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Abstract: In the era of financial intermediation, investors are more inclined and attracted towards financial products rather than physical assets. Mutual
funds have created their own space among various available alternatives like shares, debentures, bonds etc. of financial market. Growth of Asset under
Management (AUM) has registered a compound annual growth rate of 25% over the last five years (2013-2018) as compared to aggregate growth of
bank deposits of scheduled banks (11%). Demand for mutual funds has grown many folds in few years i.e1.6 crores investor accounts were accounted
in 2017-18 as compared to 59 lakhs accounts in 2015-16 .But still, there is a huge scope to grow as its contribution to India’s GDP is only 14% as
compared to USA (101%), UK (58%) etc in financial year 2017-2018. India has a huge potential for investment but there are certain macro economic
variables like Gross domestic product, inflation, gold prices, SENSEX etc which directly or indirectly affect the movement of financial market. Macro
economic variables are systematic risk which cannot be controlled by any internal or external authority and they are dependent on many factors like
global crisis, crude oil, inflation, currency rates etc. Sometimes, investors are inclined towards investment in financial market, but due to uncontrollable
factors and uncertainty in economic conditions, they refused to do so. This research paper attempts to identify the relationship between macro-economic
variables and AUM of mutual fund industry. With the help of this research, we will be to identify the factors which are directly or indirectly impacts the
growth of mutual fund industry.

Index Terms: Mutual fund, Assets under management, Gross domestic product, inflation, gold prices, Sensex
*

(Source:
https://www.equitymaster.com/5minWrapUp/charts/index.asp?
date=01/14/2019&story=1&title=The-Rapid-Growth-of-the-
Indian-Mutual-Fund-Industry)

1 INTRODUCTION

Mutual funds act as an investment tool for small investors.
Indian mutual fund industry started in 1964 and is contributing
a major share in financial market till today. It has grown
tremendously in last two decades in terms of AUM base and e ——
number of folios. 220
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Fig 2 CAGR of Mutual fund industry in terms of AUM

Performance of mutual fund industry as a whole is dependent
on micro and macro factors in an economy. Micro factors are
unsystematic risk which can be controlled by the individual
companies. Macro economic factors are uncontrollable factors
of an economy. There is huge volatility in the financial market

(source:https://feconomictimes.indiatimes.com/mf/analysis/25-
years-of-private-sector-mutual-funds-key

milestones/articleshow/65038546.cms)
Fig 1: Growth of AUM of mutual fund industry of India

Even the compound annual growth rate of mutual fund
industry has grown terrifically in last 10 years i.e. from 15% in
2008 to 22.9% in 2018. This increase depicts the inclination of
investors towards mutual funds. And this inclination is
escalating everyday as they offer opportunity to invest in
diversified portfolio under the direction of professionally
managed team. It is economical for investors to enter financial
market with the help of mutual funds.
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due to movement in various macro-economic variables. If GDP
is increasing or decreasing, it directly impacts the movement
of financial market. If we compare contribution of mutual fund
industry in India’'s GDP, it is very low as compared to
developed nations. Still, India is far behind to meet the
numbers of developed nation. With the help of below figure, it
can be easily understood.

i 101%
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Source: World Bank
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Fig 3: Contribution of Mutual funds in GDP of India

There are many other economic variables like SENSEX,

4676

1IJSTR©2020
WWW.ijstr.org


https://www.equitymaster.com/5minWrapUp/charts/index.asp?date=01/14/2019&story=1&title=The-Rapid-Growth-of-the-Indian-Mutual-Fund-Industry
https://www.equitymaster.com/5minWrapUp/charts/index.asp?date=01/14/2019&story=1&title=The-Rapid-Growth-of-the-Indian-Mutual-Fund-Industry
https://www.equitymaster.com/5minWrapUp/charts/index.asp?date=01/14/2019&story=1&title=The-Rapid-Growth-of-the-Indian-Mutual-Fund-Industry

INTERNATIONAL JOURNAL OF SCIENTIFIC & TECHNOLOGY RESEARCH VOLUME 9, ISSUE 02, FEBRUARY 2020

inflation, Gold price, GDP per capita, GNP per capita etc
also impacts the market. Even Though the investment
avenue likes mutual fund posses the favorable
characteristics for investors then also their growth is
influenced by the macroeconomic variables. Being a
developing nation, there are many challenges and obstacles
for Indian financial market to expand its horizon on a larger
scale as compared to other developed nations.

