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EXPLORING MUTUAL FUNDS: A VERSATILE INVESTMENT SOLUTION
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ABSTRACT

Investment in financial markets has become a crucial part of personal financial planning.
Amongst the various instruments available, mutual funds have garnered considerable attention as a
convenient, cost-effective, and professionally managed investment vehicle. Owing to their professional
management, accessibility, and diversified portfolios, these funds have become one of the most effective
investment vehicles for both individual and institutional investors. Mutual funds offer an astute,
adaptable, and expertly managed strategy for accumulating wealth over time. The current study
investigates the role of mutual funds as a key tool for investing and building wealth in the modern
financial environment. With options tailored to accommodate varying risk appetites and investment
objectives, they are rightfully perceived as a potent investment alternative.
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Introduction

The Egyptian commercial history states that the shares were sold in vessels and caravans in
order to spread the risk of business ventures. In 1822, an investment trust called ‘Société Générale de
Belgique’ was formed in Belgium. This institution had acquired securities in a wide range of companies
and practised the concept of diversification. The concept of the investment trust, as an institutional
investment vehicle, originated in Great Britain. The first such trust, ‘The Foreign and Colonial
Government Trust’, was established in London in 1868 and bore a close resemblance to what is now
known as a mutual fund. In general, individual investors lack the requisite capital, specialised knowledge,
time, and analytical expertise necessary to effectively participate in today’s increasingly complex and
volatile capital markets. Mutual funds help mitigate these challenges by allowing investors access to
professionally managed portfolios that are well diversified across various asset classes such as stocks,
corporate debentures or government and corporate bonds. Leveraging their technical proficiency and
market experience, fund managers are better positioned than retail investors to make optimised
decisions concerning asset allocation, security selection, and the timing of trades. This professional
oversight serves to mitigate the impact of market volatility and cyclical fluctuations, thereby insulating
investors from the adverse effects of both bullish and bearish phases. Accordingly, mutual funds function
as an efficient investment conduit for retail participants, providing exposure to a diversified and
professionally managed portfolio of securities at comparatively low transaction and management costs.

Review of Literature

There is a vast body of literature by researchers and different financial experts on the various
aspects of capital markets and money markets. But the literature available on investment decisions is
limited. A brief review of the literature on mutual funds is given below:

Avadhani (1999) stated various mutual fund schemes in his book Security Analysis and
Portfolio Management. He has also highlighted the CAP model and portfolio analysis.

Bogle (1999) has given a guideline to investors in implementing investment programmes
through mutual funds. He explained equity funds, bond funds and money market funds.
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Gupta (1994) worked on investors’ preferences for mutual funds. He observed that safety,
liquidity, and return are the key factors which influence investor decisions.

Joydev M. (1998) discussed the history of mutual funds, types of mutual funds, marketing of
mutual funds and SEBI’s guidelines regarding mutual funds.

Kothari and Warner (2001) argued that a mutual fund is a powerful investment weapon to
direct equity investment by reducing risk through diversification.

Patel and Patel (2012) developed a comparative study between mutual funds and traditional
investment schemes like fixed deposits, PPF, etc. Their study highlighted that in respect of risk and
returns, mutual funds perform better than traditional investment instruments.

Objectives
The main objectives of the study are:

. To know the conceptual background of Mutual Funds.

. To know the growth and trends of Mutual Funds in India.

. To analyse the comparative benefits of mutual funds over traditional investment options.

. To examine the role of mutual funds as an important instrument for wealth creation and

investment in the modern financial landscape.
Research Methodology

The present study is based solely on secondary data collected from AMFI (Association of
Mutual Funds in India), SEBI reports, journals, magazines, financial websites, and past research papers.

Concepts of Mutual Fund

The Indian economy currently ranks as the second-largest in the world. The world witnessed an
international financial liquidity crisis and a global fund crisis in 2013 and early 2014. Although the US
economy's subprime mortgage crisis had far-reaching implications for the global financial, commodity,
and foreign exchange markets, India's economy demonstrated remarkable resilience, buoyed by the
robust performance of the fast-moving consumer durables sector, substantial growth in capital
expenditure projects, and a thriving service sector. These factors enabled the Indian government to
attract foreign investors with relative ease. Foreign institutional investors, in particular, channelled
significant capital into India’s burgeoning capital market, which sustained consistent growth.

