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RECENT SCENARIO OF INVESTMENT IN INDIAN MUTUAL FUND INDUSTRY

R. D. SIKCHI
PRINCIPAL
SITABAI ARTS COLLEGE
AKOLA

ROHIT
RESEARCH SCHOLAR
FACULTY OF COMMERCE
SANT GADGE BABA AMRAVATI UNIVERSITY
AMRAVATI

ABSTRACT

In today’s volatile market environment, mutual funds are looked upon as a transparent and low-cost investment vehicle, which is likely to attract a fair share of
investor attention. However, the progress made till now by the industry is still far behind compared to other investment sectors in India. The total asset in mutual
fund industry is still below 10% (9.08% in Financial Year 2015-16) of GDP (Gross Domestic Product). In financial year 2013-14 Mutual Funds were able to attract
only 1.8% of the total financial savings of the household sector. The present study aims to analyze various aspects of the growth experience of the mutual fund
industry. It has analyzed the pattern of investment, financial savings of the household sector, fund mobilized, AUM (Assets Under Management), repurchase/re-
demption etc. in the Mutual Fund industry after year 2000. A comparison between public and private sector has also been made. The study also intends to ascertain
to what extent the Indian mutual fund industry was able to withstand the global financial crisis of 2008 and global recession of 2011 and whether it has overcome
from this setback till now.

KEYWORDS

AUM, growth, investment, mutual fund.

1. INTRODUCTION

efore 1990 India had a bank dominated financial market under monopoly of the government where the capital market was totally controlled by adminis-
%trative officers of the government. Since then it has made remarkable progress to become one of the most developed financial markets among emerging

economies, however, it still has a long way to go to level the developed economies. The investments can be quickly and efficiently undertaken if investors
have access to a well-developed financial market. The Indian securities market gained greater importance when the SEBI Act, 1992 established the Securities and
Exchange Board of India (SEBI) as a statutory authority to oversee the Securities market in India. SEBI is mandated with three principal objectives: (i) To protect
the interests of investors in securities; (ii) To promote the development of the securities market; and (iii) To regulate the securities market. Before the establish-
ment of SEBI, activities in securities markets lacked a comprehensive regulatory framework and were opaque. Since the establishment of SEBI, the securities
market in India has developed significantly. With the implementation of various rules and regulations prescribed by SEBI, access to information has increased, the
risk of defaults has gone down and overall governance and ambience have become conducive for protection of investors' interests and the development of the
securities market in India (Rakesh M., 2007).
India’s investment cycle, was on an upturn since 2003-04 up to the 2007-08. The year 2008 witnessed an unprecedented crisis in an era when the integration of
the world economy had achieved newer heights in history as an exceptional phase in the global economic Diaspora. India was comparatively less impacted by the
crisis. This can be attributed to India’s domestic driven market as against other export oriented economies. Additionally, the Indian banking system has been quite
robust and was able to withstand the liquidity crunch.
In this study, various aspects of the growth experience of the mutual fund industry are analyzed. It has analyzed the pattern of investment, growth, the factors
contributing and inhibiting to the growth and has made assessment of future prospects of Indian Mutual Fund Industry. The study also intends to ascertain that
to the extent the Indian mutual fund industry was able to withstand the global financial crisis of 2008 and global recession of 2011 and whether it has overcome
from this setback. The study is mostly restricted to the period of past 16 years, starting from year 2000 to 2016. The data has been collected from the websites of
Reserve Bank of India (RBI), Securities and Exchange Board of India (SEBI) and Association of Mutual Funds in India (AMFI). In order to analyze the growth, Com-
pounded Annual Growth Rate (CAGR) and exponential growth rate has been used using MS Excel. The CAGRs have been evaluated for two periods, one from 2000
to 2008 and other from 2000 to the latest time for which data were available in the tables to compare the growth rate pre and post global crisis of 2008.