Growth of Indian MF assots versus the world and major regions
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(Source: https://tradinggna.com/t/interesting-statistics-about-
the-indian-mutual-fund-industry/46185)

Fig 4: Growth of Indian Mutual fund assets and other major

regions

1.1 Macro economic variables affecting the growth of
mutual funds in India

As per the previous literature available on various sources

indicates some common factors which are directly or indirectly

influences the growth of mutual fund as an industry.

1.1.1  Gross Domestic product

GDP is important measuring unit for evaluating the financial
health of an economy. It depicts the financial health of the
nation. If GDP is growing is number, it influences the positive
growth of an economy or vice-versa. High GDP indicates high
earnings or low GDP signify the low earnings. So, investors
are keen observer regarding the movement of GDP.

1.1.2 SENSEX

Sensex is indicative index for financial market. It includes two
words “sensitive” and “index”. It is used to understand the
movement of financial market of an Indian economy. If the
SENSEX is moving in upward direction, it indicates that the
financial securities are giving positive returns or vice versa.
So, value of Net asset value is dependent on the index value
of Sensex.

1.1.3 Inflation

It refers to general increase in price level. Investments in
mutual funds are linked with the level of inflation sustaining in
an economy. Investors always try to invest in the securities
through which they are able to meet and beat inflation.
Selections of mutual fund schemes are chosen based on the
returns.

1.1.4 Gold prices

Gold is an asset which helps to face the inflation. Whenever
the price goes up, the investors hold the asset. Investors tend
to invest in gold ETF, gold linked mutual funds schemes etc. to
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reduce the volatility of financial market. Uncertainty of financial
market is controlled by the holding of gold in different forms.

1.1.5 Gross Domestic Product per capita

GDP per capita means GDP per population. It indicates the
paying capacity of the population towards the various
investment avenues. If GDP per capita is rising as per the
growth of population, then it is favorable for financial market or
vice-versa. As per previous literature, there is a co-integration
between the GDP per capita and investment in Mutual funds.

1.1.6  Gross National product per capita

GNP indicates total production within the boundary of the
nation. It excludes the income by foreign residents. It focuses
towards the national income. If national income is growing in
positive manner, then it will initiate the more investments in
financial market.

2 REVIEW OF LITERATURE

It has been learned through relevant studies that certain
macro-economic variables are linked to the performance of
mutual fund industry. Financial market is swayed by
systematic risks which are uncontrollable. Global dynamics
like foreign direct investments, foreign institutional investors/
investments, foreign exchange risk/volatility, gold prices, trade
agreements etc. infuses the growth of financial market. On the
other hand, fiscal factors like interest rate, inflation, money
supply, tax rate etc. sometimes create hurdles in the smooth
functioning of financial market. Giri etal, (2017) identifies that
macro-economic factors are associated with the movement of
financial market. GDP is directly linked with the upsurge and
down surge of the financial market. Investors invest according
to the trend of the real GDP in the economy. Bali et al, (2014),
further highlights the relationship between macro-economic
variables and growth of mutual funds AUM. Beta being an
uncontrollable factor is very significant in deciding the growth
of the financial productsBeta of the stock is influenced by
significant movement of any macroeconomic variable in the
economy. In addition to this and according to the study
conducted by Krishnamurthy (2014), inflation is directly linked
with the investment in equity mutual funds. If there is a high
inflation, it reduces the investment corpus of the investors or
vice-versa. Inflation diminishes risk aversion capacity among
investors, and they start diverting themselves from high risk
securities to low risk bearing securities. Ferreira (2007), also
highlighted the importance of financial and economic growth of
the nation. There is a positive relationship between mutual
fund performance and economic development of the nation.
Strong regulatory control always induces investors to invest
more in financial market. Makan (2012), suggests that there is
a positive correlation between SENSEX and FII. His study lays
emphasis on the performance of stock market and economic
development of an economy. Megaravalli (2017), stated the
stock indices have direct co-integration with inflation. These
both variables have long term implications and their integration
can be analyzed for longer span of time. Inflation is the major
component in taking decisions.

