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[bookmark: _Toc91075255]Abstract 

Mutual funds, traded as safer alternatives to common shares, have grown in popularity among institutional and individual investors over the last two decades. With that, an extensive study of mutual fund has also increased over the course of time in the western world. Despite the vast popularity of mutual fund investing as Retirement funds around the globe, only few research have been conducted on this subject in Bangladesh. This paper is an attempt to study the performance of 20 close-ended funds traded in Dhaka stock exchange on the basis of fund size. The methodologies applied in this study are risk adjusted performance measures suggested by the renowned Nobel Prize winners, Mr. Eugene Fama and Mr. Kenneth French, widely known as The Fama French Three Factor Model. Following this model, I added size and value as risk factors to the market systematic risk. I then further calculated Sharpe Ratio and Treynor Ratio to measure the outcome of each fund when comparing to Benchmark Index. According to this analysis, the research outcome shows that fund size performs a significant role in the performance of the fund. The relationship suggests that fund size and return reflect a positive correlation and it occurs as a result of diversification. On the last part of the study, I explore some of the strategies that are helpful in achieving specific investment objectives through these funds. 
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The world of stock exchange has evolved momentously since the very beginning of capital market development. The rise of mutual funds is believed to have begun in 1924 with the launch of the very first modern mutual fund, Vanguard Wellington Fund, in the USA. Established in 1929, the Vanguard Wellington Fund, is still in existence.  In today’s world, mutual funds are mostly considered to be safe investments for longer investment horizon. They are now traded as mainstream assets and are an integral part of individual retirement accounts in the western world. In Bangladesh, however, these funds fail to attract investors. These funds can hardly get investors even being traded in discounts – reasons being: Lack of trust, low dividends, poor performance over the long run and many more. However, pooling of assets for effective cost minimization has always been a priority to investors. This paper is an attempt to detect and measure the correlation between size of the fund and performance of the fund with an objective to help stock owners gain a little bit of insight into the closed ended mutual funds traded in Bangladesh.
1.1 [bookmark: _Toc91075257]Origin of the Report 

In order to comply with a fundamental requisite for the successful fulfillment of my BBA degree at the United International University, I have prepared this report. The purpose of this research paper was to reflect on the financial theories learnt during study hours at the university and measure implication of those theories in real life finance. I have prepared the report under careful supervision and guidance of Mr. Muhammad Enamul Haque, Assistant Professor, Department of Finance, United International University.  
1.2 [bookmark: _Toc91075258]Objective of the Report 

Seeking to examine the mentioned effect of fund size, this report is an attempt to guide potential investors to make an educated guess when choosing mutual funds to invest. I have aimed to investigate and measure the effect of fund size on its outcome taking risk exposure into consideration.
1.3 [bookmark: _Toc91075259]Methodology 

This research paper aims to investigate the effect of fund size on the risk exposure and return of mutual funds. At present, there are 34 closed ended mutual funds in Dhaka Stock Exchange. I used a random sampling of funds and selected 20 funds to examine for my paper. This paper extensively used secondary data collection method in order to gain insights on the effect of size on the returns of funds. My secondary data sources were DSE Website, Yahoo Finance, investing.com, AmarStock, Stock Bangladesh etc. These websites preserve data archive of all the stocks and funds traded in the stock exchanges of Bangladesh. 
1.4 [bookmark: _Toc91075260]Scope of the Study

This study aims to navigate potential investors when making judgements and investment decisions when choosing mutual funds. The paper contains a detailed implication discussion in detail about how an investor should prioritize her investment horizon and objective when choosing funds. The paper can be used as a reference point for many beginners who are looking to start risk-free investment in the Stock Exchange of Bangladesh.
1.5 [bookmark: _Toc91075261]Limitations of the Study

The findings of this paper must be seen in light of some limitations. The first is the lack of available data. While constructing the data set, I have found that the DSE website only preserves a data archive of last three years. So, I had to use other data sources like investing.com, AmarStock, Stock Bangladesh, Yahoo Finance etc. Since these websites are third party sources, it is very hard to predict how reliable these sources are. 
The second limitation concerns the lack of prior research on the topic. In general, mutual funds have not gained as much popularity here in Bangladesh as that of other parts of the world. General people still think bank savings and Shanchaypatras are the best form of risk-free investments and have very little to no knowledge about investing in the stock market. Hence, very little research has been conducted around this topic. 
Furthermore, there is a limitation in the findings of this research that concerns my sample size. I have randomly chosen 20 mutual funds traded in the Dhaka Stock Exchange to do research. Hence, the findings of this study may not reflect properly on the mutual funds that are traded in Chittagong Stock Exchange or the closed-ended funds. 
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Mutual Fund is a monetary instrument that invests in equity stocks, coupon bonds, money market vehicles, and other assets. These funds are often handled by experienced asset managers who try to maximize gains for the investors by allocating assets in the most efficient way possible. These fund's portfolio is managed as per the investment objectives and time horizon mentioned in the prospectus.
Investors can access these diversified portfolios at a far lower cost through mutual funds. Bangladesh's mutual fund sector is estimated to be worth Tk 15,000 crore. However, these funds are falling short of their full potential in Bangladesh, where many people are still unaware of the high-performing industry due to a lack of awareness. In general, Mutual Fund has three different types.
1. Closed-end Funds: These types of funds have a very limited number of shares, and the fund manager company is not able to buy or sell fund shares after the initial issue. 
2. Open-end Funds: These types of funds do not have a very limited number of shares and the fund manager company is able to issue or redeem shares at any time. Share is purchased directly from the fund itself.
3. Unit Trust: This refers to a small number of unit certificates issued by investment firms that are not permitted to be traded on the secondary market. This type of fund has a specific end date.

