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EXECUTIVE SUMMARY

An exchange traded fund is an investment vehicle that reflects the performance of an underlying
index by holding the assets like stocks, commodities Or bonds tO replicate the composition Of
the market index. Whereas a mutual fund is a type Of financial instrument made up of a pool of
money gathered from numerous investOrs tO put in securities such as stocks, bonds, money
market instruments, and Other assets. Mutual funds are Operated by fund managers, who attempt

to produce capital gains Or incOme fOr the fund's investors.

This paper is an empirical study Of the performance Of exchange traded funds that aim to
provide returns closely corresponding tO Nifty Bank and Nifty pSU Bank Index along with

mutual funds that invests in equity Of cOmpanies in the banking and financial services sectOr
with the benchmark being Nifty Financial Services Index.

The performance Of the funds is examined based On the following parameters: active

returns, Jensens alpha, tracking errOr and Sharpe ratio.

The active returns analysis showed that ETFs tracking Nifty Bank Index both
underperformed and outperformed while ETFs tracking Nifty pSU Bank Index

underperformed. Also all the mutual funds underperformed except SBI Banking and
Financial Services Fund.

Jensen®s alpha is negative for majority Of the funds both ETF and mutual fund which means
they have not been able t0 provide excess return Over the market. The study reveals SBI ETF

Nifty Bank has the lowest tracking errOr among the ETFs.
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Again the SBI ETF Nifty Bank was rank first based on Sharpe ratio among the ETFs under
study and in mutual funds SBI Banking and Financial Services fund was ranked first.

overall active returns analysis shows that the ETF performed better than the mutual funds while

the Jensens alpha better for the mutual fund than ETF.

The study may be useful for those interested in financial instruments investing in banking and

financial sectOr.
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CHAPTER 1: INTRoDUCTIoN

A. BANKING AND FINANCIAL SERVICES SECToR ININDIA

India has a differentiated financial sectOr experiencing quick development, both regarding solid
development Of existing budgetary administrations firms and new entities in the market. The
segment invOlves business banks, insurance agencies, non-banking money related
organizations, cO-agents, annuity reserves, shared assets. The banking regulator has allowed
new entities such as payments banks tO be created recently thereby adding to the types of
entities Operating in the sector. However, the moOnetary zOne in India is predominantly a

banking region with industrial banks accounting fOr greater than 64percent Of the total assets
held by the financial system.

As per the Reserve Bank of India (RBI), India®s banking sectoOr is sufficiently capitalized and
well- regulated. The financial and econOmic conditions in the cOuntry are far superior tO any
Other country in the world. Credit, market and liquidity risk studies suggest that Indian banks

are generally resilient and have withstood the global downturn well.

Indian banking industry has recently witnessed the roll out of innOvative banking models like
payments and small finance banks. RBI*'s new measures may go a long way in helping the
restructuring Of the domestic banking industry. The digital payments system in India has

evolved the mOst amoOng Other cOuntries

The Indian banking system coOnsists Of 27 public sector banks, 21 private sectOr banks, 49



foreign banks, 56 regional rural banks, 1,562 urban coOperative banks and 94,384 rural
cooperative banks, in addition tO coOperative credit institutions. In FY07-18, total lending
increased at a CAGR 0f 10.94 per cent and total deposits increased at a CAGR 0f 11.66 per
cent. India“s retail credit market is the fourth largest in the emerging countries. It increased to

USS$ 281 billion on December 2017 from US$ 181 billion on December 2014.

The Mutual Fund (MF) industry in India has seen rapid growth in Assets Under Management
(AUM). Total AUM of the industry stood at Rs 23.16 trillion (US$ 321.00 billion) as of
February 2019. At the same time the number Of Mutual fund (MF) equity portfolios reached a

high of 74.6 million as of June 2018.

Another crucial component Of India“s financial industry is the insurance industry. The
insurance industry has been expanding at a fast pace. The total first year premium Of life

insurance companies reached Rs 159,004 crore (US$ 22.04 billion) as of Jan 2019.

Along with the secondary market, the market for Initial public offers (Ip0s) has alsO witnessed
rapid expansion. The total amount Of Initial public offerings (Ip0) stood at Rs 14,032 crore

(US$ 1.94 billion) as of Feb 2019.
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Figl.1: Structure of organized Banking Sector in India
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Fig 1.2: Advantages for banking sector in India
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Fig 1.3: Advantages for Financial Services sectOr in India
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B. MUTUAL FUNDS IN INDIA

History

The first introduction of a mutual fund in India Occurred in 1963, when the GOvernment of
India

launched Unit Trust of India (UTI).UTI enjoyed a mOnopOly in the Indian mutual fund
market

until 1987, when a host of other government-controlled Indian financial companies
established

their own funds, including State Bank Of India, Canara Bank and by punjab National
Bank.

First phase - 1964-1987

Unit Trust of India (UTI) was set up in 1963 by an Act of parliament. It was set up by the
Reserve Bank of India and worked under the Regulatory and authoritative control of the
Reserve Bank of India. In 1978 UTI was de-connected from the RBI and the Industrial
Development Bank of India (IDBI) assumed control over the administrative and regulatory
control instead of RBI. The first scheme propelled by UTI was Unit Scheme 1964. Toward the

finish of 1988 UTI had Rs. 6,700 crores Of assets under management.

Second phase - 1987-1993 (Entry Of public Sector Funds)

1987 marked the entry of non-UTI, public sector mutual funds set up by public sector banks

and Life Insurance Corporation Of India (LIC) and General Insurance Corporation Of India
(GIO).

SBI Mutual Fund was the first non-UTI Mutual Fund established in June 1987 followed by



Canbank Mutual Fund (Dec 87), punjab National Bank Mutual Fund (Aug 89), Indian Bank

Mutual Fund (Nov 89), Bank of India (Jun 90), Bank of Baroda Mutual Fund (oct 92). LIC
established its mutual fund in June 1989 while GIC had set up its mutual fund in December

1990.At the end of 1993, the mutual fund industry had assets under management Of Rs.

47,004 crores.

Third phase - 1993-2003 (Entry of private SectOr Funds)

With the entry of private sector funds in 1993, a new era started in the Indian mutual
fund

industry, giving the Indian investOrs a wider choice Of fund families. Also, 1993 was the year
in

which the first Mutual Fund Regulations came into being, under which all mutual funds,
except

UTI were to be registered and governed. The erstwhile Kothari pioneer (nOow merged
with

Franklin Templeton) was the first private sector mutual fund registered in July
1993.

The 1993 SEBI (Mutual Fund) Regulations were substituted by a more comprehensive and
revised Mutual Fund Regulations in 1996. The industry now functions under the SEBI
(Mutual Fund) Regulations 1996.As at the end of January 2003 there were 33 mutual funds

with total assets Of Rs. 1, 21,805 crores.

Fourth phase - since February 2003




In February 2003, follOwing the repeal Of the Unit Trust Of India Act 1963 UTI was bifurcated intO twO separate

entities. One is the Specified Undertaking Of the Unit Trust Of India with assets under management Of Rs. 29,835

crOres as at the end Of January 2003, representing brOadly, the assets Of US 64 scheme, assured return and certain

Other schemes. The secOnd is the UTI Mutual Fund, spOnsOred by SBI, pNB, BOB and LIC. It is registered with

SEBI and functiOns under the Mutual Fund RegulatiOns.
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Growth of Mutual Funds

In the last 10 years, India“s mutual fund industry has grown 12.5% annually On average,
outperforming the growth clocked by the world and developed regions by more than
double, according to a report by the AssOciation of Mutual Funds of India (Amfi) and
global analytics firm Crisil. During the same period, Asia-pacific including India, grew at
just 8%. Assets managed by the Indian MF industry grew to X 23.96 trillion in July 2018, up

17.33% from the previous year.

