 12 3.9123 1P 3.7563 11.6068 12 4.0135 9 3.9262 9
Insurance 4.3223 7 4.2328 6 4.4167 7 4.1635 7 9.526 5 4.2848 7 4.0231 6
Chits 3.6262 12 3.8056 11 3.7611 12 3.5714 12 8718411 3.6419 12 3.561 11
Gold and Silver 4.7335 3 5.2708 2 4.82Pp1 2 4.91 3 .869 3 4.9054 2 4.821y7 3
Real Estates 4.638 5 4.7 5 4.6167 4 4.7406 4 4.3916 6 4.83D1 4 4.8496 y

Source: Primary Data
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4.3.1b Preferred Investment Option
Twelve investment options were given and the redpots were asked to mark
their preference in a seven point scale. Baseti@mean score the investment options

were ranked.

Preferred Investment Option — Gender

Analysing the investment options with gender, baekosits turns to be the
highest ranked option for both male and female \wit#an score of 5.24, followed by
mutual funds by male and gold and silver by femabMstual fund turns to be the

fourth preferred investment option for females.

Preferred Investment Option — Occupation
Based on occupation, bank deposits are the moferped option, followed by
gold and silver by non salaried investors and niuwrads by the salaried class. For

non salaried investors, mutual fund turns to belhivd preferred investment option.

Preferred Investment Option — Area of Residence

Irrespective of the area of residence, bank deptsih to be the most preferred
investment option. The second preferred investroption for panchayath is provident
fund, municipality is gold and silver and corpooatiis real estates. Mutual fund turns
to be the fourth, third and fifth preferred optibor panchayath, municipality and
corporation respectively.

Preferred Investment Option-Rank

In order to assess the attitude of the respondentdifferent investment
avenues a seven point scale question was askedhiginy favourable to not at all
favourable. The mean score for each of the investravenue is found based on the
score given by the respondents from among the modtido 7. Based on this mean
score the avenues are ranked in ascending ordenaginitude and the result is
exhibited in the table (4.33).
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Table 4.33

Preferred Investment Option- Rank

Investment Option Mean Rank
Bank Deposit 5.3730 1
Gold/ Silver 4.8674 2
Mutual Funds 4.7758 3
Real Estate 4.6748 4
Pension & Provident Fund 4.5655 5
Equity 4.5614 6
Insurance 4.2991 7
Post Office Savings 3.9300 8
RBI/ Infrastructure Bond 3.9108 9
Debentures (Private & Govt.) 3.8400 10
National Savings Certificate 3.7968 11
Chits 3.6713 12
Others 3.1286 13

Source: Primary Data

Table 4.33 shows that , out of the thirteen investhoptions , bank deposits is
still the most preferred option with the highestamecore of 5.37 followed by gold and
silver with mean score of 4.87 and mutual fund $uto be the third preferred

investment option with 4.78 mean score amongéetalinvestors.
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4.3.1c Investment Objectives

In order to find out the objectives of the investina six option were given and
the respondents were requested to rank their optoam most preferred to least from 1
to 6. The weighted mean of each of the option viemed with 6 to 1 as the values for
rank 1 to 6 and the number of respondents chasssmech rank as weight. The

investment objective is then ranked based on tidsexhibited in the following table.

Table 4.34
Investment Objectives- Rank

Investment Objectives Mean Rank
Capital appreciation 5.0270 1
To meet the contingencies for specific purpose 4072 2
Supplement the current income 4.1347 3
Tax saving shelter 3.9596 4
Income after retirement 3.7700 5
Others 3.2500 6

Source: Primary Data

From the table 4.34 the mean score of capital @miren emerges as the main
objective of investment with the highest mean sa@frg.03 followed by contingencies
for specific purpose a mean sore 4.72. Supplemgrite current income and tax
saving shelter came in the third and fourth positrath 4.23 and 3.96 respectively.
Income after retirement and other options werdabetwo investment objectives.
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Table 4.35

Investment Objectives — Gender, Occupation and Areaf Residence

Gender Occupation Area of Residence
Total
Investment Objectives Male Female Non-Salaried  Salaried Rural Semi-Urban Urban
Mean | Rank | Mean | Rank | Mean | Rank | Mean | Rank | Mean | Rank | Mean | Rank | Mean | Rank | Grand Mean| Rank
Capital Appreciation 5.167 1 4593 2 5.044| 1 5.007| 1 4714 1 5.124| 1 5287 1 5.027 1
Supplement the Current Income  4.093 3 4271 3 4220 3 4.030{ 3 4.142| 3 4301 3 3.914| 4 4.135 3
Tax Saving Shelter 3.936 4 4.029| 5 3915 4 4.008| 4 3.918| 4 3.727 5 4.244) 3 3.960 4
To meet Contingencies 4.647 2 4929 1 4506 2 4942 2 4605 2 4838 2 4.758| 2 4.725 2
Income after Retirement 3.680 5 4.059| 4 3.848) 5 3.674, 5 3.845| 6 3.789| 4 3.663| 5 3.770 5
Any Other 3320 6 3.091| 6 3.375 6 3.000f 6 3.846| 5 2571 6 3.444| 6 3.250 6

Source: Primary Data

The highest preferred investment objectives fortladl variables under study is ‘capital apprecidtiercept for females, followed by the

investment objective “to meet contingencies” exdepfemales which turn to be the most preferracggtiment objective.
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4.3.2 Source of Information and Communication mode

The analysis of retail mutual fund investors witbspect to sources of
information and communication mode in the contéxheir selection of various mutual
funds for their investments is done here. Primatadollected was used to assess the
components of sources of information. The threepgmments for source of information
viz; advertisement, data and information and adand recommendations, and four
components for communication viz; information inaginical format, alphanumeric
information, summary information and written tegtrhat (descriptive) were identified
for analysis. Chi Square test was used to find thet association between these

variables and demographic variables.

4.3.2a Source of Information

Table 4.36
Source of Information — Frequency
Source of Information Frequency Per cent
Advertisement 64 13.6
Data & Information 171 36.2
Advice & Recommendation 237 50.2
Total 472 100

Source: Primary Data

Of the various sources of information for mutuatdunvestment, 50.2 percent
of investors prefer advice and recommendation Wl by 36.2 percent as data and
information and only 13.6 percent relay on advertient.

Ho: There is no associatioletween demographic variables (gender, age, and

educational qualification, area of residence, zooegupation, annual income,
and annual savings) and source of information.

Ha: Significant association exists between demplgi@ variables (gender, age, and
educational qualification, area of residence, zooegupation, annual income,
and annual savings) and source of information.
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Table 4.37

Source of Information - Chi-Square Results

Demographic Variable Chi-Square df p value Conclusin
Gender 0.108 2 0.948 Not significant
Age 9.723 0.045 Significant
Educational Qualification 0.238 0.993 Not sigraft
Area of Residence 0.615 4 0.961 Not significant
Zone 6.713 4 0.152 Not significant
Occupation 5.23 2 0.073 Not significant
Annual Income 13.037 6 0.042 Significant
Annual Saving 6.734 6 0.346 Not significant

Source: Primary Data Significant at 0.05 level

The Pearson Chi square test was used to testghiéicGance of the hypothesis.

The significance values in the case of demograpai@bles namely age and annual

income are less than .05. Hence the null hypothsgigjected in the case of age and

annual income stating that, there is associatiamwden the demographic variables

namely age, and annual income to source of infoomatinvestors belonging to

different age and income group’s significantallffeti with sources of information.

4.3.2b Preferred Communication Mode

Table 4.38

Communication Modes - Frequency

Communication Mode Frequency Percent
Information in Graphical Format 126 26.70
Alphanumeric Information 83 17.58
Summary Information 164 34.75
Written Text Format (Descriptive) 99 20.97
Total 472 100

Source: Primary Data

The most preferred communication mode among thestavs is summary

information with 34.75 percentage followed by graahformat with 26.70 percentage.
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Ho: There is no association between demographi@bées (gender, age, educational
gualification, area of residence, zone, occupatiannual income, and annual
savings) and communication modes.

Ha: There is association between demographic véeml{igender, age, educational
gualification, area of residence, zone, occupatianpnual income, and annual
savings) and communication modes.

Table 4.39
Communication Modes - Chi-Square Results
Demographic Variable | Chi-Square df p value Conclugin

Gender 9.821 4 0.044 Significant
Age 13.529 8 0.095 Not significant
Educational Qualificatior 8.7 8 0.368 Not signifitg
Area of Residence 10.731 8 0.217 Not significant
Zone 30.295 8 <0.001 Significant
Occupation 6.487 4 0.166 Not significant
Annual Income 10.296 8 0.245 Not significant
Annual Saving 4.149 12 0.981 Not significant

Source : Primary Data Significant at 0.@vél.

The Pearson chi square test was used to testghiéicance of the hypothesis.
The significance values in the case of demographi@bles namely gender and zone
are less than .05. Hence the null hypothesis éxtegl in the case of gender and zone. It
can be inferred that, there is association betwbhendemographic variables namely
gender and zone to communication modes i.e; onhdgeand zone has significant

influence in communication mode.
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4.3.3 Issues Related to Mutual Fund Investment

Mutual Funds are a retail product which is desigieedhose who do not directly
invest in the share market because of its unpidadetand volatile nature. Individual
investors are generally constrained by inadequatewledge, non availability of
information, lack of investment skill etc; have effect on issues related to mutual fund
investment. The proper knowledge regarding issaesdf by mutual fund investors will
attract more investors and increase the satisfateicel.

4.3.3a Factor analysis - Issues related to mutuald investment

The researcher used the factor analysis for idengifthe underlying variables.
To identify the various issues related to mutuabfuhe respondents were asked to rate
the importance of the specified variables on a intpscale ranging from Strongly
Agree (5) to Strongly Disagree (1).

The correlation matrix showed sufficient items tstjfy the factorability of
data. The KMO and Bartlett's test of sphericity guoes the Kaiser-Meyer-Olkin
measure of sampling adequacy and Bartlett's t&3#lO test revealed 0.897 of KMO
sampling adequacy (Table 4.40) which is greatan thé and Barlett's test of Sphericty
(BTS) value is found significant (p<.000 )which me#hat data was appropriate for
EFA.

Table 4.40

KMO and Bartlett's Test- Issues related to mutual find investment

KMO and Bartlett's Test
Kaiser-Meyer-Olkin Measure of Sampling Adequacy. 97.8
Approx. Chi-Square 2158.236
Bartlett's Test of Sphericity df 78
Sig. 0.000

Source: Primary Data

Those items having their communalities below 0.d @nonbach’s alpha below
0.6 were removed from the final questionnaire tesylin 13 statements for issues
faced in mutual fund investments. The scree plat wsed for selecting the accurate
number of factors. The data were analysed usingipal component analysis, with the
rotation method; vaimax with Kaisan normalizatidinen the 13 identified variables
were classified under the appropriate groupCasnplexity, Non- Performance and

Management Issudxsed on the factor loading.
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Table 4.41
Major Issues related to Mutual Fund Investment - F&tor loadings

after Varimax Rotation

Variables Statements Factor Loading
F1 F2 F3
Lack of portfolio customization 0.682
Overload of schemes 0.686
, Too much of scheme variants 0.602
Complexity _ : :
Major changes in attribute of funds 0.647
High expense ratio for funds 0.538
Fees by investment adviser/ agent 0.591
Non- Funds not performing 0.526
Performance | variation in return 0.817
Fund manager has changed 0.488
Fund risk 0.671
Lack of service standards and
) 0.751
Management disclosures
Issues Under performance of professional fupd 0.701
managers '
Grlevgnce redresses has not been 0.673
effective
Cronbach’s alpha 0.816  .652 779

Source: Primary Data

The Cronbach’s: value for the different factors of issues relatedhutual fund
ranged from 0.652 to 0.816 indicating that the esaabs internally consistent and
reliable. After identifying the variables and cli#gag the statements under each factor
using EFA the next stage was to confirm the fastoucture. Since the data being
opinion data, measured under Likert scale, Strattiquation Model (SEM) using
AMOS 18.0 was used to perform the Confirmatory &adknalysis (CFA). The
measurement model indicated an acceptable fit @fddia and confirms to the three

factor structure of issues related to mutual funagstment.
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Table 4.42

Model Fit Indices- Issues Related to Mutual Fund Inestment

Normed
2 DF P GFI | AGFI NFI TLI CFl | RMR| RMSEA
4 x2
Recommende >0.05 <3 |>0.90>0.90>0.90>0.90>0.90 <1 | <0.5

48.047 48] 0.471 1.001] 0.980 0.961 0.964 1.00| 1.00|.158 0.002

Source: Primary Data

For the analysis initially an input model was depeld by using AMOS-18
graphics. The rectangle represents observed vasialomplexity, Non performance
and Management issues; oval drawn in the diagraresents unobserved variables-
Issues related to mutual fund investments. Thagsirdheaded arrow represents the
regression coefficients of the observed variablBlse small circles with arrows
pointing from the circles to the observed variablepresent errors unique factors,
which are also known as squared multiple corratatibthe standard error. The value
above each rectangular box represents the R-Squahee of the observed variables.
The statistic measures how successful the fit jda@xing the variation of the data. i.e.

it is the percentage of the response variable wanighat is explained.

Fig: 4.1
The Regression Coefficients showing Issues in MutuBund Investment

76

Complexity

3a

Non performance

lssues in

MF
Investment 58

Management issues

00 ¢

The regression coefficient obtained in the CFA gsialis given in the following table.
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Table 4.43

The Regression Coefficients showing Issues in MutblBund Investment

Dependent Variable Independent Variable Regressio@oefficient
Complexity .873
Issues in Mutual Fund Non Performance .616
Investment
Management Issues 763

Source: Primary Data

From the table 4.43, it is found that Complexityhe most affected issue with
regression weight 0.873 followed by Managementdssand Non Performance with
regression weight 0.763 and 0.616 respectively. rElgeession equation for issues of

Mutual Fund Investment

= 0.873 Complexity +.616 Non Performance +.763 Mgenmaent Issues

From the above equation it is concluded that one detrease in complexity
results in decrease of the problems of mutual furdstment by 0.873 units provided
the other two variables remains constant. ThedRue indicates that this change occurs
in 76% cases. The?Rialue .76 for the variable complexity means that fit explains

76% of the total variation in the data.

4.3.3b Demographic variables and Issues in Mutualdnd Investment:

Gender and Core Issues among Mutual Fund Investors

Ho: There is no significant difference among Genfier Core issues (Complexity,
Non Performance and Management Issues) in mutadl fwvestment.

Ha: There is significant difference among Gender Core issues (Complexity, Non
Performance and Management Issues) in mutual favelstment.

Table 4.44

Z test- Core Issues among Mutual Fund Investors with rgard to Gender

Issues in MF Std
Investment Gender N Mean Deviation z P value
. Male 347 25.0058 6.74215

Complexity =20 2ie 125 | 241920  7.99364 L1190 272
Non Male 347 9.3055 2.37254 068 946
Performance Female 125 9.2880 2.66645 ' '
Management | Male 347 21.4207 5.82216 1014 311
Issues Female 125 20.8000 5.99866 ) ’

Source: Primary Data  Significant at 0.05 level.
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Based on the gender the mean value for male isekigior all the issues in
mutual fund investment. To test the above hypothesdependent sample z-test was
used and the result is exhibited in the table 4.&4om the table the p values were
found to be greater than 0.05, hengadHaccepted stating that core issu@sriplexity,
Non Performance and Management Issuaf)es not significantly differs between

male and female in mutual fund investment.

Table 4.45
Mean & SD - Core Issues among Mutual Fund Investorsith regard to Age
. Non Management
Age Complexity Performance Issues
Mean 25.3469 8.9724 21.2041
Upto 30 years
Std. Deviation 6.06771 2.328983 5.38890
N 147 147 147
Mean 23.8182 9.1483 20.8373
31-45 .
Std. Deviation 7.10941 2.4888P 5.77647
N 209 209 209
Mean 26.5412 10.0353 22.2353
46-60 _
Std. Deviation 7.82328 2.56091 6.86025
N 85 85 85
Above 60 Mean 23.9032 9.871¢ 21.6452
years Std. Deviation 8.47488 2.01233 5.68359
N 31 31 31
Mean 24.7903 9.300¢ 21.2564
Total _
Std. Deviation 7.09538 2.45091 5.86942
N 472 472 472

Source: Primary Data

Among the core issues in mutual fund investmer, tibtal mean score of
complexity is the highest when compared to othguas in mutual fund investments.
The mean value for age group 46-60 has maximunmageescore (26.54) with respect

to all the core issues in mutual fund investments.
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Ho:  There is no significant difference among Age @are issues (Complexity, Non
Performance and Management Issues) in mutual fovelstment.

Ha: There is significant difference between Agre Core issues (Complexity , Non
Performance and Management Issues) in mutual favestment.

