
8th Emerging Markets Finance Conference (2017)
Indira Gandhi Institute of Development Research

Home-Institution Bias. An Investigation 
Into Foreign Origin AMC Exits From India.

Presentation outline

• Motivation

• Study objective and literature

• Research gap

• Data sample and descriptive 

statistics

• Methodology

• Results

• Summary

Qambar Abidi

Doctoral candidate, IIM Ahmedabad



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

Motivation

Financial press coverage limited to 

product market and resource based 

explanations.

Table: Mergers, acquisitions & exits 
(2000-2016)

Target firm Acquirer
Effective Date AMC Name Ownership AMC Name Ownership

Jun 19, 2003 Zurich India Foreign HDFC Joint Venture

Apr 30, 2004 PNB Indian Principal Pnb Joint Venture

May 14, 2004 SUN F&C India Joint Venture Principal Pnb Joint Venture

July 5, 2004 IL&FS Indian UTI Indian

Sep 24, 2005 Alliance Capital India Foreign Aditya Birla Sun Life Joint Venture

Oct 14, 2005 GIC Indian Canara Robeco Joint Venture

May 31, 2008 Standard Chartered Foreign IDFC Joint Venture

Nov 10, 2008 ABN AMRO Asia Foreign Fortis Investment Indian

Feb 16, 2010 DBS Cholamandalam Indian L&T Investment Indian

Oct 22, 2010 Fortis Investment Indian BNP Paribas India Foreign

Jan 17, 2011 Shinsei Foreign Daiwa India Foreign

Aug 18, 2011 AEGON Pvt Ltd Foreign

Aug 22, 2011 Benchmark Foreign Goldman Sachs Foreign

Nov 24, 2012 FIL Fund Foreign L&T Investment Indian

Nov 16, 2013 Daiwa Foreign SBI Funds Joint Venture

Jun 28, 2014 Morgan Stanley Foreign HDFC Joint Venture

Oct 11, 2014 ING Investment India Foreign Aditya Birla Sun Life Joint Venture

Jan 31, 2015 Pine Bridge Foreign Kotak Mahindra Indian

Mar 8, 2016 Deutsche Foreign DHFL Pramerica Joint Venture

Nov 5, 2016 Goldman Sachs India Foreign Reliance Nippon Life Joint Venture

Nov 26, 2016 JPMorgan India Foreign Edelweiss Indian

Chandan Kishore Kant  |   Mumbai 

Last Updated at January 12, 2015 14:10 IST
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Birla Sun Life MF joins Rs 1

lakh-cr club
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Concentration risk may grow
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manage Suuti ETF

Why are foreign fund houses
exiting India
Slowdown in developed world, higher capital requirement and lack of profitability seen as tr iggers

In calendar year 2014, the assets under management

(AUM) in the domestic mutual fund (MF) sector rose

26 per cent to touch Rs 11 lakh-crore for the first time.

Inflow in the more profitable equity segment, at Rs

50,000 crore, was one of the highest witnessed by the

sector.

Amid such a turnaround, three foreign entities —

Morgan Stanley, ING Mutual Fund and PineBridge —

sold their MF business to Indian ones. According to

reports, two more foreign ones have put their MF

businesses on the block.

Given the buoyancy in the capital market and a

favourable long-term outlook, what is tr iggering such

exits? At a macro level, experts say the slowdown in

the developed market and new capital requirement

back home have made foreign entities review their

business plans. Besides, the strategies adopted by the

latter have failed to click in the Indian market, typically

where smaller fund houses have struggled to attain

reach and profitability.

“A majority of foreign fund houses are unable to

comprehend Indian dynamics. Unlike their domestic

counterparts, foreign players have not been able to

focus on distribution needed to get the retail investor.

They continue to focus on institutional business,

which doesn’t yield high margins,” said Dhirendra

Kumar, chief executive officer of Value Research.

Experts believe ‘brand connect’ is important in a trust-business such as fund management.
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Multinational foreign banks exiting India to

protect profitability

YV Reddy, the former governor of Reserve

Bank of India (RBI), once lamented that global financial conglomerates are "larger and,

perhaps, more powerful than some of the central banks." 

Today, that may not necessarily be the case and the possibility of these banks becoming a

dominant force in the Indian banking space seems to have faded. Global banks have

surely gotten big in India — over the last 15 years, the total advances of foreign banks in

India have doubled every five years from Rs 75,318 crore in March 2005 to Rs 1.63 lakh

crore in 2010 and to Rs 3.27 lakh crore in March 2015. 

But that's just half the story. The real story is the slow but sure slide of foreign banks'

market share. From 6.55% in 2005, foreign banks' share of advances dropped to 4.65% in

2010 and to 4.41% in 2015. In January, the UK-based Barclays shut down its equity capital

market and broking business in India, continuing a trend of full or part exit of foreign banks

since 2009. 