The share of MFs in the amount flowing intO the capital markets through portfolio investments
rose t0 18.4% in March 2018 from 8.5% in 2014. On the other hand, the share of foreign
portfolio investors Or Fpls (Of the total institutional holding) fell to 56.4% from 61.8% of

market capitalization during the same period.

of the total financial savings and assets in the cOuntry, the share 0f MFs has increased in the last
three years t0 14% in March this year from 10% in 2016. In the Overall debt market, banks and
insurance companies still continue t0 dominate and invest a major chunk Of their mOney in
government securities. The corporate debt market, however, receives its highest share from
MFs at 34.9%.Among open-ended funds, 50% of total investment was made in debt funds,

followed by 30% in equities and 14% in hybrid funds.



INDIAN MF ASSETS SHOW
HIGHEST GROWTH IN WORLD

India’s mutual fund industry has grown on average 12.5%
annually, outperforming the growth clocked by the world
and developed regions by more than double
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C. EXCHANGE TRADED FUNDS IN INDIA

The first ETF in India was launched in December 2001 which was benchmarked to the
Nifty50. From there on, ETF market in the cOuntry saw a strong growth trajectory both in
terms Of total AUM and number of ETFs. The asset under management (AUM) of domestic

equity and debt ETFs has grown at a stellar rate Of nearly 28 per vent per annum Over the last
11 years.

Global ETF AUM has grown at 19 per cent per annum between 2009—17 crOssing $5

trillion recently.

In recent times, Exchange-traded funds (ETFs) have gained a wider acceptance as financial

instruments whose unique advantages Over mutual funds have caught the eye 0f many an
investor. These instruments are beneficial for Investors that find it difficult to master the tricks
of the trade of analyzing and picking stocks for their portfolio. Various mutual funds provide
ETF products that attempt to replicate the indices On , sO as tO provide returns that closely

correspond tO the total returns Of the securities represented in the index.

We have ETFs tracking various Indices, e.g.; Bank Nifty, Sharia Index, Infra Index, Liquid
BeES and the spot gold. Due to surge in the Gold prices globally, and the yields On the gold

ETFs, it has generated 10t Of interest amongst the investing community.

The current exponential growth in the Indian ETF market is ushering in acceptance Of the
passive style of investing. HOwever, it“s still in its nascent stages for this market compared with

more developed markets such as the U.S. and Europe. As of Nov. 31, 2017, the global ETF

10



market stood at over USD 4.7 trillion Of assets under management, with 7,000 products acrOss
70 exchanges. These statistics favor the U.S. and European markets, which constitute nearly

70% and 16% of the global ETF markets, respectively. The top three global ETF issuers are
iShares, Vanguard, and State Street.

In India, the current statistics estimate assets Of USD 8 billion, with 67 products2 and a YTD
growth of over 100%; assets were at USD 3 billion at the end 0f 2016. The growth can be
mainly contributed tO the inflows in the Bharat 22 ETF and the CpSE ETF, both of which are
government initiatives. The growth in assets in the Nifty and SENSEX ETFs are also a result of
the boost provided by the introduction of investments in ETFs by pension funds. We see that in
India, the government is providing a major impetus tO the growth of the ETF space, thereby

promoting passive investment.
Examples —

e Edelweiss Exchange Traded Scheme - NIFTY
e ICICI prudential NIFTY ETF

e Kotak NIFTY ETF
e MOSt Shares M50

e Axis GOIdETF

11



RESEARCH OBJECTIVES

This paper is nOt an exhaustive study in the area Of investment in the banking and financial

services sector. It seeks to fulfill the following Objectives —
[1] To study the performance Of banking and financial services mutual funds in India
[2] To study the performance Of ETFs tracking Nifty Bank Index and Nifty pSU Index

[3] To compare the performance Of ETFs and mutual funds in the banking and financial

services sector.

12



CHABTER II: LITERATURE REVIEW

A. RESEARCH pASERS

This chapter deals with the review Of literature On ,,Investment in Banking and Financial Sector:
performance Evaluation of ETFs and Mutual Funds®. Review Of some Of the studies is

presented in the following discussion.

ETF vis-A-vis index funds: An evaluation, grof. Athma prashanta and Kumar K. Raj (2011). The
study covers the trends and progress Of ETFs and Index Funds in India and to evaluate the
performance Of ETFs vis-a-vis Index Funds in India. The study is based on secondary data and
covering the period of five years from 2005 to 2009 for the purpose of evaluating performance
of select ETFs and Index Funds in India. It is concluded that ETFs have given better opportunity
for the small investOrs in terms Of diversified portfolio with a small amount Of money; low
expense ratio, reduced tracking error, lower risk and volatility as compared to Index Funds. The
ETFs can become a best investment alternative, provided, awareness is created among the

nvestors.

prajapati and patel(2012) in their study evaluated the performance of various diversified
equity mutual funds in India, from the period 2007 to 2011 and found that, overall mutual

funds has given positive returns and the best performer are HDFC and Reliance mutual fund.
performance Of ETFs and Index Funds: a comparative analysis, S. Narend (2014). This paper is

13



an empirical study Of the performance Of exchange traded funds and index funds since the
period of their respective inception till July 2013 in terms Of three parameters: a) tracking error
b) active returns and c) Jensen's alpha. Overall, the study reveals that, in India, index funds have
done better than ETFs in terms Of a lower tracking errOr and a higher Jensens alpha while ETFs

have performed better in terms Of active returns.

performance Evaluation Of Some Index Funds-Indian perspective, pranav Mishra and Gulab
Singh (2016). This paper attempts tO make an intra-class performance evaluation of some
Indian index funds based On some statistics. The study includes the use of graphical
interpretations coupled with statistical tools like R-square and tracking error values. Two
models Of tracking error have been employed to test empirically the performance Of the
selected index funds. The study is useful for those interested in mutual funds, which includes
researchers, academicians, and financial advisOrs. The paper suits the requirement and the

situations prevalent in Indian econOmy during the period under study.

performance Evaluation Of Select Index Funds in India, pinkesh Dhabolkar, Dipti Anand Naik

and Reddy, Y. V (2017). This paper examines the performance Of select index mutual funds in

14



India based oOn tracking errOr and Jensens alpha, and rank these funds based On their
performance. The study reveals that Franklin India index fund has a lower tracking error
followed by Birla Sun Life index fund. Rankings using Sharpe and TreynOr*s ratio reveal
that Franklin India index fund and SBI Nifty index fund respectively are the best performing

funds from the selected index funds.