The capital market’'s dynamism played a critical role in the development of India’s mutual fund
industry. Mutual funds serve as vital instruments in both the capital and money markets, facilitating the
mobilisation of resources from savers to borrowers. A landmark moment in this sector occurred in 1986
when the Unit Trust of India Mutual Fund introduced ‘Master Share’, the country’s first mutual fund
scheme. This initiative marked a significant step in the evolution of India’s financial landscape, fostering
greater investment opportunities and financial inclusion.

A mutual fund is a trust that pools the savings of a number of investors who share a common
financial goal. The money so collected is then invested in capital market instruments such as shares,
debentures and other securities. However, mutual funds have been defined by many authors and
professional bodies.

SEBI (Mutual Funds) Regulations, 1993, define a mutual fund as ‘a fund established in the form
of a trust by a sponsor to raise monies by the trustees through the sale of units to the public under one or
more schemes for investing in securities in accordance with these regulations.’

Frank Reilly defines a mutual fund as a financial intermediary which brings a wide variety of
securities within the reach of the most modest of investors.’

Organisational Structure of Mutual Funds

Mutual funds have an organisational structure as per their Securities Exchange Board of India
(SEBI) guidelines. SEBI specifies the authority and responsibility of the trustee and the asset
management companies. In India, mutual funds operate under a three-tiered structure: the Sponsor, the
Trust and Trustees, and the Asset Management Company (AMC). These three entities, along with other
supporting components like custodians, registrars, and auditors, work together to manage and oversee
the fund, ensuring compliance and protecting investor interests.

The primary objectives of mutual funds are to promote, regulate, and protect investors' rights
while ensuring the efficient trading of units. The mutual fund process begins with investors contributing
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their savings, which are then managed by professional fund managers. These managers make strategic
investments in line with the scheme’s objectives. The unit value increases when the investment
strategy yields positive returns in the capital market. The returns to investors depend on the fund's
performance, which is influenced by factors such as the efficiency of capital markets, global market
trends, liquidity, and the prevailing economic policies.

Types of Mutual Funds

A wide variety of mutual fund schemes exist to cater to the needs, such as financial position,
risk tolerance and return expectations, etc. The following table gives an overview of the existing types of
schemes in the mutual fund industry in India.

. Classification on the basis of Structure
Sl. No. Structure
1. Open Ended Mutual Fund
2. Close Ended Mutual Fund
3. Interval Funds
° Classification on the Basis of Objectives
Sl. No. Objectives
1. Income Funds
2. Growth Funds
3. Balanced Funds
4. Money Markets Funds
5. Stock or Equity Funds
o Classification based on Geographical Area or Location
Sl. No. Geographical Area
1. Domestic Funds
2. Off Shore Funds
. Classification based on Ownership
Sl. No. Ownership
1. Public Sector Mutual Funds
2. Private Sector Mutual Funds

Advantages of Mutual Funds

Mutual Funds are designed to provide maximum benefits to investors, and fund managers have
a research team to achieve the scheme's objectives. Assets Management Company has different types
of sector funds, which need proper planning for strategic investment to achieve the market return.

) Portfolio Diversification: Mutual Funds invest in a well-diversified portfolio of securities, which
enables investors to hold a diversified investment portfolio (whether the amount of investment is
big or small).

. Professional Management: The fund manager undergoes various research works and has
better investment skills, which ensure higher returns to the investor than what he can manage
on his own.

. Less Risk: Investors acquire a diversified portfolio of securities even with a small investment in
a mutual fund. The risk in a diversified portfolio is less than investing in merely 2 or 3 securities.

. Low Transaction Costs: Due to the economies of scale (benefits of larger volumes), mutual
funds pay lower transaction costs. These benefits are passed on to the investors.

. Liquidity: An investor may not be able to sell some of the shares held by him very easily and
quickly, whereas units of a mutual fund are far more liquid.

. Choice of schemes: Mutual funds provide investors with various schemes with different

investment objectives. Investors have the option of investing in a scheme that has a correlation
between its investment objectives and their own financial goals. These schemes further have
different plans/options.

. Transparency: Funds provide investors with updated information pertaining to the markets and
the schemes. All material facts are disclosed to investors as required by the regulator.
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. Flexibility: Investors also benefit from the convenience and flexibility offered by mutual funds.
Investors can switch their holdings from a debt scheme to an equity scheme and vice versa.
The option of systematic (at regular intervals) investment and withdrawal is also offered to the
investors in most open-ended schemes.

. Safety: The mutual fund industry is part of a well-regulated investment environment where the
interests of the investors are protected by the regulator. All funds are registered with SEBI, and
complete transparency is enforced.