Table 4.46
OneWay ANOVA- Issues faced in Mutual Fund Investmehwith regard to Age
Sum of Mean .
Squares df Square F Sig.
Between Groups 528.028 3 176.008
Complexity | Within Groups 23184.213 468 49.5393.553 | .014
Total 23712.235| 471
Between Groups 76.609 3 25.536
Non .
performance | Within Groups 2752.671] 46§ 5.882 4.342 | .005
Total 2829.280| 471
Between Groups 123.244 3 41.081
Management
issues Within Groups 16102.737 468 34.408 11941 312
Total 16225.981| 471

Source: Primary Data Significant at 0.05 leve

There is significant difference among responderftdifierent age groups
regarding core issues in mutual fund investmerdnrhe table 4.46 the p values were
found to be lesser than 0.05, for age in the caAsmmplexity and non performance,
hence H is rejected stating that there is difference betwage and core issues —
complexity and non performande mutual fund investment. The Tukey's multiple
comparison tests was done to identify which ageigrof investors have significant

difference.
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Table 4.47

Significance of Mean Difference in Issues in MF Inestment based on Age -

PostHoc
D\(/e:r(iegglint (1) Age (J) Age Mean lej;arence (I- Sig.
31-45 1.52876 0.183
Upto 30 years | 46-60 -1.19424 0.598
] Above 60 years 1.44371 0.7271
Complexity
31.45 46-60 -2.72299* 0.015
Above 60 years -0.08504 1
46-60 Above 60 years 2.63795 0.281L
31-45 -0.17554 0.907
Upto 30 years | 46-60 -1.06251* 0.008
Non Above 60 years -0.89818 0.241
Performance 31-45 46-60 -.88697* 0.024
Above 60 years -0.72264 0.41
46-60 Above 60 years 0.16433 0.988
31-45 0.36676 0.938
Upto 30 years | 46-60 -1.03121 0.57
Management Above 60 years -0.44108 0.981
Issues 3145 46-60 -1.39797 0.25
Above 60 years -0.80784 0.891
46-60 Above 60 years 0.59013 0.964

Source: Primary Data * Significant at 0.0,

The Post Hoc analysis reveals the details regartiagsignificance of means
difference between each component of issues inahfund investment to each pair of
age group. While comparing between respondentsffefeht age groups with respect
to core issues in mutual fund investments, thelpevahows significance in the case of
respondents in the age group 31- 45 and to 46 i @@e case of complexity and non
performance. The core issue - non performance ks fagnificant difference to
respondents in the age group up to 30 and 46 NeDsuch significant difference was

observed in other age groups.
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Table 4.48

Means - Core Issues faced in Mutual Fund Investmenwith regard to

Area of Residence

. . Non Management
Area of Residence Complexity
Performance Issues
Mean 24.6012 9.2197 21.1156
Panchayath Std. Deviation 7.33876 2.48911 6.12547
N 173 173 173
Mean 24.5901 0.2484 21.2795
Municipality .
Std. Deviation 6.72074 2.48000 5.30591
N 161 161 161
Mean 25.2609 9.4638 21.4058
Corporation Std. Deviation 7.23869 2.37739 6.19705
N 138 138 138
Mean 24.7903 9.3008 21.2564
Total Std. Deviation 7.09538 2.45091 5.86942
N 472 472 472

Source: Primary Data

Among the area of residence, the mean value fgpocation has maximum

average score (25.26) in complexity. The standandation (degree of variability) is

the highest in panchayath (7.34).

Ho: There is no significant difference among ardaresidence for

(Complexity, Non Performance and Management Issuesmutual fund
investment

Ha: There is significant difference among area reSidence for core issues

(Complexity, Non Performance and Management Issues)nutual fund
investment
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Table 4.49
Oneway ANOVA - Major Issues faced in Mutual Fund Investment with regard to
Area of Residence

Sum of Mean :
Issues Squares df Square F Sig.

Between Groups 43.203 2 21.601

Complexity Within Groups 23669.033 469 50.467 428 .652
Total 23712.235 471

N Between Groups 5.246 2 2.623

on

Within Groups 2824.034 469 6.021 436 .647

Performance
Total 2829.28Q 471
Between Groups 6.595 2 3.298

Management —

lsSUes Within Groups 16219.386 469 34.583 .095 .909
Total 16225.981 471

Source: Primary Data  Significant at 0.05 level

From the table (4.49) the p values were found tgrieater than 0.05 for area of
residence in the case of issues regarding mutadl ifwestment. Hence,ghk accepted
stating that there is no difference in between afgasidence for core issues in mutual

fund investments. It is established that, irrespectf the area of residence, mutual

fund investors encounter the similar kind of profe

Table 4.50
Means - Major Issues faced in Mutual Fund Investmenwith regard to Zone
Zone Complexity | Non Performance Marrssgfen;ent
Mean 25.5556 9.9060 22.7009
South Std. Deviation 7.40392 2.29686 5.63435
N 117 117 117
Mean 24.2857 8.9586 20.6053
Central Std. Deviation 6.96468 2.53321 5.94552
N 266 266 266
Mean 25.2921 9.5281 21.3034
North Std. Deviation 7.02302 2.23144 5.65967
N 89 89 89
Mean 24.7903 9.3008 21.2564
Total Std. Deviation 7.09538 2.45091 5.86942
N 472 472 472

Source: Primary Data
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Among the core issues in mutual fund investmer, tibtal mean score of
complexity is the highest when compared to othsuds followed by management
issues. Among the various zone, the mean valusdoth zone has maximum average
score (25.56) in complexity. The standard deviafdegree of variability) is also the
highest in south zone (7.40).

Ho: There is no significant difference among d#fdar zones for core issues

(Complexity, Non Performance and Management Issues)mutual fund
investment.

Ha: There is significant difference among différeanes for core issues (Complexity,
Non Performance and Management Issues) in mutadl fwvestment.

Table 4.51
Oneway ANOVA - Major Issues faced in Mutual Fund Investment
with regard to Zone

Issues SS.C;JL:ngfs df S'\gizrr]e F Sig.
g‘;’é‘ﬁ’gg” 158.656 2 79.328
Complexity | within Groups | 23553.579 469 50.221) 1.580 | .207
Total 23712.235| 471
gf;"t‘]’ggn 78.589 2 39.204
Egﬁ}ormame Within Groups | 2750.691| 469 5.865| 6-700 | .001
Total 2829.280 | 471
Between 357.089 2 178.545
Management Groups 5277 005
Issues Within Groups | 15868.892 469 33.836 > :
Total 16225.981| 471

Source: Primary Data  Significant at 0.05 level

From the table the p values were found to be letbser 0.05, for zone in the
case of non performance and management issuese Heigrejected stating that there
is difference between zone and core issues — ndarpence and management issues
in mutual fund investment. Since the ANOVA is foutw be significant, Tukey’s
multiple comparison tests were conducted to idgntihich group of investors have
significant difference.
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Significance of Mean Difference in Issues in MF In@stment based on

Table 4.52

Zone — PostHoc

Dependent

Mean Difference

Variable (1) Zone (J) Zone (1-) Sig.

Central 1.26984 0.24

. South
Complexity North 0.26342 0.962
Central North -1.00642 0.478
Central .94734* 0.001

South
Non Performance North 0.37789 0.509
Central North -0.56944 0.134
South Central 2.09559* 0.004
:\S”:‘Sg‘geme”t North 1.39748 0.203
Central North -0.69811 0.59

Source: Primary Data

Comparing between respondents of different zonk wispect to core issues in
mutual fund investments, the p value shows sigmificdifference in the case of

respondents of south to central zone, in the chs®rm performance and management

issues.

*Significant at 0.05 é&bv

Z test- Major Issues faced in Mutual Fund Investment withregard to Occupation

Ho:  There is no significant difference among saldrésd non salaried class for core

issues (Complexity, Non performance and Manageissnoes) in mutual fund

investments.

Ha: There is significant difference among salareud non salaried class for core
issues (Complexity, Non performance and Managemssnoes) in mutual fund
investments.

Table 4.53
Z test- Major Issues faced in Mutual Fund Investment withregard to Occupation
Occupation Type| Mean Std. Ccv Z Si
P yp Deviation 9
) Non salaried 25.17 7.11 28.26
Complexity . 1.234 0.218
Salaried 24.36 7.07 29.01
Non salaried 9.37 2.40 25.67
Non Performance - 0.609 0.543
Salaried 9.23 2.51 27.17
Non salaried 21.82 5.84 26.75
Management : 2.232| 0.026
Issues Salaried 20.61 5.85 28.40

Source: Priiary Data  Significant at 0.05 level.
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As the p vale is less than .05 ki rejected, which means that the type of
occupation significantly differs in the case ofues related to mutual fund investments.
There is significant difference between salaried aon salaried class of investors with

respect to core issues - management.

Table 4.54
Means — Core Issues faced in Mutual Fund Investmentith regard to

Annual Saving

Annual Saving Complexity Non Management
Performance Issues
Mean 24.2923 8.8614 20.6692
Less than
50,000 Std. Deviation 6.66990 2.4518\7 5.87517
N 130 130 130
Mean 25.0585 9.4971 21.6842
50,001 - d. Deviati 05631 2.1512p 5.15578
1,00,000 Std. Deviation 6. 3 .15 155
N 171 171 171
Mean 24.0886 9.5314 19.7975
1,00,001 - —
2.00.000 Std. Deviation 7.78590 2.5055p 6.43185
N 79 79 79
Mean 24.7419 8.7097 22.5806
2,00,001 - — D
3.00,000 Std. Deviation 6.10992 2.1938B 5.50620
N 31 31 31
Mean 26.0328 9.6884 22.5246
Above . E
3.00,000 Std. Deviation 9.75699 3.1013P 6.7345%0
N 61 61 61
Mean 24.7903 9.300§ 21.2564
Total Std. Deviation 7.09538 2.45091 5.86942
N 472 472 472

Source: Primary Data

Among the core issues in mutual fund investment wispect to annual
savings, the total mean score of complexity ishlghest (24.79) when compared to
other issues followed by management issues (214%png the annual savings, the
mean value and standard deviation above 3 lakimaagmnum average score (26.03) in

complexity along with standard deviation (9.76).
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Ho: There is no significant difference among anrasling for core issues in mutual
fund investment (Complexity, Non Performance anchdgament Issues) in
mutual fund investments.

Ha: There is significant difference among annseling for Core issues (Complexity,
Non Performance and Management Issues) in mutuadl fuvestments.

Table 4.55
One way ANOVA - Major Issues faced in Mutual Fund hvestment with regard to

Annual Savings

Sum of Mean _
Issues df F Sig.
Squares Square
Between Groups 177.678 4 44.42(
Complexity | Within Groups 23534.557 467 50.395 .881 475
Total 23712.235 471
Between Groups 55.883 4 13.971
Non o
Within Groups 2773.396 467 5.939| 2.352 .053
Performance
Total 2829.280 471
Between Groups 396.736 4 99.184
Management|
Within Groups 15829.245 467 33.896 2.926 .021
Issues
Total 16225.981 471

Source: Primary Data Significant at 0.05 level

From the table (4.55) the p values were found téebger than 0.05, for annual
savings in the case of management isshiesice H is rejected stating that there is
relationship between annual saving and core issuggnagement issués mutual
fund investment. Since the ANOVA is found to bengigant, Tukey's multiple
comparison tests was conducted to identify whiabugrof investors have significant

difference.
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Table 4.56

Significance of Mean Difference in Issues in MF In@stment based on

Annual Saving — PostHoc

Dependent , , Mean Difference .
Variable (I) Annual Saving | (J) Annual Saving (1-) Sig.
50,001 - 1,00,000 -0.76617 0.8d6
1,00,001 - 2,00,004 0.2037 1
Less than 50,000 —"55301 - 3.00.00d -0.44963 0.998
Above 3.00,000 11.74048 0.511
Comploxt 1,00,001 - 2,00,004 0.96987 0.853
PIEXY 1 50,001 - 1,00,000 | 2,00,001 - 3,00,004 0.31654 0.999
Above 3.00,000 20.97431 0.88D
2.00.001 - 3,00,000 -0.65333 0.993
1,00,001 - 2,00,000— e 300,000 11.94418 0.490
200,001 -3,00,000  Above 3,00,000 11.29085 0.923
50,001 - 1,00,000 20.63554 0.166
1,00,001 - 2,00,004 -0.67011 0.304
Less than 50,000 =45 501 - 3.00 004 0.15186 0.048
Above 3.00,000 20.82699 0.187
Non 1,00,001 - 2,00,000 -0.03457 1
Performance | 50,001 - 1,00,000 | 2,00,001 - 3,00,000 0.7874 0.463
Above 3.00,000 20.19145 0.985
2.00.001 - 3,00,004 0.82197 0.504
1,00,001 - 2,00,000— ~ 300,000 -0.15688 0.995
200,001 -3,00,000  Above 3,00,000 20.97885 0.363
50,001 - 1,00,000 1101498 0.564
1,00,001 - 2,00,004 0.87176 0.832
Less than 50,000 =45 301 3,00 004 1.91141 0471
Above 3.00,000 11.85536 0.24D
Management 1,00,001 - 2,00,004 1.88674 0.142
Issues 50,001 - 1,00,000 | 2,00,001 - 3,00,00d -0.89643 0.934
Above 3.00,000 20.84038 0.860
2.00.001 - 3,00,004 278318 0.161
1,00,001 -2,00,000— 1 * ¢ 3,00,000 2.72712* 0.049
200,001 -3,00,000  Above 3,00,000 0.05605 1

Source: Primary Data

*Significant at 0.05 d&bv

The Post Hoc analysis reveals the details regarthagsignificance of means
difference between each component of issues inahfund investment to each pair of
annual savings. While comparing between responddrdgferent saving s group with
respect to core issues in mutual fund investmethis, p value shows significant
difference in the case of respondents having ansamhgs Rs.100001-2 lakh, in the

case of management issues.
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4.3.3c Issues in Mutual Fund Investment and Souraaf Information

Table 4.57
Means and Standard Deviations and F value betweesdues in Mutual Fund

Investment and Source of Information

Advertisement 64 25.75 7.42
Complexity Dat'c'l&lnformatlon 171 25.54 7.07 3.095 046
Advice & 237 | 23.99 6.96
Recommendation
Advertisement 64 9.98 2.57
Non Data & Information 171 9.32 2.58 3.976 039
Performance Advice &
. 237 9.11 2.30
Recommendation
Advertisement 64 22.39 5.14
Management| Data & Information 171 | 21.78 594 | 3509 | 031

Issues Advice &

Recommendation
Source: Primary Data  Significant at 0.05 level

237 20.57 5.93

To verify whether the mean core of complexity, nparformance, and
management issues significantly differ with the reeuof information, the following

hypothesis were formulated

Ho: There is no significant difference amongestors depending on different
sources of information for various issues in mufund investments.

Ha: There is significant difference among inees depending on different sources
of information for various issues in mutual fundestments.

To test the above hypothesis, one way ANOVA ordt we&as used and the result
is exhibited in table (4.57). From the table b p values were found to be less than
0.05, so Ho was rejected and concludes that magures faced by the investors like
complexity, non-performance and management issiftes dignificantly on the basis

of information used.

Since the ANOVA is found to be significant Tukeyrailtiple comparison tests

was conducted to identify which group of investioase significant difference
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Table 4.58

Significance of Mean Difference in Issues in MF In@stment based on Source of

Information — Post Hoc

95%
Confidence
Mean
Dept_endent ] Difference Std. Sig. Interval
Variable 3 Error
(I-J) Lower |Upper
Bound [Bound
Data & 20614 | 1.03514 .9782.2277| 2.6399
Information
Complexity | Advertisement Advice & .1 1.76266 | .99511| .180 -.5770 4.1023
Recommendation
Advice & | 455650 | 70878| 073 -.1099 3.2230
Recommendation
Data & 66859 | 35742| .148 -1718 1.5090
Information
Non Advertisemeni Advice & | 87889 |.34360 | .029| .0710| 1.686B
Performance Recommendation
Advice & | 51030 | 24474| 664 -3651 .7857
Recommendation
Data & 61285 | .85554| .7541.3987| 2.6244
Information
Management Advertisement Advice & .1 1.81679 | .82246| .071 -.1170 3.7505
Recommendation
Issues _
Advice& | 450394 | 58580| .100 -.1734 2.5813
Recommendation

Source: Primary Data

* Significant at 0.05 léve

The Post Hoc analysis reveals the details regartiagsignificance of means

difference between each component of issues inahtuad investment to each source

of information. While comparing between responsésinwvestors on sources of

information with respect to core issues in mutwald investments, the p value shows

significant difference in the case of respondentsadvertisement to advice &

recommendation in the case of non performance.
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4.3.4 Factors that Influence the Investment in Mutal Fund
The study has made an attempt to understand taecfad behaviour of mutual
fund investors with respect to mutual funds andfétogors determining their investment

decisions and preferences.

4.3.4a Factor analysis - Factors that influence thievestment in mutual fund

The researcher used the factor analysis for idengfthe underlying variables.
To identify the factors that influence the investma mutual funds, the respondents
were asked to rate the importance of the specifadbles on a 7 point scale ranging

from Strongly Agree (5) to Strongly Disagree (1).

The correlation matrix showed sufficient itemsustify the factorability of data.
The KMO and Bartlett’s test of sphericity produtlee Kaiser-Meyer-Olkin measure of
sampling adequacy and Bartlett's test. KMO teseated .933 of KMO sampling
adequacy (Table 4.59) which is greater than 0.6 Bantktt's Test of Sphericty (BTS)

value is found significant, (p<.000 )which mearsdtttiata was appropriate for EFA.

Table 4.59
Factors that influences the Mutual Fund Investment KMO and Bartlett's Test
KMO and Bartlett's Test
Kaiser-Meyer-Olkin Measure of Sampling Adequacy. 339
Approx. Chi-Square 5733.058
Bartlett's Test of Sphericity df 351
Sig. 0.000

Source: Primary Data

Those items having their communalities below 0.d @nonbach’s alpha below
0.6 were removed from the final questionnaire tasylin 27 statements for factors
that influence the mutual fund investments. Theacrtest was used for selecting the
accurate number of factors. The data were analysadg principal component
analysis, with the rotation method; vaimax with & normalization. Then the 27
identified variables were classified under the appate group as-und, Investor,

AMC/ Sponsor related factolmsed on the factor loading.
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Table 4.60

Factors that influences the Mutual Fund Investment Factor loadings after

Varimax Rotation

Factor Loading

Variables Statements F1 F2 F3

Withdrawal facilities (SWP, Partial) 0.519

Products with tax benefits 0.448

Nature of fund (open & close ended fund) 0.614

Past record of AMC 0.422

Relative size of mutual fund companies (AUM) 0.606

Investment objectives 0.551

Service from distribution channels 0.645
rFeL:Qtde d Disclosure of ri§k fact_or§ 0.613

Investment options within a scheme 0.577

Fund size 0.661

Fund age 0.680

Lock in period 0.612

Innovativeness of the scheme 0.599

AMC has well developed network 0.576

Experience of fund management team 0.557

Scheme Performance and track record of the fun 0.696

Fund managers reputation and tenure 0.545
Irg\llstztdor Systematic way of investing (SIP, STP) 0.700

Better information accessibility 0.718

Funds rated by rating entity 0.561

Management fees & Expense ratio 0.441

Grievance redressed was not effective 0.631
AMC/ Minimal follow up with brokers and companies 0.683
Sponsor Reputation of fund sponsor 0.543
related AMC has efficient research department 0.488

Minimal initial investment 0.624

Variety of schemes by an AMC 0.510

Cronbach’s alpha 915 736 .79

Source: Primary Data

The Cronbach’s: value for the different factors that influence thechase of

mutual fund ranged from 0.736 to 0.915 indicatimgttthe scale was internally

consistent and reliable. After identifying the \adnles and classifying the statements

under each factor using EFA the next stage wa®ndirmn the factor structure. Since

the data being opinion data, measured under Li#eate, Structural Equation Model
(SEM) using AMOS 18.0 was used to perform the Camdiory Factor Analysis
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(CFA). The measurement model indicated an accepfabdf the data and confirms to

the three factor structure of in selecting the raltunds for investment.