2. PATTERN OF FINANCIAL SAVINGS OF HOUSEHOLD SECTOR
TABLE 1: % DISTRIBUTION OF FINANCIAL SAVINGS OF THE HOUSEHOLD SECTOR IN THE SPECIFIED ITEMS

Year Deposits with Commercial Banks | Shares & debentures | Mutual Fund® | Small savings | Insurance funds
2000-01 | 32.5 3.2 0.9 14.0 13.6
2001-02 |35.3 1.5 1.2 12.1 14.2
2002-03 | 35.5 0.9 0.8 14.9 16.1
2003-04 |37.4 1.2 -1.1 15.5 13.7
2004-05 |36.4 1.4 -0.3 19.5 16.0
2005-06 | 46.7 1.4 3.5 12.2 14.2
2006-07 | 47.8 3.7 5.3 2.7 17.7
2007-08 | 50.4 4.5 7.9 -1.9 18.0
2008-09% | 52.8 0.7 -1.4 -3.8 20.3
2009-10% | 36.6 1.2 3.3 4.3 26.2
2010-11% | 41.3 1.4 -1.2 4.0 22.3
2011-12° | 48.5 0.4 -1.1 -2.3 23.1
2012-13% | 51.1 4.1 3.4 -0.7 17.3
2013-14% | 53.1 2.9 1.8 0.6 17
CAGR-08 | 6.47% 4.99% 36.39% - 4.09%
CAGR-14 | 3.85% -2.63% 5.48% 1.73%

Source: Various issues of Annual Report of RBI of corresponding years from www.rbi.org.in/scripts/AnnualReportMainDisplay.aspx accessed on 19-09-2016.
Notes: 1- Mutual Funds and UTI combined, R - Revised, P - Provisional Estimates
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The Table 1 shows the distribution of gross financial saving of the household sector among specified items. It shows that share of mutual funds in the total
investment in the country was never significant. It was 0.9% in 2000 and it is 1.8% in 2014. The best position was in 2007-08 when it was 7.9%. The percent shares
of mutual funds were growing with an encouraging rate with CAGR (Compounded Annual Growth Rate) 36.39% till 2008 but its growth has fallen in year 2014 to
CAGR 5.48%, which was around 15% between 2000 and 2006 and reached to 0.6% in 2014. Small sharp decline is seen in small savings which had double digit
share till 2006. However, the insurance funds have maintained their share about 18% throughout the period 2000-2014. CAGR reveals that the percent shares of
deposits with commercial banks were growing with CAGR 6.47% till 2008 but it came down to the level of 3.85% in 2014. The percent shares of Shares & debentures
were growing with CAGR 4.99% till 2008 but it showed a negative growth in 2014 with CAGR -2.63%. However, the percent shares of insurance funds including
provident and pension has maintained some growth. While CAGR of insurance funds was 4.09% till 2008 it has reduced to 1.73% in 2014. Deposit with commercial
banks still has a bulk share of savings in household sector. It had 32.5% share in 2000-01 and has 53.1% share in 2013-14. The CAGR of the deposits till 2008 was
6.47% and it was 3.85% till 2014. However, in the comparison with Mutual Funds the CAGR of deposits with commercial banks is much lower than that of Mutual
Funds. The impact of global crisis of 2008 is clearly visible on the trend of growth in investment in Mutual Funds and although its share is showing upward trend
nevertheless it has still not recovered fully.