There are a lot of benefits that mutual funds offer to individual investors. Firstly, mutual funds significantly focus on Diversification. There is a very famous quote by the greatest investor in the world, Mr. Warren Buffett about diversification. He said - “Don’t put all your eggs in one basket.” Investing all the savings into one stock does not only maximize risks, but also limits the chances of gain. However, mutual fund consists of a lot of stocks of different companies, as such, even if one stock performs bad for a period of time, it is very unlikely for all the stocks to perform bad. Thus, mutual funds are considered as risk-free investment. Furthermore, Mutual funds are carefully monitored by experienced money managers. Thus, these funds offer a good price for professional fund management. Apart from these benefits, mutual funds also offer low cost for bulk transactions, accessibility to invest in expensive good stocks, quick and hassle-free process and tax-efficiency.

This paper is an attempt to study 20 close-ended mutual funds traded in Dhaka stock exchange on the basis of fund size. The risk-adjusted performance indicators proposed by Mr. Eugene Fama and Mr. Kenneth French, known as The Fama French Three Factor Model, were used in this work. Following this model, I have added size and value to the market systematic risk. 
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[bookmark: _Toc91075265]3.1 Literature Review

Several studies examining fund size and outcome of mutual funds have been undertaken, with authors and researchers attempting to find a correlation between fund size and performance of funds using a wide range of models. In this paper, I have brought studies to light that reflect the discussed phenomena.
Antonella Basso and Stefania Funari (Basso & Funari, 2017) studied size of the fund in the valuation of fund risk and returns using Data Envelopment Analysis (DEA) approach using 260 European equity mutual funds as samples. Initially, they discussed the role that fund size plays on dictating performance and explored whether it’s necessary to consider size of the fund as a variable in the Data Envelopment Analysis model. They also used a variety of statistical analyses to measure the association between yield and size. According to the findings, no significant relationship could be found between performance and size. However, due to scale economies, large cap funds are more likely to represent a little higher performance score, according to the report.
Chen, Hong, Huang and Kubik examined the role of scale in the market (Chen et al., 2004). They took fees and expenses into account while documenting fund returns. They highlighted the notion that fund size hardly affects performance and the interaction of liquidity and organizational diseconomies usually do have a part in dictating profits.
Amman and Moarth examined hedge funds (Ammann & Moerth, 2005). They closely reviewed the extent to which larger funds are outperformed by the smaller funds. The study followed a multi asset class factor model to investigate fund size impact on fund returns, volatility, Sharpe ratios, and alphas. The study uses cross-sectional regression approaches to show that fund sizes and returns have a positive relationship.

Mutual funds provide negative returns when their size surpasses its ideal size, according to a study by Indro, Jiang, Hu, and Lee (Indro, Jiang, Hu, & Lee, 1999). The study discovered that in order to cover the acquisition and information expenditures, the funds must have a minimum fund size. Furthermore, if the fund size surpasses the ideal size, marginal returns tend to decline and eventually become negative.

While making this report, I came across some very resourceful published articles on the web. The article in StackExchange reviewed Fama-French 5 factor model interpretation of coefficients. They urged that a negative SMB coefficient indicates that the company’s size has an impact on its excess return. In other words, it indicates that excess return could be achieved because the company was large (vrume21, 2019).
According to the study done by William J. Bernstein on Rolling Your Own: Three-Factor Analysis, a positive alpha never reflects nor guarantees high returns in the future (Bernstein, 1999). The study helped me the most in running regression using the three factors. This analysis extensively interprets findings of SMB, HML, Intercept loadings.
When comparing investing strategies, according to Investopedia, Value funds allow for value investing practice which focuses on finding compatible investment potential in long term appraisal (JAMES CHEN, 2019). 
Also, I have reviewed Fidelity’s StyleMaps which is an innovative mapping of funds comparing investment style and fund capitalization to reach suitable investment decision. According to the article, Value funds reflect more safety in general, than growth stocks (Dow, 2007). A study by Kimberly Amadeo suggests that Investors usually resort to large cap funds or growth funds at the time of economic downturn (KIMBERLY AMADEO, 2019)

[bookmark: _Toc91075266]3.2 Methodology

The study extensively used secondary data collection method in order to gain insights into the impression of size on the returns of Mutual Funds. First of all, I ran regression using the widely popular Fama-French Three Factor model to know if fund size and fund value play any significant role on the returns of the 20 mutual funds. In addition, I employed Treynor and Sharpe Ratio as risk adjusted metrics, with the DSEX index as the benchmark index.

3.2.1 [bookmark: _Toc91075267]Fama French Three Factor Model

In today's finance, the Fama French Model is the most cited publication. To evaluate an instrument's performance, the model adds size and value as risk components to the market systematic risk. The model uses the following equation: 

Rit  - Rft = αit + β1(RMT – Rft) + β2SMBt + β3HMLt + €it

Here, 
· Rit measures the total return, value of i at the point in time of t,
· Rft measures risk free rate of return at time t,
· RMt measures market index return at time t, 
· Rit - Rft measures expected excess return,
· RMt - Rft measures excess return on the market portfolio,
· SMBt measures the size premium (Small minus Big),
· HMLt measures the value premium (High minus Low), and
· β1,2,3 is the factor coefficients
The following approaches were used in running this model.
Firstly, I constructed my data set by collecting the monthly price data of the last 5 years of 20 mutual funds listed in Dhaka Stock Exchange. Next, I calculated monthly returns of the funds for those 60 periods. 
In order to calculate monthly excess returns for each of the funds, I used Bangladesh 1 YEAR Treasury bond yield as Risk free rate of return. 
In order to determine the size and value premium, I followed the following steps:
At first, I calculated the market value for all stocks by multiplying monthly price by monthly volume. Then I find out the mean for market value at each period. I divided them into two groups – Big and Small, by comparing each stock with mean. If the stock’s market value is greater than mean, it is put into the Big size group and vice versa. Thus, I get two groups for each period, big and small groups in terms of market capitalization. 
Then I went on to calculate Book to Market for each fund by dividing NAV by market price at each period.
For each period, I compared the B/M of each stock within each group, further dividing them into 3 groups listing top 30% B/M as High, below 30% B/M as Low, and the rest as Medium. Thus, finally I divide the whole set into 6 groups constructing 6 different portfolios at each period – S/L, S/M, S/H and B/L, B/M, B/H. For instance, S/L group contains all the stocks with small market cap and low B/M ratio.
For the next stage, I added in the monthly returns of all the stocks at each period to compute the SMB and HML for each period.
SMB= 1/3 * (SL + SM + SH) - 1/3 * (BL + BM + BH), &
HML = ½ * (SH +BH) – ½ * (SL + BL)
Where S/L, S/M,….,B/L is the summation return of each group. For instance, S/L is the summation of each stock’s return.
After calculating 60 SMBs and 60 HMLs, I organized the Fama-French factors including market return and ran regression for each fund. 
3.2.2 [bookmark: _Toc91075268]The Treynor Ratio

