
IJRFM                                        Volume 6, Issue 4 (April, 2016)                           (ISSN 2231-5985) 
              International Journal of Research in Finance and Marketing (IMPACT  FACTOR – 5.861) 

International Journal of Research in Finance & Marketing 
                                     Email id: editorijrim@gmail.com http://www.euroasiapub.org 

 

 

10 

A STUDY ON FACTORS INFLUENCING THE INVESTMENT IN GOLD ETF 

Shiv Kumaran C R1,  MBA., ACMA, 
Research Scholar (Part Time), 

PSGR Krishnammal College for Women, 
Peelamedu, Coimbatore – 641004. 

(Working as Senior Manager – Office of Strategy and Risk Management, Lakshmi Machine 
Works Limited, Coimbatore – 641 020) 

 
Dr (Mrs) Kumudha. A2 , MA, MPhil, BL, MBA, Phd., 

Associate Professor, 
PSGR Krishnammal College for Women, 

Peelamedu, Coimbatore - 641004. 
 

 

 

Abstract 

India’s passion for buying gold continues unabated. Certain new age financial products like the 
Gold Exchange Traded Funds have entered the market and now offer the investor with a chance 
to hold gold in electronic format just like holding dematerialized shares. This particular product 
may have the power to shift physical gold holding from unproductive private holding to 
productive institutional/organisation holding. The Gold ETF offers very high security to the 
investor and also offers a high degree of liquidity in times of emergency. Hence an attempt has 
been made to find out the major factor that influences the investment in Gold ETF by taking into 
consideration of 11 factors and Factor Analysis technique has been applied to find the 
underlying dimensions (factors) that exists in these variables. 
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Introduction 

India’s passion for buying gold continues unabated. The national rush to buy gold has 
presently led to a situation wherein the government has started to act to restrain foreign 
exchange being spent on this class of asset. The main contention being that gold is simply held 
without any further productive gains for the economy. This seems to be hindering economic 
growth. Despite many measures to curtail consumer spending on gold, the government has not 
been successful in its efforts. Certain new age financial products like the Gold Exchange Traded 
Funds have entered the market and now offer the investor with a chance to hold gold in 
electronic format just like holding dematerialized shares. The Gold ETF offers very high security 
to the investor and also offers a high degree of liquidity in times of emergency. On the other 
hand, for the government success of Gold ETFs could be critical as it would give them a tool to 
tap into unproductive private gold holding and channelize the same for more productive 
purposes. 

The main objective of this paper was to study and understand the factors that influence 
the investors to make investment in Gold ETF, in understanding the investor behaviour as to 
why Gold ETFs appeal or do not appeal.  
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Objective of the study 

 To examine the factors that influences the investors to make investment in Gold ETF. 

Methodology 

 Data: Primary data collection method was used by the issue of questionnaire to the 
investors of mutual fund. 

 Sample size and design: A sample of 350 investors was selected for the study using 
convenient sampling technique. 

 Period of study: A period of six months ranging from October 2015 to March 2016 

Discussion of the study 

Various forms of investment are available to the Indian investor. In a perfect market, the 
investor would ideally look at the following illustrative list of factors before deciding to invest, 
namely, Security, Tangibility, Ability to understand and operate and Accessibility. But then, an 
investor in reality does not look at these factors when they decide to invest, hold or sell out their 
investment. In reality the investor is actually influenced by factors like cultural background, 
beliefs, influence of mentors/peers etc., while taking decisions about investment. In fact the 
thought process of the investor plays a very important role in influencing the investment 
decisions. Hence an attempt has been made to find out the major factor that influences the 
investment in Gold ETF by taking into consideration of 11 factors and Factor Analysis technique 
has been applied to find the underlying dimensions (factors) that exists in these variables. Using 
the Principle Component Analysis four factors have been extracted based on the variance (Eigen 
value greater than 1). Table 1 shows the percentage of variance, cumulative percentage and the 
total variance of the variable identified for the study. 