3. UNIT HOLDING AND INVESTMENT PATTERN

TABLE 2: UNIT-HOLDING PATTERN OF MUTUAL FUNDS INDUSTRY AS ON MARCH 31

Category\Year % of Total Investors % of Total Net Assets

2010 |2011|2012|2013 |2014|2015|2016 {2010 (2011|2012|2013|2014|2015|2016
Total 100 [100 (100 (100 |100 |100 |100 (100 |100 |100 |[100 |100 |[100 (100
Individuals 97.1 |97.0 |94.5 |96.9 |97.4 |97.3 |97.5 |39.8 [23.4 |48.2 |45.7 |45.1 |46.9 |46.7
NRIs 20 |19 |19 (18 |17 |1.8 |17 |45 |2.0 |6.0 |47 |3.8 |38 |3.6
Flls 0.0 |00 |00 (0.0 (0.0 |0.0 |00 |10 (1.8 |09 (1.0 |09 |16 |0.9
Corporates/Institutions/Others 1.0 1.1 |3.6 |1.2 0.9 |09 |0.8 54.8 |72.8 (449 |48.6 |50.2 |47.6 |48.8
Share of Public Sector 34.59|NA |34.4 [34.79|36.1 |34.8 |34.03|22.03|NA |17.6 |17.4 |16.8 |15.2 |17.10
Distribution of Public Sector\Total |100 |100 (100 (100 (100 (100 (100 (100 (100 (100 |[100 |100 |100 |100
Individuals 98.7 |98.7 |90.7 |98.8 |97.5 |98.6 |98.7 |39.9 [51.5 |51.1 (49.0 |45.2 |50.2 |44.9
NRIs 09 |09 |09 |09 (1.7 |09 |09 |20 (3.2 |34 |31 |36 |25 |22
Flls 0.0 |0.0 0.0 |00 |00 |00 (0.1 ]|0.1 |0.0 |00 |1.2 [0.0 (0.1
Corporates/Institutions/Others 0.4 04 (84 |04 0.8 |05 |04 58.0 |45.2 [45.5 |47.8 |50.0 [47.3 |52.8
Share of Private Sector 65.41|NA |55.6 [65.21|63.9 |65.2 |65.97|77.97 [NA |82.4 |82.6 |83.2 |84.8 |82.90
Distribution of Private Sector\Total|100 |100 (100 (100 |100 (100 (100 (100 (100 (100 |[100 |100 |100 |100
Individuals 96.2 |96.2 {96.3 [96.0 |97.3 |96.6 |96.8 |39.7 (23.4 |47.3 |45.0 |45.1 |46.3 |47
NRIs 25 |24 |24 |24 |17 |22 |21 |51 (2.0 |6.6 |50 |3.8 |41 |39
Flls 0.0 |00 |00 |00 (0.0 |01 |00 |13 (1.8 (1.2 (1.2 |10 |19 |11
Corporates/Institutions/Others 1.2 1.4 |11 (1.7 09 (1.2 |11 53.8 |72.8 [44.8 |48.8 |50.2 (47.7 |48.0

Source: Annual reports of SEBI of corresponding years from http://www.sebi.gov.in/sebiweb/home/list/4/24/0/0/Annual-Reports accessed on 19-09-2016
Table 2 presents unit holding and investment pattern in Mutual funds in the period 2010-2016. An analysis of the pattern shows that the retail investors for whom
Mutual Funds were expected to be the primary investment vehicle, held 39.8% of total net assets with Mutual Funds in 2010 which has now increased 46.7% in
2016. It ranged between minimum 23.4% in 2011 and maximum 46.9% in 2015. In contrast, the corporates etc. which had held 54.8% is now holding 48.8% in
2016 which has declined almost to the level of retailers. The pattern of investment in 2010-16 presents an encouraging scenario for the growth of Mutual Funds
in terms of increasing shares of retailers. We may also find from the table that the share of NRIs and FlIs has declined in the period. The proportion of the number
of individual investor folios as percentage of overall investors’ accounts has been at level in the period between 94.5% and 97.4%.