The Treynor ratio compares a stock's excess returns to the market's risk exposure over time. I calculated the Treynor ratio by dividing excess fund return by beta. This ratio is also known as the Reward to Volatility Ratio.
For example, suppose the fund's average return is 20% whereas the risk-free investment rate is 11%. The gap between fund yield and risk-free rate is 9%. The Treynor Ratio will be 3 if the fund's historical beta is 3. This indicates that for each unit of risk burden, the fund delivers three units of return. (“Treynor Ratio : Meaning, Calculation, How to use it and More,” 2019).
3.2.3 [bookmark: _Toc91075269]The Sharpe Ratio

The Sharpe Ratio is a method of calculating a security's performance after correcting for risk adjusted return. The higher the ratio, the more appealing the stock's excess return is, in general. To assess the performance, the ratio considers the risk-free rate.
Sharpe Ratio =     
The monthly excess return for each fund is the numerator of the Sharpe ratio, while the standard deviation is the denominator.
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4.1 [bookmark: _Toc91075271]Regression Analysis: Fama French Three Factor Model

The study ran regression by setting fund size and fund value as independent variables and fund returns as dependent variable to ultimately observe any correlation among units, value of funds and outcome.
The table below lists all the coefficients for the ease of understanding among readers The table shows that each of the twenty funds' monthly returns has a positive linear relationship with the three factors, whereas nine funds have a moderately positive relationship with the three factors, with a degree of correlation ranging from 54 percent to 63 percent between their returns and the three factors: risk free rate, fund size, and book to market. Funds having the least degree of correlation are EXIM1STMF and SEBL1STMF showing a correlation of around 24% and 35%.
	Name
	R Squared
	Intercept
	p-value
	Mkt Premium
	SMB
	HML

