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Abstract

The present study has been emphasized on mutual funds subscription and redemption amount. Various factors 
will influence the investor’s decision making which in turn will have the impact on the funds inflow and out 
flow. In this study selected economic factors were considered and measured with the help of auto regressive 
distributed log methodology for short run and long run relationship. The Granger Causality test has been 
applied to know influence on the subscription and redemption amount by the economic factors. The vector 
auto regression model has been applied to predict the future movement of the mutual funds investments 
direction inform of subscription and redemption.
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INTRODUCTION1. 

Financial markets are the supporting of an Indian economic system and aids in the allocation of share 
capital across the productive sectors of the economy. The last fifteen years have proved to be a continuous 
high growth for the Indian mutual fund industry in terms of increase in assets under management (AUM) 
and also number of new schemes launched. It is well known that mutual funds offer their investors 
benefits difficult to obtain through other investment vehicles. Benefits such as diversification, affordability, 
access to equity and debt markets at reduce the transaction costs, tax benefits and liquidity. The present 
study has been emphasized on mutual funds subscription and redemption amount. Various factors will 
influence the investor’s decision making which in turn will have the impact on the funds inflow and out 
flow.
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Review of Literature2. 

Ananda, S (2005) in his study made an attempt to study the major factors influencing the investment 
performance of the schemes and suggested in the light of the findings, measures required to be taken by 
the industry. Government and Regulatory Authorities to improve the performance of the industry and 
educate the investors about the appraisal mechanism of the MF schemes

Mihir Dash, Dinesh Kumar G (2008) study investigates the effect of macroeconomic variables 
on mutual fund schemes, in terms of returns and volatility and in this study tested the Granger causality 
test to analyze these effects. The results of these causality tests has identified the specific macroeconomic 
factors which affect the returns and volatility of particular mutual fund schemes and on the other hand, 
would enable investors to understand the specific risk factors affecting their investments, so that they can 
take more informed investment decisions pertaining to mutual funds

Emily Chelangat Kariuki (2014): This study examined the effect of macroeconomic variables on 
financial performance of mutual funds industry in Kenya. The five independent variables that were studied 
(money supply, interest rate, inflation rate, GDP and exchange rates) explain a substantial 70.9% of fund 
performance among mutual funds operating in Kenya.

Jamil, Tabassum (2015) in his research titled “Impact of recession on mutual funds” found the 
impact of recession on performance of various categories of Mutual Funds in India and the behaviour of 
the investors of Mutual Fund under the impact of recession

Joity Tomer (2015) The study covers a period of forty seven years, from 1964-65 to 2010-11 and 
the comparative performance of public and private sector mutual fund schemes is studied for six financial 
years. The performance of mutual fund schemes is evaluated by using NAVs data of open-ended funds 
in order to study analyse the problems and prospects of mutual funds in India which are bound to the 
regulatory framework of mutual funds in India.

Research Gap3. 

Indian mutual fund industry had crossed 53 years in this year but even today this area had remain unexplored 
by the Indian investment community because many of them saving the money in banks rather than other 
investment options such as mutual funds due to risk. Research scholars, academicians and many others have 
done extensive research but no research has been found how mutual fund investments got influenced by 
the economic factors. This study aim is to explore the fund flows movement (subscription & redemption) 
is getting influenced due to economic changes in the country.

Objectives of the Study4. 

1.	 To measure the short-run and long-run relationship of select economic factors with mutual fund 
subscription and redemption amount.

2.	 To know the selected economic factors influence on the mutual fund subscription and redemption 
amount.

3.	 To predict the future growth movement of mutual funds subscription and redemption amount 
based on select economic factors.
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Hypothesis5. 

Null Hypothesis – H0: There is no long run relationship of select economic factors with mutual fund 
subscription amount.

Null Hypothesis – H0: There is no long run relationship of select economic factors with mutual fund 
redemption amount.

Null Hypothesis – H0: There is no influence of select economic factors with mutual fund subscription 
amount.

Scope of The Study6. 

The present study has considered the data from January, 2006 to December, 2016. The data has been 
considered from SEBI data base. The economic variables were considered from RBI data base. The 
following variables were considered.

∑	 Repo rate, Reverse Repo rate, GDP: RBI

∑	 Nifty: NSE India

∑	 Mutual Fund Subscription amount: SEBI

∑	 Mutual Fund Redemption amount: SEBI

Research Methodology7. 

The present paper has been done based on secondary data. The following statistical tools were applied.

Auto Regressive Distributed Methodology: The ARDL methodology has been applied on the stationary 
data. The averaged data has been tested with Augmented Dicky Fuller test and made stationary. The ARDL 
result reflects the long run and short run relation between the selected economic variables with mutual 
funds subscription and redemption amount.

	 yt = a0 + a1xt + a2xt - 1 + a3yt - 1 + ut

Granger Causality Test: The GCT has been applied to know the influence direction between the analysed 
variables. This test has been applied on the Johensen Co-Integration tested variables.