When the pattern is analyzed sector wise, it may be seen that in Public Sector the share of retail investors in the total assets was 39.9% in 2010 which has increased
to 44.9% in 2016 oscillating between 39.9% and 51.5% in the period and the share of Corporates etc. has decreased from 58% to 52.8% in between minimum
45.2% and maximum 58% during the said period. The share of NRIs in the period was about 3% and Flls about.1% in this period. In the Private Sector share of
Corporates etc. has declined from 53.8% in 2010 to 48% in 2016 where minimum was 44.8% and maximum was 53.8% in the period and share of retail investors
has increased from 39.7% in 2010 to 47% in 2016. Shares of NRIs and FlIs have also declined in the period. Number of Folios of retail investors in private sector
were between 96% and 97.3% while that of corporate between 0.9% and 1.7%.

The share of public sector in Net Assets in 2010 was 22.3% which has reduced systematically to reach at 17.1% in 2016. However, number of investors in public
sector are almost at level between 34.4% and 36.1% in the period. A reverse phenomenon is found for the private sector.

From these comparisons we find that in Public Sector the share of number of portfolios of retailers are quite large compared to Private Sector but the share of net
assets of retailers has considerably increased in Private Sector. It indicates that the in confidence of retail investors has considerably increased in private sector
mutual funds compared to private sector Mutual funds.

4. GROWTH OF INDIAN MUTUAL FUND INDUSTRY

Table 3 presents Number of fund houses in operation, No. of schemes, No. of folios, Funds mobilized, Repurchase/ Redemption, Net Inflow / Outflow, AUM (Asset
Under Management) on March 31, AUM as % of GDP (Gross Domestic Product) yearly from 2000 to 2016. From the Table we find that the total number of fund
houses increased from 35 in the financial year 2000-01 to 42 in 2015-16 and had a CAGR of 1.22%. The CAGR up to 2008 was -0.84% indicating negative growth.
From year 2002-03 to 2007-08 many fund houses were met with acquisitions and takeovers.

The CAGR of number of schemes existing is 12.86% for 16 years’ period, there were 394 schemes operating under various categories in year 2000-01 and increased
to 2420 in 2015-16. Total number of investors’ folios increased with a CAGR of 10.33% between years 2000 and 2016. However, it may be seen that number of
investor’s folios was growing with a CAGR 31.52% during the period 2000 to 2008 being about three times of CAGR in 2016. The decline in the number of investors
folios of in years after 2009 was mainly due to huge redemptions made in the post 2008 crisis however it is increasing in recent years.
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TABLE 3: GROWTH OF INDIAN MUTUAL FUND INDUSTRY

Year Number of fund|No. ofNo. of fo-|Funds mobilized | Repurchase/ Re-|Net Inflow / Out-| AUM on March |[AUM as % of
houses in operation | schemes lios (Tin Cr) demption (Tin Cr) flow (T in Cr) 31(TinCr) GDP

2000-01 35 394 NA 92957 83829 9128 90587 4.177111
2001-02 34 417 NA 164523 157348 7175 100594 4.28364
2002-03 29 406 NA 314706 310510 4196 79464 3.140047
2003-04 29 403 14643324 |590190 543381 46809 139616 4.919694
2004-05 29 450 13845292 |839708 837508 2200 149600 4.614138
2005-06 29 592 21788215 |1098149 1045370 52779 231862 6.277791
2006-07 30 755 30366707 |1938493 1844508 93985 326388 7.599775
2007-08 33 956 43796078 |4464376 4310575 153802 505152 10.12919
2008-09 35 1001 47964617 |5426353 5454650 -28296 417300 7.411995
2009-10 38 882 48174920 |10019023 9935942 83080 613979 9.508216
2010-11 41 1131 47233262 8859515 8908921 -49406 592250 7.717469
2011-12 44 1309 46452064 |6819679 6841702 -22024 587217 6.630872
2012-13 43 1294 42828315 |7267885 7191346 76539 701443 6.93586
2013-14 46 1638 39548410 (9768401 9714318 54083 825240 7.267589
2014-15 43 1884 41740203 |11086260 10982972 103288 1082757 8.670237
2015-16 42 2420 47663024 |13765555 13631375 134180 1232824 9.08085
CAGR00-08 |-0.84% 13.50% 31.51% 73.86% 75.57% 49.70% 27.83% 13.56%
CAGRO00-16 |1.22% 12.86% 10.33% 39.54% 40.41% 19.62% 19.01% 5.34%

