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MUTUAL FUNDS IN INDIA: INVESTOR BEHAVIOR

Kumar Saurabh'

In this paper it has been analyzed as what are the factors based on which investors select
mutual funds for investment. Behavior of investor is most volatile in nature as investors
not always rational during investment. In this paper investor behavior is being analyzed
on the basis of demographic, technical and marketing factors of mutual funds. The
Jfactors which are being analyzed are demographic factors, theme of the fund, name of
fund house, past performance of fund house, name of fund manager, investment style of
Jund manager, credit rating by agencies, standard of services of fund house, broker's
advice, visibility of fund, tax benefit, portfolio of fund, minimum investment, scheme
expense ratio, lock in period of fund.
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Introduction

Mutual fund is a retail product designed to target small investors who does not like to risk
their earnings but wishes to take benefits of stock market investing. The investors are
unique and are a highly heterogeneous group. So, a general product for all investors may
not give a good response. In financial markets, behavior of the investors plays a vital
role. Investors influence the price of the securities and the volumes traded. This behavior
of the investors is influenced by perception. Humans generally relate perception to
action. We have evidence for the influence of this effect also among Indian mutual fund
investors. There is as such no model available to know the exact financial avenues for the
investment. No model can explain exactly the influence of perception, beliefs on
expectations and decision making. The reality is so complex that trying to fit an
individual investor's beliefs into a model is impossible. But, to a certain extent, we can
borrow concepts from social psychology where behavioral patterns, rational or
irrational, are developed and empirically tested. On the same lines, certain models to test
the financial behavior, to the extent of the availability of the explanatory variables.
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Limitations

The study is based on a survey through a questionnaire covering different groups of
investors of a 95 respondents only.

Data on Variables

Primary research is being conducted for the collection of data using a questionnaire.
Convenient sampling method is used for collection of responses. Investors were asked
about their occupation, age, gender, income, their knowledge about mutual fund
investments, marketing services provided by the fund houses.

Literature Review

Verma, 2008, 'Wealth Management and Behavioral Finance: The Effect of
Demographics and Personality on Investment Choice Among Indian Investors,' —Study
was conducted to investigate the effect of demographic profile and personality type of
the investor on investment choice. Sample size of 500 was used for the study. Study was
focused on does demographic variables and investor personality effect investment

choice and what is the order of investment preference of Indian investor for each of the
variables and their combinations. The study provided the evidence that the investment
choice was affected by the demographic variables such as gender, age, income,
education, occupation as well as various personality types.

Paul Tarak, 2012, 'A study on level of expectation of mutual fund investors & impact of
demographic profile on period of investment in mutual fund'—The paper discussed
about the level of expectation of mutual fund investors in respect of return and its
relationship with the age, gender, educational qualification and income of investor.

Athma Prashanta, Kumar Raj, 2012, 'Mutual Funds in India: An analysis of investors
perceptions'—the paper discussed about mutual fund investor satisfaction and its
relation to demographic factors of investor and disclosures practices by companies. The
paper has compared eight fund houses on the basis of investor's satisfaction level.

Hira et al 2009, 'Determinants of retirement planning behaviour and differences by
age,—To investigate the determinants of retirement planning behaviour of investors of
different age group. A national survey of 911 individuals from households with incomes
of $75000 or greater was conducted in the US. The significance of socio-demographic
variables, the ability to recover from loss, behavioural tendencies and perceived or
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actual personal control were investigated.

Moschis and Burkhalter, 2007, 'Making Ends Meet: How will the elderly manage their
finances and post retirement expenses?'- To study the differences for preferences and
motives for financial services and financing of post-retirement expenses and analyzed
segments of mature consumers. Survey was conducted on 20,000 US citizens of the age
55 or above. The responses of older Americans were different as their lifestyle
characteristics. Americans attached different levels of importance to the institutions they
rely on for advice regarding financial management.

Research Methodology

Statistical analysis is being done on the data collected from primary research. Factor
Analyses is being done by using SPSS statistical tool.

Analysis

Analysis is performed based on factor analysis. Factor analysis is a multivariate
statistical technique used to summarize the information contained in a large number of
variables into a smaller number of factors.

In the survey, certain variables have high correlation with each other as shown in table 1
like variable Expense Ratio shows the correlation of 0.919, 0.904 and 0.803 with
Portfolio, Lock in Period and Theme. The variable Age and Marital Status have high
correlation of 0.803.This shows that more the age of investor more his/her chances to be
married. Perception about mutual fund of investors has high correlation with Option
Scheme they choose for their investment, Visibility of fund, Expense ratio, Portfolio of
fund, Lock in period of scheme, Theme of scheme and Broker's advice. Option of
scheme has high correlation with Broker's advice, Visibility of fund, Expense ratio and
Lock in period of scheme. Lock in period is also goes hand in hand with Theme of fund
and Broker's advice. Theme of the fund and Broker's advice are also correlated with
correlation of 0.733. Portfolio of the fund has strong association with Lock in period of
scheme, Theme of the fund and with the Broker's advice. Visibility of fund has
significant correlation with Expense ratio, Portfolio of fund, Lock in period of fund,
Theme of the fund and with Broker's advice. Investment style of fund manager depends
upon the fund manger itself, it is quite obvious from the survey analysis as it is strongly
associated with each other. Investment style is also associated with the portfolio of fund
and theme of'the fund. So, all the correlated variables will summarize as one factor.
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Aspertable 2, KMO is 0.773, and the significance level is 0.000. Hence, we can interpret
itas greater than 0.5 so we can proceed with the data analysis.

According to The Bartlett's Test of Sphericity there is a significant relationship
between variables.

