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he curent financia! vcar started off with 

an AUÎM (assets under manyCmenl) 
uf Rs. 505 lakih crore and a1 the cal of Fcb 
2009, te igure was Rs. 5.09 crOrC. What is 
importanl to neOte is thai the ALM did KH 
diminish. despite the hugc contraction of the 
�omestic financial markets during this period. 

The mutual fundl (MF) industry als1 witnesscl 
some turemor, but it successfully weathered 
the shocks. The industry as scen impressive 
growih in terms of nunber o! nutual fiuds 

und sehemes. number of unit holder's, assets 
under managemcnt. etc. over the ycars. 

T 

While it is customary to acknowledge and 
Teward MEs tor perfommance in different 
segments such S equiy. irteome, short 
ierm, kong tem) etc: there remain ollher vital 

aspecls which also nced to be recognized and 
rCwArded. 

Transparency 

Many details of VF industry are not available 
in publ:e doman Ths restraits the ivestors. 

regulators and policy makers from taking 
appioptiate decisions. For exarmple, the 
shares of top unit holders in the AUM. 
of lop N distributors in gross sales, und 
top N* nvesUments in the porntotio f 
Cvery scheme. iund and he MF industry as 

a whole and qualitative dcraits uf these top 
"N unit hoiders, distriðutors and investnents 
are important inputs lor decisiol Iaking. 

-The schcme wise and fund wis details o 

rural participation, national presence, cost 
of managemet and distribution. ch°ning. 
NPAS, investor cducation, ctc. are also 
relevant delails. We should tecognize the 
most iransparcnl lund, that is, the ME which 

strives fOr ransparency much beyond ihc call 
of the SEBI Regulations. 

National Presence 

First. kei us recognze tàe ME with æhe 

maximunn ali ludia presence. The lndian 
seeurilies industrv is sub-c0ntinental in its 
dispersio), and this shoutd retiect in the reach 



ot the ME industrv l0o. A Jook a! the statisics perlang 
to the industry woulkd revcal that this is not quite the 

AMosi of the tuals have tlheir sles ofhces 1n the top 10 
ciliCs. \bou1 90" ul AUM of mosI of the funds comes 
fiom the top l0 citis, According to (DS. V'enturS. 
which does the KYC of the MI investors, about 90% 
of the 1)\sloS COMe irom urban and semi-urhat aras, 

According to a tecent Mekinsey stuly. 74 of even the 
retail A M comCs tiom the top 8 ities. This mcans that 
a large secion of the sociery is oulsde the purview of the 
11F 1ndusiry. Iu is desirable that every MF has investers 
Iron zil over tle unry. The M industry should pride 
n ail India tunds. in conrast 0 cilv- 0r Mumbai-based 

funds. The other scynents ot the finaneial market such as 
banking ad insurance hasc uch wide dispersion. The 
CCrgNg ncu pensIOn scheme is icing iade avalabBe 
to citzens all over lndia frOm st May wi) ponts 

of prescnce sales in every distriet in India, e musl, 

àil lniU DrCSCnC i terms o 1vCstorS Íocated in he 

mavium number of Pia Codes. 

Retail Participation 
Generally. MIs are recognizcd for exce!lcnce in wcalth 
Creetin Tie quCstion is: Whose wealth? Is it that pf 

the AMC, distributor, cormorate investor. high net worth 
individual. or reail indrvidual investors (RIlsi?I belicve. 
it should primarily be that of the Rils who do n0l bave 
the whezew ithal tu participate in the narket directly. An 
appareni paradox i0 lndia is the high rate of lomesie 
savings and reasonably moxlern and ethcient financia! 
Imarkets, und yet ery low allacation of houschled savings 
to tinanial assets. Only half of the houseold savings go 
into firancial savings. 7.7%o of the financiai savings went 
to mutuai funds in 2007-08, T'he AUM of the industry 
is about 8°o of the (GDP, According to a survey by lndia 
Invest EcOFOMic Foundation, only 53 million individuals 
ivest i its as eumpared U the t0tal working population 
of321 mi!licm 

I1 is rcasonatiy evident that a largc proportion of the 
indian heuseitolds d+e not using the fina1nciai narkets and 
those who are. are not using the Ms About tour-fifhs 

of the AUM is in liquid and dcbt unds These typieally 
COWIe from non-rtail nvestors. Banks alone accOUnt for 

!"a of the AUM. Corporates account for 60" of the 
AUM of the industry. Individuals. ineluding NRIS and 
IINIS, aCcount for the balance 40%. The data for Rlls an: 

nol separalely availuble. Estimates suggest it would he 
around 1Sa. Thus, the conclusion is that tie RIls are also 
investors in the industry. This calls for awarding tlhe Mr 
which has relatively the naximu1 retail paticipaton 
ansd, therefore. ercatcs wealh lor the people who cannot 
do it n tlheir own. By this, I am ot trying Ler say thut the 

award alone would bring s the RII tocus or that the MEs 
should not create wealih for others. 

