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ABSTRACT: 

A mutual fund is a pool of money from numerous investors who wish to save or make money just 

like you. Investing in a mutual fund can be a lot easier than buying and selling individual stocks and 

bonds on your own. Investors can sell their shares when they want. The Indian mutual fund 

industry has shown relatively slow growth in the period FY 10-13 growing at a CAGR of 

approximately 3.2 per cent. Average (AUM) stood at INR 8,140 billion as of September 2013.This 

paper focuses on market share of mutual fund, performance of mutual fund, future potential of 

mutual fund industry and emerging trends of mutual fund. 
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INTRODUCTION: 

             India’s savings rate has been between 30-35 per cent since last few years, investment in 

mutual funds have been minimal as compared to other avenues for investment. Emphatically 

speaking, mutual fund business follows a business to business model (B2B) rather than a business 

to consumer (B2C) model and hence, distribution is a critical success factor for any mutual fund. 

Despite the efforts, the mutual fund products continues to remain a ‘push’ product rather than a 

‘pull’ product. 

           Indian mutual fund industry has evolved over the years. Though, it has grown at a 

Compounded Annual Growth Rate (CAGR) of 15 per cent from FY07 to FY13, the growth 

performance in the recent years have been rather subdued. 

                However, Assets Under Management (AUM) as a per cent of GDP for India is about 5 to 6 
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per cent, significantly lower than some other emerging economies, for example, 40 per cent for 

Brazil and around 33 per cent for South Africa. This indicates significant headroom for growth. 

However, the industry growth will continue to be characterised by external factors such as 

volatility and performance of the capital markets, and macro-economic drivers such as GDP 

growth, inflation and interest rates.  Industry recorded an AUM of INR 8,800 billion. The highest 

AUM was recorded in August 2013 as INR 9,580 billion. Though on the whole, the mutual fund 

industry witnessed a 

decline in AUM in December 2013, the AUM of equity funds increased by 4.5 per cent3 on account of 

rising stock prices. 

              One could see a shift with the changing demographic profile of the Indian population, with 

new products being launched (for example, products being linked to pensions), coupled with 

financial awareness and literacy initiatives for investors both by the industry and the regulator, and 

with the onus of expanding the market falling on the distributors—the first point of contact for 

investors. Distributors would have to convince and guide the investors about using mutual funds as 

a tool for financial goals rather than as just mere investments. Technology could definitely act as an 

enabler in reaching out to investors in far and distant places. 
       

This paper is based on the following objectives: 

 To know the current  trends in Indian Mutual fund Market 

 To identify the performance of mutual funds. 

 To know the challenges faced by mutual fund industry. 

 To analyze the future potential of mutual fund industry. 

 

CURRENT INDUSTRY ASSESMENT: 
 

The Indian mutual fund industry has shown relatively slow growth in the period FY 10-13 growing 

at a CAGR of approximately 3.2 per cent. Average (AUM) stood at ~ INR 8,140 billion as of 

September 2013. However, AUM increased to ~ INR 8,800 billion as of December 2013. 
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                       FIG. 1: GROWTH IN THE AUM 
  

 

 

 

 

 

 

 

 

 

 
 
 
 

SOURCE: The Association of Mutual Funds in India (AMFI); Data as of September 2013  
 

In comparison to global markets, India’s AUM penetration as a per cent of GDP is between 5-6 per 

cent while it is around 77 per cent for the U.S., 40 per cent for Brazil and 31 per cent for South 

Africa. Despite the relatively low penetration of mutual funds in India, the market is highly 

concentrated. Though, there are 44 AMCs operating in the sector, approximately 80 per cent of the 

AUM is concentrated with 8 of the leading players in the market. There have been recent instances 

of consolidation in the market and market concentration is expected to remain in the near-term. 

Table no.1 

MARKET SHARE OF LEADING MUTUAL FUND: 

 

Source: The Association of Mutual Funds in India (AMFI); Data as of September 2013 . 

 

MUTUAL FUND MARKET SHARE 

Axis Mutual Fund 2% 

Dsp Block Rock Mutual Fund 4% 

Kotak Mahindra Mutual Fund 4% 

IDFC Mutual Fund 5% 

HDFC Mutual Fund 13% 

Birla Sunlife Mutual Fund 20% 

Reliance Mutual Fund 9% 

ICICI Prudential Mutual Fund            12% 

Franklin Temploton Mutual Fund 10% 

Others              5% 
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PRODUCTS AND INVESTORS: 
 
           Indian stock markets have experienced on consistent returns in the recent past. Higher 

inflation and inconsistent economic growth has worried the retail investor who is now concerned 

about assured returns.in such a scenario , the investor would divert their funds from the equity 

market to liquid /money market. 

            Corporate investments constitute around 49% percent of aum with a focus on debt/money 

market funds for the purpose of shor term returns and liquidity management .retail share of aum is 

20 percent and is expected to rise driven by increased investor awareness , product penetration 

investor awareness, product penetration and greater distribution reach. High Networth Individual 

(HNIs) have emerged as the fastest growing investor segment growing at a rate of ~ 20 per cent 

over the period of FY10- FY13 with a preference for debt oriented funds. 