2.1 Problem Statement
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The main problem lies in understanding the relationship of
various macro economic variables and AUM of mutual fund
industry. Further, understanding the role of various macro
economic variables in captivating the investment decisions
taken by the individual investors.

2.2 Research Questions

The study identifies the relationship between the various
macro economic variables and asset under management of
mutual fund industry. The objectives of the research are
listed below:

Objective 1. To study the relationship between Gross
domestic product and Asset under management of mutual
fund industry.

Obijective 2: To study the relationship between Sensex and
Asset under management of mutual fund industry.
Objective3: To study the relationship between inflation and
Asset under management of mutual fund industry.
Objective4: To study the relationship between gold prices
and Asset under management of mutual fund industry
Objective5: To study the relationship between GDP per
capita and Asset under management of mutual fund industry
Objective6: To study the relationship between gross national
income per capita and Asset under management of mutual
fund industry

2.3 Purpose of Study

Major developed economies have witnessed a significant
relationship among the macroeconomic variables and growth
of mutual fund industry. Almost, all developed nations have a
positive correlation between macro-economic variables and
growth of AUM of mutual fund industry. In developing nation,
macro economic variables play a very prominent role in growth
of financial industry. These factors are uncontrollable factors of
an economy. In India, as a researcher we can easily signify the
impact of various macroeconomic factors on the growth of
financial market. Mutual fund being a part of financial market is
also directly linked with the growth of financial market. As per
previous historical data, it was observed that any economic
events affect the investment corpus of investors. The study
aims at identifying the relationship of various macro-economic
variables like GDP, inflation, gold prices, Sensex, GDP per
capita, GNI per capita etc on AUM of Indian Mutual Fund
industry.

3 RESEARCH METHODS

3.1 Conceptual Framework of Study

Macroeconomic variables influences the growth of AUM of
mutual fund industry direct.ly or indirectly. Investors are
affected by the movement of an economy and their
investment decisions rely heavily on the economic situation
of the country. The Conceptual framework is presented
below with the help of a diagram.
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Fig 5: Conceptual framework of the study

3.2 Sampling and Data Collection

In order to identify the dependency of macroeconomic
variables and mutual funds, data from 2000-2018 was taken
into consideration. Data from different sources was
summarized for research. Exploratory research was
conducted with the help of secondary data i.e. available
literature.

3.3 Sampling Methods

It is secondary based research. As, data was collected from
various authenticated sources were collected. The selection
of various variables was based on various previous
literatures available.

3.4 Sampling technique
Multiple regression analysis is used to test the relationship
among the variables and AUM of the industry.

3.5 Hypothesis

H1: There is relation between Gross domestic product and
Asset under management of mutual fund industry.

H2: There is relation between Sensex and Asset under
management of mutual fund industry.

H3: There is relationship between inflation and Asset under
management of mutual fund industry.

H4: There is relationship between gold prices and Asset
under management of mutual fund industry.

H5: There is relationship between GDP per capita and Asset
under management of mutual fund industry.

H6: There is relationship between gross national income per
capita and Asset under management of mutual fund
industry.

3.6 Data Analysis and Interpretation

The data is analyzed with the help of multiple regression
models. The data is tested with SPSS tool. The data from
2000-2018 will be used for further analysis. The table below
depicts key information regarding demographic profile of the
respondents.