Table 2: KMO and Bartlett's Test

Kaiser-Meyer-Olkin Measure of Sampling Adequacy. 773
Bartlett's Test of Sphericity Approx. Chi-Square 1252.001
df 351
Sig. 000

The anti image matrix in table 3 says that except for the factors Gender, Occupation,
Savings, Satisfaction and Minimum Investment, all the other factors show a diagonal
correlation (correlation with themselves) greater than 0.5, which further indicates to us
that we can go ahead with factor analysis.
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Table 3

Once it has been determined that factor analysis can be done to the data available, an
appropriate method has to be selected. We have selected the Principal Component
Analysis which considers the total variance in the data.

Generally values below 0.6 of extraction communalities indicate to the variables that do
not fit well with the factor solution, and thus should be excluded from the analysis. Here
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Gender, Qualification, Investment, Promotion and Fund house have communalities less

than 0.6, rest all other variables have communality well above 0.6.
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The first factor explains 29.997% of total variance. It is to be mentioned that the first few
factors explain relatively large amount of variance whereas subsequent factors explain

Eigen values Analysis in table 4 says
only small amount of variance.
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Figure 1
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SPSS then extracts all factors with Eigen values greater than 1, which leaves us with 8
factors.

The Eigen values associated with these factors are displayed in the Total Variance
Explained table.

So, by looking at the first panel, we have eight factors which has Eigen Value greater
than 1, the cumulative variance explained by them is 74.400%.

Component Matrix

Table 5 reports the factor loadings for each variable on the unrotated components or
factors. Each number represents the correlation between the item and the unrotated
factor. For example 0.884 shows correlation between the variable visibility and the first
factor.

The variable with highest loading is grouped under one factor. But in some cases the
factor loadings of one variable may be high in two factors making interpretation '
difficult. So we go for rotation and get rotated component matrix. To confirm the highest
loadings under one factor only we make the rotated component matrix.

Through rotation the interpretation becomes easier. The table gives the rotated
component matrix with only the highest loadings under each factor.
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Table 5

Component

4

Perception

0.837

Option

-0.763

Visibility

0.884

Pastperformance

0.432

Fundmgr

0.748

Style

0.785

Expense

0.925

Portfolio

0.906

Lockinpd

0911

Theme

0.879

Broker

0.830

-0.786

Gender

-0.472

Marital

0.823

Investment

-0.541

Credit rating

0.671

Promotion

0.459

Qualification

-0.451

Income

0.715

Saving

0.556

Perspective

0.427

Minimum

investment

0.525

Fundhouse

-0.371

Service

0.497

Tax

-0.453

Occupation

051

Satisfaction

0.456
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This table (called the Pattern Matrix for oblique rotations) reports the factor loadings for
each variable on the components or factors after rotation.

Table 6
Component
1 2 3 4 5 [ 7 8
Perception 0.823 .
Option -0.702
Visibility 0.866
Fundmgr 0.747

Style 0.833

Expense 0.93
Portfolio 0.938

| Lockinpd 0.916

Theme 0.909

Broker 0.784

Age 0.886
Marital -0.827

Gender I 0.368

Pastperformance 0.668
Creditrating 0.73

Prometion 0.416

Mininvestment 0.499

Fundhouse 0.335

Income - 0.838

Saving 0.734

Perspective 0.803
Service 0.622

Investment | i 0.504

Satisfaction 0.830

Qualification ! 0.595
Occupation 0.821

Tax 0.796

Extraction Method: Principal Component Analysis.
Rotation Method: Varimax with Kaiser Normalization,
a. Rotation converged in 8§ iterations.
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Factor Classification

After analyzing rotated component matrix table we find which variables fall into which
factors. There by using factor analysis we have effectively combined 27 variables into 8
factors. These factors are as given in table 7. These new factors can be used further for
analyzing the various factors that affects consumer behavior of while making an

MUTUAL FUNDS IN INDIA: INVESTOR BEHAVIOR

investment. '
Table 7
F1 F2 F4 F5 Fé6

Perception 0.82

3
Option -

0.1!)

2
Visibility 0.86

6
Fundmgr 0.74

7
Style 0.83 E

3 2

o}

Expense 0.93
Portfolio 0.93

8
Lockinpd 0.91

6
Theme 0.90

9
Broker 0.78

4
Age 0.88

6
DEMO
Marital -
0.82
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Gender 0.368

Pastperformance 0.668

Creditrating 0.73

anvad

Promotion 0.416

Mininvestment 0.499

Fundhouse 0.335

Income 0.838
FUTURE

Saving 0.734

Perspective 0.803

Service 0.622 QUALITY

Investment 0.504
REVENUE

Satisfaction 0.830

Qualification 0.595
PROFFESSION

Occupation 0.821

Tax 0.796 Tax

From Factor analysis it is evident that factor 1 explained around 24 percent variance,
which includes perception of investor, option of scheme, visibility of fund, fund
manager, style of investment of fund manager, expense ratio of scheme, portfolio of
fund, lock in period of scheme, theme of fund and broker's advice. Demographic factors
like age and marital status of investor also has the impact over the investment behavior of
the investor.

Conclusion

From Factor analysis of survey it is evident that factor 1 explained around 24 percent
variance, which includes perception of investor, option of scheme, visibility of fund,
fund manager, style of investment of fund manager, expense ratio of scheme, portfolio of
fund, lock in period of scheme, theme of fund and broker's advice. Hence it is the fund
specific factors which affect most to the investment behavior than any other factors. Also
the visibility of fund is an important aspect while selection of fund hence proper
marketing also plays an important role in investment. Demographic factors like age and

marital status of investor also have major impact over the investment behavior of the |

investor.
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