Table 4.61
The Model Fit Indices - Factors that influences théMutual Fund Investment
Normed
GFI AGFI NFI TLI CFlI RMR RMSEA

%2

Recommended| <3 | >0.90| >0.90| >0.90| >0.90| >0.90| <1 | <0.5

0 1.000| 1.000| 1.000| 1.000| 1.000| O 0

Source: Primary Data

For the analysis an input model was developed loyguaMOS-18 graphics.
The rectangle represents observed variables- Felated, Investor related and AMC/
Sponsor related; oval drawn in the diagram reptesanobserved variable- Factors
considered for in mutual fund investment. The gltaiheaded arrow represents the
regression coefficients of the observed variablBlse small circles with arrows
pointing from the circles to the observed variablepresent errors unique factors,
which are also known as, squared multiple cor@tatf the standard error. The value

above each rectangular box represents the R-Squal@el of the observed variables.

Fig: 4.2
The Regression Coefficients showing Factors in Mual Fund Investment

85

Fund related

51

Investor related

Factors in MFI
selection

64

AMC/ Sponsor

related

Source: Primary Data

The regression coefficient obtained in the CFA gsialis given in the following table
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Table 4.62

The Regression Coefficients showing Factors in Mual Fund Investment

Dependent Variable Independent Variable Regrgs.smn
Coefficient
Fund Related Factors .93
Factors in Mutual Fund Investor Related Factors 72
Investment
AMC — Sponsor Related Factors .80

Source: Primary Data

From the table (4.62) fund related factor is thesmmportant factor in mutual
fund selection with regression weight 0.93 followsd AMC — Sponsor and Investor
related factors with regression weight 0.80 an@ @egpectively. The regression equation

for issues of mutual fund investment is
= 0.93 Fund related +.80 AMC/ Sponsor related Hv2stor related

From the above equation one can conclude that niheéngrease in fund related
factors results in increase in MF investments B80units provided the other two

variables remains constant. ThevRlue indicates that this change occurs in 86%scas

4.3.4b Demographic Variables and Factors Influenag the Purchase of Mutual
Fund:

Table 4.63
Mean & SD — Gender and Factors Influencing the Purgase of

Mutual Fund Investment

Group Statistics
Influencing Std. Std. Error
Factors Gender N Mean Deviation Mean
Male 347 75.2565 15.05521 .80821
Fund related
Female 125 72.536( 16.73635 1.496P5
Male 347 26.7464 493474 .26491
Investor related N
Female 125 26.512( 5.92101 .52959
AMC/ Sponsor Male 347 | 32.9798 6.75262 .36250
related Female 125 32.184( 8.22504 73567

Source: Primary Data

Among the factors influencing purchase of mutualdis; the mean is highest
for fund related factors for both the genders stathat fund related factor is the most

influencing factor among the investors.
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Ho. There is no gender wise difference in factors arilting the purchase of mutual
fund (Fund, Investor, AMC-Sponsor)

Ha. There is gender wise difference in factors infaieg the purchase of mutual
fund (Fund, Investor, AMC-Sponsor)

Table 4.64
Z — test— Gender and Factors Influencing the Purchase of
Mutual Fund Investment

Influencing Gender N Mean S.td'. Ccv Z P

Factors Deviation value

Fund related Male 347 75.26 15.06 20.01 1681 0.093
Female 125 72.54 16.74 23.07
L

Investor related Male 347 26.75 4.93 18.45 0.431 0.667
Female 125 26.51 5.92 22.33

AI\I/I?/dSponsor Male 347 32.98 6.75 20.48 1.064 0.288
relate Female 125 32.18 8.23 25.56

Source: Primary Data Significant at 0.@v¢|

From the table the p values were found to be grehtn 0.05 for factors
influencing purchase of mutual fund, hence iBl accepted stating that there is no

gender wise difference for factors influencing fhase of mutual funds.

Table 4.65
Mean & SD — Factors Influencing Purchase of MutuaFund with regard to Age
Investor AMC/ Sponsor
Age Fund related related related
Mean 73.8912 26.7551 32.4286
Upto 30 years | Std. Deviation 16.03811 5.10787 7.675Y9
N 147 147 147
Mean 73.1100 26.3636 32.0191
31-45 Std. Deviation 15.43573 5.09259 6.44426
N 209 209 209
Mean 77.0824 26.9529 34.71716
46-60 Std. Deviation 15.37485 5.81236 7.49700
N 85 85 85
Mean 80.2258 27.7742 34.0968
Above 60 years | Std. Deviation 12.68519 4.7308p 7.63917
N 31 31 31
Mean 74.5360 26.6843 32.7691
Total Std. Deviation 15.54648 5.20859 7.17152
N 472 472 472

Source: Primary Data

From the table 4.65 it is evident that as age ss®@e fund knowledge also

increases. The mean value is highest for investoose 60 years followed by 46 to 60.
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Ho: There is no age wise difference among invssito the factors influencing
purchase of mutual fund (Fund, Investor, AMC-Sponso

Ha: There is age wise difference among investan the factors influencing
purchase of mutual fund (Fund, Investor, AMC-Sponso

Table 4.66
Oneway ANOVA - Factors Influencing Purchase of Mutal Fund with

regard to Age

. Sum of Mean .
Influencing Factors Squares df Square F Sig.

Between Groups 2040.817 3 680.272

Fund related | Within Groups 111796.570 468 238.882| 2.848 .037

Total 113837.388 471

Between Groups 65.186 3 21.729
Investor -

Within Groups 12712.778 468 27.164| 0.800 494
related

Total 12777.964 471

Between Groups 511.972 3 170.657

AMC/ Sponsor

Within Groups 23711.85/ 468 50.666| 3.368 .018
related

Total 24223.828 471

Source: Primary Data Significant at 0.05 level.

From the table the p values were found to be lebser0.05, for age in the case
of fund related and AMC-Sponsor related factors hedce H is rejected stating that
there is relationship between age and factors enfting purchase of mutual fund.
Since the ANOVA is found to be significant Tukeytwultiple comparison tests was

conducted to identify which group of investors haignificant difference.
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Table 4.67

Significance of Mean Difference in Fund Selection&€ttors based on Age —

Post Hoc
Dependent Mean Difference .
Variable (1) Age () Age (1-) Sig.
31-45 0.78111 0.966
Upto 30 years | 46-60 -3.1912 0.429
Above 60 years -6.33465 0.163
Fund related
46-60 -3.97231 0.19
31-45
Above 60 years -7.11576 0.08
46-60 Above 60 years -3.14345 0.767
31-45 0.39147 0.898
Upto 30 years | 46-60 -0.19784 0.992
Above 60 years -1.01909 0.756
Investor related
46-60 -0.5893 0.816
31-45
Above 60 years -1.41056 0.496
46-60 Above 60 years -0.82125 0.876
31-45 0.40943 0.951
Upto 30 years | 46-60 -2.28908 0.086
AMC/ Sponsor Above 60 years -1.6682 0.636
related 46-60 -2.698511 0.018
31-45
Above 60 years -2.07764 0.428
46-60 Above 60 years 0.62087 0.976

Source: Primary Data  *Significant at 0.05 level

The Post Hoc analysis reveals the details regartiagsignificance of means
difference between each pair of age group witheesp each component of factors
influencing purchase of mutual fund. The resultvehdhat in the case of AMC-
Sponsor related, the respondents in the age gribu@33 significantly differ with the

respondents in the age group 46 - 60.
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Table 4.68

Means - Factors Influencing Purchase of Mutual Fundvith regard to

Area of Residence

Area of Residence Fund related Investor related AMC/ Sponsor
related

Mean 73.0925 25.9422 32.0694

Panchayath Std. Deviation 17.95934 5.95986 8.02365
N 173 173 173

Mean 74.0497 26.4783 32.9255

Municipality Std. Deviation 13.99679 4.50567 6.61490
N 161 161 161

Mean 76.9130Q 27.855] 33.4638

Corporation Std. Deviation 13.73284 4.77914 6.61469
N 138 138 138

Mean 74.5360Q 26.6843 32.7691

Total Std. Deviation 15.54648 5.20859 7.17152
N 472 472 472

Source: Primary Data

The mean and standard deviation is highest in #se of corporation for all the three

factors
Ho :

There is no significant difference between @Al Residence and Factors

influencing purchase of mutual fund (Fund, InvesfviC-Sponsor)

Ha :

There is significant relationship between &ref Residence and Factors

influencing purchase of mutual fund (Fund, InvesfkviC-Sponsor)

Table 4.69

Oneway ANOVA - Factors Influencing Purchase of Mut@al Fund with regard to

Area of Residence

Influencing Factors SSc;jL:gr(()afs df S'\gizrr]e F Sig.

Between Groups 1178.30§ 2 589.154

Fund related | \yithin Groups 112659.07¢  469| 240211 2493 087
Total 113837.38¢ 471
Between Groups 291.267 2 145.633

Investor related | Within Groups 12486.697 469 26.624 5.470 004
Total 12777.964 471
Between Groups 155.236 2 77.618

g’}’;‘fé 2POMSO within Groups 24068.599 469 51319 1512 221
Total 24223.82¢ 471

Source: Primary Data

Significant at 0.05déev
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From the table (4.69) the p values were foundettebser than 0.05, for area of
residence in the case of factors influencing pwseha mutual fund Hvestor related
hence H is rejected stating that there is relationshipveen area of residence and
factors influencing purchase of mutual fund. Sitbe ANOVA is found to be
significant Tukey’s multiple comparison test wasdocted to identify which group of

investors have significant difference.

Table 4.70
Significance of Mean Difference in Fund Selectiona&ctors based on Area of

Residence - Post Hoc

Dependent (1) Area of (J) Area of Mean Difference Sj
Variable residence residence (1-J) 9
Municipality -0.9572| 0.839
Panchayath
Fund related Corporation -3.82056 0.079
Municipality Corporation -2.86335 0.25
Municipality -0.53606/ 0.61
Panchayath
Investor related Corporation -1.912887 0.004
Municipality Corporation -1.37681 0.057
Municipality -0.8561 0.52
Panchayath
AMC/ Sponsor Corporation -1.3944 0.204
related
Municipality Corporation -0.5388 0.794

Source: Primary Data

*Significant at 0.05 level.

The Post Hoc analysis reveals the details regarthagsignificance of means
difference between area of residence to each coempar factors influencing purchase
of mutual fund. The result shows that in the cabanwvestor related factors, the
respondents residing in the panchayath signifiganiffer with the respondents

residing in the corporation area.
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Table 4.71

Means - Factors Influencing Purchase of Mutual Funadvith regard to Zone

Investor AMC/ Sponsor
Zone Fund related related relat%d
Mean 72.6410 26.8034 32.1197
South Std. Deviation 15.6373( 4.80345 7.23159
N 117 117 117
Mean 76.3910 27.1654 33.0564
Central Std. Deviation 15.62428 4.97189 6.92389
N 266 266 266
Mean 71.4831 25.0899 32.7640
North Std. Deviation 14.54469 6.08769 7.82046
N 89 89 89
Mean 74.5360 26.6843 32.7691
Total Std. Deviation 15.54648 5.20859 7.17152
N 472 472 472

Source: Primary Data

With respect to factors influencing the purchasenatual fund with regard to

zone, the total mean score and the variabilityghést for fund related factors. When

comparing between different zones, the mean amdlatd deviation is the highest for

the central zone.

Ho :

fund (Fund, Investor, AMC-Sponsor)

Ha :

fund (Fund, Investor, AMC-Sponsor)

Table 4.72

There is zone wise difference in the dexinfluencing purchase of mutual

Oneway ANOVA - Factors Influencing Purchase of Mutal Fund

with regard to Zone

There is no zone wise difference in thetdis influencing purchase of mutual

Influencing Factors Ssc:lljrgr?efs df Sl\gizrr]e F Sig.

Between Groups 2164.902 2 1082.451

Fund related | Within Groups 111672.48¢ 469 238.108 4.546 011
Total 113837.38¢ 471
Between Groups 289.483 2 144,741

'rg‘l’;tztgr Within Groups 12488.481 469 26.628 5.436  .005
Total 12777.964 471
Between Groups 71.305 2 35.652,

g’}’;‘fé dSpO”SO' Within Groups 24152.524| 469 | 51.498 692| 501
Total 24223.828 | 471

Source: Primary Data Significant at 0.05 level.
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From the table (4.72) the p values were found tebger than 0.05, for Zone in
the case of factors influencing purchase of mufuatl — fund related and investor
related, hence s rejected stating that there is relationshipveen zone and factors
influencing purchase of mutual fund. Since the ANV found to be significant
Tukey’s multiple comparison tests were conductedi¢ntify which group of investors
have significant difference.

Table 4.73
Significance of Mean Difference in Fund Selectiona&ctors based on
Zone - Post Hoc

Dependent Mean Difference .
Variable (1) Zone (J) Zone (-J) Sig.

Central -3.74995 0.074

South
Fund related North 1.15788 0.855
Central North 4.907837 0.026
Central -0.36199 0.802

South
Investor related North 1.71353* 0.049
Central North 2.075537 0.003
AMC/ S South Central -0.93673 0.468
ponsor North 20.64439 0.799

related -

Central North 0.29235% 0.941

Source: Primary Data  *Significant at 0.05 level

The Post Hoc analysis reveals the details regarthagsignificance of means
difference between each pair of zone with respecteach component factors
influencing purchase of mutual fund. The resultvehohat in the case of fund related
factors respondents of central zone significantffes with northern zone and with
respect to investor related factors the respondentthe south zone and central
significantly differ with the respondents in thertiozone.

Table 4.74
Mean & SD — Occupation and Factors influencing theurchase of
Mutual Fund Investment

. Occupation Std. Std. Error

Influencing Factors Type N Mean Deviation Mean

Non salaried 252 749722 13.32983 .83970
Fund related

Salaried 220 74.0364 17.76762 1.19789

Non salaried 252 26.2937 5.00528 .31580
Investor related

Salaried 220 27.1319 5.40893 .36467
AMC/ Sponsor Non salaried 252 33.2738 6.16833 .38857
related Salaried 220  32.1909 8.14705 54907

Source: Primary Data
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The mean score and the variability are highedufud related factors in the case of
occupation. With regard to type of occupation aactdrs influencing the purchase of
mutual fund the variability is high among the saldiclass when compared to non salaried.

Ho: There is no occupation wise difference in thetors influencing purchase of
mutual fund (Fund, Investor, AMC- Sponsor).

Ha: There is occupation wise difference in thadexinfluencing purchase of mutual
fund (Fund, Investor, AMC- Sponsor).
Table 4.75

Z-Test -Occupation and Factors Influencing the Purchase of
Mutual Fund Investment

iuerora | oonmaion | | wean [ oo, [ ov [z [ e
FingolaegNSDsated | 262 TES] 1833 TS o5, osis
Investor related glglr;rsi:(ljaried 2255 22;312? ggi iggj -1.748 0.081
A goeneor [Nonlated |52 27 ST o5 oz

Source: Primary Data Significant at 0.05déev

From the table the p values were found to be grehen 0.05, hence Ho is
accepted stating that there is no significant deffiee between type of occupation and
factors influencing purchase of mutual funds.

Table 4.76

Means - Factors Influencing Purchase of Mutual Fundvith regard to
Annual Savings

Annual Savings Fund Investor AMC/ Sponsor
related related related
Mean 73.0615 26.4154 32.0385
Less than 50,000 Std. Deviation 18.51660Q 5.7043p 7.95862
N 130 130 130
Mean 75.4795 26.9474 32.8655
50,001 - 1,00,000 Std. Deviation 13.52398 4.39286 6.10685
N 171 171 171
Mean 72.4684 25.9367 32.5949
1,00,001 - 2,00,000 Std. Deviation 16.80952 6.1087p 8.06944
N 79 79 79
Mean 75.1613 26.6129 33.6774
2,00,001 - 3,00,000 Std. Deviation 13.08204 4.6092b 5.350381
N 31 31 31
Mean 77.3934 27.5246 33.8197
Above 3,00,000 Std. Deviation 12.94769 5.2332b 7.75566
N 61 61 61
Mean 74.5360 26.6844 32.7691
Total Std. Deviation 15.54648 5.2085P 7.17152
N 472 472 472

Source: Primary Data
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Among the factors influencing the purchase of miufuad, the respondents
having annual income above Rs. 3 lakh is havinghighest mean stating that higher
income investors are largely influenced by the dextinfluencing the purchase of
mutual funds.

Ho: There is no significant relationship betweamnual saving and factors
influencing purchase of mutual fund (Fund, InvesgviC- Sponsor).