Table 01: The table depicts the model summary of the three

factors
Model Summary

Adjusted R Std. Error of
Model R R Square Square the Estimate
1 .951% .904 .885 211295.422
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a. Predictors: (Constant), GNI Per Capita (US $), Gold
prices(Rs.), GDP per capita(in dollars)

Model Summary : -(R Square) .904, taken as a set, the
prediction of GNI Per Capita (US $), Gold prices (Rs.), GDP
per capita (in dollars) accounts for 90.4% approx of the
variance in AUM.

Table 02: The table highlights the details of ANOVA value

ANOVA
Model df F Sig.
1 | Regression 3 47.147 | .000b
Residual 15
Total 18

a. Dependent Variable: Average Asset under Management (IN
CRORES)

b. Predictors: (Constant), GNI Per Capita (US $), Gold prices(Rs.),
GDP per capita(in dollars)

Test using level of Significance a=.05
The overall regression model was significant F (3, 15)
=47.147, P<.001 and R2=.904

Table 03: The table shows the significant value

Coefficients
Unstandardized .
Model Coefficients Sig.
B Std. Error

1 (Constant) -896749.85 159313.681 0

Gold -55.28 18.961 0.011

prices(Rs.)

GDP per

capita 418.983 889.851 0.645

(in dollars)

GNI Per

Capita (US 1822.11 1075.297 0.111

$

a. Dependent Variable: Average Asset under Management (IN CRORES)
Results

1. As shown in Gold prices variable that its P value is
less than .05 hence Gold prices has a significant
amount of explain variance in AUM.

2. As shown in GDP per capita variable that its P value
is less than .05 hence GDP per capita has not
significant amount of explain variance in AUM.

3. As shown in GNI Per Capita variable that its P value
is more than .05 hence GNI Per Capita has not
significant amount of explain variance in AUM.

Regression Model: -
Y = /80 + /81)(1 + ﬁzxz + /83)(3
Where Y is Dependent Variable.
By is a constant
X1=GDP per capita
X2=Gold prices
X3=GNI per capita

Hence the Model looks like:

ISSN 2277-8616
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Table 04: The table depicts the model summary of the three
factors

Model Summary

Adjusted R | Std. Error of
Model R R Square Square the Estimate
1| .939% 0.882 0.858 234848.322

a. Predictors: (Constant), Inflation (%), GDP growth rate(%),
Sensex(index)

Model Summary:-(R Square) .882, taken as a set, the
prediction of GDP, Sensex, Inflation accounts for 88.2%
approx of the variance in AUM.

Table 05: The table highlights the details of ANOVA value

ANOVA
Model df F Sig.
1 | Regression 3 37.212 | .000b
Residual 15
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Total

| 2]

a. Dependent Variable: Average Asset under Management
(IN CRORES)
b. Predictors: (Constant), Inflation (%), GDP growth rate(%),
Sensex (index)
Test using level of Significance a=.05
The overall regression model was significant F (3, 15)
=37.212, P<.001 and R’=.882

Table 06: The table shows the significant value

Coefficients
Unstandardized .
Model Coefficients Sig.
B Std. Error

(Constant) 443081.4 | 252183.5 0.099
GDP  growth -87067.7 | 36615.19 0.031
rate (%)

Sensex

(index) 68.475 6.721 0
Inflation (%) -50394.8 | 20003.95 0.024

a. Dependent Variable: Average Asset under Management (IN CRORES)

Test each prediction at a=.05
As shown in GDP variable that its P value is less than
.05 hence GDP has a significant amount of explain
variance in AUM.
As shown in Sensex variable that its P value is less
than .05 hence Sensex has a significant amount of
explain variance in AUM.
As shown in Inflation variable that its P value is more
than .05 hence Inflation has a significant amount of
explain variance in AUM.

1.

Hence the Model looks like:

Y = Sy + X+ BoXy + X

Where Y is Dependent Variable.