VAR Model: The Vector Auto Regression model has been applied to know the future direction of the 
dependent variable based on the independent variables.

	 yt = c + A1 yt - 1 + A2 yt - 2 + ... + Ap yt - p + et,

Data Analysis8. 

1. To measure the short-run and long-run relationship of select economic factors with mutual fund 
subscription and redemption amount: To ascertain this objective 10 years quarterly data of Macro-
economic factors –Nifty, Repo rate, Reverse Repo rate, Gross domestic product (GDP), and Mutual fund 
subscription and Redemption values has been collected and made stationary with the help of ADF and 
then ARDL has been applied on stationary data to find short and long run relationship.
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The data has been proved to be in stable and in series correlation as per the Cusum test and Walt test 
and hence the ARDL has been applied which gives the below output.

Table 1 
ARDL

Variable Coefficient Std. Error t-Statistic Prob.
C 20.73764 11.28496 1.837636 0.14
D(NIFTY(–1)) 1.023195 0.773183 1.323355 0.2563
D(NIFTY(–2)) 1.085204 0.533363 2.034645 0.1116
D(NIFTY(–3)) 0.965789 0.423014 2.283112 0.0845
D(NIFTY(–4)) 0.182955 0.416471 0.439299 0.6831
D(SUBCRIP(–1)) –1.89802 4.791042 –0.39616 0.7122
D(SUBCRIP(–2)) –1.63809 3.396147 –0.48234 0.6548
D(SUBCRIP(–3)) 0.75483 2.051725 0.3679 0.7316
D(SUBCRIP(–4)) 1.419507 1.014579 1.399109 0.2343
D(REDEMP(–1)) 2.114299 4.478251 0.472126 0.6614
D(REDEMP(–2)) 1.998103 3.182376 0.627865 0.5642
D(REDEMP(–3)) –0.79492 1.907543 –0.41672 0.6983
D(REDEMP(–4)) –1.53393 0.936157 –1.63854 0.1767
D(REPO(–1)) –2.36477 2.567102 –0.92118 0.4091
D(REPO(–2)) –3.7744 2.165657 –1.74284 0.1563
D(REPO(–3)) –2.24753 1.800423 –1.24833 0.28
D(REPO(–4)) –0.93057 1.248463 –0.74537 0.4975
D(REVERS(–1)) 2.019569 2.432599 0.83021 0.4531
D(REVERS(–2)) 3.192938 2.153503 1.482672 0.2123
D(REVERS(–3)) 2.770582 1.698727 1.630975 0.1782
D(REVERS(–4)) 1.51828 0.946856 1.603497 0.1841
D(GDP(–1)) 4.333261 3.384487 1.28033 0.2696
D(GDP(–2)) 2.482471 2.69897 0.919785 0.4097
D(GDP(–3)) 2.934345 2.074736 1.414322 0.2302
D(GDP(–4)) 1.430758 1.389286 1.029851 0.3613
NIFTY(–1) –1.83066 0.890711 –2.05528 0.109
SUBCRIP(–1) 1.432267 5.778122 0.247878 0.8164
REDEMP(–1) –1.42477 5.333884 –0.26712 0.8026
REPO(–1) 1.628027 3.087768 0.52725 0.6259
REVERS(–1) –1.06292 2.774759 –0.38307 0.7212
GDP(–1) –5.76183 3.670465 –1.56978 0.1916

Source: Secondary data through SPSS.

Above table depicts the short and long run relationship of selected economic factors with Mutual 
fund redemption and subscription.

1.	 The ARDL coefficient values of the Mutual fund subscription for short run are in negative, hence 
short-run relationship is observed between the subscription and selected economic factors.
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2.	 The ARDL coefficient values of the Mutual fund subscription for long run are in positive, hence 
there is no long-run relationship between the subscription and selected economic factors

3.	 The ARDL coefficient values of the Mutual fund redemption for short run are positive, hence 
there is no short-run relationship between the redemption and selected economic factors.

4.	 The ARDL coefficient values of the Mutual fund redemption for long run are in negative, hence 
long-run relationship is observed between the redemption and selected economic factors.

2. To know the selected economic factors influence on the mutual fund subscription and redemption 
amount: To ascertain this objective 10 years quarterly data of Macro-economic factors –Nifty, Repo rate, 
Reverse Repo Rate, Gross Domestic Product (GDP), and Mutual fund subscription and Redemption values 
has been collected and made stationary with the help of ADF and Johansen Co-integration Test has been 
applied and below is the summary.

