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Mutual Funds Industry is growing rapidly in India.
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INTRODUCTION
A Mutual Fund is a trust that pools the savings of a number of investors who share a common financial goal.

The money thus collected is then invested by the fund manager in different type of securities such as shares, debentures and bonds.                                                

A mutual fund is a group of investors operating through a fund manager to purchase a diverse portfolio of stocks or bonds. There are myriad kinds of mutual funds, each with its own goals and methodologies. Whether or not a mutual fund is a good investment is a matter of much public debate, with many claiming they are excellent for the average person, and others saying they are simply a poor way to invest.

Role of Mutual Funds:
Mutual Funds employ their resources in such a manner as to afford for their investors the combined benefits of low risk, steady return, high liquidity & capital appreciation through diversification & expert management. It provides a convenient & effective link between savings & investments.
Types of Mutual Fund Schemes:
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Mutual Fund Operation Flow Chart:

FINDINGS
Popularity of Mutual Fund Industry has increased in today’s market due to following reasons:-
· Professional Management.

· Risk Diversification.

· Easy Liquidity.

· Convenient Record Keeping.

· Flexibility.

· Transparency.

· Tax Benefits.

Assets managed by Mutual Fund have grown phenomenally:-
On March 31, 2005, some 800 odd funds schemes in India were managing a total corpus of Rs 1, 49,000 crore. By the end of September, that figure had climbed to Rs 2, 00,000 crore- an addition of Rs 50,000 crore in six months. It had taken 40 years for the mutual fund industry to draw assets worth Rs 1,50,000 crore, but it took just 6 months to leap to Rs 2,00,000 crore.
The growth in the mutual fund industry is combination of 2 factors: inflow of fresh investments in mutual funds schemes – both new & old & rise in the value of investments. Bulk of growth has come from the rise in the value of Equity component of total corpus.
Mutual Funds Industry & Its Growth:


GROWTH OF MUTUAL FUNDS IN INDIA:
	1963
	The UTI enacted.

	1964
	The first open-ended scheme (US-64) launched.

	1978
	Rs. 100 crores mobilized by UTI.

	1985
	Rs. 1000 crores mobilized by UTI

	1987-90

	Mutual funds promoted by leading PSU banks- SBI, Canara Bank, Indian Bank, BOI, PNB.


	19989-90

	Rs. 5000 crores mobilized by UTI, Rs. 3000 crores mobilized by the bank sponsored funds.


	1990

	Mutual funds promoted by LIC and GIC.


	1992-93

	Overheated markets crash as the magnitude of the stock market scam unfolds.


	1993

	Mutual funds book heavy losses. Private sector participation in mutual funds begins.

	1994

	Entry of FIIs lifts the market sentiment. 20 new mutual funds registered with SEBI.


	1994-95

	Annual sales of Mutual funds total Rs. 15000 crores, representing 7%- 8% of all household savings. 


	1995-96

	Stock market crash, fresh fund inflow reduced to a trickle, mutual funds as a derivative of equity markets reflects poor performance


	1997

	MF 2000 vision documents from SEBI. New guidelines introduced. Government announces tax sops; funds with proven performance attract steady subscription. 

	1998
	Funds riding on the IT, Pharma and the FMCG wave whip up spectacular performances.



	1999
	Budgets announce further concessions- and the bull run for MFs begins all over again.


GRAPH 4.1 -GROWTH IN ASSETS UNDER MANAGEMENT
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Source: www.amfiindia.com
Note: 
Erstwhile UTI was bifurcated into UTI Mutual Fund and the Specified Undertaking of the Unit Trust of India effective from February 2003. The Assets under management of the Specified Undertaking of the Unit Trust of India has therefore been excluded from the total assets of the industry as a whole from February 2003 onwards.

ANALYSIS OF RECENT CHANGES
Mutual Fund Industry started in India in 1963-64 with the formation of UTI. With the passage of time, private and foreign players started to enter the industry, as a result of which the rules of the games started to change quickly. Till 1999, UTI had the monopoly in mutual fund industry and controlled around 80% of all mutual funds assets. But now, it holds only 12% of mutual fund assets. Most of Indian MF companies have foreign tie- ups. These rapid changes can be attributed to the government deregulation. Global players are finding Indian MF industry a potential sector. Their increased interest resulted in dramatic growth of the industry, and they are coming up with new varieties and options to attract more and more investors.

SEBI has taken several key steps to strengthen the MF industry during 2005-06. As a very significant step, it has allowed MFs to invest in foreign securities including American Depository Receipts (ADRs) and Global Depository Receipts (GDRs).