	ABBS1STMF
	69.27%
	0.7%
	0.590894
	1.005634
	-0.43721
	-0.82501

	AIBL1STIMF
	45.94%
	-2.1%
	0.210901
	0.458135
	-1.0325
	-0.32122

	DBH1STMF
	60.19%
	-0.4%
	0.702444
	0.755895
	-0.44513
	-0.34371

	EBL1STMF
	60.69%
	0.6%
	0.66908
	1.032943
	-0.17126
	-0.31046

	EBLNRBMF
	66.35%
	0.4%
	0.778035
	1.187624
	-0.45087
	-0.48417

	EXIM1STMF
	23.71%
	-1.1%
	0.578948
	0.345847
	0.174883
	-0.46016

	GREENDELMF
	57.51%
	-0.3%
	0.826257
	0.77496
	-0.52511
	-0.38198

	GRAMEENS2
	66.56%
	-1.7%
	0.084914
	0.877659
	-0.49124
	0.078047

	ICB3RDNRB
	55.38%
	-1.3%
	0.266156
	0.761543
	-0.32431
	-0.15643

	ICBEPMF1
	52.73%
	-2.9%
	0.019391
	0.659333
	-0.68889
	0.142096

	ICBAMCL2ND
	56.00%
	-1.0%
	0.524843
	1.097669
	-0.50891
	0.24137

	IFIC1STMF
	66.04%
	-0.6%
	0.620833
	1.019567
	-0.36367
	-0.31124

	IFILISLMF1
	46.80%
	-2.7%
	0.025496
	0.584707
	-0.23759
	0.274391

	1JANATAMF
	64.73%
	-0.2%
	0.890656
	0.907387
	-0.28158
	-0.50206

	MBL1STMF
	61.30%
	-1.0%
	0.449517
	0.846543
	-0.96739
	-0.31454

	PF1STMF
	62.99%
	-1.6%
	0.213841
	0.980282
	-0.69766
	0.064999

	PHPMF1
	65.25%
	-0.8%
	0.488073
	0.770448
	-0.71517
	-0.57337

	POPULAR1MF
	62.31%
	-0.6%
	0.62343
	0.864929
	-0.43577
	-0.47514

	PRIME1ICBA
	53.65%
	-1.5%
	0.235487
	0.81807
	-0.19264
	0.169521

	SEBL1STMF
	34.94%
	-2.7%
	0.004743
	0.265228
	0.01245
	0.255107


Table 1: List of Coefficients of funds
R Squared – 
The correlation coefficient measures how strong the linear relationship is. The first column of statistics show that our study fits moderately with the data set with an average R-squared of 57%. That suggests that at least 57% of most of the funds’ returns can be explained by the three factors. In other words, the independent factors do have a positive role to play in navigating the returns of the mutual funds listed in Dhaka Stock Exchange. 
Intercept – 
The second column of outcome tells a far more interesting story. The “intercept” is actually the representation of the fund’s performance or alpha. It is seen that all of 20 funds from this study did not perform very well when compared with the regression-based benchmark. In other words, the value of alpha generally reflects the performance of the fund managers, after meeting the fund expenditure. Only 15% of the funds showed positive alpha demonstrating a deteriorating financial health of our country over the last few years. However, it can be observed from numerous research from earlier days that a positive alpha never reflects nor guarantees high returns in the future (Bernstein, 1999). 
According to our study, the fund with highest intercept is ABBS1STMF having an alpha of 0.7% per month meaning an 8.5% return per year while the worst performing fund is ICBEPMF1 showing an alpha of -2.9% per month. However, the p-value of ICBEPMF1 suggests that this is hardly statistically significant as it is only 0.019 (Significant when p-value > 0.5)
Market Premium – 
Next, we can see the loading for market return minus risk free rate. This represents the traditional beta of the fund. Most funds with a majority of equity investments have values very close to 1, indicating that market moves have a significant impact on the fund's price. However, funds like SEBL1STMF has a low market loading of 0.27 which represents a low exposure to market risk. An investor’s portfolio should consist of funds exposed to different level of risks to guard against any probable downturn of the market in the future. Of the studied 20 funds, EBLNRBMF has the largest market loading of around 1.19. It can be said that the performance of the fund can be well predicted by watching the market signifying a great possibility of returns in exchange of high risk.
Small Minus Big – 
Next, looking into the SMB loadings, we can find two small cap funds according to our study (A zero value or less signifies large cap, conversely, any positive value signifies small cap) (Bernstein, 1999) This suggests that majority funds listed in the DSE is large cap funds. The largest fund in the study is seen to be MBL1STMF. The two small cap funds are found to be EXIM1STMF and SEBL1STMF. This tells us that most of the funds listed in the exchange are stable, but their price might not grow as much as small caps (Chan, Chen, & Lakonishok, 2002). 
On the other hand, a negative SMB coefficient indicates that the company’s size has an impact on its excess return. In other words, it indicates that excess return could be achieved because the company was large (vrume21, 2019). 18 out of 20 funds show negative SMB coefficients meaning fund size has a genuine impact on the fund’s performance.
High Minus Low – 
Finally, as we look into the HML loadings from the table, we see a large number of growth portfolios (Zero value and more signifies growth fund, whereas less than 0 signifies value fund.) (Bernstein, 1999) According to our study, 35% of the funds listed in Dhaka Stock Exchange are value funds. Obviously, both types of funds work well in certain type of market. It’s a belief among investors that value funds are generally less expensive and less risky whereas growth funds are the opposite. The study shows that the value fund with highest HML loading is SEBL1STMF.
A substantial, positive HML loading, according to most academics, suggests that the fund's excess return reflects an increased Book to Market value (vrume21, 2019). Our study shows that most of the funds have low book-to-market value in terms of other variables.
4.2 [bookmark: _Toc91075272]Interpretation

I look to interpret the findings in this part of the study. Below is the table listing all the SMB and HML coefficients of our 20 mutual funds including our observations on the findings.

	Sl. No.
	Name
	SMB
	Observation
	HML
	Observation

	1
	ABBS1STMF
	-0.4372
	Large Cap
	-0.83
	Growth Stock

	2
	AIBL1STIMF
	-1.0325
	Large Cap
	-0.32
	Growth Stock

	3
	DBH1STMF
	-0.4451
	Large Cap
	-0.34
	Growth Stock

	4
	EBL1STMF
	-0.1713
	Large Cap
	-0.31
	Growth Stock

	5
	EBLNRBMF
	-0.4509
	Large Cap
	-0.48
	Growth Stock

	6
	EXIM1STMF
	0.1749
	Small Cap
	-0.46
	Growth Stock

	7
	GREENDELMF
	-0.5251
	Large Cap
	-0.38
	Growth Stock

	8
	GRAMEENS2
	-0.4912
	Large Cap
	0.08
	Value Stock

	9
	ICB3RDNRB
	-0.3243
	Large Cap
	-0.16
	Growth Stock

	10
	ICBEPMF1
	-0.6889
	Large Cap
	0.14
	Value Stock

	11
	ICBAMCL2ND
	-0.5089
	Large Cap
	0.24
	Value Stock

	12
	IFIC1STMF
	-0.3637
	Large Cap
	-0.31
	Growth Stock

	13
	IFILISLMF1
	-0.2376
	Large Cap
	0.27
	Value Stock

	14
	1JANATAMF
	-0.2816
	Large Cap
	-0.50
	Growth Stock

	15
	MBL1STMF
	-0.9674
	Large Cap
	-0.31
	Growth Stock

	16
	PF1STMF
	-0.6977
	Large Cap
	0.06
	Value Stock

	17
	PHPMF1
	-0.7152
	Large Cap
	-0.57
	Growth Stock

	18
	POPULAR1MF
	-0.4358
	Large Cap
	-0.48
	Growth Stock

	19
	PRIME1ICBA
	-0.1926
	Large Cap
	0.17
	Value Stock

	20
	SEBL1STMF
	0.0125
	Small Cap
	0.26
	Value Stock


Table 2: Interpretation of SMB & HML Loading
[bookmark: _Toc91075273]4.2.1 Large Cap vs Small Cap

Large cap funds suggest that the excess returns were in effect because of the size of the fund. These funds usually have consistent growth. The size of the fund makes them a better choice due to their unlikelihood to step out of market which makes them a safer investment. However, as mentioned earlier, these funds have consistency in growth which means they may not grow as much as their small cap peers. Investors usually resort to large cap funds at the time of economic downturn(KIMBERLY AMADEO, 2019) It does not mean that large cap funds are immune to recessions, it means large cap funds tend to absorb downturn better without going out of business.
According to our study, EXIM1STMF and SEBL1STMF are more volatile and more prone to market risk but with greater return potential. An investor must check his risk profile before investing to ensure she gets her preferred risk exposure in the specific time frame.