Source: Various issues of SEBI Annual Report, RBI database http://dbie.rbi.org.in/DBIE/dbie.rbi?site=home (accessed 19-9-2016) and Various issues of AMFI
MONTHLY from website http://www.amfiindia.com/AmfiMonthly.aspx(accessed 19-9-2016)
The CAGR of total funds mobilized from 2000 to 2016 is 39.54% but the CAGR was 73.86% till 2008. Total redemptions/repurchases had a CAGR of 40.41% in 2016
which was 75.57% much higher in 2008 than its current growth rate. The Net inflows which were growing with CAGR of 49.70% till 2008 have come in the negative
segment due to huge redemption in the period after 2008 till 2012. However, overall CAGR has of Net inflows from 2000 to 2016 has been recovered to the level
19.62%. Figure 1 presents the growth of Gross Mobilization, redemption and net inflow as visual diagram.
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The AUM was growing from 2000 to 2008 at CAGR 27.83% however in the whole period of 16 years its CAGR is 19.01%. Figure 2 presents the growth of AUM from
2000 to 2016 and a trend line has been fitted with exponential model. The R-square a measure of goodness of fit is.944 indicating nice fitting of exponential model.
The fitted exponential model also reveals that the AUM is growing with exponential growth of 18.5% yearly in the whole period. We may also see that the AUM
also declined due to Global financial crisis and recession. The AUM at the end of the financial year as percent of GDP (Gross domestic product) at current price has
been calculated and shown in the last column of Table 3. We find that AUM was always below 10% of the GDP except in 2007-8 when it was 10.13%. Here also
the growth of this ratio was remarkable till 2008 with CAGR 13.56% which has declined to 5.34% in 2016 measured from 2000.

FIGURE 2
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TABLE 4: SECTOR-WISE COMPARISON OF GROWTH OF INDIAN MUTUAL FUND INDUSTRY

Year Public Sector! Private Sector

Gross Mobilisation (T in Cr) |Redemption (3 in Cr)|Net Inflow (3 in Cr)|Gross Mobilisation (T in Cr)|[Redemption (T in Cr)|Net Inflow (T in Cr)
2000-01 17948 18670 -722 75009 65160 9850
2001-02 16725 22600 -5875 147798 134748 13050
2002-03 30611 38484 -7873 284096 272026 12069
2003-04 55540 51277 4264 534649 492105 42545
2004-05 103245 108644 -5399 736463 728864 7600
2005-06 183446 173644 9803 914703 871727 42977
2006-07 338620 323673 14947 1599873 1520836 79038
2007-08 683624 663126 20497 3780753 3647449 133304
2008-09 1133603 1127882 5722 4292751 4326768 -34018
2009-10 2320539 2292387 28152 7698483 7643555 54928
2010-11 1936591 1966782 -30191 6922924 6942140 -19215
2011-12 1135935 1142514 -6578 5683744 5699189 -15446
2012-13 1339939 1328501 11438 5927947 5862845 65102
2013-14 1718703 1713758 4945 8049397 8000559 48838
2014-15 1942297 1942710 -413 9143962 9040262 103700
2015-16 2639279 2596491 42787 11126277 11034883 91,394
CAGR (2000-08)|68.20% 66.53% - 75.07% 77.71% 45.09%
CAGR (2000-16)(39.48% 38.96% 39.56% 40.79% 16.01%

Source: Various issues of SEBI Annual Report from http://www.sebi.gov.in/sebiweb/home/list/4/24/0/0/Annual-Reports accessed on Dated 19-09-2016

Note: 1. Includes units of UTI

From the Table 4 we may analyze the growth of Mutual Funds sector wise. The CAGR of the funds mobilized in public sector in 2016 is 39.48% but the CAGR till
2008 in this sector was 68.20%. While the CAGR of the funds mobilized in private sector in 2016 is 39.56% but the CAGR till 2008 in this sector was 75.07%. Clearly
the growth rate was higher in private sector compared to public sector. The amount mobilized by private sectorin 2016 was ¥ 1,11,26,277 Cr. about 4 times higher
than ¥ 26,39,279 Cr. mobilized by public sector in this year.