Challenges of Mutual Funds

The mutual fund not only has advantages for investors but also has disadvantages for the fund. The
fund manager does not always make profits but might incur a loss due to improper management. The fund
has its own strategy for investment to hold, to sell, and to purchase units over a particular time period.

) No Cost Control in the Hands of the Investors: The investor has to pay investment
management fees and fund distribution costs as a percentage of the value of their investments
(as long as they hold the units), irrespective of the performance of the fund.

. No Customised Portfolios: The portfolio of the securities in which a fund invests is a decision
taken by the fund manager. Investors have no right to interfere in the decision-making process
of a fund manager, which is a constraint for an investor in achieving their financial objectives.

o Others: other limitations are (a) Market volatility affects returns, (b) Some funds have high
expense ratios, (c) Mis-selling by agents can mislead investors, etc.

Growth and Trends of Mutual Funds in India

By the year 1970, the industry had 361 Funds with a combined total  asset of 47.6 billion
dollars in 10.7 million shareholder accounts. However, from 1970 onwards, rising interest rates, stock
market stagnation, and inflation adversely affected the growth of the mutual funds. In response to these
adverse conditions, mutual fund companies recognised the necessity of introducing new fund structures
that would align more closely with the evolving preferences and financial needs of investors.

The 1970s thus marked a period of notable innovation within the industry. Funds with no sales
commissions are called ‘no-load’ funds. The largest and most successful no-load family of funds is the
Vanguard Funds, created by John Bogle in 1977. After that series, new products were launched: firstly,
the Money Market Mutual Fund (MMMF) was launched. This new concept signalled a dramatic change in
the mutual fund industry. Most importantly, it attracted new small and individual investors to the mutual
fund concept and sparked a surge of creativity in the industry.

During the past three decades, the mutual fund industry in India has experienced significant
growth, as evidenced by the notable increase in Assets Under Management (AUM), a growing diversity
of investors, and the ongoing development of innovative investment products that cater to a wide range
of financial goals.

Evaluation of Mutual Funds in India

Phase Period Key Activities
I 1964-1987 Launch of Unit Trust of India (UTI), a monopoly in the market.
Il 1987-1993 Entry of public sector mutual funds (SBI, LIC, etc.).
] 1993-2003 Entry of private and foreign players post-liberalisation. SEBI introduced
regulations in 1996.
\% 2003-2014 Industry consolidation, investor education, and technological adoption.
\Y, 2014— Onwards | Massive growth driven by SIPs, digital platforms, and rising retail
participation.
. Present Trends: The present trends of mutual funds in India have been highlighted through the
following key points:
. Enormous growth in SIP investments.
. Upsurge of Passive Investment.
. Rapid growth of digital platforms like Groww, Zerodha Coin, Paytm Money, Kuvera, etc.
. Investors’ focus has been shifted from just returns to life goals (retirement, a child's education,

and home purchase).
) Growth in AUM (Assets Under Management)
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. Growing interest in investment in thematic funds (e.g., technology, EV, pharma, infrastructure)
and ESG (Environmental, Social, and Governance) funds.

. Increased Participation from Retail and First-Time Investors.

Comparison of Mutual Funds and Traditional Investment Schemes

Mutual funds allow individuals to pool their savings and invest in a diversified portfolio managed
by professional fund managers. This makes them a powerful alternative to traditional investments like
fixed deposits, real estate, or gold. The following table shows the comparison of mutual funds and
traditional investment schemes:

Dimensions Mutual Funds Fixed Deposits Real Estate Gold

Returns Market-linked, Fixed, low to Capital Hedge against
potentially high moderate appreciation inflation

Risk Moderate to high Low Medium Medium

Liquidity High (Open-ended) Medium Low High

Entry Barrier Low (SIP) Low High Medium

Tax Efficiency ELSS has tax Taxable Tax on Capital Tax on Capital
benefits gains gains

From the above table, it has been observed that considering returns, risk, liquidity, entry barriers
and tax efficiency dimensions, mutual funds are an effective investment option for individuals and
institutional investors in comparison to fixed deposits, real estate and gold.

Conclusion

Mutual funds offer a robust platform for investment and wealth creation. With the right
investment strategies, proper risk profiling, and a long-term vision, they can serve as an ideal instrument
for both novice and seasoned investors. With options tailored for different risk appetites and investment
goals, they are rightly considered a powerful investment alternative. As the Indian financial market
continues to evolve, mutual funds will play a crucial role in bridging the gap between savings and
investments, thereby contributing to the economic growth of the country.
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