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Introduction:

Over the past two decades, mutual fundshave
been among the fastest growing institutions in the
world. At theend of 1980, they managed lessthan $150
billion, but thisfigure had grownto over $4 trillion by
theend of 1997-anumber that exceeds aggregate bank
deposits (Robert C. Pozen, 1998). Indeed, almost 50
percent of households today invest in mutual funds
(Investment Company Institute, 2000). The most im-
portant and fastest-growing part of this industry is
fundsthat invest in stocks, particularly actively man-
aged ones. The explosion of newd etters, magazines,
and such rating services as Morningstar attest to the
fact that investors spend significant resourcesiniden-
tifying managerswith stock-picking ability. Moreim-
portant, actively managed fundscontrol asizeablestake
of corporate equity and play apivotal roleinthedeter-
minati on of stock prices. A better understandingof this
issue would naturally be useful for investors, espe-
cialyinlight of themassiveinflowsthat haveincreased
the mean size of funds in the recent past. At the same
time, the issue of the persistence of fund performance
depends crucially on the scale-ability of fund invest-
ments. With progressive liberalization of economic
policies, there has been arapid growth of capital mar-
ket, money market and financial servicesindustry in-
cluding merchant banking, leasing and venturecapital .
The main objective of thisresearch isto examine the
importance and growth of mutual funds and evaluate
thefinancial and operating performanceof mutual fund
industry in India and suggest some measures to make
it a successful scheme in India
Originof M utual Funds

The history of mutual funds dates back to
19th century when it was introduced in Europe, in
particular, Great Britain. Robert Flemingset upin 1868
the first investment trust called Foreign and Colonial
Investment Trust which promised to manage the fi-
nances of the moneyed classes of Scotland by spread-
ing the investment over a number of different stocks.
Thisinvestment trust and other investment trustswhich
were subsequently set up in Britain and the US, re-
sembled today's close-ended mutual funds.

Concept of Mutual Fund

A mutual fund is an investment company or

trust that pools the resources from thousands of its

shareholders or unit holders who share common in-
vestment goal and thendiversifiesitsinvestmentsinto
different types of securitiesin order to provide poten-
tial returns and reasonable safety. In the period of
globalizationrapid pricefluctuationsareoccurring for
theassetslike equity shares, bonds, real estate, deriva-
tivesetc., Secondly, anindividual alsofindsit difficult
to keep track of ownership of his assets, investments,
brokerage dues and banks transactions, etc. In this
context, amutual fund isthe solution to all these situ-
ations. Mutual funds help the small and medium size
investorsto participateintoday'scomplex and modern
financial scenario. Investors can participate in the
mutual fund by buying the units of the fund. Thein-
come earned through these investments and capital
appreciation realized by the schemesiis shared by its
unit hol dersin proportionto thenumber of unitsowned
by them. In India, the Mutual Fund industry started
with the setting up of Unit Trust of Indiain 1964, asa
single State Monopoly. Twenty-three years later Pub-
lic Sector banksandfinancial institutionswere permit-
ted to establish Mutual Fundsin 1987. The Industry
was brought under the control of SEBI and opened for
private sector participationin 1993.
Mutual FundHistory

Theend of millenniummarks36 yearsof exist-
ence of mutual fundsin thiscountry. Theride through
these 36 yearsisnot been smooth. Investor opinionis
till divided. While some are for mutual funds others
areagainstit. UTI commenceditsoperationsfrom July
1964 .Theimpetusfor establishingaformal institution
came from the desire to increase the propensity of the
middle and lower groups to save and to invest. UTI
came into existence during a period marked by great
political and economic uncertainty in India. Withwar
on the borders and economic turmoil that depressed
the financial market, entrepreneurs were hesitant to
enter capital market. The then Finance Minister, T.T.
Krishnamachari set up the idea of a unit trust that
would be "open to any person or institution to pur-
chase the units offered by the trust. However, this
institution aswe seeit, isintended to cater to the needs
of individual investors, and even among them asfar as
possible, to those whose means are small." Hisideas
took theformof theUnit Trust of India, anintermediary
that would hel pfulfill thetwin objectivesof mobilizing
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retail savings and investing those savingsin the capi-
tal market and passing onthe benefitsso accrued to the
small investors. UTI commenced its operations from
July 1964 " with a view to encouraging savings and
investment and participationintheincome, profitsand
gainsaccruingtotheCorporationfromtheacquisition,
holding, management and disposal of securities.”
Conclusion:

Inthiscontemporary world many financial institutions
aremushrooming very fast and offer new productsand
services to the investors and persuade them to invest
them by providingincentivesand facilitiesin terms of
flexibleinvestment optionsand withdraw plan. Mutual

funds come into this category. Mutual fundsindustry
hasgrown up by leaps and bounds, particularly during
the last two decades of the 20 th century. InIndia, the
Mutual Fund industry started with the setting up of
Unit Trust of Indiain 1964, asasingle StateMonopoly.
Twenty-three years later Public Sector banks and fi-
nancial institutionswere permitted to establish Mutual
Funds in 1987. The Industry was brought under the
control of SEBI and opened for private sector partici-
pation in 1993. The entry of the private hasinjected a
sense of competition and the industry has been wit-
nessing astructural transformation from apublic sec-
tor monopoly to monopolistic industry.
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