The trend of redemption is found to follow similar pattern as that of funds mobilized. The growth of redemption in public sector had CAGR 66.53% in 2008 and
38.96% in 2016 and in private sector the redemption had CAGR 77.71% in 2008 and 40.79% in 2016. The CAGR of Net inflow in private sector was 45.09% in 2008
and 16.01% in 2016. The effects of Global financial crisis in 2008 and global recession in 2011, is clearly visible in the growth of funds. We may witness from the
Table 4 that huge redemptions were made in 2010 and 2011 in both sectors. The growth of the funds mobilized, redemption and net inflow in public sector have
been presented in Figures 3 and that of private sector in Figures 4.
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From Table 3 we find that there is a downtrend in Net funds mobilized, AUM, AUM as percentage of GDP during the years 2002-03, 2008-09 and 2010-11 due to
bifurcation in UTI in February 2003, Global financial crisis in 2008 and recession in 2011 respectively. By considering overall trend (except in few years), the
performance of Indian Mutual fund Industry is good for the period of 16 years i.e. 2000-01 to 2015-16.

5. CONCLUSIONS AND REMARKS

We have seen that after Global financial crisis and recession, AUM (assets under management) has indicated vibrant growth levels posting a growth of 19.01% in
the period 2000-16 compared to 27.83% in 2000-08 measured as CAGR and the aggregate funds mobilized during the period also grew at the rate of 39.54% in
2000-16 compared to 73.86% in 2000-08. Number of schemes was found growing with the CAGR 12.86% and number of folios with CAGR 10.33% in the period
2000-16 The proportion of net assets of retail investors being 46.7% in 2016 has now come to the level of institutional investors which is 48.8%. These statistics
testify that the Indian mutual fund industry has weathered the financial crisis well, but it cannot be denied that the industry still requires to effectively overcome
the challenges of low retail participation and penetration levels.

Our study has also revealed that private sector has made larger contribution in the growth of mutual fund industry compared to public sector after liberalization.
The private sector has mobilized more than four times funds than the public sector. However, another study made to measure the competition in the Indian
mutual fund industry for the period March, 2003 to March,2009 has found that funds within Private Joint Venture Indian Dominated were highly competitive;
funds within Private Joint Venture Foreign Dominated were found most of the times moderately competitive and funds within Bank-Institution, Private Sector
Indian and Private Sector Foreign were found concentrated.(Khurshid, S.M.Z., Rohit and Singh, G.P., 2009.)

One of the major reasons for relatively low activity of Mutual Funds in India is that of penetration which is negligible especially in the rural areas. Thus, if the sector
has to grow fast, it needs to devise appropriate schemes to attract the saving of low-income groups in urban as well as rural areas. This is the only way to ensure
participation of all categories of investors in the financial markets, which is crucial for sustained development, both of the financial sector and the economy as a
whole.(Gokarn, S.,2011, Purandare J., Mehra G., 2010)

The share of mutual funds as a percentage of GDP in developed countries are quite high mostly above 50% compared to India where we have seen that assets of
mutual funds as a percentage of GDP are about 10%. However the mutual fund industry is growing at a much higher rate in India as compared to the other major
countries. (Mitra, A., 2009. Rohit, 2012) This shows the tremendous scope and potential for growth of mutual funds in India. However, the industry requires more
competition, transparency, penetration and schemes being capable to attract from vast area of common and retail investors.
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