[bookmark: _Toc91075274]4.2.2 Value vs Growth

Value funds are the funds that seem undervalued in price when compared to its fundamental attributes(JAMES CHEN, 2019). Value funds allow for value investing practice which focuses on finding compatible investment potential in long term appraisal in value.
Relatively, Growth funds represent the funds that are believed to be overvalued in price when compared to its fundamental measures such as earnings. Growth funds are expected to grow a lot faster than the market benchmark at a cost of higher risk.
Our study concludes 7 funds to be value funds with low P/E ratios and high yields. In practical world, the growth funds and the value funds, both, can generate the best outcome for investors differently. But the investing game remains the same - buy low, sell high which is why most investors are keen to discover value funds. If the funds don’t appreciate over time, holders seek resort to the dividend payments. Value funds reflect more safety in general, than growth stocks (Dow, 2007) The 13 growth funds in our study reflect high growth opportunities with arising prospects. In other words, these funds are more expensive and riskier. These funds are suitable for investors who strongly believe that the route to profitability requires investing in funds with strong relative momentum with large rate in earnings growth and little to no fund dividend.












[bookmark: _Toc91075275]4.2.3 The Sharpe & Treynor Ratio 

The Sharpe ratio is a metric for assessing a fund's performance considering risk-adjusted return. The Sharpe ratio, in simple terms, determines how much more money an investor will make by owning a risky asset.

The Treynor ratio, is a performance metric to measure the amount of excess return that the unit generated as a reward for taking the risk on the portfolio. Beta measures how much the portfolio's returns change depending on the changes in performance of the overall capital market.
	Sl. No.
	Fund Name
	Sharpe Ratio of funds
	Benchmark Market return Sharpe Ratio
	The Treynor Ratio
	Benchmark Market return Treynor Ratio

	1
	ABBS1STMF
	-0.24624
	0.03
	-0.03039
	0.00138937

	2
	AIBL1STIMF
	1.377693
	0.03
	1.60739
	0.00138937

	3
	DBH1STMF
	1.473314
	0.03
	0.36841
	0.00138937

	4
	EBL1STMF
	-0.10251
	0.03
	-0.00993
	0.00138937

	5
	EBLNRBMF
	0.004692
	0.03
	0.02216
	0.00138937

	6
	EXIM1STMF
	-0.20138
	0.03
	-0.32053
	0.00138937

	7
	GREENDELMF
	1.056639
	0.03
	0.34706
	0.00138937

	8
	GRAMEENS2
	-0.30393
	0.03
	-0.03896
	0.00138937

	9
	ICB3RDNRB
	-0.55895
	0.03
	-0.1126
	0.00138937

	10
	ICBEPMF1
	-0.023
	0.03
	0.01089
	0.00138937

	11
	ICBAMCL2ND
	0.459909
	0.03
	0.22181
	0.00138937

	12
	IFIC1STMF
	0.376433
	0.03
	0.09922
	0.00138937

	13
	IFILISLMF1
	-0.30389
	0.03
	-0.06284
	0.00138937

	14
	1JANATAMF
	0.035366
	0.03
	0.02262
	0.00138937

	15
	MBL1STMF
	0.089586
	0.03
	0.05803
	0.00138937

	16
	PF1STMF
	-0.47098
	0.03
	-0.11752
	0.00138937

	17
	PHPMF1
	-0.25713
	0.03
	-0.06966
	0.00138937

	18
	POPULAR1MF
	0.048782
	0.03
	0.02919
	0.00138937

	19
	PRIME1ICBA
	0.891892
	0.03
	0.2444
	0.00138937

	20
	SEBL1STMF
	0.262037
	0.03
	0.10181
	0.00138937


Table 3: Sharpe & Treynor Ratio of Funds compared to Market Index
[bookmark: _Hlk91075040]The table exhibits Sharpe ratio and Treynor ratio of 20 mutual funds listed in the market and further are compared to DSEX market index which has been used as Benchmark. It can be identified that DBH1STMF has the highest Sharpe ratio among other funds meaning that the mutual fund had a better chance in earning the most returns among the other tested funds. 




Figure 1 Performance of funds based on Sharpe Ratio 
The above chart shows a comparison of Sharpe ratios of the 20 mutual funds with DSEX benchmark Sharpe ratio. Furthermore, it can be identified that seven mutual funds show above average Sharpe ratio which suggests that these funds are more likely to generate excess return in the long run.


Figure 2 Performance of funds based on Treynor Ratio
In terms of Treynor Ratio, it can be observed from the chart above those seven funds show higher reward to volatility than most other when compared to DSE broad index. Among these seven funds, AIBL1STMF scores the highest Treynor ratio reaching 1.6 which suggests that the fund generate 1.6 times excess return as a reward for taking each additional metric of risk. The remaining 12 funds show lower reward to volatility which means the funds’ performance are not impacted by the volatile nature of the market. 








[bookmark: _Toc91075276]Chapter 5: Conclusion & Policy Implication












[bookmark: _Toc91075277]5.1 How should one invest in Mutual Funds?

As much as the author believes that there is no rule book in terms of investing, there are some strategies that may higher the chances of return when it comes to investing in mutual funds in Bangladesh. Mutual Funds are goal-based investments. Investors should typically choose mutual funds depending on their goals, investment horizon, and risk appetite. A carefully curated mutual fund portfolio can substantially help investors to achieve diverse financial goals. For example, small cap funds work best with investors who have a very high-risk appetite and longer investment horizon.
One way to find the right fund to invest is using Fidelity’s StyleMaps. This is a mapping of fund’s recent and historical data to compare fund size with fund style. The Horizontal axis comprises of value, blend or growth. Whereas the vertical axis categorizes market capitalization. 

[image: ]













Figure 3 Fidelity’s StyleMaps



For instance, according to the map, SEBL1STMF is Small Cap - Value Fund and ABBS1STMF is categorized as a Large Cap - Growth fund. The value funds are expected to have higher growth than the growth funds. Investors usually try to balance between keeping both the funds in portfolio for maximizing earnings – that is, keeping a certain number of growth and value fund, to reach optimum diversification.







