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Short Description

Investment option in bullish and bearish phase. comparison of equity and mutual fund in auto bank and fmcg segment...



Description


Comparative analysis of returns generated by Mutual Funds & Equity in Bull market and Bear market in the Indian context.
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ABSTRACT The aim of this business research project is to identify which is a better option for investors at large when it comes to mutual funds and equities. The market does not remain static overtime and hence the research was conducted taking into account both the bull and the bear phase of the Indian capital market. To conduct this research three segments were identified at random and mutual funds which invest only in those segments were chosen among the many available to investors. Similarly stocks listed on sectoral BSE index were taken and analyzed for both a bull and a bear phase. To substantiate the research those mutual funds were also taken which specifically invests only on indexes like sensex, nifty, bse 500 etc. These mutual funds are supposed to be less risky as their risk is well diversified and hence their return was compared with the 30 stocks listed on Sensex.
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RESEARCH METHODOLOGY Time Period: The aim of this paper is to compare the returns on both the bull as well as bear phase. Both the periods were taken as one year each as a longer duration tend to give uneven results influenced by other factors such as political environment etc. In order to show current trend the two phases identified were: Bull Phase: 1/1/2007-31/12/2007 Bear Phase: 1/1/2008-31/12/2008



Sectors: The sectors were chosen at random and there was no specific reason for choosing the below mentioned sector as such. The sectors chosen are Auto, Banking & FMCG. Mutual funds which invests only in this segments were identified using internet, reading magazines and talking to some fund managers. The stocks listed on those particular sector were taken using the CMIE database.



Process: The return on mutual fund is based calculated using NAV. So the opening and closing NAV of all the 31 mutal funds were plotted on MS-Excel sheet and their returns were calculated similarly for all the 74 stocks the returns were calculated. The returns were plotted on SPSS and checked for correlation.
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FINDINGS The findings are tabulated and presented below –



Returns generated in two phases of market MF 8.20 79.52 31.39 49.61



Auto Bank FMCG Index



2007 Equity 1.12 60.98 19.18 46.71



2008 MF Equity (54.28) (56.89) (47.94) (52.32) (35.28) (14.46) (49.38) (52.54)



The returns generated by sensex and sectoral BSE indices are –



BSE sectoral Indexes 2007 2008 Opening Closing Opening Closing 5604.44 5667.45 5671.41 2444.71 7092.59 11418.00 11440.69 5454.54 1946.56 2319.92 2323.24 1987.38 13827.77 20286.99 20325.27 9647.31



Auto Bank FMCG Sensex



Correlation using SPSS shows – Correlations MF MF



EQUITY



Pearson Correlation Sig. (2-tailed) N Pearson Correlation Sig. (2-tailed) N



1 . 4 .978* .022 4



EQUITY .978* .022 4 1 . 4



*. Correlation is significant at the 0. 05 level (2-tailed).
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ANALYSIS The analysis shows that Mutual Funds have performed better than equity in the Bull phase of the capital market. But then based on this analysis it is difficult to conclude because our analysis was sector specific and not stock specific. It shows that even in Bear phase, Mutual Funds were safer option for investors as the erosion was less compared to the equity market. FMCG is the only segment that has given better results compared to mutual funds in the Bear phase. It might be because it constitutes companies such as HUL and ITC which have low Beta and are generally preferred by investors in slowing economy. The reason for this is simple, when economy is down people will think thrice before buying an automobile or white good but necessities are something that they will have to buy again and again. There is a high degree of correlation between mutual funds and returns generated by equity. It is so because after all sectoral mutual funds also invests their funds in equity and when market is down they too have to low their exposures as they have their own redemption pressure by clients and investors.
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IMPORTANT TERMS Bull Market: A prolonged period in which investment prices rise faster than their historical average. Bull markets can happen as a result of an economic recovery, an economic boom, or investor psychology. India's BSE Index SENSEX was in a bull run for almost five years from April 2003 to January 2008 as it increased from 2,900 points to 21,000 points.



Bear Market:



A bear market is described as being accompanied by



widespread pessimism. Investors anticipating further losses are often motivated to sell, with negative sentiment feeding on itself in a vicious circle. The most famous bear market in history was preceded by the Wall Street Crash of 1929 and lasted from 1930 to 1932, marking the start of the Great Depression. A milder, low-level, longterm bear market occurred from about 1973 to 1982, encompassing the stagflation of U.S. economy, the 1970s energy crisis, and the high unemployment of the early 1980s.



Net Asset Value (NAV): It is a term used to describe the value of an entity's assets less the value of its liabilities. The term is commonly used in relation to collective investment schemes. It may also be used as a synonym for the book value of a firm. For collective investment schemes (such as mutual funds and hedge funds), the NAV is the total value of the fund's portfolio less its liabilities. Its liabilities may be money owed to lending banks or fees owed to investment managers.



Correlation: It indicates the strength and direction of a linear relationship between two random variables.



Returns: The gain or loss of a security in a particular period expressed as percentage.
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EXHIBITS Companies selected under various Indices –



Company Name AUTO Amtek Auto Ltd. Apollo Tyres Ltd. Ashok Leyland Ltd. Bajaj Auto Ltd. Bharat Forge Ltd. Bosch Ltd. Cummins India Ltd. Escorts Ltd. Exide Industries Ltd. Hero Honda Motors Ltd. M R F Ltd. Mahindra & Mahindra Ltd. Maruti Suzuki India Ltd. Tata Motors Ltd.