Table 2 
Johansen co-integration Test

Source: Secondary data through SPSS

The above analysis of Johansen Co-integration test has been applied between the selected economic 
factors to Mutual subscription and redemption, the log likelihood values are found to be in increasing 
mode in both non intercept, linear intercept and quadratic intercept trends hence the data is stated to be 
co-integrated between the selected variables on this data Granger Causality test has been applied.
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Table 3 
Pairwise Granger Causality Tests

Source: Secondary data through SPSS

∑	 The above analysis of Granger causality null hypothesis test result reveals that reverse repo rate 
is not Granger causing the mutual fund subscription amount as the probability value is found 
to be <0.05, hence the null hypothesis has been accepted and alternate has been rejected.

∑	 The above analysis of Granger causality null hypothesis test result reveals that reverse repo rate 
is not Granger causing the mutual fund redemption amount as the probability value is found to 
be <0.05, hence the null hypothesis has been accepted and alternate has been rejected.

∑	 The above analysis of Granger causality null hypothesis test result reveals that GDP is Granger 
causing the mutual fund subscription amount as the probability value is found to be >0.05, hence 
the null hypothesis has been rejected and alternate has been accepted.

∑	 The above analysis of Granger causality null hypothesis test result reveals that Nifty is Granger 
causing the mutual fund subscription amount as the probability value is found to be >0.05, hence 
the null hypothesis has been rejected and alternate has been accepted.

∑	 The above analysis of Granger causality null hypothesis test result reveals that GDP is Granger 
causing the mutual fund redemption amount as the probability value is found to be >0.05, hence 
the null hypothesis has been rejected and alternate has been accepted.
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∑	 The above analysis of Granger causality null hypothesis test result reveals that Nifty is Granger 
causing the mutual fund redemption amount as the probability value is found to be >0.05, hence 
the null hypothesis has been rejected and alternate has been accepted.

3. To predict the future growth movement of mutual funds subscription and redemption amount 
based on select economic factors.

Table 4 
Vector Auto regression

Source: Secondary data through SPSS

∑	 The VAR model indicates that the redemption of mutual fund is expected to go up because 
coefficient value of redemption based on GDP is observed to be in positive. Hence the growth 
of GDP will have the positive influence on Mutual fund redemption.

∑	 It also indicates that the subscription of mutual fund is expected to go down because coefficient 
value of subscription based on GDP is observed to be in negative. Hence the growth of GDP 
will have the negative influence on mutual fund subscription.

∑	 It also indicates that the redemption of mutual fund is expected to go down because coefficient 
values of subscription based on Repo rate is observed to be in negative. The VAR model states 
that the rise of repo rate will have the negative influence on mutual fund subscription.

∑	 It also indicates that the subscription of mutual fund is expected to go up because coefficient 
values of subscription based on Repo rate is observed to be in positive. Hence the rise of repo 
rate will have the positive influence on mutual fund subscription.

Findings of the Study9. 

1.	 It is found that the ARDL short-run co-efficient values for mutual fund subscription are in 
negative (-1.89802, -1.63809), for long-run it is positive (0.75483, 1.419507), Hence there is 
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short-run relationship is existing but there is no long-run relationship has been found between 
the select economic factors with Mutual fund subscription in last 10 years.

2.	 It is found that the ARDL short-run co-efficient values for mutual fund redemption are in positive 
(2.114299, 1.998103), for long-run the same is negative (-0.79492, -1.53393), hence there is no 
short-run relationship and there is long-run relationship between the select economic factors 
and Mutual fund redemption in last 10 years.

3.	 The Granger Causality test reveals that reverse repo rate has no influence on the mutual fund 
subscription and redemption amount.

4.	 It is found that GDP had influenced the mutual fund subscription and redemption during the 
study period.

5.	 It is also found that the Nifty has the influence on the mutual fund subscription and redemption 
amount.

6.	 As per the VAR model, it is observed that the growth of GDP will have the positive influence 
on Mutual fund redemption and negative impact on the subscription.

7.	 It is found that the rise of repo rate will have the negative influence on mutual fund redemption 
and positive impact on subscription.

Conclusion of the Study10. 

The study for the period of 10 years from January, 2006 to December, 2016. In this study Repo rate, 
Reverse Repo rate, GDP and Inflation has been considered to analyze the influence on the mutual funds 
subscription and redemption amount. Investors of mutual fund decision making may be influenced by the 
various news factors. The present project found that the mutual fund subscription amount found short run 
relation with the selected economic factors. Mutual fund redemption amount observed to be no relation 
with selected economic factors from the investor’s perspective. Hence there is a need to do further research 
in this area by considering the investors behaviour and attitude towards mutual funds investments.
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