[bookmark: _Toc91075278]5.2 Conclusion

The research outcome shows that fund size performs a significant role in the performance of the fund. According to this relationship, fund size and return does reflect a positive correlation and it occurs as a result of diversification. The paper suggests that 50% funds showed moderately positive relationship ranging from a solid 54% to 63% degree of correlation between their returns and the three factors: Risk free rate, Fund Size and Book-to-market value which means fund size does have an impact on fund performance. 
When measuring market premium, it is found that the funds do not generate sufficiently enough when compared to risk free rate. This creates a mismatch in the economy when investors are more interested in the risk-free assets rather than investing in other assets.  As most of the mutual funds are traded in discounts, this creates a major gap in profits. The funds have very low book-to-market value making them the least choice for investors. Traditional investors think that they can easily pool assets and gain the best outcome of diversification rather than investing in these funds. However, mutual funds are an integral part of economy by which investors can gain a substantial amount of growth over a long period of time. Mutual fund is a risk-free option for passive investors and the welfare of investors is closely related to the market performance. Mutual funds will need improve efficiency, offer greater dividends in order to gain back their lost trust. If Government takes necessary steps to make this sector more vibrant and competitive, this investing option can turn out to be one of the most lucrative savings tools for individuals.
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[bookmark: _Toc91075281]DSEX Monthly Excess Return
	Date
	Price BDT 
	Open
	High
	Low
	Change
	Risk free rate
	Excess Return

	Dec-13
	4266.6
	4266.6
	4266.6
	4266.6
	 
	 
	 