Ha : There is significant relationship between aahsaving and factors influencing
purchase of mutual fund (Fund, Investor, AMC- Spons

Table 4.77
Oneway ANOVA - Factors Influencing Purchase of Mutal Fund with regard to

Annual Saving

. Sum of Mean .
Influencing Factors Squares df Square F Sig.
Between Groups 1282.780D 4 320.695
Fund .
related Within Groups 112554.608§ 46Y 241.016 1.331 | .258
Total 113837.388 471
Between Groups 108.61Y A 27.1%4
Investor L ] ]
related Within Groups 12669.34 467 27.129 1.001 | .407
Total 12777.964 471
Between Groups 166.286 A 41.571
AMC/
Sponsor Within Groups 24057.543 467 51.515 .807 | .521
related
Total 24223.828 471

Source: Primary Data Significant at 0.05 level.

From the table (4.77) the p values were found doglkeater than 0.05, for
annual saving in the case factors influencing pasehof mutual fund, hencehb
accepted stating that there is no significant i@hship between annual savings and

factors influencing purchase of mutual fund.
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4.3.5 Investors Perception towards Mutual Fund Invetment

The researcher tries to categorize the retailstores perception towards mutual
fund investments by identifying various percepfiaators and further analysis was done
based on demographic factors so as to unveil sotnengely valuable information to

support financial decision making of mutual funds.

4.3.5a Factor analysis - Investors perception towds mutual fund investment

KMO test revealed .843 of KMO sampling adequacyb(@a4.78) which is
greater than 0.6 and Barlett's Test of SpherictySBvalue is found significant,
(p<.000) which meant that data was appropriat&foi.

Table 4.78

Investor’s perception towards mutual fund investmen - KMO and Bartlett's Test

KMO and Bartlett's Test

Kaiser-Meyer-Olkin Measure of Sampling Adequacy. 438
Approx. Chi- 3118.990
o Square
Bartlett's Test of Sphericity
df 351
Sig. <0.001

Source: Primary Data

Those items having their communalities below 0.d @nonbach’s alpha below
0.6 were removed from the final questionnaire tasylin 22 statements for perceptual
factors of mutual fund investors. The screen tes$ wsed for selecting the accurate
number of factors. The data were analysed usingipal component analysis, with the
rotation method; vaimax with Kaisan normalizatidinen the 22 identified variables
were classified under four heads #&owledge & Awareness, Regulation &
Transparency, Convenience & Flexibility and RetdnAffordability based on the

factor loading.

The result of the final solution is exhibited wi#2 statements to identify the

various issues related to mutual fund investments.
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Table 4.79

Investor’s perception towards mutual fund investmen - Factor loadings after

Varimax Rotation

Variables

Statements

Factor Loading

F1

F2

F3

F4

Mutual funds provide the service of experienced and
skilled professionals in fund management

0.544

Mutual fund investment helps in diversification and
reduction of risk

0.556

Fund managers keep track of investments and chamge
market conditions

*%0.539

Knowledge

Systematic ways of investing (SIP, STP) are enostyou
useful in making a disciplined investment and agerthe
cost of investment

0.563

& Awareness

Mutual funds provide a shield against risk lossitta
direct investment in shares

0.623

Good structural requirements of mutual fund ensuee
investors protection

0.613

Mutual fund units involve investment risk includitige
possible loss of principal amount

0.624

Past performance of the scheme does not guararitge f
performance of scheme

0.643

Public sector mutual fund players are more setae t
private sector players

0.674

Loads and taxes reduces the investors returnstestrned
by the scheme

0.640

Mutual funds with large corpus perform better

0.668

Regulation &
Transparency

Investment in mutual funds by AMC's are based on
adequate research and after ensuring prudent jgroces

0.413

Disclosure norms prescribed by SEBI and AMEI are
significant factors in investor services

0.473

There is no credit rating for mutual funds, andréiting
given to the funds by rating agency has no legadtiy

0.467

Mutual fund is an ideal option for individual intess
who do not have the time, knowledge & expertisthan
stock market

0.441

Reputation of AMC, is the important quality | look
forward before investing in a fund

0.631

Convenience

Flexibility in investment pattern attracts me

0.683

& Flexibility

The private sector mutual funds have benefitted the
investors by providing them more options and better
services

0.543

Day to day disclosure of NAV by the funds is really
beneficial for me

0.488

SEBI and other controlling bodies are effective in
regulating the mutual fund market

0.624

Mutual fund have failed to provide adequate retarn
investments to me

0.701

Return &
Affordability

The mutual funds are quite wrongly promoted as an
alternative to equity investing and create venhhig
expectations in the minds of the investors

0.748

799

.669

734

.648

Source: Primary Data
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The Cronbach’st value for the different perception factors of istggs ranged
from 0.648 to 0.799 indicating that the scale waerhally consistent and reliable
After identifying the variables and classifying thimtements under each variable using
EFA, the appropriate regression model (SEM) wasl deethe analysis. Accordingly
CFA was performed. From the table (model fit 4.80}he fit were found to be within
the limit, indicating the suitability of CFA.

Table 4.80
Model Fit Indices for CFA

2 DF P Normed ¥ GFI AGFI NFI TLI CFI RMR | RMSEA

Recommended >0.08 <3 | >0.90 >0.90| >0.90 >0.90 >0.90 <1 | <0.5

Regression | 1.0131| .314| 1.000 .999| .989| .996| 1.00| 1.00| .074 .005

Source: Primary Data

Using AMOS-18 graphics an input model was develop€de rectangle
represents observed variables- Knowledge & AwaenRsgulation & Transparency,
Convenience & Flexibility and Return and Affordatyyl oval drawn in the diagram
represents unobserved variable- Perception of rhdtuad investors. The curved
double headed arrows represent correlations oradaswes among the unobserved
variables and the straight headed arrow repredbntsegression coefficients of the
observed variables. The small circles with arrowifing from the circles to the
observed variables represent errors unique factangh are also known as squared
multiple correlation of the standard error. Theuealabove each rectangular box

represents the R-Squared value of the observeablesi
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Fig: 4.3

The Regression Coefficients showing Perception afivestors

30

Knowledge &
Awareness a

5

Regulation & ‘/.
Transparency @

65

Conveniience &

Flexibility

m

Retum &
Affordability m

Source: Primary Data

The regression coefficient obtained in the CFA gsialis given in the following table.

Table 4.81

The Regression Coefficients showing Perception afivestors

Dependent Variable Independent Variable Egg;ﬁiiselgp
Knowledge& Awareness 547
Regulation & Transparency .592
Perception
Convenience & Flexibility .809
Return & Affordability 11

With respect to perception of investors towards ualtfund investment,
convenience and flexibility is the most importaattbr that investor perceive with
regression weight 0.809 followed by regulation arahsparency, knowledge and
awareness and return and affordability with regoesweights 0.592, 0.547 and 0.111

respectively. The regression equation for perceptiomutual fund investors
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= 0.809 Convenience and Flexibility + 0.592 Regiafaand Transparency +
0.547 Knowledge and Awareness + 0.111 Return aforddbility

From the above equation one can conclude thateofdtr perceptual factors,

convenience and flexibilityesults in the increase of mutual fund investmdényt.81

units provided the other three variables remainsstamt. i.e. One unit increase in

convenience and flexibilitsesults in increase of mutual fund investment® 81 units

provided the other three variables remains constm R value indicates that this

change occurs in 65% cases.

4.3.5b Demographic Variables and Perception of Mutal Fund Investors:

Table 4.82
Means — Perception of Mutual Fund Investors with rgard to Gender
Perceptual Factors Gender N Mean De;/c"it:t'ion Stﬂ/.lelirr]or
Knowledge & Male 347 | 28.6282 5.44256 29217
Awareness Female 125 27.928( 5.04623 53185
Regulation & Male 347 | 19.4467 3.99630 21443
Transparency Female 125 19.512( 3.80495 34083
Convenience & Male 347 | 21.9539 4.04572 21719
Flexibility Female 125|  21.208( 4.98918 44605
Return & Male 347 5.2882 1.64227 .0881l6
Affordability Female 125 5.352( 1.78360 115954

Source: Primary Data

Among the gender, with regard to the perceptuatofae knowledge and

awareness is high among the males followed by coamee and flexibility. The

variability is high among the female class exceptthe perceptual factor regulation &

transparency.
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Table 4.83

Z test — Perception of Mutual Fund Investors with egard to Gender

Ple:rceptual Gender N Mean S.td'. Z P value
actors Deviation

Knowledge & Male 347 28.6282 5.44256 1.203 .230
Awareness Female 125 | 27.928( 5.94623

Regulation & Male 347 19.4467 3.99630 -.159 .874
Transparency Female 125 | 19.512( 3.80495

Convenience& Male 347 | 21.9539 4.04572  1.657 098
Flexibility Female 125 | 21.208( 4.98918

Return & Male 347 5.2882 1.64227  -.364 716
Affordability Female 125 5.352( 1.78369

Source: Primary Data Significant at 0.05déev
From the table (4.83) the p values were found tgreater than 0.05, for gender

and hence Klis accepted stating that there is no significat#tionship between gender

and perceptual factors towards mutual fund investme

Table 4.84
Means — Perception of Mutual Fund Investors with rgard to Age
Age Knovc\giledge Regulation & | Convenience Return &
9 A Transparency | & Flexibility Affordability
wareness
Mean 27.2041 19.5646 21.2925 5.2109
Upto 30 Std. 6.59071 4.11490 4.73866 1.62275
years Deviation
N 147 147 147 147
Mean 28.9187 19.1483 21.9809 5.3493
31-45 S.td'. 5.00270 3.52628 4.17981 1.52148
Deviation
N 209 209 209 209
Mean 28.8588 19.4706 21.5412 5.4706
46-60 S.td'. 5.12034 4.81710 4.12759 2.22319
Deviation
N 85 85 85 85
Mean 29.9677 21.0968 23.0323 5.0000
Above 60 Std. 4.35495 263761 3.46875 1.15470
years Deviation
N 31 31 31 31
Mean 28.4428 19.4640 21.7564 5.30b1
Total Std. 5.58251 3.94263 4.32270 1.67919
Deviation
N 472 472 472 472

Source: Primary Data
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With regard to age, the overall mean is highestkfoswledge and awareness
followed by convenience and flexibility. Higher trege, higher is the perception

regarding mutual fund investors.

Ho: There is no significant difference in percepté@ttors with respect to different
age groups.
Ha: There is significant difference in perceptiactors with respect to different age
groups.
Table 4.85
Oneway ANOVA - Perception of Mutual Fund Investorswith regard to Age
Sum of Mean ,
Perceptual Factors Squares df Square F Sig.
Between Groups 359.68Y 3 119.896
Knowledge & " \yihin Groups 14318.768 468 30.5963.919| .009
Awareness
Total 14678.456 471
Between Groups 104.964 3 34.988
Regulation & =" \yithin Groups 7216.424 468 15.4202.269| .080
Transparency
Total 7321.388 471
Between Groups 96.562 3 32.187
Convenience & [ \vithin Groups 8704.419 468 18.5991.731| .160
Flexibility
Total 8800.981 471
Between Groups 6.926 3 2.309
Return & L
Affordability Within Groups 1321.141 468 2.823 .818| .484
Total 1328.068 471

Source: Primary Data Significant at 0.05 leve

From the table the p values were found to be labser 0.05 for age in the case
of perceptual factors of mutual fund investors,deeh} is rejected stating that there is
relationship among age and perceptual factors watuah fund investors. Since the
ANOVA is found to be significant, Tukeys multipleoroparison test was done to
identify which group of investors have significalifference.
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Table 4.86

Significance of Mean Difference in Perception Facts based on Age - Post Hoc

Dependent

Mean Difference

Variable () Age () Age (I-) Sig.

31-45 -1.71458% 0.022

Upto 30 years 46-60 -1.65474 0.126

Knowledge & Above 60 years -2.76366 0.057
Awareness 3145 46-60 0.05984 1
Above 60 years -1.04908 0.758

46-60 Above 60 years -1.10892 0.775

31-45 0.4163 0.758

Upto 30 years 46-60 0.09404 0.998

Regulation & Above 60 years -1.53215 0.199
Transparency 31-45 46-60 -0.32226 0.92
Above 60 years -1.94845 0.05

46-60 Above 60 years -1.62619 0.199

31-45 -0.68834 0.449

Upto 30 years 46-60 -0.24866 0.975

Convenience& Above 60 years -1.73974 0.174
Flexibility 31.45 46-60 0.43968 0.858
Above 60 years -1.0514 0.585

46-60 Above 60 years -1.49108 0.353

31-45 -0.1384 0.87

Upto 30 years 46-60 -0.2597 0.668

Return & Above 60 years 0.21088 0.921
Affordability 31-45 46-60 -0.12131 0.943
Above 60 years 0.34928 0.702

46-60 Above 60 years 0.470%9 0.541

Source: Primary Data *Significant at 0.05 level.

The Post Hoc Analysis reveals the details regarttiegsignificance of means
difference between each pair of age group withaetsfp perceptual factors of mutual
fund investors. The result shows that in the cdsknowledge and awareness, the
respondents in the age group up to 30 years signiily differ with the respondents in
the age group 31- 45.
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Table 4.87

Means - Perception of Mutual Fund Investors with rgard to Area of Residence

. Knowledge & |Regulation & | Convenience| Return &
Area of Residence Awareness ([Transparency & Flexibility | Affordability
Mean 27.8786 19.4277 21.4913 5.1618
Panchayath Std'. . 5.55441 4.11912 4.65135 1.73451
Deviation
N 173 173 173 173
Mean 28.614¢ 19.6894 22.3354 5.5093
Municipality g?\}iation 5.27975 2.89663 3.45497 1.43665
N 161 161 161 161
Mean 28.9493 19.2464 21.4130 5.2464
Corporation gf\}iation 5.92942 4.71496 4.74723 1.85146
N 138 138 138 138
Mean 28.4424 19.4640 21.7564 5.3051
Total gtd-. . 558251  3.94263  4.32270  1.67919
eviation
N 472 472 472 472

Source: Primary Data

Among the perceptual factors, with regard to afe@sidence, the overall mean
value and standard deviation is highest for knogde& awareness followed by

convenience & flexibility.

Ho: There is no significant difference among aeeal perceptual factors towards
mutual fund investment.

Ha: There is significant difference among aread aperceptual factors towards
mutual fund investment.
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Table 4.88
Oneway ANOVA - Perception of Mutual Fund Investorswith regard to

Area of Residence

Perceptual Factors Sum of df Mean F Sig.
Squares Square

Knowledge & Between Groups 95.235 P 47.618

AWAreness Within Groups 14583.220 469  31.094 1.531 217
Total 14678.456| 471

Reaulation & Between Groups 14.946 P 7.413

Tragnsparency Within Groups 7306442 469 15579 480 | .619
Total 7321.388| 471

Convenience& Between Groups 82.399 P 41.200

Flexibility Within Groups 8718583 469 18590 2.216 | 110
Total 8800.981| 471

Return & Between Groups 10.740 P 5.370

Afiour'g;bi“ty Within Groups 1317.327 469 2809 1.912 | .149
Total 1328.068| 471

Source: Primary Data  Significant at 0.05 level

From the table (4.88) the p values were foundetgieater than 0.05, for area
of residence with respect to perceptual factorsnafual fund investors, hencey lib
accepted, stating that there is no significantatr@hship among area of residence and

perceptual factors.

Table 4.89
Means - Perception of Mutual Fund Investors with rgard to Zone
Zone Knowledge | Regulation & |Convenience&| Return&
& Awareness | Transparency | Flexibility Affordability

Mean 29.0256 19.5043 22.1197 5.0427
South  |Std. Deviation 5.62240 3.84309 4.68152 1.77333

N 117 117 117 117

Mean 28.4812 19.4060 21.9211 5.3534
Central |Std. Deviation 5.88776 4.22577 4.29978 1.70768

N 266 266 266 266

Mean 27.5618 19.5843 20.7865 5.5056
North Std. Deviation 4.41576 3.15079 3.77333 1.42321

N 89 89 89 89

Mean 28.4428 19.4640 21.7564 5.3051
Total Std. Deviation 5.58251 3.94263 4.3227(0 1.67919

N 472 472 472 472

Source: Primary Data
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Among the perceptual factors of mutual fund investeith respect to zone, the

mean score of perceptual factors is highest fotrspone except return & affordability.

Ho : There is no significant difference among eamd perceptual factors towards
mutual fund investment.

Ha: There is significant difference among zomal gerceptual factors towards
mutual fund investment.

Table 4.90

Oneway ANOVA - Perception of Mutual Fund Investorswith regard to Zone

Perceptual Factors Sum of df Mean F Sig.
Squares Square
Between Groups 109.216 2 54.608
Knowledge & | \yinin Groups 14569230 469| 31.064| 1.758| .174
Awareness
Total 14678.456 471
Between Groups 2.371 2 1.186
Regulation & | \yunin Groups 7319.016 469| 15.606| .076| .927
Transparency
Total 7321.38§ 471
Between Groups 106.370 2 53.185
Convenience | \yunin Groups 8694.611 469| 18539 2.869| .058
& Flexibility
Total 8800.981 471
Between Groups 12.252 2 6.126
Return & I L
Affordability Within Groups 1315.815 469 2.806| 2.184 114
Total 1328.068 471

Source: Primary Data  Significant at 0.05 level

From the table (4.90) the p values were found tgreater than 0.05, for zone
with respect to perceptual factors of mutual fumeestors, hence Hs accepted stating

that there is no significant relationship betweenezand perceptual factors.
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Table 4.91

Means - Perception of Mutual Fund Investors with rgard to Occupation

Perceptual Occupation N Mean S_td._ Std. Error
Factors Type Deviation Mean
Knowledge & Non salaried 252 28.4921 494712 31164
Awareness Salaried 220 28.3864 6.24250 42087
Regulation & Non salaried 252 19.6111 3.75966 .23684
Transparency Salaried 220 19.2955% 4.14453 27942
Convenience& Non salaried 252 21.9048 3.95881 .24938
Flexibility Salaried 220 21.5864 4.70897 31745
Return & Non salaried 252 5.3571 1.68170 .105p4
Affordability Salaried 220 5.2455 1.67815 11314

Source: Primary Data

Among occupation, the mean value of perceptualofacis highest for non

salaried class of investors. The variation is #&sst for non salaried class except for

the perceptual factor return & affordability.

