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Motivation

Table: Mergers, acquisitions & exits

(2000-2016)

«cnons FINANCIAL EXPRES .

'9 app? How 1o download and use e-governance app |

Wil Street gives up on Indiamutual funds as JFVorganjoins
exodus

Taking flight: Foreign MF
houses find

India unfavourable

At last five foreign MF houses have bid adieu in the last four

Financial press coverage limited to
product market and resource based
explanations.
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Literature

® Home bias (Poterba, 1991)

Study objective ® Home-institution bias (Mcqueen and Stenkrona, 2012)

* |Investigate if a probable

investor bias against foreign = Determining investor bias in mutual fund market
origin AMCs has contributed Christoffersen, Musto and Wermers (2014)

to the recent mass exit of

foreign AMC from the Indian * Fund flow and determinants of fund flow

mutual fund market. Barber, Huang and Odean (2016)

* Fund flow-performance relationship
Ferreira et al. (2012)

Fund flow-performance relationship & fund category comparison
Berggrun and Lizarzaburu (2015), Mazur, et al. (2017)

Fund flow-performance convexity and fund risk positioning
Sirri and Tuffano (1998), Ferreira et al. (2012)
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Research gap

Contribution e Home institution bias literature
o Emerging market evidence

o Data sample

O Sixteen year sample of open ended diversified equity funds (against one
time pension fund enrollment scheme)

o Methodology

0 Panel data regression with fixed effects and standard error correction for
clustering (cross sectional regression)

o Contrarian evidence

o Home institution bias across performance quintiles

e Indian mutual fund literature
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Dependent .
Data P ! Performance measure Control variables
variable

E E : :
Alpha e o Fund size t- AMC size t-

Table: Summary statistics

Annual Ret Quarterly Risk t-1 Age t-1

Flow t 1 1

= t-1 Ret t-1

Panel A: Foreign

1175 1250

74% 9% -81% -24% 5% 2 5 1.1
3% 3% 14% 1% 18% 6 10.1 43
3% 1% 5.9 10 42
149%  17%  166% 22% 58% 9.4 12.3 5.6

17% 4%

Panel B: Domestic

4793 3775 4793
-64%  -39% -85% -60% 1% -0.4 3.2 0.7
2% 2% 12% 0% 19% 6 10.2 45
2% 1% 6 10.1 43
150% 19% 188% 56% 89% 9.8 12.5 5.9
16% 4% 33% 5% 10% 1.5 1.5 0.9
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Research gap

Contribution

Dependent variable

o Fund flow

AUM;; — (14 R;y) x AUM; ,
AUM; ;4

FlOWi’t =

Explanatory variables

o Fund return (Perfj)

i. Carhart 4 factor alpha
ii. Excess return quarterly
iii. Excess return annual

NAV;,
Ri¢ = —
NAVi,t_l
o Fund risk
o Fund size
o Fund age
o AMCsize
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e Methodology

Panel data regression with fund and time fixed effects (Hausman test) and
standard errors adjusted for clustering for funds .

e Fund flow performance relationship

Flow;, =B Perf;_q1 + B,Controls; ., +Fixed Effects+ €;; (1)

e Fund category comparison and fund flow-performance
relationship

Flow;, =p,Perf;+_1 + p,Controls;,_, +f3Dm; x Perf; ._1+
psDm; x Controls; . + Fixed Effects +€; ; (2)

A bias against a category of mutual funds will adversely affect the fund
flow-performance relationship for that category vis-a-vis other categories
of funds.



Home-Institution Bias

Table: Regression results

* Panel regression of quarterly fund
flow on lagged fund performance
measures, lagged control
variables.

* Regression 4,5 & 6 include
interaction term with covariates &
indicator variable Dm.

* Dm, takes the value 1 if fund V" is
of a foreign origin AMC.

* The p-values are provided in the
brackets.
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Rgrsn. 1 Rgrsn. 2 Rgrsn. 3 Rgrsn. 4 Rgrsn. 5 Rgrsn. 6
grtr ex.ret.  annual ex.ret. carhart alpha grtr ex. ret. annual ex. ret.  carhart alpha
Perf. 0.69 0.38 0.67 0.68 0.37 0.67
(0.00 **+*¥) (0.00 **+*) (0.00 ***¥) (0.00 ***) (0.00 ***) (0.00 ***)
Risk -0.05 0.02 0.04 -0.02 0.04 0.05
(0.54) (0.74) (0.56) (0.80) (0.60) (0.52)
Fund size -0.03 -0.03 -0.03 -0.04 -0.04 -0.03
(0.00 ***) (0.00 ***) (0.00 ***) (0.00 ***) (0.00 ***) (0.00 ***)
AMC size 0.01 0.01 0.00 0.01 0.02 0.01
(0.55) (0.23) (0.90) (0.25) (0.06) (0.48)
Fund age 0.02 0.04 0.04 0.01 0.03 0.01
(0.06) (0.00 ***) (0.20) (0.55) (0.03) (0.77)
[Dm*Perf. 0.04 0.00 0.04}