	Jan-14
	4753.2
	4753.2
	4753.2
	4753.2
	11.41%
	0.59%
	10.81%

	Feb-14
	4749.9
	4749.9
	4749.9
	4749.9
	-0.07%
	0.59%
	-0.66%

	Mar-14
	4492.0
	4492.0
	4492.0
	4492.0
	-5.43%
	0.56%
	-5.99%

	Apr-14
	4566.9
	4566.9
	4566.9
	4566.9
	1.67%
	0.57%
	1.10%

	May-14
	4430.5
	4430.5
	4430.5
	4430.5
	-2.99%
	0.56%
	-3.54%

	Jun-14
	4480.5
	4480.5
	4480.5
	4480.5
	1.13%
	0.50%
	0.63%

	Jul-14
	4427.2
	4427.2
	4427.2
	4427.2
	-1.19%
	0.44%
	-1.63%

	Aug-14
	4549.5
	4549.5
	4549.5
	4549.5
	2.76%
	0.44%
	2.33%

	Sep-14
	5074.3
	5074.3
	5074.3
	5074.3
	11.54%
	0.44%
	11.10%

	Oct-14
	5173.2
	5173.2
	5173.2
	5173.2
	1.95%
	0.44%
	1.51%

	Nov-14
	4769.4
	4769.4
	4769.4
	4769.4
	-7.81%
	0.44%
	-8.24%

	Dec-14
	4865.0
	4865.0
	4865.0
	4865.0
	2.00%
	0.44%
	1.57%

	Jan-15
	4724.0
	4724.0
	4724.0
	4724.0
	-2.90%
	0.44%
	-3.33%

	Feb-15
	4763.2
	4763.2
	4763.2
	4763.2
	0.83%
	0.44%
	0.39%

	Mar-15
	4530.5
	4530.5
	4530.5
	4530.5
	-4.89%
	0.44%
	-5.32%

	Apr-15
	4047.3
	4047.3
	4047.3
	4047.3
	-10.67%
	0.44%
	-11.10%

	May-15
	4587.0
	4587.0
	4587.0
	4587.0
	13.33%
	0.44%
	12.90%

	Jun-15
	4583.1
	4583.1
	4583.1
	4583.1
	-0.08%
	0.44%
	-0.52%

	Jul-15
	4792.3
	4792.3
	4792.3
	4792.3
	4.56%
	0.44%
	4.13%

	Aug-15
	4768.7
	4768.7
	4768.7
	4768.7
	-0.49%
	0.44%
	-0.93%

	Sep-15
	4852.1
	4852.1
	4852.1
	4852.1
	1.75%
	0.44%
	1.31%

	Oct-15
	4564.5
	4564.5
	4564.5
	4564.5
	-5.93%
	0.44%
	-6.36%

	Nov-15
	4581.0
	4581.0
	4581.0
	4581.0
	0.36%
	0.17%
	0.20%

	Dec-15
	4604.9
	4604.9
	4604.9
	4604.9
	0.52%
	0.27%
	0.25%

	Jan-16
	4540.9
	4540.9
	4540.9
	4540.9
	-1.39%
	0.21%
	-1.60%

	Feb-16
	4512.0
	4512.0
	4512.0
	4512.0
	-0.64%
	0.21%
	-0.84%

	Mar-16
	4357.5
	4357.5
	4357.5
	4357.5
	-3.42%
	0.22%
	-3.65%

	Apr-16
	4195.7
	4195.7
	4195.7
	4195.7
	-3.71%
	0.23%
	-3.95%

	May-16
	4419.4
	4419.4
	4419.4
	4419.4
	5.33%
	0.25%
	5.08%

	Jun-16
	4507.6
	4507.6
	4507.6
	4507.6
	2.00%
	0.25%
	1.75%

	Jul-16
	4525.3
	4525.3
	4525.3
	4525.3
	0.39%
	0.24%
	0.15%

	Aug-16
	4526.6
	4526.6
	4526.6
	4526.6
	0.03%
	0.25%
	-0.22%

	Sep-16
	4695.2
	4695.2
	4695.2
	4695.2
	3.72%
	0.25%
	3.48%

	Oct-16
	4592.2
	4592.2
	4592.2
	4592.2
	-2.19%
	0.25%
	-2.44%

	Nov-16
	4801.2
	4801.2
	4801.2
	4801.2
	4.55%
	0.25%
	4.31%

	Dec-16
	5036.1
	5036.1
	5036.1
	5036.1
	4.89%
	0.25%
	4.64%

	Jan-17
	5468.3
	5468.3
	5468.3
	5468.3
	8.58%
	0.25%
	8.34%

	Feb-17
	5612.7
	5612.7
	5612.7
	5612.7
	2.64%
	0.25%
	2.39%

	Mar-17
	5719.6
	5719.6
	5719.6
	5719.6
	1.90%
	0.25%
	1.66%

	Apr-17
	5475.6
	5475.6
	5475.6
	5475.6
	-4.27%
	0.25%
	-4.51%

	May-17
	5403.1
	5403.1
	5403.1
	5403.1
	-1.32%
	0.25%
	-1.57%

	Jun-17
	5656.0
	5656.0
	5656.0
	5656.0
	4.68%
	0.25%
	4.43%

	Jul-17
	5860.6
	5860.6
	5860.6
	5860.6
	3.62%
	0.25%
	3.37%

	Aug-17
	6006.4
	6006.4
	6006.4
	6006.4
	2.49%
	0.25%
	2.24%

	Sep-17
	6092.8
	6092.8
	6092.8
	6092.8
	1.44%
	0.25%
	1.19%

	Oct-17
	6019.6
	6019.6
	6019.6
	6019.6
	-1.20%
	0.25%
	-1.45%

	Nov-17
	6306.9
	6306.9
	6306.9
	6306.9
	4.77%
	0.25%
	4.53%

	Dec-17
	6244.5
	6244.5
	6244.5
	6244.5
	-0.99%
	0.25%
	-1.24%

	Jan-18
	6039.8
	6039.8
	6039.8
	6039.8
	-3.28%
	0.25%
	-3.53%

	Feb-18
	5804.9
	5804.9
	5804.9
	5804.9
	-3.89%
	0.25%
	-4.14%

	Mar-18
	5597.4
	5597.4
	5597.4
	5597.4
	-3.57%
	0.25%
	-3.82%

	Apr-18
	5739.2
	5739.2
	5739.2
	5739.2
	2.53%
	0.19%
	2.35%

	May-18
	5343.9
	5343.9
	5343.9
	5343.9
	-6.89%
	0.07%
	-6.96%

	Jun-18
	5405.5
	5405.5
	5405.5
	5405.5
	1.15%
	2.75%
	-1.60%

	Jul-18
	5302.6
	5302.6
	5302.6
	5302.6
	-1.90%
	0.08%
	-1.98%

	Aug-18
	5600.6
	5302.6
	5641.8
	5302.6
	5.62%
	0.09%
	5.53%

	Sep-18
	5369.0
	5600.6
	5624.6
	5321.7
	-4.14%
	0.17%
	-4.30%

	Oct-18
	5284.1
	5369.0
	5499.8
	5190.4
	-1.58%
	0.06%
	-1.64%

	Nov-18
	5281.3
	5284.1
	5326.4
	5203.4
	-0.05%
	0.05%
	-0.10%

	Dec-18
	5385.6
	5281.3
	5391.2
	5216.2
	1.98%
	0.14%
	1.84%

	 
	 
	 
	 
	 
	 
	Mean
	0.14%

	 
	 
	 
	 
	 
	 
	Standard Dev
	4.51%

	 
	 
	 
	 
	 
	 
	Sharpe ratio
	0.03


Table 4: DSEX Monthly Excess Return




[bookmark: _Toc91075282]Sharpe ratio

	Fund Name
	Excess Return
	Standard Deviation
	Sharpe Ratio

	ABBS1STMF
	-0.02163
	0.08785
	-0.24624

	AIBL1STIMF
	0.133997
	0.097262
	1.377693

	DBH1STMF
	0.098213
	0.066661
	1.473314

	EBL1STMF
	-0.00813
	0.07927
	-0.10251

	EBLNRBMF
	0.000426
	0.090745
	0.004692

	EXIM1STMF
	-0.02119
	0.105232
	-0.20138

	GREENDELMF
	0.080014
	0.075725
	1.056639

	GRAMEENS2
	-0.01974
	0.064944
	-0.30393

	ICB3RDNRB
	-0.03623
	0.064821
	-0.55895

	ICBEPMF1
	-0.00166
	0.072012
	-0.023

	ICBAMCL2ND
	0.045214
	0.09831
	0.459909

	IFIC1STMF
	0.028497
	0.075703
	0.376433

	IFILISLMF1
	-0.0197
	0.064821
	-0.30389

	1JANATAMF
	0.002602
	0.073574
	0.035366

	MBL1STMF
	0.00787
	0.087849
	0.089586

	PF1STMF
	-0.03774
	0.080126
	-0.47098

	PHPMF1
	-0.02007
	0.078044
	-0.25713

	POPULAR1MF
	0.003735
	0.076563
	0.048782

	PRIME1ICBA
	0.064116
	0.071888
	0.891892

	SEBL1STMF
	0.012646
	0.04826
	0.262037



Table 5: Sharpe Ratio of Funds
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Treynor ratio

	Fund Name/ Index
	VARIANCE
	CO VARIANCE
	Beta
	Avg Monthly Excess Return
	Treynor Ratio