P is a constant

X1=GDP
X2=Sensex
X3=Inflation

Y =443081428—87067.671x, +68.475x, —50394,835x,

Histogram

Dependent Variable: Average Asset under Management (IN CRORES)

Fraquency

1

e
d

T
1 [] 1

Regression Standardized Residual
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Histogram
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J _

M = £ D0E1E
510 Dev. = D513
H=19

Frequency

) 2 1
Regression Standardized Residual

4 FINDINGS

To establish the relationship between macro economic
variables and AUM of mutual fund industry, multiple
regression analysis at 5% significance level was used for
data analysis. Researcher would be confident at 95% for
decision making for rejecting or fail to reject null hypothesis.
Hypothesis 1 studies the relationship between GDP and
AUM of mutual fund industry. After application of multiple
regression analysis, the significant value is 0.031. This
value is less than p-value; hence it establishes the
relationship between the two variables. Hence, hypothesis
is failed to reject. Hypothesis 2 focused on the relationship
between SENSEX and AUM of mutual fund industry. After,
validating the data related to SENSEX and AUM, it was
observed that there is positive co-relation between SENSEX
and AUM. It is clear that (p value=0. is less than 0.05, hence
it can be concluded that they both move in the same
direction i.e. they either positively or negatively. It fails to
rejects the hypothesis. Hypothesis 3 state the relationship
between inflation and AUM of mutual fund industry. After
applying the tool, the result obtained it less than the p-value
(significant value is 0.024 is less than 0.05). This result fails
to reject the hypothesis. Hence, it may be concluded that
they are positively correlated. Hypothesis 4 state the
relationship between gold prices and AUM of mutual fund
industry. The significant value of the result is 0.011 and p-
value is 0.05. Again, the result is favorable according to the
hypothesis. In lieu of this result, hypothesis is fail to reject
hence, concluded that there is direct relationship between
the two variables. Hypothesis 5 state the relationship
between GDP per capita and AUM of mutual fund industry.
As per multiple regression method, significant value is 0.645
and p-value is 0.05. The significant value is higher than the
p-value. Hence, it may be concluded that hypothesis is
rejected and there is no relationship between the two
variables. Hypothesis 6 state the relationship between GNP
per capita and AUM of mutual fund industry. Significant
value obtained after applying test is 0.111 and p-value is
0.05. With the obtained result, hypothesis is rejected
establishing the fact that there is no relationship between
the two.

Summary

Hypotheses Result

H1: There is relation between
Gross domestic product and
Asset under management of

Fails to reject
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mutual fund industry.

H2:There is relation between
Sensex and Asset under

management of mutual fund Fails to reject

industry
H3: There is relationship
between inflation and Asset

Fails to reject
under management of mutual

fund industry.

H4: There is relationship
between gold prices and Asset
under management of mutual
fund industry.

Fails to reject

H5:There is relationship

between GDP per capita and

Asset under management of Rejected
mutual fund industry

H6: There is relationship

between gross national income

per capita and Asset under Rejected

management of mutual fund
industry.

5 CONCLUSION

India is very prominent market for financial investments. As
there are many opportunities which attract the investors to
invest in financial market. But there exist numerous macro-
economic variables which are directly linked with movement in
financial market. With the help of this research paper, an
attempt is made to depict how macro-economic factors like
GDP, Gold prices, Inflation and SENSEX play a significant role
in controlling the development chart of the financial market. As
per the statistical data the AUM of mutual fund industry has
leapfrogged from the level of Rs113005 (in crores) in 2000 to
Rs2270693 (in crores) to 2018.The increased openness of the
economy to global markets brings in more uncertainties in
terms of both internal and policy impacts on the financial
markets and its participants. Indian markets have been
observing the increased visible impact of global interest rate
changes, output, growth cycles, and trade-related issues in the
recent past. Indian mutual funds being a substantial player in
the capital markets (equity and debt), they are being driven by
the local and global economic factors, hence, fund managers
are required to identify the linkages, and plan their strategies
of investments accordingly.
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