 
Table 1 

Total Variance Explained 

Compo
nent 

Initial Eigenvalues 
Extraction Sums of 
Squared Loadings 

Rotation Sums of Squared 
Loadings 

Total 

% of 
Varianc
e 

Cumulativ
e % Total 

% of 
Varianc
e 

Cumulativ
e % Total 

% of 
Varianc
e 

Cumulativ
e % 

1 3.578 32.527 32.527 3.578 32.527 32.527 2.915 26.503 26.503 

2 1.766 16.056 48.583 1.766 16.056 48.583 1.824 16.580 43.082 

3 1.638 14.889 63.471 1.638 14.889 63.471 1.824 16.579 59.662 

4 1.033 9.388 72.860 1.033 9.388 72.860 1.452 13.198 72.860 

5 .926 8.419 81.278       

6 .733 6.668 87.946       

7 .395 3.593 91.539       

8 .375 3.408 94.947       

9 .271 2.468 97.415       

10 .178 1.617 99.031       

11 .107 .969 100.000       
 

The four factors extracted together account for 72.860% of the total variance 
(information contained in the original ten variables). This is pretty good, because we are able to 
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economize on the number of variables (from 11 we have reduced them to 4 underlying factors), 
while we lost only about 37% of the information content (73% is retained by the 4 factors 
extracted out of the 11 original variables). 

Since the idea of factor analysis is to identify the factors that meaningfully summarize 
the sets of closely related variables, the rotation phase of the factor analysis attempts to transfer 
initial matrix into one that is easier to interpret. Varimax rotation method is used to extract 
meaningful factors. This is given in Table 2. 

Table 2 
Rotated Component Matrix 

 

 Component 

 Factor 1 Factor 2 Factor 3 Factor 4 

Higher liquidity -.239 -.136 .870 .125 

Lower fees .008 .896 .096 -.020 

Capital appreciation .739 .103 .117 -.002 

Easy diversification -.455 .059 .121 .723 

Safety & security .162 .167 .893 -.195 

Sell at short period .698 .282 -.390 -.019 

Risk involved .389 .518 .118 .264 

Buy at margin .798 .100 -.080 -.097 

Favourable taxation .185 .072 -.148 .889 

Transparent investment 
vehicle 

.828 .169 -.041 .029 

Collateral security for loan  .287 .755 -.189 .054 

Extraction Method: Principal Component Analysis.  
   Rotation Method: Varimax with Kaiser Normalization. 

a. Rotation converged in 5 iterations. 
 

We notice that variables capital appreciation, Sell at short period, Buy at margin and 
transparent investment vehicle have loadings of 0.739, 0.698, .798 and 0.828 on factor 1, this 
suggests that factor 1 is a combination of these variables. At this point, a suitable phrase which 
captures the essence of the original variables to form the underlying concept, factor 1 could be 
named as “Monetary benefit”. Incase of the factor 2 column, the variables lower fees, Risk 
involved and collateral security for loan have high loadings of 0.896, 0.518 and 0.755 
respectively. This indicates that factor 2 is the combination of these three variables and named 
as “Risk mapping”. Incase of the factor 3 column, the variables Higher liquidity and Safety & 
security have high loadings of 0.870 and 0.518 respectively. This indicates that factor 3 is the 
combination of these two variables and named as “Liquid security”. Incase of the factor 4 
column, the variables Easy diversification and Favourable taxation have high loadings of 0.723 
and 0.889 respectively. This indicates that factor 4 is the combination of these two variables and 
named as “Secured growth”. 
 

Conclusion 

There is tremendous scope for Gold ETF funds, as the industry grows more and more. The 
return on mutual funds investment is not going to be all that important but the quality of services 
they offer to investors. The investors’ perception is the need of the day and hence every mutual 
fund companies have to make concerted effort at the time of designing and development of 
schemes of investments in mutual funds. It is highly necessary that the Asset Management 
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Companies of mutual funds should come out with a range of innovative products that cater to the 
ever-changing needs and requirements of individual investors and make it more attractive, 
profitable and the most preferred avenue of financial investment. 
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