Mutual FundS 

Portfalio Churning 

MFs are primarily investment vehìctes. The kind of 
churning. that happens in the MF industry, gives an 
ipression that il is a trading industry. During 200X 
19, the industry chumed its equily portfolio twice. 
Instituional investos generally do rot do such huge 
churnings and that ton, when the market turnover ratio 
is about 1. It is important to note that such churning 
involves cost. Further, thc investors in MFs buy todav 
and sell tomorrow. The tumover (sales and redempiiOn} 

therefore. recogi2 the MF which has the maximum 



during 2008-09 is about Rs. 100 trillion, while the net 
inflox is oniy Rs. 70,000 crore only aud the AL M al 
the cnd of February 2009 was Rs. $ 09 lakh crorc. In the 
cieven months of 0s-09. 1he investors have churued 

What is I orse Is that the churning is increas1ng over 
the years. lhe out-of-pocket expenses inciuding entry 
exit loads, statutory lcvics attd intermcdiation charges 
and processing cOsts associated with churning on both 

sides must be sizable though we do not have the figures 
of such cOsts in the public domain. But somcbody is 
beating tie cosis associatcç with these transactions and 
that somchody is ult1mately the investors themselves, 
I! may be usetul to reward the MF which has the lcast 
such costs This wO:ld reward not only cfficiency. but 
alsa elhcacy. 

Fxeessie heice 

The I99Us witncsscd the cmergence uf u variety of 
futtals. I nere are funds which invest in growth siucks, 

Yunds whicl1 specialise in stocks of a particular sector, 
funds which ns e�t in debt instriments and unds 

which iDest aggressively and funds which do not 
da all these. Thus, ihere are income futds, balunccd 

funds, lquid funds, Gilt funds. index funds, scctoral 
funds aid tihere are opcn-cnded funds, close-ended 
fnds and fund of funds - there is a fund for evervbody 
and for ey *y Teed. The number of schemes at the 
cnd of Feb1uary 2009 was ciuse to |O00, equal to lhe 
number ol sccuritics isted on ihc NSETL. The smal! 

IEvestor does not havc the skílis to choose the best 

uption from among these funds and schemes. He 
ikes choite, but in this case he is kst with ton any 
choices o complicate his life Lurther, a scheme has 
sub-schenes, which has different plans (wholesale. 
deposit. institutionai), different options (dividend. 
growth, bunus). option yariants (quarterly. annual). 
d1tterent AMC fces, etc. 1000 schemes may have 
in all ahout S00G products. A sTnall investor earlier 
Iiad prohlem in ehaosing out of 2000 sccurilics. now 
he hes choese ut of 5000 MF products and 2000 

securities, He warnted relief trom the deep sca. but 
Cded :p betueen the deep sca und the devil. 

The choice is diffieuit; the incstur is not making uny 
choice. 1 le is investing in FS atd also investing n 
seCUrilies directly. Probably. the industry needs to provide 
a few simple standard products which suit the necds 
o dhe rajority of the shall investors. In adlition. they 
may previde niche praducts of dilerent compiexities for 

those who can understand. The MI. which provides the 
simplest products, nceds to be reCOgnized. 

Ieyestor Educatiou 

There is an argunent that MF does not have a leel 
playimg ficld with the insurance industry Ihe argumeni 
is tlhat the insurance products pay out 3(1% comnisson 
on some products while the MFs cannot pay beyonl 3o. 
While this is not catinely corect, this puts MFs in an 
udvantageous postion. This is because the MF industry 
gets to invest Rs. 97 out of everv Rs. 100. In contrast. the 
insugance induslry geis tu invest Rs. 70 oul of cvery Rs. 
I00. The only problen associatcd with this is the illusion 
of the in1vesiors. lis the job of the MEs to remove this 
Hlusion. They need to cducate investors, in additon to 
marketing their products. 

One contr1butor factor to the fînancial ersis s the 
failure to distinguish betwccn promotion can1pagns And 
cducation campaigns. 

the ALM 20 tmes. 



Marketing of products ranging trom credit cards to 
comples stnuctured products were passel on as awareness 

cennpaigns. These cftorts amal a1 enroiling ore at 
moe pople inio lie fuancial markcts by 1maintaining 
a dealening siicnce on thcir flip side. These markcting 

led education dries have prompted regulalorS like the 
Fnanciui Services Authurity of UK. lo coNe out with 
what they call 'neutral finacial cducation drives. 
Such drives pitcl1 fork "no salcs. no jargon. only tacis". 

Indian MFs nvcd to he aggressive in únly facts investor 

cducation. 

When l am suggesting thís.l am fullv aware that investor 
cçucaton ES a Social infrustructure where privale costs 

CxCeed private bcnefits. That is why. i propose a puhlic 

prvate partttership (PPP) niOdei lor sprcading investor 
cducattn: as wé have adopted the PPP model for 

govçrnancc of the markets. Given thë complcx WOrld ct 
financial markets and products and also a varicty of niche 
!market sCgmcnls, 9ne agency cantIC1 makean impact by 

itsell, We nèed to team up wilh other organizxtsons that 
have goals sinilar to urs-not necessarily the same goals 

- and idenity ways to work together It has to bc a major 

initiative of rogulators ant market participants. inchudiny 
MIFs, 9urSs the market. 1 would, therefore. ikc to awarel 
the MF which uke_ the maximum efforts twwards only 

facts' investor education and awarcness. 

Thus, i would be useful to reeognize MEs for ther 
CNCcllcnce in transptrency, ational. prsece, retail 
participation. portfolio chuming, simple products and 
invstur cducation. in aklition to awards tur the usua! 

categories for which MF performane is nornmally 
rcognizcd and rewarded, 
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