Ho: There is no significant difference among g@ation and perceptual factors
towards mutual fund investment.
Ha: There is significant difference among occugatnd perceptual factors towards
mutual fund investment.
Table 4.92
Z-Test Perception of Mutual Fund Investors with regard toOccupation
Perceptual Occupation N Mean S_td._ cv 7 P
Factors Type Deviation value
Non salaried 252 28.49 4.95| 17.36
Knowledge & _ 0.205| 0.838
Awareness Salaried 220 28.39 6.24| 21.99
i Non salaried 252 19.61 3.76| 19.17
Regulation & : 0.867| 0.386
Transparency Salaried 220 19.30 4.14| 21.48
i Non salaried 252 21.90 3.96| 18.07
Convenience& : 0.798| 0.425
Flexibility Salaried 220 21.59 4.71| 21.81
Non salaried 252 5.36 1.68| 31.39
Rgt“g‘ g‘.l. : 0.720| 0.472
Affordability Salaried 220 5.25 1.68| 31.99

Source: Primary Data

Significant at 0.05 level

From the table (4.92) the p values were found togleater than 0.05, for
occupation with respect to perceptual factors otualufund investors, hencegHs

accepted stating that there is no relationship éetwoccupation and perceptual factors.
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Table 4.93

Means - Perception of Mutual Fund Investors with rgard to Annual Saving

Knowledge | Regulation | Convenience Return
Annual Saving & & & &
Awareness | Transparency| Flexibility Affordability
Mean 27.1462 18.5846 20.9154 5.3308
Less than
50,000 Std. Deviation 6.23706 4.59151 4.86728 1.81462
N 130 130 130 130
Mean 28.4444 20.1170Q 21.6608 5.2573
50,001 - —
1,00,000 Std. Deviation 4.98481 3.48919 3.98551 1.43215
N 171 171 171 171
Mean 28.2278 19.2532 22.4810 5.0759
1,00,001 - L N d
200,000 Std. Deviation 5.93544 3.2795 3.84928 1.78865
N 79 79 79 79
Mean 30.064b5 19.96771 23.2258 5.4194
2,00,001 - .
3.00.000 Std. Deviation 4.65428 3.30135 3.33376 1.36074
N 31 31 31 31
Mean 30.655V 19.5246 22.1311 5.6230
é,%%\,lgoo Std. Deviation 4.89178 4.43699 4.73454 199302
N 61 61 61 61
Mean 28.4428 19.464( 21.7564 5.305]
Total Std. Deviation 5.58251 3.94263 4.3227( 1.67919
N 472 472 472 472

Source: Primary Data

The mean value for the perceptual factors is higlies investors having higher

savings.

Ho : There is no significant difference among w@ansaving and perceptual factors
towards mutual fund investment.

Ha: There is significant difference among annsaling and perceptual factors
towards mutual fund investment.
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Table 4.94
Oneway ANOVA - Perception of Mutual Fund Investorswith regard to

Annual Saving

Perceptual Factors SS um of df Mean F Sig.
quares Square
Between Groups 602.470 4 150.618
Knowledge & .
Awareness | Within Groups 14075.985 467 30.141] 499 .001
Total 14678.456 471
Between Groups 185.040 4 46.260
.'?eg”'a“on &1 \within Groups 7136.348  467| 15.281| 3.027  .017
ransparency
Total 7321.388 471
Between Groups 210.493 4 52.623
Convenience, \yunin Groups 8590.488 467| 18.395| 2.861  .023
& Flexibility
Total 8800.981 471
Between Groups 11.192 4 2.798
Return & L X
Affordability Within Groups 1316.876 467 2.820 .992 411
Total 1328.068 471

Source: Primary Data  Significant at 0.05 level

From the table the p values were found to be tabs@ 0.05, for annual saving
in the case of perceptual factors of mutual funekstors and hence Ho is rejected
stating that there is relationship between annaaing and perceptual factors of
mutual fund investors. Since the ANOVA is foundhi® significant Tukeys multiple
comparison tests was conducted to identify whiabugrof investors have significant

difference.
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Table 4.95

Significance of Mean Difference in Perception Facts based on Annual Saving -

Post Hoc
Dependent . . Mean Difference .
Variable () Annual Saving (J) Annual Saving (1-J) Sig.
50,001 - 1,00,000 71.29829 0.252
1.00,001 - 2,00,000 1.08169 0.64
Less than 50,000 5555613 00,000 22.91836 0.062
Above 3,00,000 350958 0
Knowledge & 1,00,001 - 2,00,000 0.2166 0.998
Awareness 50,001 - 1,00,000 | 2,00,001 - 3,00,000 71.62007 0.555
Above 3,00,000 221120 0.055
2.00,001 - 3,00,000 11.83667 0512
1,00,001 - 2,00,000—3 5 273.00,000 2.42780 0.073
2.00,001 - 3,00,000 Above 3,00,000 20.591220.988
50,001 - 1,00,000 1.53234* 0.007
1.00,001 - 2,00,000 20.66855 0.752
Less than 50,000 =5"55"561 3 00,000 11.38313 0.392
Above 3,00,000 20.93997 0531
Regulation & 1.00,001 - 2,00,000 0.86379 0.483
Transparency | 50,001 - 1,00,000 | 2,00,001 - 3,00,000 014922 1
Above 3,00,000 0.59237 0.848
2.00,001 - 3,00,000 20.71488 091
1,00,001 - 2,00,000—,) (e 3,00,000 -0.27148 0.994
2.00,001 - 3,00,000 Above 3,00,000 0.44315.986
50,001 - 1,00,000 20.74543 0.567
1,00,001 - 2,00,000 156563 0.08
Less than 50,000 =5"55"561 -3 00,000 -2.31042 0.056
Above 3,00,000 1.2157p 0.359
Convenience& 1,00,001 - 2,00,000 -0.82019 0.624
Flexibility 50,001 - 1,00,000 | 2,00,001 - 3,00,000 1156499 0.335
Above 3,00,000 20.47033 0.948
2.00,001 - 3,00,000 20.74479 0.925
1,00,001 - 2,00,000-4 ) e 3.00.000 0.34987 0.989
2.00,001 - 3,00,000 Above 3,00,000 1.094600.776
50,001 - 1,00,000 0.07346 0.996
1.00,001 - 2,00,000 0.25482 0.825
Less than 50,000 =5"55"5651 3 00.000 20.08859 0.999
Above 3,00,000 20.2921B 0.795
Return & 1.00,001 - 2,00,000 0.18136 0.932
Affordability | 50,001 - 1,00,000 | 2,00,001 - 3,00,000 20.16204 0.988
Above 3,00,000 20.3656/ 0.589
2.00,001 - 3,00,000 20.34341 0.871
1,00,001 - 2,00,000—4 ) "o 3,00,000 -0.547 0.313
2.00,001 - 3,00,000 Above 3,00,000 20.20360.982

Source: Primary Data  *Significant at 0.05 level

The Post Hoc analysis reveals the details regarthiegsignificance of means
difference between annual saving with respect toeptual factors of investors. The result

shows that in the case of knowledge and awarethesggspondents in the saving group of
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less than Rs. 50000 significantly differ above Réakhs and in the case of regulation &
transparency, the respondents in the saving grolgs®than Rs. 50000 significantly differ
with the respondents in the saving group of R0; 1, 00,000.

4.3.6 Risk tolerance and Satisfaction level of thélutual Fund Retail

Investors

One of the pillars concepts for investments andstt@t making is the concept of
risk. In the traditional theories risk is deterndnesing both the deviations from the
average return and the probability of those demieti An investor attitude toward risk
could be characterized as risk-aversion, risk seglar risk neutrality. Generally
mutual fund investors assume to bear some risk.stuy has divided the respondents
risk tolerance based on high, moderate and lekstalsrance. Their risk attitude is
mostly influenced by demographic factors. Chi- squtest was used to find the
association between risk tolerance and demogrdpbiors and one way ANOVA was
calculated to find out whether there is any sigaifice difference among the risk

tolerance level of mutual fund investors and tkatisfaction level.

4.3.6a Chi-Square — Demographic to Risk Tolerancedvel
The respondents were asked to mark their riskaota level on a five point
scale and the score were tabulated based on thiteons viz; high, moderate and low
risk tolerance. They were classified into high riskerance group if the score were
five and four, three for moderate risk tolerancd amo and one scores were classified
under less risk tolerance investors.
Table 4.96

No. of Respondents to Risk Tolerance Level

Risk Tolerance Frequency Per cent P\(/a?clzignt Clggfgiﬂ\t/e
High risk tolerance 100 21.19 21.19 21.19
Moderate risk tolerance 208 44.07 44.07 65.26
Less risk tolerance 164 34.74 34.74 100.0
Total 472 100.0 100.0

Source: Primary Data

Of the total respondents 21.19 % of mutual fundegtors have high risk
toleranceand 44.07% had moderate risk tolerance.
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Table 4.97

Chi-Square — Demographic to Risk Tolerance Level

Demographic Variable Chi-Square df p value Conclusin
Gender 0.121 2 0.941 Non-Significant
Age 12.734 6 0.047 Significant
Educational Qualification 3.9 4 0.42 Non-Significant
Area of Residence 2.62 4 0.623 Non-Significant
Zone 5.529 4 0.237 Non-Significant
Occupation 0.924 2 0.63 Non-Significant
Annual Income 9.046 6 0.171 Non-Significant
Annual Saving 8.154 8 0.419 Non-Significant

Source: Primary Data Significant at 0.05 level

Ho: There is no association between demographidabkes (gender, age, and
educational qualification, area of residence, zooegupation, annual income,
and annual savings) to risk tolerance level.

Ha: There is association between demographic \des (gender, age, educational
qualification, area of residence, zone, occupatiannual income, and annual
savings) to risk tolerance level.

The Pearson chi square test was used to testghiéicance of the hypothesis.
Among the various demographic variables, only ie tase of age, the significance
value was less than .05. Hence the null hypothesisjected in the case of age and
concluded that, there is only association betwéendemographic variables namely
age, and risk tolerance level.

4.3.6 b Satisfaction level of Mutual Fund Investors

The respondents were asked to mark their levebht$faction on a five point
scale and the score were tabulated based on thtegons viz; satisfied, moderately
satisfied and dissatisfied. They were classificth isatisfied group if the score were
five and four, three for moderately satisfied ana tand one scores were classified

under dissatisfied investors.

210



Table 4.98

Satisfaction Level

Satisfaction Level Frequency Per cent
Dissatisfied 40 8.5
Moderately Satisfied 386 81.8
Satisfied 46 9.7
Total 472 100

Source: Primary Data

Of the total respondents, 82% were moderatelyfsatisvith mutual fund as an

investment avenue.

Satisfaction Level based on Demographics

The study also intents to examine the satisfadtioel of respondents with respect

to various demographic factors of mutual fund inves

Ho: There is no associationbetween demographic variables (gender,age,
educational qualification, area of residence, zoaegupation, annual income,

and annual savings) to level of satisfaction.

Ha: There is associatiobetween demographic variables (gender, age, edutati
gualification, area of residence, zone, occupatiannual income, and annual

savings) to level of satisfaction

Table 4.99
Chi-Square of Satisfaction based on Demographics

Demographic Variable Chi-Square df p value Conclusin
Gender 1.427 2 0.49| Non-Significant
Age 14.623 4 0.006/| Significant
Educational Qualification 4.33 2 0.115| Non-Significant
Area of Residence 2.182 4 0.702| Non-Significant
Zone 12.524 4 0.014 Significant
Occupation 5.721 2 0.057| Non-Significant
Annual Income 7.167 4 0.127| Non-Significant
Annual Saving 4.356 6 0.629| Non-Significant

Source: Primary Data Significant at 0.05 level

The Pearson chi square test was used to testghi#icance of the hypothesis.
The significance values in the case of demographi@mbles namely age and zone are

less than .05. Hence the null hypothesis is rejeici¢he case of age and zone. It can be
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concluded that, there is association between theodeaphic variables namely age, and
zone to level of satisfaction.

From the table (model fit 100) all the fit were fmlito be within the limit,
indicating the suitability of CFA.

Table 4.100
Model Fit Indices for CFA
Normed
2 DF| P GFI | AGFI | NFI TLI CFl | RMR |RMSEA
4 22
Recommended >0.05| <3 |>0.90|>0.90|>0.90| >0.90| >0.90| <1 <0.5

16.919 16| .391| 1.057|0.988 0.974 0.973/ 0.9970.998, 0.080 0.013

Source: Primary Data

Fig: 4.4

The Regression Coefficients showing Satisfaction
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Source: Primary Data
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The regression coefficient obtained in the CFA wsialalong with the ranking

of satisfactory variables is given in the followitaple.

Table 4.101
The Regression Coefficients showing Factors in Sataction Level
Dependent Independent Regression Rank
Variable Variable Coefficient
Return 0.702 2
Liquidity 0.671 3
Safety 0.365 6
Safisfaction Marketability 0.733 1
Reliability 0.303 7
Growth 0.581 5
Information availability 0.29¢6 8
Fees and load structure 0.635 4

Source: Primary Data

From the table (4.101) return with a regressiorffment the most important
satisfying factor that an investor look forward rmearketability (.733) followed by
return(.702) and liquidity (.671). It is worth maating that, safety and reliability were

the least ranked factors.

4.3.6¢ Risk Tolerance and Satisfaction level
Table 4.102
Means — Level of Satisfaction with regard to Risk ©lerance of

Mutual Fund Investors

Risk Tolerance Mean Std. Deviation N
High risk tolerance 25.6852 6.62147 108
Moderate risk 27.6862 4.55066 188
tolerance

Less risk tolerance 26.7727 6.68769 176
Total 26.8877 5.94901 472

Source: Primary Data

The mean value is the highest for the moderatetakance category which
means that their level of satisfaction is higheewlsompared to other categories.
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Ho: There is no significant difference among krislerance level of mutual fund
investors and their satisfaction level.

Ha: There is significant difference among risk toteza level of mutual fund
investors and their satisfaction level.
Table 4.103
Oneway ANOVA —Level of Satisfaction of Mutual Fundinvestors with

regard to Risk Tolerance

Sum of Mean ,
Squares f Square F Sig.
Between Groups 278.359 2 139.180 3.982 .019
Within Groups 16390.689 469 34.948
Total 16669.049 471

Source: Primary Data

From the table (4.103) the p values were foundedelsser than 0.05, for risk
tolerance in the case of level of satisfaction eftumal fund investors and hence Ho is
rejected stating that there is relationship betwsntolerance and satisfaction level of
mutual fund investors. Since the ANOVA is foundbi® significant, Tukeys multiple
comparison test was conducted to identify whichugroof risk investors have

significant difference.

Table 104
Significance of Mean Difference in Level of Satisfaion based on

Risk Tolerance - Post Hoc

Mean 95% Confidence
) R) Difference | S | sig. Interval
(-) Error Lower Upper
Bound Bound
Moderate risk
L -2.00099 | .71378| .005| -3.4036 -.5984
High risk tolerance
tolerance i
Less risk -1.08754) 72261| .133| -2.5075|  .3324
tolerance
Moderate risk | Less risk 91344 62005 .141| -3050| 2.1319
tolerance tolerance
Source: Primary Data Significant at @5 level

The Post Hoc analysis reveals the significance edms difference between risk

tolerances with respect to satisfaction level oestors. The result shows that in the
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case of satisfaction level, the respondents inhtgk risk category significantly differ

from the respondents of moderate risk category.

4.3.7 Mediation Analysis

From the literature review it was evident that, geFceptual factors influence
the satisfaction level of mutual fund investors dhney are positively related. (Tapan
and Tripathy (2002), Sanjay Das (2012), Vennila &lahdhagopal R (2012), Rajesh
Kumar and Arora R.S. (2013)).

The analysis was done to understand the relatitwele® perceived factors and
satisfaction level and its impact on two importaatiables under study viz; issues in
mutual fund investment and factors influencing thechase of mutual fund. The
reason for this mediation analysis is the assumpghat enhancing a better perception
about mutual fund will in turn, lead to more saigtfon and there by more and more
retail investors will be attracted towards mutuatd as an investment optiofigure
(4.5 & 4.6) shows the simplified model of analysignsidered for this studyn
addition, the researcher further tested the presendiel using Sobel test (Sobel, 1982).
The purpose of this test is to verify whether a iaed carries the influence of an
independent variable (Perception) to a dependarghta (Satisfaction).

4.3.7a Mediation — Core Issues in Mutual Fund Invément

Table 4.105
The Regression Coefficients and p value for mediatn effect on Core Issues in

MF investment

CusRet-E_onaIty- Value Se ¢ D
Ecommitment
a=bmx .3337 .0529 6.3117 <0.001
b=bym.x -.1102 .0185 -5.9510 <0.001
c=byx .2354 .0220 10.7096 <0.001
c'=byx.m 2721 .0221 12.3160 <0.001
Indirect effect -.0368 .0085 -4.3014 <0.001
Sobel test -4.331 <0.001

Source: Primary Data

215



Fig: 4.5

Mediation Effect on Core Issues in MF Investment
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Source: Primary Data

Issues related to mutual fund investment, incredlsesrelationship between
Perception and Satisfaction. Issues positively atedithe relationship between
Perception and Satisfaction which was further cordd by the Sobel test was found to
be significant (t = - 4.331 p = <0.001). Sobel testified that the mediator ie; issues
related to mutual fund investment carries the grilce of the independent variable

(Perception) to the dependant variable (Satisfagtio
4.3.7b Mediation - Factors Influencing Purchase d¥iF

Table 4.106
The Regression Coefficients and p value for median effect of factors influencing

purchase of mutual fund

CusRet-E_onaIty- Value Se t D
Ecommitment
a=bmx 1.1566 .0892 12.9733 <0.001
b=bym.x -.0104 .0114 -.9142 0.361
c=byx .2354 .0220 10.7096 <0.001
c'=byx.m 2474 .0256 9.6577 <0.001
Indirect effect -.0120 .0132 -.9093 .363
Sobel test -0.910 .363

Source: Primary Data
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Fig: 4.6

Mediation Effect of Factors Influencing Purchase bMutual Fund

0.2354
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Influencing
Factor
7
%,
0.2474
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Source: Primary Data

Factors influencing the purchase of mutual fundraase the relationship
between Perception and Satisfaction and it po$jtiveediates the relationship between
Perception and Satisfaction. The Sobel test wasoomid to be significant (t=-0.910
p=0.363) .So it is concluded that the mediatiore@ffobserved is only a sample
character or in other word, factors influencing fhurchase of mutual fund does not
mediate the relationship between Perception andf&etion.
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Chapter 5
CONCLUSION

The mutual fund industry has emerged as an impiofiteancial intermediary in
channelising the savings of individuals into inveshts in capital market. The present
dynamic financial environment has led to a paradginit in investment avenues of
retail investors. The success of an investmentviactilargely depends on the
knowledge and ability of investors to invest in tight amount, in the right type of
investment, at the right time. Though, Indian mutuad industry has been growing
exceptionally well on the back of country’s boomiegonomy, mutual funds need to
create more lucrative solutions to suit investexpectations. Investors need to identify
those attributes or characteristics of mutual futits are important while making
investment decisions.