Actively managed ETFs vs. actively managed mutual funds. D. Eli Sherrill and Kate Upton
(2017). The purpose Of this paper is tO study if actively managed exchange-traded funds
(AMETFs) and actively managed mutual funds (AMMFs) are complements Or substitutes. It
also tests if there are tax Or liquidity clientele effects. The authors find that equity and mixed
AMETFs and AMMFs are substitutes, although not perfect substitutes. Taxation-related
differences between the twO products create a clientele effect for fixed incOme and mixed funds
where tax-sensitive investOrs are more likely tO substitute AMETFs for AMMFs surrounding
tax increases. There is weak evidence that institutional investors may prefer AMETFs more than

retail investOrs because Of their enhanced liquidity.

performance Evaluation of Mutual Funds: A Study of Selected Equity Diversified Mutual
Funds In India, Mamta & Satish Chandra ojha (2017). The main aim Of this paper is, tO
evaluate the performance Of Indian equity diversified mutual funds. A subsidiary aim is to
analyze the relationship between risk and return Of these funds, based on total risk and
systematic risk. In nut shell, the performance of mutual fund in terms Of Average returns, thirty
percent Of the diversified fund schemes have shown higher and superior returns and remaining

have shown inferiOr returns. In terms Of standard deviation, ninety percent Of the selected
15



schemes are less risky than the market. Seven funds out Of ten funds have beta less than One
and positive, which imply that they were less risky than the market portfolio and in
terms Of coefficient Of determination (R2), all ten funds were near tO One which indicates
higher diversification of portfolio. one out of ten funds have shown superior performance,
under the Sharpe ratio and four out Of ten in case Of Treynor Ratio have showed higher

performance.

Investing in the healthcare sector: mutual funds or ETFs, Haiwei Chen, James Estes and William
pratt (2018). The purpose Of this paper is tO investigate hOw healthcare funds differ from
healthcare exchange-traded funds (ETFs) in terms Of delivering pOsitive alpha, beta, and
hedging against a market downturn risk. The author considers what extent can investOrs gain by
diverting a portion Of their holdings in the S&p 500 index fund intoO either a value-weighted
healthcare fund portfolio or ETFs. The authors find that both healthcare funds and ETFs

provide significantly positive average alpha and hedge against a market downturn risk.

16



B. EXCHANGE TRADED FUND v/s MUTUAL FUND

It is important tO note that exchange traded funds are different from mutual funds in
various aspects. Since the study invOlves the performance evaluation Oof exchange traded

funds and mutual funds it is necessary tO keep in mind the differences between the two.

The following table gives a summary about the differences between the two
financial instruments -

Exchange Traded Fund Mutual Fund

Managed passively Managed Actively Managed by the
fund manager

Traded
While the Markets are open After the Market closes
Goal To follow the market index To beat the market

Management Fee Yes
No

Trade Fee Yes Yes

Minimum Investment Yes
No

Table 2.1: ETF v/s MF

17



CHApBTER III: RESEARCH METHoDoLoGY

To achieve the oObjectives mentiOned in Chapter I an empirical study is performed.

Secondary data is cOllected from funds websites and the stock exchange website. The funds

mentioned in Table 3.1 & 3.2 are evaluated using different statistical measures.

A. SCOpE oF THE STUDY
The study covers a period of five years starting from Jan 2014 to December 2018. For funds that were
launched after 2014, data is coOllected since inception till December 2018. The paper takes intO account
the performance Of four exchange traded funds Operative in India whose benchmark index is the Nifty
Bank index of the NSE (National Stock Exchange) and twO exchange traded funds tracking Nifty pSU
Bank Index. As for the mutual funds seven funds benchmarked to Nifty Financial Services have been
taken int0 account and One benchmarked to Nifty Bank.

The funds under study are mentioned in the following tables -

Exchange Traded Fund Tracking Nifty Bank

Reliance ETF Bank BeES
Edelweiss ETF - Nifty Bank

Kotak Banking ETF
SBI-ETF Nifty Bank

Exchange Traded Fund Tracking Nifty PSU Bank

Kotak gSU Bank ETF
Reliance ETF pSU Bank BeES

Table 3.1: ETFs under study
18



Mutual Funds

UTI Banking and Financial Services Fund

TATA Banking and Financial Services Fund

SBI Banking & Financial Services Fund

ICICI prudential Banking and Financial Services Fund
Aditya Birla Sun Life Banking And Financial Services Fund

Invesco India Financial Services Fund

Sundaram Financial Services opportunities Fund

Reliance Banking Fund

Table 3.2: Mutual Funds under study

B. SOURCES oF DATA

The study is empirical in nature and is purely based On the secondary data collected.

Daily NAV of the mutual funds was collected from the websites Of the Asset Management

Company and AssOciation of Mutual Funds in India.

For the same period values of Nifty Bank, Nifty pSU Bank and Nifty Financial Services

are cOllected from National Stock Exchange website.

Daily returns of the ETFs under study are alsO calculated using the data collected from

the National Stock Exchange website.

Further the yield of 364 day treasury bill of Government Of India has been used as the risk
free return.

C. MEASURES

19



To analyze whether the funds underperform Or over perform the benchmark index the

following statistical methods and techniques have been used —

For Risk Analysis —

Standard deviation (Total Risk), Beta (Systematic Risk) and Coefficient of Determination
were calculated.

For Return Analysis —

Active Returns were calculated for analyzing the returns of the fund.
For performance evaluation by risk adjusted measures —

Jensen®'s alpha, Sharpe Ratio

20



Measure Calculation —

1.

Absolute return

Absolute returns, alsoO known as point-tO-point returns, calculate the simple returns

On initial investment. TO calculate this return all One needs is the initial and ending
NAYV (present NAV).

Absolute returns = ((present NAV — Initial NAV)/ Initial NAV) *100

Annualized Return

Annualized return is the amoOunt Of mOney the investment has earned for the investor per
annum. CAGR is compounding Of returns earned Over a period oOf time. It provides a
snapshot Of the investment™s performance but doesn*t give investors any indication
about the volatility. Using annualized return gives a clearer picture when comparing

various mutual funds that have traded Over different periods Of time.

Annualized return = ((1 + Absolute Rate of Return) * (1/n0. of years)) — 1

Standard Deviation

Its significance lays in the fact that sample is free from defects Oof sampling, it measures
the absolute dispersion, the greater the SD; greater will be magnitude of the deviation
of the values from their mean. Small SD means high degree Of uniformity &

homogeneity Of a series. The total risk is measured in terms Of standard deviation.

21
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4. Beta

Beta is a fairly commonly used measure Of risk. It basically indicates the level of
volatility assOciated with the fund as compared tO the benchmark. The success Of
beta is heavily dependent On the correlation between a fund and its benchmark. If the
fund portfolio doesn“t have relevant benchmark index then the beta would be inadequate.
A beta that is greater than One means that fund is more volatile than the benchmark, while
a beta Of less than One means that the fund is less voOlatile than the index. A fund with a

beta very close tO 1 means the fund®s performance closely matches the index or
benchmark.

22



5. Coefficient Of Determination

The R? is a measure Of a security™s diversification in relation to the market. R? gives an
1dea about how well a fund‘s performance cOrrelates with that of the benchmark. An R? of
0 means that a fund®s returns have no correlation with the market and an R? of 1.00
indicates that a fund*s returns are completely in sync-up and down-with the benchmark.

6. Jensen's alpha

Jensen's alpha was used tO measure the excess returns Of a fund Over that Oof its
underlying index. The excess returns Of a fund were regressed against the excess returns
of its underlying index as shown below:

Rp - Rf = ait+ B (Rm- Rf) + et

where Rp is the return Of an ETF Or an index fund; Rf is the risk-free return; ai is the

Jensen“s alpha; P is the beta Of the fund; and et is the errOr term.