In the last five years, Deutsche Bank has sold its credit card business, Barclays has shut

its retail banking business; Swiss lender UBS has given up its banking licence and so did

US-based multinationals Morgan Stanley and Goldman Sachs; Bank of America-Merrill

Lynch sold its wealth management business to Julius Baer and Dutch banking group ING

sold its Indian operations to homegrown Kotak Mahindra Bank. 

The exodus continued in 2015 with British bank RBS, which in 2013 shut 23 of its 31

branches in India, saying it will no longer continue in the country. Late last year, Standard

Chartered reduced by a quarter its staff in corporate and investment banking. HSBC, too,

said it will shut down its private banking business. 

The trend is clear. A fast-growing India has ceased to be a priority for multinational foreign

banks since the financial crisis, as high capital and regulatory requirements at home have

forced them to retreat into their domestic markets to save on costs and protect profitability.

Bankers say this pullout from India is an indication of the demise of global banking as we

knew it at the turn of the century. 

"Big is not beautiful anymore in banking. People can tell me whatever they want but this

global, anywhere, anytime model for banking is not possible or valuable anymore," Boris

Collardi, CEO at Swiss private bank Julius Baer, told ET in an interview. Collardi said his

bank saw the signs of this change early and shed it asset management, corporate

investment bank businesses to focus solely on wealth management in the last 15 years

because "we believe we can only be outstanding in one thing." 

Tectonic shift 

Indian bankers echo their global counterparts. Global banking, they say, is no longer

Joel Rebello
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Singapore/Mumbai: For JPMorgan Chase and Co. and other global firms vying for a

share of India’s mutual-fund industry, the world’s fastest-growing major economy has been

a land of missed opportunity.

JPMorgan is joining the likes of Goldman Sachs Group Inc., Morgan Stanley and Deutsche

Bank AG in exiting India’s Rs.13.5 trillion mutual-fund market, the seventh international

manager to leave in the past three years. Foreign money managers have struggled to build

scale in India, accounting for just 8% of assets, as they’ve lost ground to homegrown rivals

that have been able to weather weak investor demand thanks to deeper sales networks.

Selling mutual funds to risk-averse Indians is no easy task. With competition from bank

fixed deposits offering interest rates as high as 9% and investors’ long-standing preference

for hard assets such as property and gold, mutual funds have held little appeal—especially

given the nation’s volatile markets over the past decade.

Take Udita Mukherjee, 26, a college professor from Kolkata, who has invested her savings of

about Rs.10 lakh in bank deposits and says she won’t consider mutual funds for her nest egg.

Parents’ advice

“There is no risk in bank deposits and returns are assured,” Mukherjee said. “Mutual funds

are riskier. My parents also advise me to invest in fixed deposits as there is no downside to

it.”

Indians had stashed more than 43% of their wealth in physical assets such as real estate at

Foreign money managers have struggled to build scale in India, accounting for just 8% of assets, as they’ve

lost ground to homegrown rivals that have been able to weather weak investor demand thanks to deeper

sales networks. Photo: Bloomberg
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Literature

●Home bias (Poterba, 1991)

●Home-institution bias (Mcqueen and Stenkrona, 2012)

▪ Determining investor bias in mutual fund market 

Christoffersen, Musto and Wermers (2014)

▪ Fund flow and determinants of fund flow 

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) 

Study objective

• Investigate if a probable 
investor bias against foreign 
origin AMCs has contributed 
to the recent mass exit of 
foreign AMC from the Indian 
mutual fund market.

(2)



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

Research gap

●Home institution bias literature

○ Emerging market evidence 

○ Data sample

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

○ Methodology

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

○ Contrarian evidence

○ Home institution bias across performance quintiles

● Indian mutual fund literature

Contribution

(3)
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Data

Data Source

• ACE Mutual Fund

• 2000-2016

Study sample: 187 primary schemes of 
mutual funds

• open ended

• actively managed

• Diversified

• domestic equity

Filters: 

• quarterly flow data greater than 
150% or less than -75%.

• average AUM less than INR 15 
crores for the study period.