Mutual Funds are looked upon by individual investas a financial intermediary
who process information, identify investment oppoities, formulate investment
strategies, invest funds and monitor progress wat ¢ost. Individual investors are
generally constrained by inadequate knowledge,availability of information, lack of
investment skill, etc that affect the investmertivitees. The expectations of investors
play a vital role in investments and are influendgdthe behavioural factors. The
factors that influence the investment process vetuelied to offer some extremely
valuable suggestions to the stake holder, inomesupport financial decision making

of mutual funds.

5.1 Summary of Chapters

Chapter 1: Introductionenumerates the basic mechanics of research. ltilbesche
background of the research, significance of thdysand statement of the problem. The
chapter also enumerates the objectives of the stugyotheses, methodology applied

for the study, reference period of the study ardithitations.

Chapter 2: Literature Reviewives a brietlescription ofrevious studies related to the
study. The review of literature was detalied urelaren heads based on the variables of

the study.

Chapter 3: Conceptual frame workrovides the theoretical background of the study.

The first part discuss about the growth, perforneannod prospects of mutual fund
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industry in India since its inception and the set@art deals with the savings and

investment trends in India since 2000 to 2013.

Chapter 4:Mutual Fund as an Investment Optiomleals with the detailed analysis of
the data collected from the retail investors. Tdhapter includes the the demographic
profile of sample respondents. The behaviouralofactiz; preference of mutual fund
investors, source of information and communicatimade, issues related to mutual
fund investment, factors that influence the invesimin mutual fund, investors
perception towards mutual fund, risk tolerance satisfaction level of the mutual fund

investors and mediation analysis were done baseleonbjectives of the study.

Chapter 5: Conclusiorchapter includes findings of the study , suggestamd scope
for future studies.

5.2 Findings of the Study
The findings of the study was classified under heads (i) based on the
secondary data (ii) based on the analysis of ddteated from the mutual fund retail

investors ie; on primary data .

Based on the Secondary Data:
Penetration and Mobilisation of Mutual Funds

* The Indian mutual fund industry has evolved intbigh growth and competitive
market on account of favourable economic and deapiyc factors. Since the
inception of mutual funds in 1964 there were omjRI25crore AUM but it has
grown to INR 7,01,443 crore at the end of the fis@ar March 2013 with 1294

mutual fund schemes and 44 fund houses.

* In relation to the GDP of India, the total AUM htalen from 11.7 percentage
during the financial year end 2008 to 6.6 perceming) the year 2012.

* The mutual fund industry has registered a CAGR &%olfrom 2009-2013, but a
large population of the country is still unbankediva very low level of financial
inclusion.

* The business of Indian mutual funds industry igety confined within the Tier 1

cities; however, the industry is focussed on degvelp the penetration ratio and

increasing its presence in other cities. Currenthge top five cities of India
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contribute to 74% of the entire pie, with the renvag 26% distributed among other
cities.

The assets under management of mutual funds irextelg 47.13 per cent to
Rs.6,13,979 crore at the end of March 2010. Fron#,R8,300 crore over the
previous year, the AUM further decreased by 0.8¢mrto Rs.5,87,216 crore at the
end of March 2012 from Rs.5,92,250 crore at the @nilarch 2011. The AUM
increased by 19.5 percent to Rs. 7,01,443 crotieea¢nd of March 2013 from Rs.
5,87,217crore a year ago.

There were 1,294 mutual fund schemes of which, 8&i® income/debt oriented
schemes, 347 were growth/equity oriented schen@82nvere balanced schemes.
In addition, there were 37 Exchange Traded Funtdsshich 14 were Gold ETFs
and 23 other ETFs. Also, there were 21 schemestipgras Fund of Funds which

invested in overseas securities as on March , 2013.

A sectoral breakup of the private sector and pu#ctor mutual funds indicates the
domination of private sector mutual funds in tewhshare in total folios and total

net assets. While the private sector mutual furat$ 66.2 percent share in total
folios, the corresponding share of public sectotualfunds was 34.8 percent as at
the end of March 2013. The share of private saoiatual funds in total net assets
was 82.6 percent for the private sector mutual $ucwimpared to 17.4 percent for

public sector mutual funds.

As on March 31, 2013, while individuals subscril®€d9 percent of the total folios,
their share in the total net assets was 45.7 per€nthe other hand, corporate/
institutions had a miniscule share of 1.22 peraetite total number of folios, their
share in the total net assets was a sizeable 4#&&Ent. NRIs/ OCBs with 1.84
percent share in folios had 4.7 percent sharetal et assets and FlIs percentage

to total asset was 0.9.

Investment and Savings

The volume and composition of domestic savings ndid have undergone
significant changes over the years and the magmitfdincrease in domestic

savings rate during the period 2000-2007 was anfuagighest.

The gross domestic savings rate have increasedhaonsly from an average of
around 10.0 per cent of GDP during the 1950s, p8r6cent in the 1980s and 23
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per cent in the 1990s. The savings rate exceedqueB@ent for the first time in
2004-05 and has remained above that level evee.sihpeaked in 2007-08 at 36.8
per cent and reached an eight-year low in 20116120t8 per cent and went up to
31.7 percent during 2012-13. During the eleven#ém gleriod (2007-2011) the gross
domestic saving rate was the highest with 33.7qeages.

During 2000-2013 the average GDS was 30.71 peraedthousehold financial
savings on an average was 10.92 per cent and avphggical savings was 11.99
per cent of GDS during the period. The house hetdoss preference for savings in
form of physical assets weigh a little more thawirsgs in financial assets during

this period.

The composition of GDS shows the continued predamge of household sector
savings (at around 70 per cent), notwithstandimgdaction in its share from the
peak attained in 2001-02 (over 94 per cent). Omaaes households accounted for
nearly three-fourths of gross domestic savingsnguthhe period 1980-81 to 2011-
12. In the period from 2000 to 2010 it averagedt8 her cent of total savings. The
house hold saving composition on total GDS duridg2213 is 72.69 percentages.

During 2000s much of the financial savings of tlreigehold sector are in the form
of bank deposits (around 51.67 per cent), life iasae funds (18.55 per cent) and
pension and provident funds (13.43 per cent). The®e been a decline in the
proportion of pension and provident funds, paraciyl since the late 1990s. This
trend continued till 2007-08.

There has been some upward movement in the shaeneion and provident funds
during 2008-09 and 2009-10, partly due to the iaseein disposable income of

government servants who are significant contrilsitorthese funds.

Shares and debentures accounted for 6.24 per €ewotab financial savings in

the1990s and their share decreased to 4.46 peirnctém 2000s. Though India has
a high household saving ratio, the mutual fundsehast been able to make a
profound impact in channelizing these savings ftbenhouseholds to the securities

market.
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Based on the Primary Data:

Mutual Fund as an Investment Option

Demographic Profile

Out of the 472 respondents, 73.5 % of the respdadeere male and 26.5 % were
female. The largest share of the male respondént3%) and female respondents
(43.2%) was from the age group of 31- 45 years. gredominant age group of the
respondents (44.3%) was 31- 45 years followed b$%1in the age group upto 30

years.

Based on the occupation, 46.6 % of the respondesits salaried class and 53.4 %
of the respondents were non salaried class (busimesl professional). A
predominant literacy group (40.5%) of the respomslemas distributed in post
graduation qualification. Of the post graduatio?,386 and 51.3% are from salaried
and non salaried class and a good majority ofréheaining respondents (37.7%)
were distributed in the degree qualifications aindB 26 professional degree and 4%

up to plus two respectively.

Of the total respondents 56.4 % were from the eértne, 24.8 % from southern
zone and 18.9% from northern zone. Out of the tdfd2 respondents, 173
respondents (36.7%) were from panchayath and 34frb& municipality and the

rest 29.2% were from corporation.

The income distribution of mutual fund investorseaals that 43.6% were in the
income group of Rs. 200001 to 5 lakh followed by028 in the income range of
Rs.500001 to 10 lakh. 18.9% and 9.5% of the redpots were in the income
range up to Rs.2 lakh and above 10 lakh respegtivef the mutual fund
respondents, 36.2% have an annual savings of R¥)15®100000 followed by
27.50% with a saving of less than Rs.50, 000. 1&arA#12.9 % of the respondents
were having savings of Rs.100001 to 2 lakh and al3ohakh respectively. 6.6% of
the respondents have an annual savings of Rs. 260@lakh.
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Investment Planning

Out of the total 472 respondents, highest of 3&qrof respondent invest into
mutual fund for a period 2-5 years followed by amastment tenure up to 2 years

with 33.5 percent and 21.8 percent for a periof-aD years

Of the various investment channels, banking cham#ie most prominent with
37.3 percent followed by broking firms/DPs by 258rcent and agents and

brokers with 19.9 percent.

Among the total respondents, 53.8 percent took theestment decision with the
help of an expert, 32.8 percent take their own sieni and rest 13.4 percent

entirely depends on expert opinion.

The preference of mutual fund schemes based oratpeal classification, 69.7

percent opted for open ended and 21.6 percentlésecended and the rest 8.7
percent for interval schemes and on the portfdikssifications, equity was highly

preferred by 46.4 percent followed by balanced floyd26.5 percent and debt
fund by 19.9 percent.

The most preferred type of fund is sector fundsq2%) followed by monthly
income plans (21.82%) income fund (12.29%) and Eb$30.81 percent.

The preferred investment option among the retarestors is SIP with 58.90
percent followed by lump sum investment of 27.12cpat and NFO 12.71
percent. Among the return options 72.88 percerfepigrowth option and the rest
27.12 percent prefer dividend option.

Majority respondents, 49.57 percent feel that itbwesit in mutual fund involves
average risk, 30.3 percent feel that the risk ghtand 20.2 feel that there is low

risk in mutual fund investment.

Regarding the criterion for selling the mutual fanthe highest majority of 41.5
percent of mutual fund retail investors opined tthety decide to sell the mutual
funds when the investment objective is achieved 206 percent told that they

would sell when the market moves bullish or bearish

With the under-performing funds, 32.41 percent tblat, they will stop investing
in that fund and redeem their investment in seaifch better mutual fund. 28.6
percent opined that they will buy better performingds, but will not sell the
current holdings anticipating that fund will catdp with the market and 21.4
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percent registered that they will switch over watimer schemes within the same
AMC.

Of the total 472 respondents who had invested ituaiifunds, 357 respondents
(75.6%) would like to continue mutual fund investmh and only the remaining

115 (24.4%) do have a plan to opt out. Of the E&pondents who have a plan to
exit, 46.09 percent exits because they feel thatual fund investment is risky

and 35.65 percent exit due to low return given lual funds.

Preference of mutual fund investors

The mean percentage score of the preference towautisal fund is 68% which

indicate that there is a good level of preferemveatrds MF among the investors

The preference of mutual fund investors signiftbandiffers with the

demographic factors viz: age, zone, occupationaammial savings.

The mean value is highest for the age group ab@vge@rs followed by 31-45
years which means that mutual fund as an invest@esiue is highly preferred
by these age groups.

Among the occupation, the mean value is highestrgntbe salaried class which

state that, mutual fund is mostly preferred byghkaried class.

Investors residing in municipal area and centralezbighly prefer mutual fund as

an investment option.

The mean score of mutual fund is highest for thogestors having higher annual
savings, which states that as savings increaseferpnee to mutual fund

investment also, increases.

With gender, bank deposits turns to be the highasiked option for both male
and female with mean score of 5.24, followed by uaufunds by male and gold
and silver by females. Mutual fund turns to be tberth preferred investment

option for females.

Based on occupation, bank deposits are the mo&rped option, followed by
gold and silver by non salaried investors and mutwads by the salaried class.
For non salaried investors, mutual fund turns tdHmethird preferred investment

option.

224



Irrespective of the area of residence, bank depdgih to be the most preferred
investment option. The second preferred investnagtion for panchayath is
provident fund, municipality is gold and silver aedrporation is real estates.
Mutual fund turns to be the fourth, third and fifireferred option for panchayath,

municipality and corporation respectively.

Bank deposits is still the most preferred optiorthwthe highest mean score of
5.37 followed by gold and silver with mean scoret@7 and mutual fund turns to
be the third preferred investment option with 4rii8an score among the retalil

investor.

The mean score of capital appreciation emergeshas ntain objective of
investment with the highest mean score of 5.03o%ad#ld by contingencies for
specific purpose a mean sore 4.72. Supplemenhiagctirrent income and tax
saving shelter came in the third and fourth positimith 4.23 and 3.96
respectively. Income after retirement and otheriomst were the last two

investment objectives.

The Post hoc result shows that, the preferencesgfandents in the age group 30-
45 significantly differ with the age group of 45-60he investor’'s preference
towards mutual fund in the central zone signifibaxdiffers with the investors in
the north zone. In the case of annual savingstabgondents with annual savings
less than Rs. 50000 and 50001-100000 significadtitfer with the respondents
with annual saving Rs. 200001-300000.

Source of information and communication mode

Of the various sources of information for mutuatdunvestment, 50.2 percent of
investors prefer advice and recommendation follolwe®6.2 percent as data and

information and only 13.6 percent relay on advertisnt.

There is association between the demographic Magaiamely age, and annual
income to source of information. Investors beloggio different age and income

groups prefer different sources of information.

The most preferred communication mode among thestors is summary
information with 34.75 percent followed by graphit@mat with 26.70 percent.
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There is association between the demographic Magaiamely gender and zone
to communication modes i.e; only age and zone hgsifisant influence in

communication mode.

Issues related to mutual fund investment

The factors identified for issues related to mufuald investment are complexity,

non-performance and management issues.

Among the various issues faced by mutual fund itores complexity is the most
affected issue with regression weight 0.873 folldwsy management issues and

non performance with regression weight 0.763 a6d®respectively.

One unit decrease in complexity results in decreéslee problems of mutual fund
investment by 0.873 units provided the other twoaldes remains constant. The

R?value indicates that this change occurs in 76%scase

There is significant difference among, age, zoreupation and annual saving for
core issues (Complexity, Non performance and Mamage Issues) in mutual fund

investments.

Among the gender the mean value for male is higfeesall the issues in mutual

fund investment.

Among the core issues in mutual fund investmeng tbtal mean score of

complexity is the highest for age, area of residemone and annual savings.

Respondents in the age group 46-60, residing ithspone and annual savings
above Rs.3 lakh has maximum average score withrddgassues in mutual fund

investment.

The non salaried class of investors is having hegineean score which state that

issues regarding mutual fund is mostly faced by sadaried class.

The Post Hoc analysis reveals that with respectai@ issues in mutual fund
investments, the p value shows significance indéee of respondents in the age
group 31- 45 and to 46-60 in complexity and norigrerance. The core issue - non
performance has also significant difference to oeglents in the age group up to 30
and 46-60.

While comparing between respondents of differemezaith respect to core issues

in mutual fund investments, the p value shows &amt difference in the case of
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respondents of south to central zone, in the cdsaon performance and
management issues. The p value also shows sigrtifdiéference in the case of
respondents having annual savings Rs.100001-2 ilakhe case of management

issues.

Issues in mutual fund investment and source ofnmdtion

Major issues faced by the investors like complexibpn-performance and

management issues differ significantly on the baésource of information.

The Post Hoc comparison between responses of orgesin sources of
information with respect to core issues in mutuald investments, the p value
shows significant difference in the case of resgonsl of advertisement to advice

& recommendation in the case of non performance.

Factors that influence the investment in mutual fun

The influencing factors related to mutual fund istveent are Fund related,

Investor related and AMC/ Sponsor related factors.

Fund related factor is the most important factormntual fund selection with

regression weight 0.93 followed by AMC — Sponsod amvestor related factors

with regression weight 0.80 and 0.72 respectively.

It is concluded that one unit increase in fundtexlafactors results in increase in
MF investments by 0.93 units provided the other tvciables remains constant.
The Rvalue indicates that this change occurs in 86%scase

There is significant difference among, age, ared zone for factors influencing

(Fund related, Investor related and AMC/ Sponstatee factors) mutual fund

investments.

Among the factors influencing purchase of mutualds, the mean is highest for
fund related factors for both the genders stativag tund related factor is the most

influencing factor among the investors.

The mean value is highest for investors above @@syllowed by 46 to 60 years

substantiating that as age increases fund knowlaldgeincreases

With respect to factors influencing the purchasenatual fund the mean score is

the highest for the central zone.
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* Among the factors influencing the purchase of mutwsad, the respondents
having annual income above Rs.3 lakh is havinghigiest mean stating that
higher income investors are largely influencedthg factors influencing the

purchase of mutual funds.

» The Post Hoc analysis reveals that in the case MfCAponsor related, the
respondents in the age group 31-45 significantifedivith the respondents in the

age group 46-60.