7. Sharpe Ratio

Sharpe Ratio measures how well the fund has performed vis-avis the risk taken by it. It is
the excess return Over risk-free return (usually return from treasury bills Or government
securities) divided by the standard deviation. The higher the Sharpe Ratio, the better the

fund has performed in proportion to the risk taken by it.

The Sharpe Ratio is calculated by taking the return of the portfolio and subtracting the
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risk-free return, then dividing the result (the excess return) by standard deviation Of the
portfolio returns. Basically, it is measuring excess return (Over risk-free rate) per unit

of risk.

SR = (TOoTAL RETURN —RISK FREE RATE) / STANDARD DEVIATION oF FUND

= (Rp-Rf)/cp

8. Tracking Error

Tracking errOr Or active risk is a measure Of the risk in an investment portfolio that is
due to active management decisions made by the portfolio manager; it indicates how
closely a portfolio follows the index tO which it is benchmarked. The best measure is

the standard deviation Of the difference between the portfolio and index returns.
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CHABTER IV: ANALYSIS AND DISCUSSIoN

There are total Of six exchange traded funds and eight mutual funds under study as mentioned

in the previous chapter. In this chapter characteristics of those funds are defined.

Also the calculations Of the measures stated in Chapter III are presented in tables in the

following pages Of this section.

A. CHARACTERISTICS oF FUNDS

Factors taken intO cOnsideration —

e Underlying Index — Market Index the fund is tracking i.e. mimicking the performance
of the index

e Listed on — Stock exchange it is tradingon

e Inception Date — Date when the fund waslaunched

e AUM - Asset under management; tOtal market value Of the financial asset

e Expense ratio - total percentage Of fund assets used for administrative,
management, advertising, and all Other expenses

e Fund Type — 0pen ended or close ended

Following is the table comprising the characteristics of ETFs under study -

Underlying | Listed
Index Ince ti n AUM n A ril

n Date 2019 (INR




cr re)

Reliance ETF ~ Nifty Bank NSE  27-05- 5,914 0.19%
Bank BeES 2004
Edelweiss ETF  Nifty Bank NSE  15-12- 1 0.13%
- Nifty Bank 2015

Nifty Bank NSE  04-12- 6,896 0.18%
Kotak 2014
Banking ETF
SBI-ETF Nifty Nifty Bank NSE  16-03- 1,737 0.20%
Bank 2015

Nifty pSU  NSE  08-11- 135 0.49%
Kotak pSU Bank 2007
Bank ETF
Reliance ETF ~ NiftypSU  NSE  25-10- 252 0.52%
pSU Bank Bank 2007
BeES

Table 4.1: Characteristics of ETF under study
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Following is the table comprising characteristics Of mutual fund -

Mutual Fund Benchmark Launch AUM Ex ense Exit Minimum Fund
Date Investment Ty e
n Rati (%
A ril )
2019
(INR
Cr re)
1 UTI Banking and Nifty 07-04- 660 2.73% 1% 5,000
Financial Services Financial 2004 open
Fund Services Ended
2 TATA Banking and Nifty 28-12- 284 2.74% 0.25% 5,000
Financial Services Financial 2015 (within open
Fund Services 91 days) Ended
3 SBI Banking & Nifty 26-02- 776 2.49% 1% 5,000
Financial Services Financial 2015 open
Fund Services Ended
4 ICICI prudential Nifty 22-08- 3,068 2.16% 1% 5,000
Banking and Financial ~ Financial 2008 (within open
Services Fund Services 15 days) Ended
5 Aditya Birla Sun Life Nifty 14-12- 1,741 2.15% 1% 1,000
Banking And Financial Financial 2013 Oopen
Services Fund Services Ended
6 Nifty 14-07- 140 2.65% 1% 1,000
Invesco India Financial 2008 open
Financial Services Services Ended
Fund
7 Sundaram Financial Nifty 10-06- 160 2.69% 1% 5,000
Financial 2008 open
Services OppOrtunities Services Ended
Fund
8 Reliance Banking Fund  Nifty Bank  26-05- 2,991 2.20% 1% 5,000
2003 open
Ended

Table 4.2: Characteristics of Mutual Fund under study
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B. DATA CoNSOLIDATION

Secondary data was collected from www.amfiindia.com and www.nseindia.com.

After collecting data for all the mutual funds and exchange traded fund their daily returns

were calculated and then their average was taken. The return of the fund and index was taken

to calculate the active returns Of the fund.

In the following figures a snapshot Of the data collected is shown.

F3 - #~ | =(E3-E2)/E2

A B £ D E | F
1 Date O pen High Lowwr Close Return
2 | 01l-Jan-14 11418.9 11432.55 11361 11385.6
3 | 02-Jlam-14 11383.8 115789 11150.2 11183.2' —D.Dl??E-I
= 0Z-Jamn-14 11098.25 11208 11052.6 11181.65 -0, 0001
= oo-Jan-14 1117435 11174.325 10996.95 11049.05 -0.0L186
=] O7-Jamn-14 11097.8 1115431 10892.15 11036.75 -0.00111
I O08-Jan-14 11071.75 11122 .75 10988.8 110537 0001530
8 O9-Jam- 143 11068.9 11090.25 10925.15 10970.45 -0 DTS 3
9 10-Jan-14 10969.25 11056.9 10788.2 1085053 -D.01L505
10 13-Jan-14 10814.65 11070.2 10814.65 1102316 0020018
11 14-Jamn-14 10989.15 11065.65 10922 .6 109458.9 -0.00656
12 15-Jamn-14 L RO 2 111641 10986.1 11125.4 0.01lel12
13 16-Jan-14 11187.35 111928 11070 1109255 -0 D295
14 17-Jam-14 11080.1 11081.95 10893.75 10911.35 -0.01634
15 20-Jam-14 1O0909.9 1102245 10876.25 110075 0003312
16 21-Jan-14 11067.05 1131901 11036.43 111715 0O0.01L4899
17 22-Jamn-14 11164.25 11243.35 1109482 11207.325 O0.003209
18 23-Jan-14 11183.75 112231.1 11122.35 11199 =0 DO TS
19 248-Jlam-14 110632 111327 109721 1098249 -0.019343
20 27-Jamn-14 10022 108022 10520.9 10540.4 -0.04025
21 28-Jan-14 105415 10708 10323349 105076 -0.00Z11
22 29-Jam-14 105099 106442 10406.95 1043775 -0.00E565
23 I0-Jan-14 10287.825 10214.25 10101.2 10152.15 -D.02727
24 31-Jan-14 10193.55 10266.45 10130.32 10237.75 0003332
25 03-Feb-14 10205.45 10222.65 10089.25 101021 -0.01325
4 4 » b | NIFTY Bank Data %3 -