YEARLY RETURNS 2007 2008 9.38 (66.75) 21.17 (36.27) 10.48 (44.57) 20.00 (21.92) 1.67 (54.76) 18.44 (18.15) 19.53 (25.31) 21.78 (49.32) 33.00 (14.90) (0.86) 9.69 25.23 (50.10) 1.12 (39.39) 5.44 (21.95) (4.65) (53.58)



BANK Allahabad Bank Axis Bank Ltd. Bank Of Baroda Bank Of India Canara Bank Federal Bank Ltd. H D F C Bank Ltd. I C I C I Bank Ltd. I D B I Bank Ltd. Indian Overseas Bank Indusind Bank Ltd. Karnataka Bank Ltd. Kotak Mahindra Bank Ltd. Oriental Bank Of Commerce Punjab National Bank State Bank Of India Union Bank Of India Yes Bank Ltd.
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16.16 33.20 31.08 28.98 12.47 21.72 22.45 16.51 37.74 23.61 48.42 18.74 51.58 13.27 15.09 29.67 26.71 28.76



(29.06) (27.77) 7.81 4.42 (13.09) (26.49) (17.30) (31.32) (19.94) (33.14) (40.58) (43.28) (40.64) (17.82) (6.00) (16.12) 0.58 (46.87)
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Company Name FMCG Britannia Industries Ltd. Colgate-Palmolive (India) Ltd. Dabur India Ltd. Godrej Consumer Products Ltd. Hindustan Unilever Ltd. I T C Ltd. Marico Ltd. Nestle India Ltd. Ruchi Soya Inds. Ltd. Tata Tea Ltd. United Breweries Ltd. United Spirits Ltd. SENSEX A C C Ltd. Bharat Heavy Electricals Ltd. Bharti Airtel Ltd. D L F Ltd. Grasim Industries Ltd. H D F C Bank Ltd. Hindalco Industries Ltd. Hindustan Unilever Ltd. Housing Development Finance Corpn. Ltd. I C I C I Bank Ltd. I T C Ltd. Infosys Technologies Ltd. Jaiprakash Associates Ltd. Larsen & Toubro Ltd. Mahindra & Mahindra Ltd. Maruti Suzuki India Ltd. N T P C Ltd. Oil & Natural Gas Corpn. Ltd. Ranbaxy Laboratories Ltd. Reliance Communications Ltd. Reliance Industries Ltd. Reliance Infrastructure Ltd. Satyam Computer Services Ltd. State Bank Of India Sterlite Industries (India) Ltd. Tata Consultancy Services Ltd. Tata Motors Ltd. Tata Power Co. Ltd. Tata Steel Ltd. Wipro Ltd.
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YEARLY RETURNS 2007 2008 14.16 (4.76) 4.68 3.87 8.94 (8.70) (0.14) 6.82 2.48 11.27 10.00 (4.23) 11.84 (6.69) 13.99 0.35 41.77 (62.84) 12.40 (12.32) 29.92 (47.97) 39.12 (23.47) 0.00 0.00 0.00 0.00 2.21 (27.01) 36.11 (20.74) 21.37 (9.85) 56.50 (41.21) 13.33 (40.59) 22.45 (16.97) 12.48 (47.07) 2.48 11.27 26.19 (18.93) 16.51 (31.57) 10.00 (4.23) (7.31) (13.54) 48.98 (53.30) 46.22 (35.39) 1.12 (39.39) 5.44 (21.95) 27.70 (7.76) 17.87 (19.94) 6.07 (19.57) 21.53 (40.69) 35.33 (28.18) 62.86 (39.25) 0.06 (39.66) 29.67 (16.91) 30.67 (46.87) (2.57) (26.79) (4.65) (53.58) 44.34 (19.90) 31.73 (49.12) (2.59) (27.60)
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Mutual Funds selected under various Indices –



Mutual Fund
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AUTO UTI Transportation and Logistics JM Auto Sector



YEARLY RETURNS 2007 2008 17.37 (49.39) (0.97) (59.17)



BANK Reliance Banking Retail UTI Banking Sector Reg JM Financial Services Sector



66.49 76.95 95.11



(39.32) (46.32) (58.18)



FMCG ICICI Prudential FMCG Magnum FMCG Franklin FMCG



42.75 28.38 23.03



(27.43) (33.03) (45.38)



INDEX FUNDS Tata Index Sensex B PSU Bank BeES Kotak PSU Bank ETF Banking BeES ICICI Prudential Index Retail UTI Sunder ICICI Prudential SPIcE Nifty Benchmark ETS Franklin India Index BSE Sensex Canara Robeco Nifty Index UTI Nifty Index Franklin India Index NSE Nifty Principal Index Tata Index Nifty A LICMF Index Nifty UTI Master Index Birla Sun Life Index Tata Index Sensex A Magnum Index HDFC Index Nifty LICMF Index Sensex HDFC Index Sensex Nifty Junior BeES



0.00 37.59 41.69 45.19 46.63 46.65 46.78 47.96 49.05 49.48 52.21 52.22 53.62 54.02 54.79 55.32 55.83 55.97 56.46 65.34 75.12 62.86 0.06



(0.06) (40.73) (40.73) (48.85) (50.39) (50.77) (51.15) (51.33) (51.49) (51.50) (51.99) (52.11) (52.42) (52.42) (52.73) (52.85) (52.93) (53.09) (53.26) (53.49) (48.21) (53.94) (63.70)
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