Table: Summary statistics

Dependent 
variable

Performance measure Control variables

Flow t
Alpha

t-1

Excess 
Annual Ret 

t-1

Excess 
Quarterly 

Ret t-1
Risk t-1

Fund size t-
1

AMC size t-
1

Age t-1 

Panel A: Foreign

N 1250 940 1175 1250 1250 1250 1250 1250

Min. -74% -9% -81% -24% 5% 2 5 1.1

Median -3% 3% 14% 1% 18% 6 10.1 4.3

Mean -1% 3% 17% 1% 22% 5.9 10 4.2

Max. 149% 17% 166% 22% 58% 9.4 12.3 5.6

Std. Dev. 17% 4% 32% 4% 9% 1.6 1.2 0.9

Panel B: Domestic

N 4793 3775 4543 4793 4793 4793 4793 4793

Min. -64% -39% -85% -60% 1% -0.4 3.2 0.7

Median -2% 2% 12% 0% 19% 6 10.2 4.5

Mean 1% 2% 18% 1% 22% 6 10.1 4.3

Max. 150% 19% 188% 56% 89% 9.8 12.5 5.9

Std. Dev. 16% 4% 33% 5% 10% 1.5 1.5 0.9

(4)
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Research gap

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

● Fund flow performance relationship

𝐹𝑙𝑜𝑤𝑖,𝑡 = 𝛽1𝑃𝑒𝑟𝑓𝑖,𝑡−1 + 𝛽2𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑠𝑖,𝑡−1 +Fixed Effects+ 𝜖𝑖,𝑡 (1)

● Fund category comparison and fund flow-performance 

relationship

𝐹𝑙𝑜𝑤𝑖,𝑡 = 𝛽1𝑃𝑒𝑟𝑓𝑖,𝑡−1 + 𝛽2𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑠𝑖,𝑡−1 + 𝛽3𝐷𝑚𝑖 ∗ 𝑃𝑒𝑟𝑓𝑖,𝑡−1+

𝛽4𝐷𝑚𝑖 ∗ 𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑠𝑖,𝑡−1 + Fixed Effects + 𝜖𝑖,𝑡 (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.

Dependent variable

o Fund flow

𝐹𝑙𝑜𝑤𝑖,𝑡 =
𝐴𝑈𝑀𝑖,𝑡 − 1 + 𝑅𝑖,𝑡 ∗ 𝐴𝑈𝑀𝑖,𝑡

𝐴𝑈𝑀𝑖,𝑡−1

Explanatory variables

o Fund return (Perfi,t)

i. Carhart 4 factor alpha

ii. Excess return quarterly

iii. Excess return annual

𝑅𝑖,𝑡 =
𝑁𝐴𝑉𝑖,𝑡

𝑁𝐴𝑉𝑖,𝑡−1
− 1

o Fund risk

o Fund size

o Fund age

o AMC size

Contribution

(3)
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Home-Institution Bias

• 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.

• Dmi takes the value 1 if fund ‘i’ is 
of a foreign origin AMC.

• The p-values are provided in the 
brackets.

Table: Regression results

Rgrsn. 1 
qrtr ex. ret.

Rgrsn. 2 
annual ex. ret.

Rgrsn. 3 
carhart alpha

Rgrsn. 4 
qrtr ex. ret.

Rgrsn. 5
annual ex. ret.

Rgrsn. 6 
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

(6)
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Robustness (Home-
institution bias)

• The sample for this analysis 
excludes joint ventures between 
domestic and foreign origin AMCs.

• The p-values are provided in the 
brackets.

Table: Regression results

Regression 1 
quarterly excess return

Regression 2 
annual excess return

Regression 3 
Carhart 4 factor alpha

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)

Fund size -0.025 (0.02) -0.021 (0.04) -0.007 (0.63)

AMC size 0.002 (0.81) 0.014 (0.09) 0.008 (0.31)

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

(7)
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Flow-performance 
convexity

(8)
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Flow-performance 
convexity

• Regression 1 and Regression 2 are 
test for non-linearity in fund flow-
performance relationship.

• Regression 3 is quarterly fund flow 
on lagged piecewise fund excess 
annual return, lagged control 
variables and the interaction term.

Table: Regression results

Regression 1 Regression 2 Regression 3

Perf. 0.437 (0.00 ***)

Perf.^2 -0.066 (0.05 *)

Low -0.047 (0.38) -0.102 (0.06)

Mid 0.111 (0.00 ***) 0.112 (0.00 ***)

High 0.629 (0.00 ***) 0.71 (0.00 ***)

Risk 0.077 (0.29) 0.069 (0.29) 0.08 (0.22)

Fund size -0.034 (0.00 ***) -0.035 (0.00 ***) -0.04 (0.00 ***)

AMC size 0.013 (0.23) 0.011 (0.34) 0.019 (0.10)

Fund age 0.041 (0.00 ***) 0.042 (0.00 ***) 0.029 (0.02 *)

Dm*Low 0.33 (0.05)

Dm*Mid -0.014 (0.68)

Dm*High -0.426 (0.01 **)

Dm*Risk -0.063 (0.203)

Dm*Fund size 0.024 (0.04 *)

Dm*AMC size -0.046 (0.02 *)

Dm*Fund Age 0.062 (0.01 **)

N 5718 5718 5718

R-Square 0.101 0.117 0.128
Wald test: High = Low (p-
value) 0.00 ***

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

(9)
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Summary 

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

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

● 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.

● 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.

(10)
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