Fig 4.1: Daily Returns of Nifty Bank
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F3 - @ #~ | =(e3-E2)/E2

it B i [ E | F |

1 Date Orpen High Lawr Close returmns

2 Ol-Jam-13 256285 25826 2551.8 25 TFI.3

3 | O2Z2-Jam-1<% 25FF. 65 25983 251075 2521-45' —ﬂ--DZﬂ-lS_I
—_ aOZ-Jam-1% 29965 2520.49 2432 15 251545 -D.O0D23 8
= os-Jdam-14% 25154 25154 245565 2465845 —O.O0LE6E
o OF-Jam-13 24T 85 29055 231 3F .3 2 2°F 65 - 01653
i OS-Jam-1<3 2436. 75 2382 .8 2823 44 244506 O.OL3S5F3
= o9-Jam-1% 2459 25 227355 2912 2 23271 .35 -O.01L595S
9 10— Jdam-13 2423 15 2496 35 23712 22793 - O.OLFITF
10 A13-Jamn-1-1 23 835.65 242015 2372 241 A .25 O.O0lL3a425
11 13- Jam-1<3 207 .5 282605 23917 2396.85 -5 9 T
2 b 15-Jam-1<% 206.15 2397 1 2905 .65 2947 .95 O.O0LE81L6
1= 16-Jdam-1-3 24451 .65 294585 24428 05 2433 0 - Q.03 52
AL AF-Jamn-13 24259 2P S 23857.5 23925 - OO LS55
15 20-Jam- 13 2385.2 23158 23 Fo. 7 230025 OO FITFF
15 21-Jam-1<% 2200 . 25 2959 .1 24159 24379 00119472
7 22-Jam-1<% 29321 .49 2305 2909 .35 2333 .25 Q.09 L
15 2Z-Jam-113 2419 . TF5 243675 241 5.5 2428 F - Q.0 ALET
15 23-lam-1<3 231 3.1 el el e 2348 35 2347F._ 45 -0 35
20 27-dlam-1<% 2311 2211 2299 05 225 F.5 -.O0ZFE3T 2
b B 28-Jam-13 22659 2212 .25 2229 9 2259 et e e T
22 29-Jam-113 228085 2259 _ 2 22165 22185 - O.O01LS 7S
23 IO-Jam-13 218545 2185.45 20 PR 212F. 85 -0 OROE S
243 SI1-Jam-1<3 21443 .25 2183.85 2133. 75 21 7F75.5 OQ.022803
25 o03-Feb-149 21739 21769 211995 2122 5 - 02451
4 4 » rl | NIFTY PSU Bank Data e

Fig 4.2: Daily Returns of Nifty pSU Bank index

GEY ~ 4 #= | =((e=2-e2)/E2)>100
R Date e High L wnar Clhos e retuarem
= ODl1-Jarm-— 13 ATFEE. TS ATFTEGL.S PFR2 G5 AT S
= D2-lam— 13 ATFZA D5 A0S A ASAS .95 466-.5' —1-53242_'
<4 O3-Jdam- 123 AS3IS.2 Ao TE S Qo2 .F e = =t B — O SD2D
== e-Jdarmnm - 13 Se59. 75 XS TS B TS 2225 -0 Faeoa9
= ODF—-—Jdarm— 1 ASB0.55 ASG6 .5 A5 T 0S A519. .25 —O_19aG 1
- DS—-Jdam— 13 AS2TFF ASAT G5 AOE_= A2 E.35 O S3Z 705
= O9-Jdam- 13 AS29. 85 L5 3<E AS5S83I.AS ASD5 . TF5 - .55 1a93
= e = B I 4525 .25 22 A5 BEIS.25 4520 .= - 1.1 =379
1o A1=Z-Jdam-19 L N s B A5S5S1L.TF5 A5 5 AGZA .55 F 0555 0
13 13- lam-13 A2 85 ASS T35 A0S .S ASA 2 4 — i LIS
A= AS5-Jlam-1<3 A2 TF. 55 A0S LR Lo N =l e R Lo N == g 1. 842858
1= 1e-—-Jdarm- 19 B FALE.5 BFT22 5 RXo =29 Qo922 — . LR
A= A1 7-Jdam-19 AG5E1L A5DF_ 25 AEOE A5 AG51F 95 -1 . 685897F
15 20— lam- 19 AS19. 95 AGSA .4 AS595 05 A3 .5 OS2 2
A 21 -Jlam-13 AE55S2 B85 ASBE.85 AdSID.3 e85 A1 ZIZIH
B 22 -larm- 13 G4esE3.15 BFA2 .25 BESI .. E25 XD .55 . 2593265
15 23 -—Jlam-19 AS5E2 T ATFTIES_S AESEE .35 ATFTAA OS5 OO
A5 2 lam-19 G2 T A TFO.5 ASI3I 5 AG3I9. 55 -1 585038
2 27F-Jdam-1<1 A5 FIAS ASFIAS SRR A RS AR A —-Z.2942FF
23 28-JdJam- 193 QAR T 55 X555 B e = R I QAR Z D —. 1 S5
= 29 -_larm- 19 A5 . D5 AS5ZA4 95 PRS2 AQASS B — i _ SRR R
P Io-ldam- 19 AT _ TS AAN S AZA49_F AZRA 35 -4 _FrFasT
e Zl1-Jam-13 AFOS A5 AP ZI5 AISE.D AIBTS .55 O.O2955 1L
25 oz-Febh-19 X250 B = = BZOD D5 G4=ZAF.= -1.558499
14 A » *I T NEIFTY Finarncial Saerwiices_ Data =]

Fig 4.3: Daily Returns Of Nifty Financial Services
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(3 v Je| {A3-A2)/2

A C‘F G H | K L | N | D P R S | T | ¥ | W | X

1 aditya birlReturn fata  refum icici  return invesco  return Reliance return shi retum
2| L2 15,9106 5.3 34.05 17,1755 15,2211

E 25.06] -0.00831 15797 -0.00714 54.76 -0.01066 5335 -0.012% 241154 -0.01238 15.0007 -0.01421
4 2488 -0.0078 154567 -0.02154 433 -0.00676 5278 -0.01068 417823 -0.00936 14,8936  -0.0078
3 A3 0025 15,1866 -0.01747 5282 -0.02103 5168 -0.02084 235.066  -0.0253 14,5531 -0.02286
6 431 -0.00M45 15,1217 -0.00427 5271 -0.00397 5132 -0.00697 24726 -0.00333 14,5247 -0.00135
7 445 0.005759 15.2108 0.005892 5264 -0.00133 5151 0.003702 2344477 -0.00119 14,5967 0.004957
§ 2539 0038448 15,6687 0.030104 35 0.044833 53.69 00422 2455083 0.047177 15,2106 0.042057
9 465 -0.02915 153211 -0.0218 3y 00 525 -0.0216 233089 -0.02728 14,8335 -0.047
0 523 002358 15,7122 0.05125 5444 0.02041 5379 0.0M57 U4.653 0.004472 15.2903 0030795
1 2520 -0.0007 157353 0.00147 .29 -0.0027 5371 -0.00149 244,034 -0.00253 153124 0.001445
120 2538 0.006743 15,6203 0.005402 55,38 0.0200m7 .22 0.00%43% 243.0089 0.016287 154314 0.007771
13 168 -0.0278 15,393 -0.01434 M1 00221 5258 -0.02287 U125 00273 14,9358 -0.03212
4 WA -0.01621 154825 -0.00712 53.37 -0.00517 5253 -0.00849 28,1349 -0.01252 14,5503 -0.02581
15 W24 -0.00165 13,3862 -0.00622 53.68 -0.00353 524 -0.0047 236.7926 -0.0058% 14,3026 -0.00328
16 4.1 -0.00578 154227 0.002372 5347 -0.00391 5215 -0.00477 254316 -0.00573 14,5215 0.001303
170 W3 0017842 15,6143 0.012423 M1 001253 5316 0.019367 234673 0.0128% 14,7702 0.017126
1B W5 0014 154823 -0.00843 5354 -0.01108 5212 -0.00828 235.6901 -0.01165 14.6916 -0.00532
13 2B% -0.0113 15,39 -0.00544 5238 -0.01046 5L -0.01859 4L 000 14,4485 -0.01635
0 458 005021 154689 0.004604 482 0,047 5259 0.016428 20,44 0037793 147739 0.022521
A WY 00057 15,3446 -0.00804 5484 0.002189 5235 -0.0046 241.2483 0003362 14,7563 -0.00119
2| 151 0019231 155345 0.012376 56.04 0.020022 5.8 0.017765 2458941 0.019257 15.0637 0.020832
B 2532 0016459 13,6217 0.005613 5646 0.0074% 53.87 0.01107 28,5628 0.010853 15,2058 0009433
2 2561 0011453 15,8418 0.014089 5699 0.009387 4.6 0013551 2511153 0.010269 154013 0.012857
5 1557 -0.0015% 15,8349 -0.00044 5702 0.000526 5439 -0.00385 251,643 0.002101 15,3825 -0.00122