* In the case of investor related factors, the redpots residing in the panchayath
significantly differ with the respondents residimgthe corporation area and in the
case of fund related factors respondents of cemtraé significantly differs with
northern zone and with respect to investor reldéetors the respondents in the

south zone and central significantly differ witletrespondents in the north zone.

Investors’ perception towards mutual fund investmten

* The perceptual factors identified were classifiedler four heads as Knowledge
& Awareness, Regulation & Transparency, Convenigta¢dexibility and Return
& Affordability

* With respect to perception of investors towards ualbtfund investment,
convenience and flexibility is the most importaactor that investor perceive
with regression weight 0.809 followed by regulatanmd transparency, knowledge
and awareness and return and affordability withrasgjon weights 0.592, 0.547
and 0.111 respectively.

» Of the four perceptual factors, convenience anxilfibty results in the increase
of mutual fund investments by 0.81 units providée tother three variables
remains constant. i.e. One unit increase in colevee and flexibility results in
increase of mutual fund investments by 0.81 unitsvided the other three
variables remains constant. ThéRilue indicates that this change occurs in 65%

cases.

* There is significant difference among age and ahisaaing with respect to
perceptual factors (Knowledge & Awareness, Regoiati& Transparency,
Convenience & Flexibility and Return & Affordabiit towards mutual fund

investment.
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* Among the gender, with regard to the perceptuakofac- knowledge and

awareness is high among the males followed by aaewee and flexibility.

* With regard to age, the overall mean is highestkioowledge and awareness
followed by convenience and flexibility. Higher tlage higher is the perception

regarding mutual fund investors.

* Among the perceptual factors of mutual fund investwith respect to zone, the
mean score of perceptual factors is highest forthbs@mone except return &

affordability

« Among occupation, the mean value of perceptualofacis highest for non
salaried class of investors. The variation is &sst for non salaried class except

for the perceptual factor return & affordability.

* The mean value for the perceptual factors is higf@sinvestors having higher

savings.

* The PostHoc analysis reveals that in the case ofvledge and awareness, the
respondents in the age group up to 30 years sigmifiy differ with the
respondents in the age group 31-45.

* In the case of perceptual factor- knowledge andremess, the respondents in the
saving group of less than Rs. 50000 significantffed above Rs. 3 lakhs and in
the case of regulation & transparency, the respatsde the saving group of less
than Rs. 50000 significantly differ with the resgents in the saving group of Rs.
50,001 - 1, 00,000.

Risk tolerance and Satisfaction level of the mutuahd retail investors

» Of the total respondents 21.19 % of mutual funasters have high risk
tolerance and 44.07% had moderate risk tolerance.

 There is association between the demographic adaége and risk tolerance

level.

» Of the total respondents, 82% were moderately feadisvith mutual fund as an

investment source.

* There is association between age and zone withrdetgathe satisfaction of

mutual fund investors.

229



The most important satisfying factor that an ineesvok forward is marketability
(.733) followed by return (.702) and liquidity (B) It is worth mentioning that,

safety and reliability were the least ranked fagtor

The mean value is the highest for the moderate todrance category which
means that, their level of satisfaction is highéew compared to other categories.

There is significant difference among risk tolemtevel of mutual fund investors
and their satisfaction level and the respondentsth@ high risk category

significantly differ from the respondents of moderask category.

The Post Hoc analysis reveals the significance eams difference between risk
tolerances with respect to satisfaction level ekstors. The result shows that in
the case of satisfaction level, the respondentsth@ high risk category
significantly differ from the respondents of moderask category.

Mediation analysis

Issues related to mutual fund investment, incredabes relationship between
Perception and Satisfaction. Issues positively atedthe relationship between
Perception and Satisfaction which was further coméd by the Sobel test was
found to be significant (t = - 4.331 p = <0.001)pb8l| test verified that the
mediator ie; issues related to mutual fund investnoarries the influence of the

independent variable (Perception) to the dependamble (Satisfaction).

Factors influencing the purchase of mutual fundaase the relationship between
Perception and Satisfaction and it positively mexiathe relationship between
Perception and Satisfaction. The Sobel test wasauntd to be significant (t= -

0.910 p=0.363) .So it is concluded that the mediatffect observed is only a
sample character or in other word, factors inftieg the purchase of mutual

fund does not mediate the relationship betweendpgion and Satisfaction.
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5.3 Suggestions

In the light of the findings of the study, obsergas made during the period of

survey and discussions with the AMCs, distributarsd investors the following

suggestions were put forward to support financgision making on mutual funds for

the regulators, AMCs and retail investors inoraerdtain the existing investors and to

attract new investors to participate in the capmahrket through mutual fund

investments.

The research finding clearly suggests the following

To the Regulators

National awareness campaigns for mutual funds amandial literacy should
continue to remain a focus area for investors astfilobutors. Investors should be
encouraged to invest for a larger tenure, make taemre of the sectors in which
they are investing and should be educated on therpence and risk of their

investments.

As more of young, salaried class investors witlhhiggome are opting mutual fund
as an investment avenue, tax benefits can be dfterpush more investments into

mutual funds.

Efforts are required to channelise savings fromsptay to financial savings which

will expand financial intermediation and provide iadéunds for investment.

The role of tax can be enhanced to be a growtblenan various fronts such as

management of offshore funds from India, tax breakpension products etc.

Equity culture should be improved among the retaestors and mutual fund
investment is one best option for developing adaretail investor base in the

capital market.

The fund houses should be allowed to sell pensimayzts will act as a huge
catalyst for growth of the industry and this movdl energise AMCs, distributors
and investors alike, while contributing to the de@pg of capital markets in India.

With multiple positive regulatory changes takingag# in the Indian market,
overseas players are likely to gauge the oppostadiincreasing penetration. There
is huge opportunity in the category of infrastruetaebt funds, given the heavy
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investments in infrastructure planned for India.eTfund houses should be

permitted in launching new funds in this area.

The smaller fund houses should be allowed to caetel as they face operational
issues like upgrading technology into their proessscrease competition and cost
burden, sustainability and profitability, high dibution and operational costs, lack

of funds etc.

The step taken by SEBI for 'product labelling' wetiour coding , considering the
level of risk associated and AMFI best practicer $tandardisation of product
labelling for its uniform application across the tonal fund industry should be

implemented fussily.

To introduce investor awareness campaign in regi@nguages both in print and

electronic media.

The investors must be channelised into the mankiatsnutual funds rather than
directly investing into equities themselves throlgajiv Gandhi Equity Savings

Scheme and the first time investors should be itmsad.

Mutual Funds should disclose the AUM and brealouUdUM on monthly basis in
order to enhance transparency and increase thé&ygaohlthe disclosures for the

investors.

SEBI should mandate a standardized summary digeldeu investors to improve
comprehension, facilitate fund differentiation, anttrease awareness of key

information like factors related to risk, returndagxpenses.

Considering the higher costs of acquisition oftaitenvestor, SEBI could consider

evaluating differential expenses being chargeetailrand institutional investors.

SEBI should take ample steps to increase the gaolanlable talent in the industry.
The frequent movement of fund managers and keylpesbuld be curtailed as it

de-stabilise the teams and operational environment.

The industry through AMFI should tie up with unisgtes and colleges to offer
programmes dedicated to the financial servicesstmgun general and the mutual
fund industry in particular, which would cover \@us critical aspects of the
financial services industry ranging from fund masragnt, market analysis,

treasury operations etc.
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To

There is a great need to increase penetration adahtunds in Tier Il and Tier IlI
cities. Rural participation in mutual funds contsuto be poor due to lack of
investor awareness, inefficiencies in fund transfechanisms, presence of safer
substitutes and cost of establishing presence allemareas. They need adequate
support in terms of banking infrastructure, digitibn services and technological

solutions to ensure a sustainable cost-benefit raddgowth.

the Asset Management Companies

The mutual fund industry needs to explore an adttera mode of distribution, for
expansion and growth. AMCs need to look at the ipd#g of investing in an
active sales force. The full potential of on lingaanel of distribution need to be

exploited.

Training and educating the distributors are inte¢goaincreasing penetration of
mutual fund products. The new cadre of distribusush as postal agents, retired
hands etc will likely gather in inflows from smalleowns and cities and direct

more towards mutual fund investments.

Mutual Funds/ AMCs need to develop a system foivacsupport to banks to

distribute mutual fund products through them.

Measures need to be taken to improve the exishfrgstructure and to bring in
more efficiency while increasing the scale of opiers with the back-up of a good
technology mix to capture down underpenetrated atark

AMCs should endeavour to design suitable schemasett the multiple needs of
adequate returns, safety and liquidity in a reaslenproportion as these features

have been rated high by individual investors.

By proper segmentation and by targeting the rigbtpct to the right customer,
mutual fund companies can hope to win the confidericheir customers and ‘own'

them for a lifetime.

Servicing the customers and guiding them to achtbe& financial goals over a

period of time will lead the industry towards surssility and asset retention.

Fund managers need to enhance the growth of th&iersatic investment plan as
these plans are highly preferred by the retail stmes and have the capacity to deal

with volatility over a long-time horizon and genterateady returns.
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To attract retail investors, a stable long-termfgraenance by funds is highly
desirable. AMCs with a good track record over aqueof time will be successful

in drawing more funds from investors.

A rational look at schemes of an AMC by their masragnt teams is needed to
better understand the mix, the cost and the benefithe investors as well as to the
AMCs.

As SIPs is the most preferred route of investmtn@,reach and re-positioning of
SIPs is the most important factor to be focused.

The issues viz; overlap among products, lack ohreteit differentiators between
product classes, product positioning, inconsispentormance and communications
by the industry have not seen the desired resufpush the mutual fund as a

preferred investment option among the retail inmest

Mutual funds need to be positioned appropriatalyadong term product in the
investor’'s mind. Distributors hence need to be miggsed adequately in order to

sell the product correctly to investors.

AMCs should diversify their distribution base, esp#y those that involve a low
distribution cost. Alternate technology-based clesinncluding the internet and
mobile banking could be explored with the aim cdal@ing to a larger customer

base at lower costs.

The mobile phones and secure payment gatewaysdsbeulised to directly reach
investors by providing an online investment fagifior reasons other than merely

communicating the daily NAV.

The industry has to work together for communicatioglated expenses. Initiatives
such as consolidated statement of holding acrdsnses, consolidated Know Your

Customer (KYC) process will help to reduce the cost

Mutual fund companies should segment and target thestomers and position
their various products based on the investors reexlucts such as growth, income
and balanced schemes should be targeted to respgotiup of investors based on

their risk tolerance level.

The mutual fund product designers have to crafttegries to introduce innovative
products to improve the scope of the mutual fundsket. Schemes with assured

and steady returns should be marketed among tinedrgeople.
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To the Investors

= As lack of knowledge and thorough analysis of ineeseads to inappropriate
responses in terms of investment, investor’'s edocgbrogramme should be

made compulsory before investing.

= The wrong perception of investors viz; long-terefers to a period of two to
three years, returns are not linked to market parémce and other risk factors

has to be clearly educated before selling the alutinds to the investors.

= As systematic investment plans (SIPs) are emergapidly as an investment
alternative method of regular savings for investdraving long term
commitments, more number of investors should beaetitd to this mode of

investment.

=  Better communication of scheme returns on a redatiasis to investors is

required.

= Charges and loads play vital role in the mutualdfselection. Therefore, the
mutual fund companies should regulate the chargdsetpaid by the investors
as mutual fund products are at a disadvantage, aoedpwith some other

financial products investments.

The fact remains that in our country mutual furade sold rather than
bought and this trend has been observed uniformotgss all classes of investors
and for all kinds of products. To attract retailvestors, a stable long-term
performance by funds is most desirable. Asset mama&gt companies with a
good track record over a period of time will be sesful in drawing more funds
from investors. Mutual funds need to be positioggropriately as a long term
product in the investor’'s mind. Distributors henoeed to be incentivised

adequately in order to sell the product correadlynivestor’s.
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5.4 Conclusion

The research was undertaken with the primary albgdb know about the
behavioural aspects of retail investors towardsuadutund as an investment option.
The researcher examined the preference of mutudl ifwestors, the issues related to
mutual fund investment, the factors influencing terchase of mutual fund, the
perceptual factors and the satisfaction and rigikaace level of investors. The study
reveals that the preference of retail investorsarol mutual fund as an investment
option is good. As far as the demographic varialdes considered age, zone,
occupation, and annual savings have been foundieinding the preference of
investor's towards mutual fund significantally. &stors prefer advice and
recommendation as the most important source ofnmétion and the most preferred
communication mode is the summary information. Agtre various issues related to
mutual fund, complexity is the most affected isselated to mutual fund investment. It
positively mediates between the perception of tivestors and the satisfaction level of
the retail investor. Fund related factor is the mmersuading factor in mutual fund
investment and convienience and flexibility is thest imperative factor that investor
perceives . Investors with moderate risk tolerdegel prefer to invest in mutual funds
and return, marketability and liquidity are the meatisfying factors investor looks

into.

The mutual fund industry is evolving continuouslifraugh effectively
managing investments and designing long term sgjyater targeting and retaining
customers. It has to develop products to fulfiltooger's needs and help them to
understand how its products cater to their needs. ldng term strategy will need to
supplement with innovative strategies in distribafiproduct innovation and creating
customer awareness. The mutual fund industry mstsifeuge opportunity for growth
and further penetration with technological suppdihe key lies in strengthening
distribution networks and enhancing levels of ingesducation to increase presence in

rural areas.

The outlook of the mutual fund industry is goverrieda great extent by the
economic situation in the country, which is preeitto stir volatility and adversely
impact perceptions, resulting in depressed equifiows into the market. Efforts
should be made jointly by regulatory bodies, AM@d distributors to instil confidence
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in the minds of the investor and to encourage themvest in mutual funds, even in

times of uncertainty.

5.5 Scope for Future Studies

0]

The performance of growth schemes of mutual furdustry, which is a near

substitute for direct investment in shares.
Role played by sources of information in mutualdselection and purchase.

Fund manager’s ability in selecting the funds i@ pinesent scenario of innumerable

mutual fund schemes.
Fund manager- investor conflit in mutual fund.

Do mutual fund investors really show heuristic aisposition effect during mutual

fund selection.

Financial behaviour of investors while investingnmutual fund —Studies based on

cognitive dissonance, regret and prospect theory.
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APPENDIX |
QUESTIONNAIRE FOR RETAIL INVESTORS IN MUTUAL FUNDS

Dear Sir/ Madam,

Thank you for participating in the Investors’ suyvéllease share your experience as an investor by
responding to the questionnaire. Your responsek beilheld confidential and will be used for the
purpose of academic research only.

Please put a tick mark in the square bo| v* | corresponding to your choice. Thanks for your
valuable time.

1. Gender ] Male [[] Female
2. AgeinYears : [ | Upto30Years[ | 31-45 [ ] 46-60 [ | Above 60 Years

3. Educational Qualification:
|:| Up to Plus 2 |:| Graduati0n|:| Postduiation |:| Professional Degree

4. Area of your Residence:

|:| Panchayath |:| MunicipalitD or@oration
5. Your District: (Pls specify

6. Occupation:
|:|Agriculture|:| Business /Self Employei:| Salaried |:| Professior{Blctor, Engineer,

Lawyer, Chartered Accounjant
[ INRIVPIO [ ] Retired.
7. Marital Status:

[ ] single [ ] married [ ] Other

8. Annual Income:
[ ] Upto2lakh [ ] 200001-5lakh [ ] 500001kikh|[ ] Above 10 lakh

9. Annual Saving:
[ ] Lessthan 50,000 [ ] s50,001-1,00000 [ ]  0@D,200,000
[ ] 2,00,001- 3,00,000 [] Above 3,00,000

10.What is your attitude towards the following investnent avenues?

Please marKV ) between 1 to 7 for each investmawnenues by ticking the suitable column

Highly Favourable Not at all Favourable
1 Bank Deposit 7 6 5 4 3 2 1
2 Post Office Savings 7 6 5 4 3 2 1
3 National Savings Certificate 7 6 5 4 3 2 1
4 | Pension & Provident Fund 7 6 5 4 3 2 1
5 RBI/ Infrastructure Bond 7 6 5 4 3 2 1
6 Mutual Funds 7 6 5 4 3 2 1
7 | Equity 7 6 5 4 3 2 1
8 Debentures(Private & Govt.) 7 6 5 4 3 2 1
9 Insurance 7 6 5 4 3 2 1
10 | Chits 7 6 5 4 3 2 1
11 | Gold/ Silver 7 6 5 4 3 2 1
12 | Real Estate 7 6 5 4 3 2 1
13 | Others( Pls. Specify) 7 6 5 4 3 2 1
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11. What are the objectives of your investment?Rlease rank ‘1’ for the highest and ‘5’ for theehs)
|:| Capital appreciation |:| Supplemntéetcurrent income |:| Tax saving shelter
|:| To meet contingencies for specific purp@@ucation, Marriage, Fixed Assgts
|:| Income after retirement |:| Any atffels. specify

12.How long have you been investing in mutual funds?
[ ] Upto 2 years [] 3-5year [ | 5-10yed | Above 10 years
13.What are the channels through which you have mad@vestment in mutual funds?
|:| Direct |:| AMC |:| Banks |:| Broking firm/DP’s |:| Agents/Personalized
brokers
14. Your investment decisions are based on
|:| Own initiative |:| Own initiative, but withe help of an expert
|:| Made by expert on my behalf

15. How did you come to know about mutual fund investmet scheme?
(Please Tick the applicable ones
|:| Fund prospectus |:| Investment literaturenfroutual fund research house
[ ] Professional investment consultant/analyst| ] Brafkgents | | Banker
|:| Magazines & Newspapers|:| Channels|:| Refergraugs & Friends
|:| Websites & Internet |:| Comprehensive [Bdarce & Independent Ranking
16. How would you like to avail yourself the information regarding the various schemes before
investing?
|:| Information in graphical format |:| Alphanaric information
|:| Summary information |:| Written text format (Descriptive)

17.Which type of schemes do you prefer?
1. Operational Classifications:
|:| Open ended schemes |:| Close esulesmes |:| Interval schemes
2. Portfolio Classification:
[ ] Equity [] Debt [ ] HidiBalance [ | Money market/Liquid
18. Please tick the type of mutual funds in which yotave invested
|:| Gilt funds |:| Sector funds |:| Thematic funds |:| ELSS
|:| Arbitrage fundsi:l Monthly income plan|:| Capital protected schemes
|:| Gold funds |:| Exchange traded funD Income fund

19. Mutual fund investment option preferred by you
|:|New Fund Offer|:| Lump sum investmeD Bysitic Investment Plan
[ ]Systematic Transfer Plan

20. Which option you prefer

[ |Growth [ ] Dividend

21.Please express your experience regarding the retusmeceived from mutual fund investment
[ ]Vvery high(above 20%) [ | High (15-20%) [] Averagg10-15%)
|:| Low (5-10%) |:| Very lovibelow 5%)
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22.When do you sell your investment in mutual funds?Tick one Option)
|:| Sell mutual fund within a year |:| Sell when investment objective is achieved
|:| Keep revising the target as prices increas|:| When share market goes up & down
|:| Not interested in selling

23.What are the major problems/limitations you face inmutual fund investment?