The regulator has also introduced guidelines for the Gold Exchange Traded Funds (GETFs) and capital protection schemes. For GETF, the assets of the scheme have to be kept in the custody of bank which is registered with SEBI.

In a circular dated August 14, 2006, SEBI has amended the SEBI (Mutual Funds) Regulation to provide for the launch of Capital Protection Oriented Schemes. Hence, there is a guarantee of protection of capital, but no guarantee of return.

Another new trend noticed in the MFs industry in India is the increasing interest of Foreign Institutional Investments (FIIs) in various schemes involving mutual funds.

Mutual Funds concentrated mostly on ‘A’ cities but this trend is also changing slowly. The mutual fund industry has started to realize that there is huge untapped potential in the semi-urban and rural market. The increased standard of living of the middle class resulted in the increase in the disposable income; this segment is now being targeted by more and more mutual funds companies.

Real Estate Mutual Funds (REMF) will invest directly or indirectly in real estate property and will be governed by the provisions and guidelines under SEBI (Mutual Funds) regulations. By opening this sector to the mutual funds industry, retail investors have been given a unique opportunity to enter into this profit making zone.

In another significant development recently, the RBI has allowed Non- Banking Finance Companies (NBFCs) and Residuary Non- Banking Finance Companies (RNBFCs) on a selective basis to market and distribute mutual fund products as agents of mutual funds.

E- Commerce has a lot to do with the growth of mutual fund industry in India. Mutual Funds have realized the potential of Internet and are equipping themselves to perform better. These changes have facilitated easy access, lower intermediation cost and better services for all. Mutual Funds could now bring down their administration costs to 0.75%, if trading could be online. This will attract more investors.

FUTURE SCENARIO
During the last few years, India’s position as a market for long term growth has really been northworthy as the Indian economy is being ranked among top 10, globally (in terms of GDP), and as the fourth-largest, in terms of Purchasing Power Parity (PPP). Another good thing to note about Indian mutual funds industry is that it has grown at rapid pace of 16.4% during the last decade as compare to global growth of 13% during the same period. However, when it comes to Assets Under Management (AUM) of the global mutual funds industry, India ranks 25th which is not very satisfactory. With assets of around $ 76.5bn (Rs 3.41 lakh cr) as per AMFI figures at the end of Nov 2006, India forms just 0.4% of the world’s global MF AUMs. Mutual Funds assets worldwide stood at $ 19.41 tn at the end of the second quarter of 2006. 

It is the US with $12.4 tn of MF assets topped the list, followed by Luxembourg ($1.9 tn), France (($1.6 tn) and Australia ($723 bn). Where as India ranks 25th which is not very satisfactory.

The Reserve Bank of India has relaxed norms for overseas investments thereby opening up more investment avenues. In recent year SEBI has taken several steps to consolidate the Indian MF industry.

Mutual Funds must realize that there are some small saving schemes like NSC and PPF which are still offering high returns than debt and income funds. Too mush focus is being given to equity and any downswing in equity market would severely affect the investors’ confidence. Again, there is lack of investor education which results in risk-return mismatch for investors investing in MFs. 

The Indian equity market has seen unbelievable rise in the last couple of years. From an index of 5,590 as on March 31, 2004 to 14,000 during December 2006, the markets have moved to top gear, at breathtaking speed, breaking records in this unrelenting journey. Retail investors have largely participated through MFs and this is clearly evident from the number of equity funds that has been launched in the last couple of years and the record collections they have witnessed.

By purchasing mutual funds, one is actually hiring a professional manager at an especially inexpensive price. Nowadays, a higher proportion of investors’ savings is being invested in market- linked avenues like mutual funds. However if we compare the proportion of people investing in MFs in India with that in US, then we find that in US more than 50% people invest in MFs, whereas in India the proportion is less than 10%. This gives the indication that there is much more untapped potential for this industry in India which must be explored in the future. Thus, it can be said that despites few problems, the recent changes in the MFs industry in India has really favored its growth and same is expected to continue in future too.

CONCLUSION

The Indian financial scene provides ample opportunities for investment. If not the best, but mutual funds provides one of the better options for an ordinary investors to earn a reasonable rate of return.

 Though the stock market is booming like never before, it is always subject to unknown fluctuations. All these factors directly or indirectly have led to the tremendous growth of Indian mutual funds Industry. People willing to earn higher rate of return by taking minimal risks are findings mutual funds a good avenue to invest their savings.
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