Fig4.4:Mutual Fund returns

30



C. ANALYSIS oF DATA

performance in terms Of active returns and standard deviation —

Active returns are calculated by subtracting the index returns from the fund return. Active

returns tell if the fund is outperforming Or underperforming.

For calculation of fund risk standard deviation measure is used. High standard deviation means
high risk.

ETF Risk ETF Returns Index Returns Active

Annualized Annualized Returns
ETFs Tracking Nifty Bank
Reliance ETF Bank BeES 0.179722 0.154505 0.155095 -0.00059
Edelweiss ETF - Nifty Bank 0.168543 0.125253 0.240624 -0.11537
0.179915 0.128318 0.124127 0.004191
Kotak Banking ETF
SBI-ETF Nifty Bank 0.168315 0.150669 0.132241 0.018428
ETFs Tracking Nifty pSU Bank
0.308332 0.059702 0.072931 -0.01323
Kotak pSU Bank ETF
Reliance ETF pSU Bank BeES ~ 0.321645 0.065337 0.072931 -0.00759

Table 4.3: Active Returns of ETF

An analysis Of Table 4.3 reveals that in the case Of ETF tracking Nifty Bank Index two out of

four have outperformed the benchmark index. In the case of the ETFs tracking Nifty pSU Bank
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Index both the ETFs have inferior returns i.e. they have underperformed.

The top performers in terms Of returns were Kotak Banking ETF and SBI- ETF Nifty Bank
(they have positive active returns). The rest Of the ETFs have been unsuccessful in beating the

market. These schemes were Reliance ETF Bank BeES, Edelweiss ETF - Nifty Bank, Kotak
pSU Bank ETF and Reliance ETF pSU Bank BeES.

The standard deviation for the ETFs tracking a particular index is around the same showing
that they have relatively same amount Of risk. Risk Of the ETFs tracking Nifty pSU Bank Index

is higher than that of Nifty Bank ETFs.
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Fund Fund Index Active

Risk Returns Returns Returns
Annualized Annualized
Benchmark: Nifty Financial Services

UTI Banking and Financial Services Fund 0.1544  0.1594 0.1989 -0.0395
TATA Banking and Financial Services Fund 0.1757  0.2131 0.2338 -0.02069
SBI Banking & Financial Services Fund 0.1751  0.2362 0.2338 0.002407
ICICI prudential Banking and Financial Services 0.1877 0.1805 0.1989 -0.0184
Fund
Aditya Birla Sun Life Banking And Financial 0.2128 0.1716 0.1989 -0.0273
Services Fund

0.1598 0.1578 0.1989 -0.0411
Invesco India Financial Services Fund

0.1668 0.1482 0.1989 -0.0507

Sundaram Financial Services OppOrtunities Fund

Benchmark: Nifty Bank

Reliance Banking Fund 0.1804 0.1430 0.1551 -0.0121

Table 4.4: Active Returns Of Mutual Funds

Analysis Of Table 4.4 shows that majority of the mutual funds are underperforming i.e. they
have negative active returns. Only one mutual fund benchmarked to Nifty Financial Services

index has successfully beaten the market with positive active return 0f 0.002407 and that
scheme is SBI Banking & Financial Services Fund.

Other mutual funds have inferior returns and they are; UTI Banking and Financial Services
Fund, TATA Banking and Financial Services Fund, ICICI prudential Banking and Financial

Services Fund , Aditya Birla Sun Life Banking And Financial Services Fund , Invesco India
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Financial Services Fund, Sundaram Financial Services OppOrtunities Fund and Reliance Banking
Fund.

Aditya Birla Sun Life Banking And Financial Services has the highest risk among the mutual

funds under study with standard deviation being 0.2128.
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performance evaluation in terms Of Jensen“s Alpha -

Jensen alpha is calculated by considering an equation Of
- Rp- RF = ai+ B (RM- RF) + et

Where RB-RF is considered as dependent variable and RM-RF is cOnsidered as independent

variable. By using this equation regression analysis is done tO find out the alpha, beta and
R2

Fund Al ha (%) Beta R?
Exchange Traded Funds

Reliance ETF Bank BeES -0.6412 0.89 0.93

Edelweiss ETF - Nifty Bank -0.8072 0.96 0.85
0.803 0.91 0.82

Kotak Banking ETF

SBI-ETF Nifty Bank 0.81 0.95 0.85
-1.3 1 0.91

Kotak pSU Bank ETF

Reliance ETF pSU Bank BeES -0.74 0.97 0.88

Table 4.5: Jensen’s alpha of ETFs

A positive alpha represents the outperformance Of the fund vice versa negative alpha represents

the underperformance.

Majority of funds have negative alpha indicating that they are underperforming and also that
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the funds are not optimally diversified.

Upon analysis Of Table 4.5 it is evident that the Kotak Banking ETF and SBI —-ETF Nifty Bank

are outperforming the market index they are tracking with alpha 0.803% and 0.81% respectively.

Rest ETFs have negative alpha and are underperforming, they are - Reliance ETF Bank

BeES, Edelweiss ETF - Nifty Bank, Kotak pSU Bank ETF and Reliance ETF pSU Bank
BeES.
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The beta value represents the measure Of volatility Or risk of the portfolio. When beta value is
more than 1 it means the fund price will be more volatile than the market price and when beta

value is less than 1 it means the fund price is less volatile than the index price. The above study

provides empirical evidence that almost all beta values Of the selected ETFs are less than 1

which means there is less volatility between fund prices and index prices and alsoO indicates that

the ETFs moOve in same directiOn as that of tracking index.

Fund Al ha Beta RA2
Mutual Funds
UTI Banking and Financial Services Fund -3.29 0.95 0.82
TATA Banking and Financial Services Fund -0.802 0.87 091
SBI Banking & Financial Services Fund 1.7286 0.91 0.90
ICICI prudential Banking and Financial Services Fund -1.8 1 0.85
Aditya Birla Sun Life Banking And Financial Services Fund -3.6435 1.07 0.82
-0.2544 0.88 0.93
Invesco India Financial Services Fund
-4.026 0.92 0.88
Sundaram Financial Services OppOrtunities Fund
Reliance Banking Fund -0.7765 0.95 0.85

Table 4.6: Jensen’s alpha of Mutual Funds
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All the mutual funds except SBI Banking and Financial Services Fund has negative alpha

indicating that only SBI fund is outperforming the market and other funds have inferior
returns.