Please markv ) between 1 to 7 for each statement by ticking tiitalsde column
Strongly Agree Strongly Dilsagree

1 Funds not performing 716 {5 T2 1 3 i 1
2  Lack of portfolio customization =t 15 T2 3 i 2i 1
3 Overload of schemes —te 15 T2 1 3 i 1
4  Too much of scheme variants =15 12 3 i 2i 1
5  Variation in return =t 15 T2 1 3 i 2i 1
6  Major changes in attribute of funds =15 12 3 i 2i 1
7  High expense ratio for funds =15 12 3 i 2i 1
8 Fund manager has changed =t 15 T2 1 3 i 2i 1
9 Fees by investment adviser/ agent 716 {5 1 2 3 i 2i 1
10 Fund risk 76 15 t 21 31 2 1
11 Lack of service standards and disclosures 17 16 15 | 4 | 3 ! 21
12 Under performance of professional fund | , , , . , ,
managers 7 16 5 1T 41T 3T 2 1
13 Grievance redressal has not been effective 17 16 15 1 4 | 3 ! 21

24.What are the factors you consider important while slecting the mutual fund for investment?

Please markV) between 1 to 7 for each statement by ticking titalse column

Highly Important Not at all Important
Scheme Performance and track record ghly Imp P

! ! ! ! s | |
1 of the fund 716 15 a1t 3t 2 1
2 Fund managers reputation and tenure =15 12 3 i 2i 1
3 Management fees & Expense Ratio =t 15 T2 1 3 i 2i 1
4 Systematic way of investing(P,STP) =t 15 T2 1 3 i 2i 1

S Better information accessibility ' ' ' ' - ! |

6  Funds rated by rating entity . . | | . | |

7  Grievance redressal machinery ' ' ' i i i |

g Minimal follow up with brokers and - - - - . | .
companies
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Highly Important Not at all Important

9 Reputation of the fund sponsor 716 5 2 [ 31T 20 1

10 Withdrawal facilities $WP, Partia) =16 15 T2 31 2 1
. . 1 1 1 1 N | 1

11 Products with tax benefits 7 16 5 T 4 31T 2 1

12 AMC has efficient research department i7 6 15 {4 1 31 2 1

13  Minimal initial investment 7 16 15 1 41 31 2 1
14 Nature of fund (open & close ended . . , , . | ,
fund) 7 16 5 T 41T 31T 2 1
15 Past record of AMC vt 15 T2+ 31 2 1
16 Relative size of mutual fund companies , , , . | ,
(AUM) 7 16 5 T 41T 31T 2 1
17 Investment objectives 16 15 T2 T 31 2 1
18 Service from distribution channels Tt 15 T2 1 3 1
19 Disclosure of risk factors =16 15 2 | 3 1
20 Investment options within a scheme , . . . ) . ,
(Dividend Payout , Reinvestment, Growth) [7 16 [5 [ 4 [ 3 1T 20 1
21 Variety of schemes by an AMC =t 15 T2 3 i 2i 1
22 Fund size 716 15 T2 T3t 2t 1
23 Fund age 7Te 15 T2 1 31 2 1
24  Lock in period t—te 15 T2 3 1
25 Innovativeness of the scheme =16 15 T2 T 31 2 1
26 AMC has well developed network =16 15 T2 T 31 2 1
27 Experience of the fund management , , , , . | ,
team 7 16 5 T 41T 31T 2 1

25. What will you do when your mutual funds under perfam?
(Please Tick the Applicable one)

|:| Stop investing in that fund and redeem my investriresearch of a better mutual fund.

|:| Buy better performing funds, but don't sell thereat holdings anticipating that fund will catch up
with the market

|:| Buy under performing funds more aggressively thigkthey would benefit from rupee cost
averaging.

|:| Switch over with other schemes within the same AMC

|:| Redeem underperforming funds and prefer to sitideitwith a feel that selecting a right mutual

fund is too difficult a task.
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26. Do you have any plan to opt out of mutual fund
|:| Yes |:| No
27.1f yes, please tick the reasons
|:| Investment in mutual fund is risky |:| oWdes low return |:| High fund expense
|:| Fund managers have underperformed across thtaesclj Grievance redressal has not been effective
28. Please point out the level of satisfaction for théollowing factors by placing a tick mark in the

appropriate box

Sjt?shfli)é d Satisfied Neutral Dissatisfied diggtri“s);ie d

1 Return 5 4 3 2 1
Liquidity (ease with which an

2 mutual fund can be converted 5 4 3 2 1
into cash)

3 Safety 5 4 3 2 1
Marketability @ measure of the

4 ability of a security to be bought 5 4 3 2 1
and sold)

5 Reliapility (stable and 5 4 3 > 1
consistent)

6 Growth 5 4 3 2 1

7 Information availability 5 4 3 2 1

8 Fees and load structure 5 4 3 2 1

29. Perception of Investors towards Mutual Funds

Please point out your agreement or disagreemetthéfollowing statements by placing a tick marth@enappropriate
box of choice.

Strongly
Agree

Strongly

Agree Neutral| Disagree Disagree

Mutual Fund is an ideal option for individual
1 investors who do not have the time, knowledge|& 5 4 3 2 1
expertise in the stock market

Reputation of AMC, is the important quality |
look forward before investing in a fund

Flexibility in investment patternajthdrawal
3 | facilities, minimum investment, innovative 5 4 3 2 1
schemes eja@ttracts me.

Mutual fund have failed to provide adequate
return in investments to me

The private sector mutual funds have benefited
5 | the investors by providing them more optionand 5 4 3 2 1
better services

Day to day disclosure of NAV by the funds is

6 - 5 4 3 2 1
really beneficial for me
SEBI and other controlling bodies are effective in
7 - 5 4 3 2 1
regulating the mutual fund market
Public sector mutual fund players are more secure 1
8 . 5 4 3 2
than private sector players
Loads and taxes reduces the investors return that 1
9 |. 5 4 3 2
is earned by the scheme
10 | Mutual funds with large corpus perform better 5 4 3 2 1
Investment in mutual funds by AMC'’s are based
11 | own adequate research and after ensuring prudent 5 4 3 2 1
process
12 Disclosure norms prescribed by SEBI and AMHI 5 4 3 > 1

are significant factors in investor services

The Mutual Funds are quite wrongly promoted gs
13 | an alternative to equity investing and create vety 5 4 3 2 1
high expectations in the minds of the investors.
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14

The mutual funds are investing in the funds as
per the investment objectives of each scheme
published in the offer document

15

Mutual fund provides the service of experienced
and skilled professionals in fund management

16

Mutual fund investment helps in diversification
and reduction of risk

17

There is greater dissemination of information far
investors regarding mutual funds through various
sources of media

18

Close ended funds have a fixed maturity and can
be bought and sold in a stock exchange

19

Fund managers keep track of investments and
changes in market conditions

20

There is no credit rating for mutual funds, and the
rating given to the funds by rating agency has no
legal sanctity.

21

Systematic ways of investing (SIP, STP) are
enormously useful in making a disciplined
investment and average the cost of investment

22

Close end mutual funds are able to give better
return

23

Mutual funds provide a shield against risk of loss
than to direct investment in shares

24

Good structural requirements of mutual fund
ensure the investors protectifiirust, Sponsor,
AMC, Custodian etc)

25

Higher the dividend and capital gain earned by|the

scheme, higher would be the NAV

26

Mutual fund units involve investment risk
including the possible loss of principal amount

27

Past performance of the scheme does not
guarantee future performance of scheme

30. Which of the following statement is true to you?

financial risk

L] Willingness to take average financial risk

L] Willingness to take substantial financial risk [ ] Willingness to take above average

[ 1 Not willing to take any financial risk

31. Please point out your agreement or disagreement fdhe following statements by placing a tick

mark in the appropriate box of choice.

Strongly Agree | Neutral| Disagree S_trongly
Agree Disagree

1 Current income is most important to me 5 4 3 2 L
| can accept short term losses to maximize the

2 . ) . 5 4 3 2 1
potential to achieve my investment goals
My investment portfolio mostly consist of term

3 ) . 5 4 3 2 1
deposits, bonds and savings accounts
I am willing to accept large fluctuations in the

4 | value of my investments for the expectationaf 5 4 3 2 1
the higher return in future
I highly prefer to invest in Mutual Funds rather

5 ) : S 5 4 3 2 1
than directly investing in shares
Short term losses are more important to me

6 . ! 5 4 3 2 1
than meeting my investment goals
My potential return will be sought from the

7 | combination of capital appreciation and regular 5 4 3 2 1
return

8 | enjoy exploring new investment opportunitigs 5 4 3 > 1
for my money
My investment is for a longer period and the

9 |. AR : 5 4 3 2 1
investment objective is more important
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APPENDIX II
Average Assets under Management for the quarter -ahuary - March 2013

(Rs. in crore)
Average Assets Average Assets
Sr. Name of the Asset Management Under Management S Name of the Asset Management Compar| Under Management
No. Company No.
for the quarter for the quarter
A |BANK SPONSORED (i) |[FOREIGN
BNP Paribas Asset Management India 3,726
1 . S
Private Limited
0 JOINT VENTURES - 2 Daiwa Asset Management (India) Private 266
PREDOMINANTLY INDIAN Limited
1 BOI AXA Investment Managers Privat 1104 3 Franklin Templeton Asset Management 41,564
Limited (India) Private Ltd.
2 Canara Robeco Asset Management C 8,851 a Goldman Sachs Asset Management (Indi 4,800
Ltd. Private Limited
3 SBI Funds Management Private Ltd. 54,905 5 Mirae Asset Global Investments (India) 540
Private Ltd.
4 Union KBC Asset Management 3,118 6 Morgan Stanley Investment Management 2,660
Company Pvt. Ltd. Private Ltd.
TOTAL oot A (i) 67,978 7 PineBridge Investments Asset Managems¢ 1,099
Company (India) Pvt. Ltd.
8 |Pramerica Asset Managers Private Limite 2,592
(i) JOINT VENTURES - 57,247
PREDOMINANTLY FOREIGN
1 Baroda Pioneer Asset Management 7,303
Company Limited
TOTAL .o A (i) 7,303 (i) JOINT VENTURES -
PREDOMINANTLY INDIAN
1 |Axis Asset Management Company Ltd. 12,114
(i) [OTHERS 2 |Birla Sun Life Asset Management Co. Ltd 77,046
1 IDBI Asset Management Ltd. 6,249 3 DSP BlackRock Investment Managers 32,342
Private Ltd.
2 |UTI Asset Management Company Ltd 69,450 4 |HDFC Asset Management Co. Ltd. 101,720
75,699 5 |ICICI Prudential Asset Management Co. | 87,835
150,980 6 IDFC Asset Management Company Priva 32,886
(i+ii-+iii) Limited
TOTAL o C (i 343,943
INSTITUTIONS - Joint Ventures -
B - "
Predominantly Indian
1 LIC NOMURA Mutual Fund Asset 7,185
Management Co. Ltd.
TOTAL i B 7,185 ) JOINT VENTURES -
PREDOMINANTLY FOREIGN
1 HSBC Asset Management (India) Private 5,230
Ltd.
c PRIVATE SECTOR 2 ING Investment Management (India) Privg 993
Ltd.
0 INDIAN 3 JPMorgan Asset Management (India) Pri 15,856
Ltd.
Deutsche Asset Management (India) 18,114 Principal Pnb Asset Management Co.Priv: 5,574
1 - 4
Private Ltd. Ltd
2 |Edelweiss Asset Management Limited 259 TOTAL o C (iv) 27,653
3 Escorts Asset Management Ltd. 255 TOTAL ccoiiiiiiiiiiciceiec C 658,492
(i+ii+iii+iv)
4 India Infoline Asset Management Co. 210 A+B+C 816,657
Ltd.
5 Indiabulls Asset Management Compal 2,639
Ltd.
6 J.M. Financial Asset Management Pri 7,412
Ltd.
7 Kotak Mahindra Asset Management C| 35,361
Ltd.
8 [L&T Investment Management Limited 11,169
9 Motilal Oswal Asset Management Co. 539
Ltd.
10 |Peerless Funds Management Co. Ltd. 4,875
Quantum Asset Management Co. Priv| 280
1l
12 |Reliance Capital Asset Management L 94,580
Religare Asset Management Compan 14,202
13 : L
Private Limited
Sahara Asset Management Co. Privat 254
14 i,
Sundaram Asset Management Compg 14,871
151
16 |Tata Asset Management Ltd. 19,897
17 |Taurus Asset Management Co. Ltd. 4,732
TOTAL oo C (i) 229,649
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AVERAGE ASSETS UNDER MANAGEMENT FOR THE QUARTER ENDED MARCH 2014

{Rs. in Crore)
Sr. No. | Name of the Asset Management Company Average Assets Under Management for the
quarter ended March 2014
A BANK SPONSORED
{i) JOINT YENTURES - PREDOMINANTLY INDIAN
1 B0l AXA Investment Managers Private Limited 1,991
2 Canara Robeco Asset Management Co. Ltd. 6,499
3 3Bl Funds Management Private Ltd. £5,499
L] Union KBC Asset Management Company Pvt. Ltd. 2,847
TOTAL e Al 76,836
i) JOINT YENTURES - PREDOMINANTLY FOREIGN
1 Baroda Pioneer Asset Management Compary Limited 8,106
L1 e — (1)} 8,106
{ili) OTHERS
1 IDBI Asset WManagement Lid. 5929
2 UT! Asset WManagement Company Ltd 74,233
TOTAL e ... A {iii) 80,162
TOTAL e <o A (i 4D 165,104
B INSTITUTIONS
{i) INDIAN
1 IIFCL Asset Management Co. Ltd. 168
TOTAL .o B () 168
{ii) JOINT YENTURES - PREDOMINANTLY INDIAN
1 LIC NOMURA Mutual Fund Asset WManagement Co. Lid. 10,584
TOTAL... B {ii) 10,584
TOTAL .. ... B{i+il) 10,752
C PRIVATE SECTOR
U} INDIAN
1 Devtsche Asset Management {India) Private Lid. 18,795
2 Edelweiss Asset Management Limited 169
3 Escorts Asset Management Ltd. 269
L] IL&FS Infra Asset Management Limited H5
5 India Infoline Asset Management Co. Lid. 234
8 Indiabulls Asset Management Company Lid. 1,087
7 JM. Financial Asset Management Private Ltd. 6,46
8 Kotak Mahindra Asset Management Co. Lid. 33,079
9 L&T Investment Wanagement Limited 18,255
10 Motilal Oswal Asset Wanagement Co. Lid. 489
1 Peerless Funds Management Co. Ltd. 4,046
12 PPFAS Asset Management Put. Ltd. 340
13 Quantum Asset Management Co. Private Ltd. 356
14 Reliance Capital Asset Management Ltd. 103,42
15 Sahara Asset Management Co. Private Ltd. 191
16 Shriram Asset Management Co. Ltd. 24
17 Sundaram Asset Management Company Limited 16,422
18 Tata Asset Menagement Lid. ,854
19 Taurus Asset Management Co. Ltd. 3,532
TOTAL ..o G ) 229 255
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{Rs. in Crore)

Sr. No. | Name of the Asset Management Company Average Assets Under Management for the
quarter ended March 2014
(iiy FOREIGN
1 BNP Paribas Asset Management India Private Limited 3,446
2 Franklin Templeton Asset Management {India) Private Ltd. 45,404
3 Goldman Sachs Asset Management {India) Private Limited 3,764
4 Mirae Asset Global Investments {India) Private Ltd. 692
5 Iorgan Stanley Investment Management Private Lid. 2572
8 PineBridge Investments Asset Management Company {India) Put. Ltd 649
7 Pramerica Asset Managers Private Limited 241
TOTAL ..o eeever e G (i) 58,938
(iiiy JOINT YENTURES - PREDOMINANTLY INDIAN
1 Axis Assef Management Company Ltd. 16,154
2 Birla Sun Life Asset Management Co. Ltd. 89,051
3 D8P BlackRock Investment Managers Ltd. 3,631
4 HDFC Asset Management Co. Ltd. 112,963
5 ICICI Prudential Asset Management Co. Ltd. 106,822
8 IDFC Asset Management Company Private Limited 4,349
7 Religare Invesco Asset Management Company Private Limited 14,486
L 11| PP {1} 412,466
(iv) JOINT VENTURES - PREDOMINANTLY FOREIGN
1 HSBC Asset Management {India) Private Ltd. 7,659
2 ING Investment Management {India) Private Ltd. 564
3 JP Morgan Asset Management {India) Private Ltd. 16,248
4 Principal Pnh Asset Management Co.Private Ltd 4,134
TOTAL ..o veeernnne. G (i) 28,605
L 21| O o (£ I E XTI LY ] 729,264
L 27| RO 1 - £ 1 o4 905,120
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