(0.77) (0.90) (0.80)
Dm*Risk -0.13 -0.10 -0.03
(0.03) (0.07) (0.69)
Dm*FundSize 0.02 0.02 0.00
(0.05) (0.11) (0.78)
Dm*AMCsize -0.04 -0.05 -0.04
(0.05) (0.02) (0.05)
Dm*FundAge 0.06 0.07 0.15
(0.01 **) (0.01 **) (0.00 ***)
N 6043 5718 4715 6043 5718 4715
R-Squared 0.061 0.099 0.038 0.070 0.107 0.049

Significance code: 0.001< (***) < (**) < 0.01 < (*) <0.05



Robustness (HOmE' Regression 1 Regression 2 Regression 3

inStitUtiO N biaS) guarterly excess return annual excess return Carhart 4 factor alpha
Table: Regression results Perf. 0.438 (0.01**) 0.312 (0.00 ***) 0.39 (0.01 *¥)
Risk 0.042 (0.58) 0.08 (0.30) 0.061 (0.47)

e The sample for this analysis

excludes joint ventures between Fund size -0.025 (0.02) -0.021 (0.04) -0.007 (0.63)
domestic and foreign origin AMCs.

B T AMC size 0.002 (0.81) 0.014 (0.09) 0.008 (0.31)
brackets. Fund age -0.002 (0.88) 0.015 (0.42) -0.06 (0.24)
[ Dm*Perf. 0.208 (0.25) -0.001 (0.98) 0.265 (0.17) ]
Dm*Risk -0.15 (0.03) -0.141 (0.04) -0.03 (0.70)
Dm*Fundsize 0.005 (0.68) 0.001 (0.97) -0.022 (0.22)
Dm*AMCsize -0.043 (0.04 *) -0.052 (0.01 **) -0.054 (0.01 **)
Dm*FundAge 0.061 (0.01 **) 0.077 (0.01 *¥) 0.195 (0.00 ***)
N 3073 2885 2347
R-Squared 0.053 0.078 0.036

Significance code: 0.001< (***) < (**) < 0.01 < (*) <0.05
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Flow-performance
convexity

e Test for fund flow-performance relationship convexity

Flow; , = B+ Perf; ;_ Perf?_, + B-.Controls;,_, +Fixed Effects+ €;
Fractional fund performance ranks Lt ﬁl fl =1 Hﬁz f"’t 1 ﬁB Lt=1 Lt
of annual excess return, (3)

decomposed into three piecewise
performance variables Flow;; = B1Low; ¢y + o Mid; ;1 + B3sHigh; 1 + BsControls; _, +Fixed

Effects+ €; ¢ (4)

* Low;: = min(0.2,Rank;)
e Fund category comparison and fund flow-performance
relationship across performance quintiles
FZOWI: £ :ﬂlLOWi t—1 -+ ﬂZMldl t—1 + ﬂ3nghI, t—1 + ﬂ4COntT‘0(Si t—1 -+
 High; = Rank; — Low; — Mid; ’ ’ ’ C g ; ’
BsDmiLow; 1 +BsDmiMid;¢ 1 + B;DmiHigh; 1 +
pgDm;Controls; ., + Fixed Effects+ €; ¢ (5)

* Mid;; = min(0.6, Rank; —
Low; )
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FIOW-e rfo rmance Regression 1 Regression 2 Regression 3

convexity

comvexity
1able. hegression resuits
able: Reqression results -0.102 (0.06)

-
0.112 (0.00 ***)
0.077 (0.29) 0.08 (0.22)
-0.034 (0.00 ***) -0.04 (0.00 ***)
0.013 (0.23) 0.019 (0.10)

0.041 (0.00 **¥) 0.029 (0.02 %)
0.33 (0.05)

-0.063 (0.203)
0.024 (0.04 %)
-0.046 (0.02 *)
0.062 (0.01 **)

5718
0.128

Significance code: 0.001< (***) <(**) < 0.01 <(*) <0.05

8t Emerging Markets Finance Conference, IGIDR Abidi, Q. (2017). “Home-Institution Bias. An Investigation Into Foreign Origin AMC Exits From India.”



Summary

With a sample of open ended, actively managed, diversified, domestic equity
mutual funds, and using panel data regression methodology, this study..

e demonstrates that past performance is a very strong motivator for the
Indian mutual fund investor’s buy-sell decision.

e fails to demonstrate that on an average the country of origin of the fund
house adversely affects the fund flow-performance relationship for that
category of funds vis-a-vis the other funds.

e demonstrates that fund flow-age relationship is significantly different for

foreign origin funds vis-a-vis the domestic funds for the top quintile
performing fund for excess annual return.
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