	DSEX
	0.002037827
	0.002037827
	1
	0.00%
	0.001389

	ABBS1STMF
	0.007717747
	0.001857141
	0.240632
	-0.73%
	-0.03039

	AIBL1STIMF
	0.00938874
	0.000823247
	0.087684
	14.09%
	1.607387

	DBH1STMF
	0.004379796
	0.001293471
	0.295327
	10.88%
	0.368406

	EBL1STMF
	0.006165199
	0.001780694
	0.28883
	-0.29%
	-0.00993

	EBLNRBMF
	0.008236898
	0.002238279
	0.271738
	0.60%
	0.022162

	EXIM1STMF
	0.011660411
	0.000589337
	0.050542
	-1.62%
	-0.32053

	GREENDELMF
	0.005561621
	0.001390014
	0.24993
	8.67%
	0.347062

	GRAMEENS2
	0.004165588
	0.001732165
	0.415827
	-1.62%
	-0.03896

	ICB3RDNRB
	0.004159414
	0.001270006
	0.305333
	-3.44%
	-0.1126

	ICBEPMF1
	0.005156916
	0.001263678
	0.245045
	0.27%
	0.010887

	ICBAMCL2ND
	0.00954992
	0.002172774
	0.227517
	5.05%
	0.221814

	IFIC1STMF
	0.005713616
	0.001946305
	0.340643
	3.38%
	0.099224

	IFILISLMF1
	0.004228867
	0.001090139
	0.257785
	-1.62%
	-0.06284

	1JANATAMF
	0.005398154
	0.001684176
	0.311991
	0.71%
	0.022615

	MBL1STMF
	0.007627624
	0.001626042
	0.213178
	1.24%
	0.058033

	PF1STMF
	0.006376247
	0.001883771
	0.295436
	-3.47%
	-0.11752

	PHPMF1
	0.006107815
	0.00142035
	0.232546
	-1.62%
	-0.06966

	POPULAR1MF
	0.005838384
	0.001638277
	0.280605
	0.82%
	0.029188

	PRIME1ICBA
	0.005146503
	0.001506034
	0.292633
	7.15%
	0.2444

	SEBL1STMF
	0.002311529
	0.000401819
	0.173833
	1.77%
	0.101812


Table 6: Tryenor Ratio of Funds
Sharpe Ratio of funds	ABBS1STMF	AIBL1STIMF	DBH1STMF	EBL1STMF	EBLNRBMF	EXIM1STMF	GREENDELMF	GRAMEENS2	ICB3RDNRB	ICBEPMF1	ICBAMCL2ND	IFIC1STMF	IFILISLMF1	1JANATAMF	MBL1STMF	PF1STMF	PHPMF1	POPULAR1MF	PRIME1ICBA	SEBL1STMF	-0.24623566039715181	1.3776928440583309	1.4733144395757922	-0.10251105209972468	4.6919561718851092E-3	-0.20138013539007932	1.0566392694204521	-0.30392862012068145	-0.558952808555645	-2.3002358439413194E-2	0.45990888175143124	0.37643338959419387	-0.30388794085310533	3.536574887356881E-2	8.958627154351223E-2	-0.47097856503362528	-0.2571288608574781	4.8781579080750662E-2	0.89189221640473659	0.26203734639363446	Benchmark Market return Sharpe Ratio	ABBS1STMF	AIBL1STIMF	DBH1STMF	EBL1STMF	EBLNRBMF	EXIM1STMF	GREENDELMF	GRAMEENS2	ICB3RDNRB	ICBEPMF1	ICBAMCL2ND	IFIC1STMF	IFILISLMF1	1JANATAMF	MBL1STMF	PF1STMF	PHPMF1	POPULAR1MF	PRIME1ICBA	SEBL1STMF	3.0790718530284915E-2	3.0790718530284915E-2	3.0790718530284915E-2	3.0790718530284915E-2	3.0790718530284915E-2	3.0790718530284915E-2	3.0790718530284915E-2	3.0790718530284915E-2	3.0790718530284915E-2	3.0790718530284915E-2	3.0790718530284915E-2	3.0790718530284915E-2	3.0790718530284915E-2	3.0790718530284915E-2	3.0790718530284915E-2	3.0790718530284915E-2	3.0790718530284915E-2	3.0790718530284915E-2	3.0790718530284915E-2	3.0790718530284915E-2	The Treynor Ratio	ABBS1STMF	AIBL1STIMF	DBH1STMF	EBL1STMF	EBLNRBMF	EXIM1STMF	GREENDELMF	GRAMEENS2	ICB3RDNRB	ICBEPMF1	ICBAMCL2ND	IFIC1STMF	IFILISLMF1	1JANATAMF	MBL1STMF	PF1STMF	PHPMF1	POPULAR1MF	PRIME1ICBA	SEBL1STMF	-3.0389108089226645E-2	1.6073867816174419	0.36840550952070417	-9.9251009862831394E-3	2.2161865391767403E-2	-0.32052720290770409	0.34706241208315458	-3.8958495643368278E-2	-0.11260437794273152	1.0887474944921694E-2	0.22181448201478174	9.9224050077126702E-2	-6.2843016522627207E-2	2.261543648913078E-2	5.8033296822424391E-2	-0.11751631817441135	-6.9663508367417942E-2	2.9187850218402825E-2	0.24439969158389713	0.10181232351270572	Benchmark Market return Treynor Ratio	ABBS1STMF	AIBL1STIMF	DBH1STMF	EBL1STMF	EBLNRBMF	EXIM1STMF	GREENDELMF	GRAMEENS2	ICB3RDNRB	ICBEPMF1	ICBAMCL2ND	IFIC1STMF	IFILISLMF1	1JANATAMF	MBL1STMF	PF1STMF	PHPMF1	POPULAR1MF	PRIME1ICBA	SEBL1STMF	1.3893732868723015E-3	1.3893732868723015E-3	1.3893732868723015E-3	1.3893732868723015E-3	1.3893732868723015E-3	1.3893732868723015E-3	1.3893732868723015E-3	1.3893732868723015E-3	1.3893732868723015E-3	1.3893732868723015E-3	1.3893732868723015E-3	1.3893732868723015E-3	1.3893732868723015E-3	1.3893732868723015E-3	1.3893732868723015E-3	1.3893732868723015E-3	1.3893732868723015E-3	1.3893732868723015E-3	1.3893732868723015E-3	1.3893732868723015E-3	image2.png
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GRAMEENS2 ABBS1STMF  ICB3RDNRB
ICBEPMF1 AIBLISTIMF IFICISTMF
ICBAMCL2ND DBH1STMF  1JANATAMF
IFILISLMF1 EBLISTMF MBL1STMF
PF1STMF EBLNRBMF PHPMF1
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