Majority of the funds have beta less than 1 showing they are less vOlatile than the market.
ICICI prudential Banking and Financial Services Fund and Aditya Birla Sun Life Banking And

Financial Services Fund have beta 1 and 1.07 respectively which means that the former is as

equally volatile as the market and the latter is mOre volatile than the market. In the case of
ICICI
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fund any change in market movement will reflect the change in the fund prices equally whereas

in the case of Aditya Birla Fund price mOovement will be greater with respect tO changes in the
market.

The high R-squared lends further credibility to the accuracy of the fund's alpha and beta.

performance in terms Of tracking error —

Tracking erroOr is calculated by taking the standard deviation Of the difference between the
returns Of an investment and its benchmark. High tracking errOr means the funds returns are

not adjacent tO the index returns.

Fund
Tracking Err r

Exchange traded Funds
Reliance ETF Bank BeES 0.04%
Edelweiss ETF - Nifty Bank 0.04%
0.07%
Kotak Banking ETF
SBI-ETF Nifty Bank 0.01%
0.24%
Kotak pSU Bank ETF
Reliance ETF pSU Bank BeES 0.10%

Table 4.7: ETF tracking error
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When tracking error is low between portfolio return and benchmark return it means that the

fund portfolio is closely following its benchmark.

The tracking error of SBI ETF Nifty Bank is very low as compared tO other funds which
mean returns achieved by SBI ETF Nifty Bank are adjacent t0 the benchmark returns, where it
means manager Of a passively managed fund aims at keeping the differential return as low as

possible.
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Tracking error for Kotak pSU Bank ETF is higher than the Other fund, indicating existence Of
greater deviation between Kotak fund and nifty index. When the fund portfolio
underperforms the benchmark, the tracking error is greater indicating that fund manager takes
higher risk and also have tO pay Other expenses and cOsts. LOwer tracking errOr indicates

better performance Of the fund as visible in the case 0f SBI ETF Nifty Bank.

performance in terms Of Sharpe Ratio —

The Sharpe Ratio measures the fund™s excess return, per unit Of its risk (i.e. total risk).
This ratio indicates the relationship between the portfolio“s additional return, Over risk-free
return and total risk Of the portfolio, which measured in terms Of standard deviation. A high
and positive Sharpe Ratio shows a superior risk-adjusted performance of a fund while low
and negative Shape Ratio is an indication Of unfavorable performance. Generally, if Sharpe
Ratio is greater than the benchmark comparison, the fund“s performance is superior Over

the market and vice-versa. The results Of the Sharpe Ratios Of the selected fund schemes
have been presented in the Table 4.8

Exchange Traded Fund
Shar e Rati

Reliance ETF Bank BeES 0.479099
Edelweiss ETF - Nifty Bank 0.337319

0.333037
Kotak Banking ETF
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SBI-ETF Nifty Bank 0.488781
-0.02821

Kotak pSU Bank ETF

Reliance ETF pSU Bank BeES -0.00952

Table 4.8 Sharpe Ratio of ETF

42




In Table 4.9 are the Sharpe ratios calculated for the mutual funds under study.

Mutual Fund

UTI Banking and Financial Services Fund 0.589378
TATA Banking and Financial Services Fund 0.823642
SBI Banking & Financial Services Fund 0.95831

ICICI prudential Banking and Financial Services Fund 0.59723

Aditya Birla Sun Life Banking And Financial Services 0.484962

Fund

0.559449
Invesco India Financial Services Fund

0.478462
Sundaram Financial Services opportunities Fund
Reliance Banking Fund 0.413525

Table 4.9: Sharpe Ratio of mutual fund

SBI Banking & Financial Services Fund has the highest Sharpe ratio and thus it can be said

that this fund is the top performer.

Whereas Sundaram Financial Services Opportunities Fund and Reliance Banking Fund have the

lowest Sharpe ratio and are the lowest performers among the funds under study.
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CHApBTER V: FINDINGS

After calculating all the returns, alpha and Sharpe ratio in Chapter IV in this section the funds
will be compared based On the different measure values that have been Obtained. The values
from the previous chapter are tabulated and the performance Of the fund is then computed if

the fund has outperformed Or underperformed.

A. FINDINGS BASED oN ACTIVE RETURNS —

After tabulating the active returns value Obtained in the previous chapter the ETFs are sorted

in the order Of best performing ETF among the ETFs under study with highest active return

to the worst performing ETF with the least active return.

ETF Active
Returns erf rmance
SBI-ETF Nifty Bank 0.018428 _
outperforming
0.004191 _
Kotak Banking ETF outperforming
Reliance ETF Bank BeES -0.00059
Underperforming
Reliance ETF gSU Bank BeES  -0.00759
Undergerforming
-0.01323 _
Kotak pSU Bank ETF Underperforming
Edelweiss ETF - Nifty Bank -0.11537 '
Underperforming
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Table 5.1: Active return comparison Of ETFs

Though majority of the ETFs are underperforming SBI ETF Nifty Bank is best performing and

Edelweiss ETF Nifty bank is the worst performing among the ETFs under study based On the
active returns calculated.
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Here the mutual funds under the study are sorted from best performing t0O worst performing

based On the active returns calculated previously and the findings are as follows -

Fund Active
Returns erf rmance
SBI Banking & Financial Services Fund 0.002407
outperforming
Reliance Banking Fund -0.0121
Underperforming
ICICI prudential Banking and Financial Services Fund -0.0184
Underperforming
TATA Banking and Financial Services Fund -0.02069
Underperforming
Aditya Birla Sun Life Banking And Financial Services -0.0273
Fund Underperforming
UTI Banking and Financial Services Fund -0.0395
Underperforming
-0.0411
InvescO India Financial Services Fund Underperforming
-0.0507
Sundaram Financial Services oppoOrtunities Fund Underperforming

Table 5.2: Active returns comparison Of mutual funds

All the mutual funds are underperforming except SBI Banking & Financial Services Fund which

has a positive active return and is the best performing fund based On active returns among the
funds under study.

Among the mutual funds under consideration Sundaram Financial Services OppOrtunities

Fund is underperforming and the worst performing fund based On active returns.

ETF v/s Mutual Fund —

46




Active returns analysis reveals that ETFs performed better than the mutual funds under the study.

All the mutual funds are underperforming except One and exchange traded funds have
higher active returns than the mutual funds.
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B. FINDINGS BASED oN JENSEN“S ALpHA

Jensen®s alpha was calculated in the previOus chapter using regression analysis and here the

funds have been evaluated On those values if they underperformed or outperformed.

Exchange Traded Funds under study are sOrted in Order Of best performer (highest alpha

value among the funds) t0 worst performer (Iowest alpha value) based on alpha value.

Exchange Traded Fund Jensen's Al ha
erf rmance
SBI-ETF Nifty Bank 0.81
outperforming
0.803
Kotak Banking ETF outperforming
Reliance ETF Bank BeES -0.6412
Underperforming
Reliance ETF pSU Bank BeES -0.74
Underperforming
Edelweiss ETF - Nifty Bank -0.8072
Underperforming
-1.3
Kotak pSU Bank ETF Underperforming

A positive alpha reflects that the fund is outperforming the market index.

e Best performer : SBI

Table 5.3: Jensen’s alpha comparison of ETFs

ETF Nifty Bank (also outperforms the market)

e Worst performer: Kotak pSU Bank ETF
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Taking the alpha value Of the mutual funds that were calculated before and evaluating the

funds based on those values tO find the best performer

Mutual Funds under study are sorted in Order Of best performer t0 worst performer based on
alpha value.

Mutual Fund Jensen's
Al ha erf rmance
SBI Banking & Financial Services Fund 1.7286
outperforming
-0.2544
InvescO India Financial Services Fund Underperforming
Reliance Banking Fund -0.7765
Underperforming
TATA Banking and Financial Services Fund -0.802
Underperforming
ICICI prudential Banking and Financial Services -1.8
Fund Underperforming
UTI Banking and Financial Services Fund -3.29
Underperforming
Aditya Birla Sun Life Banking And Financial Services -3.6435
Fund Underperforming
-4.026
Sundaram Financial Services oppoOrtunities Fund Underperforming

Table 5.4: Jensen’s alpha comparis on Of mutual funds

e Best performer: SBI Banking & Financial Services Fund (alsO outperforms the market)

o  Worst performer: Sundaram Financial Services Opportunities Fund
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ETF v/s Mutual Fund

Analysis Of Table 5.3 & 5.4 reveals that Overall mutual funds have better Jensen®s alpha than the
ETFs under study.

C. FINDINGS BASED oN TRACKING ERROR —

Tracking error shows how much the returns of the ETF deviates from that of the index. A
low tracking errOr means that the deviation is minimal whereas high tracking errOr means

that the returns Of the fund and the index are nOt similar.

0.30%

0.24%

0.25%

0.20%

0.15%

0.10%

0.05% 0.04%

0.00%

Reliance ETF  Edelweiss ETF - KOtak Banking  SBI-ETF Nifty KOtak PSU Bank Reliance ETF
Bank BeES Nifty Bank ETF Bank ETF PSU Bank BeES

M Tracking

Fig 5.1: Tracking error comparison of ETF

e Lowest tracking errOor — SBI ETF Nifty Bank (returns are adjacent with the benchmark index)

e Highest Tracking error — Kotak pSU Bank ETF (great deviation from the benchmarked index)
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D. FINDINGS BASED oN SHARPBE RATIO

A high and positive Sharpe Ratio shows a superior risk-adjusted performance of a fund

while low and negative Shape Ratio is an indication Of unfavorable performance.

Exchange Traded Funds under study are ranked according the Sharpe ratio with the highest
value having the 1* rank -

Exchange Traded Fund Rank
Shar e Rati

Reliance ETF Bank BeES 0.479099 2

Edelweiss ETF - Nifty Bank 0.337319 3
0.333037 4

Kotak Banking ETF

SBI-ETF Nifty Bank 0.488781 1
-0.02821 6

Kotak pSU Bank ETF

Reliance ETF pSU Bank BeES -0.00952 5

Table 5.5: Ranking ETF according Sharpe Ratio

e Best performer: SBI-ETF Nifty Bank

e Worst performer: Kotak pSU Bank ETF
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The Sharpe ratios of the mutual funds were calculated in the previous chapter, here they

are being ranked according to thOose values.

Mutual Funds under study are ranked according the Sharpe ratio with the highest value
having the 1st rank —

Mutual Fund

UTI Banking and Financial Services Fund 0.589378 4
TATA Banking and Financial Services Fund 0.823642 2
SBI Banking & Financial Services Fund 0.95831 1

ICICI prudential Banking and Financial Services Fund 0.59723 3

Aditya Birla Sun Life Banking And Financial Services 0.484962 6
Fund

0.559449 5
Invesco India Financial Services Fund
' ' . N 0.478462 17
Sundaram Financial Services opportunities Fund
Reliance Banking Fund 0.413525 8

Table 5.6: Ranking mutual funds based on Sharpe Ratio

e Best performer: SBI Banking & Financial Services Fund

e Worst performer: Reliance Banking Fund
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This chapter analyzed the values calculated before to sort the funds into best and worst
performers and rank them accordingly. At the end Of this chapter it can alsO be concluded that
the SBI ETF Nifty Bank and SBI Banking & Financial Services Fund are better performers

than the funds in their category.
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CHApPTER VI: CoNCLUSIoON

The study has evaluated the exchange traded funds tracking Nifty Bank Index and Nifty pSU

Bank Index and mutual funds investing in equity and equity related instruments Of banking and
financial services sectOr. Summary Of results is presented in different tables. In India, a number
mutual fund schemes and exchange traded funds are available tO general investors. This
study provides sOme insights On investing in banking sectOr by analyzing the performances of
the exchange traded funds and mutual funds available to the investOrs for the financial sector sO
they can make rational investment decision. FOr mutual funds the data employed in the study
consisted Of daily NAVs of the fund and for the exchange traded fund daily close prices Of the
fund was taken into consideration. The study utilized benchmark portfolios of Nifty Bank
Index, Nifty pSU Bank Index and Nifty Financial Services accOrding to the scheme Objective.
The performance Of the mutual fund schemes and exchange traded funds has been evaluated in
terms Of return, risk analysis and risk adjusted returns. The performance measures employed
were active return, tracking error, Jensen®s Alpha and Sharpe ratio. In conclusion, the
performance Of mutual fund in terms Of active returns, One out Of eight funds has shown
superior result rest all have underperformed whereas twoO Out six ETFs have outperformed
while rest have underperformed . Six mutual funds out Of eight funds have beta less than One
and positive, which imply that they were less risky than the market portfolio and five out
of six ETFs have beta less than One. In terms Of cOefficient Of determination, both ETFs and
mutual funds were near tO One which indicates significance Of the alpha and beta value
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calculated. Tracking error was minimal for most Of the funds. Ranking Of the funds is done
using Sharpe ratio. After analyzing all the above mentiOned performances measures SBI ETF

Nifty Bank was found to be the best performer in ETF segment and SBI banking & financial

services fund in mutual fund segment.
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CHApBTER VII: LIMITATIoNS oF THE STUDY

Funds trading on National Stock Exchange were cOnsidered and funds trading on Bombay
Stock Exchange were not taken into account. Further, the results Of this study could have been
different if more number Of mutual fund schemes and exchange traded funds were available that
could have been included for analysis. The other limitation Of this study is that there may be
structural breaks in the time period and this has not been considered in the study. The study also
has not considered macroeconomic factOrs like exchange rate, inflation and political risks

which could have impacted the performance Of the funds.

56



REFERENCES

www.nseindia.com

www.amfiindia.com

www.ibef.Org

www.reliancemutualfund.com

www.tatamutualfund.com

S. Narend (2014), performance of ETFs and Index Funds: a cOomparative analysis

pranav Mishra and Gulab Singh (2016), performance Evaluation of Some Index Funds-
Indian perspective

pinkesh Dhabolkar, Dipti Anand Naik and Reddy, Y. V (2017), performance Evaluation
of Select Index Funds in India

D. Eli Sherrill and Kate Upton (2017), Actively managed ETFs vs. actively managed mutual
funds

Mamta & Satish Chandra Ojha (2017), performance Evaluation of Mutual Funds: A Study

of Selected Equity Diversified Mutual Funds In India

57