            However, AUM growth largely remains restricted to the top 5 cities in India viz. Mumbai, 

Delhi, Bangalore, Chennai and Kolkata (contributing ~ 74 per cent of AUM as of September 2013). 

The top 35 cities continue to contribute around 90-92 per cent of the industry AUM. The equity – 

debt mix is determined largely by the performance capital markets and interest rate cycles .AUMs 

in debt and liquid money market funds have seen an invrease in FY14.Due to the anticipation of RBI 

rate cuts and desire for investors to seek a fixed return. Debt oriented products  have gained most 

traction in terms of absolute increase in AUM of –INR 1,000 billion indicating a clear shift in 

investor interest from equity in return times. 

             Gold ETF’s have grown at an extremely fast pace over the last few years albeit from a much 

smaller base (CAGR  of over 90 percent from FY10-FY13).These have gained popularity. Due to the 

gold popularity of gold as an investment for Indians as well as an investment for Indians as a due to 

the lowering of administrative charges and distribution expenses which makes it easier for the 

product to be distributed as well. 

As Figure 2 indicates, industry composition of AUM is driven primarily by the corporate 

segment 
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                                Fig-2 AUM Composition by Investor Segment 
 
 

 

 

 

 

 

 

         

      SOURCE: The Association of Mutual Funds in India (AMFI); Data as of September 2013 

 
CATEGORY-WISE MUTUAL FUND PERFORMANCE 

 

Category Average Returns %  1 year 2 years 3 years  

     

 Equity and Hybrid equity    

Large Cap Equity Fund 

    

2.9 6 1.9  

     

Diversified Equity Fund 2.1 6.1 1.7  

     

Small and Mid Cap Equity Fund 3.4 8.5 2.8  

     

Equity Oriented Hybrid Speciality 

Fund 3.6 5.3 2.8  

     

International/Global Commodities  8.6 5 1.4  

 Benchmarks Indices    

CNX Nifty 

    

3.6 24.9 10.4  

     

S&P Sensex 5.5 26.7 11.3  

     

S&P Smallcap -11.4 4 -26.7  

     

S&P Midcap -8.4 15.4 -8.7  

 Debt and Hybri d debt    

Long Term Income Funds 

    

4.8 3.6 3.6  

     

Short Term Income Funds 7.8 5.2 4.9  
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Liquid Funds 7.8 5.3 5  

     

Ultra Short Funds 8.2 5.2 5.2  

     

Gilt Short term funds 4.4 3.2 2.9  

     

Gilt Long term funds 3.4 3.4 3.5  

     

Balanced 4.4 5.9 2.8  

     
 
     Source: Money control; Returns over 1 year are annualized as on 20 Jan 2014 
 

However, despite the potential offered by the mutual fund industry , there still remain some key 

challenges faced by the industry which have had an impact on growth. These include 

 Limited incentives for distributors for MF products as compared to other financial 

products 

 Lack of product differentiation and ability to communicate value to investors 

 Low MF penetration and relatively lower addition of retail investors 

 Lack of investor awareness about MF industry 

 Evolving nature of industry regulations. 

 

The key to combating these challenges is to ensure a wider distribution reach to widen the existing 

base of the industry. Additionally, there needs to be an improvement in overall investor awareness 

through strategic initiatives and investor education drives to drive growth. 
 

TRENDS IN MUTUAL FUND INDUSTRY: 
 

In order for the mutual fund industry to look at new avenues and areas for growth KPMG in India 

has analysesd a few areas which may impact growth in a positive manner .Despite constant 

endeavour of the regulator to increase penetration of mutual fund products beyond top 15 cities 

,the AUM composition has only marginally changed since SEBI directive on additional TER on 

inflows from smaller cities  was implemented in October 1st, 2012.  

    From the B-15 cities has remained at around 13 per cent for the last two years. Drivers like lack 

of financial education and awareness, limited distribution network, cultural bias towards physical 

assets are some of the key impediments to growth in B-15 cities.In order to increase the 

geographical reach of mutual funds, the fund houses are now allowed to charge an extra load of 30 
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basis points from existing schemes1 subject to meeting certain conditions. The regulation has 

incentivised fund houses to push mutual fund products in cities beyond the top 15. 
 

FIG. 3: AUM COMPOSITION BY GEOGRAPHY 

 

 

 

 

 

 

 

 

 

 

 

 

Source: The Association of Mutual Funds in India (AMFI); Data as of September 2013 
 

The industry has adopted multi –pronged approach to reach out to investors in B-15  cities which 

include investor awareness , training and enrolling new cadre of distributors .In addition , fund 

houses are praying additional commission to source applications from these areas. 
 

CHALLENGES IN MUTUAL FUND: 
 
• Lack of financial education and awareness 

Financial literacy is one of the most fundamental factors impeding the growth of penetration of any 

financial products in the smaller cities and towns. Investors need to be made aware of their 

financial goals and the means to achieve the same. AMFI and SEBI along with the Industry are 

making efforts for investor awareness campaign. Fund houses are also mandated by regulation to 

invest 2 bps from scheme expenses towards, investor education and awareness campaigns but 

India has a long way to go. 
 

• Limited Distribution network 

The second critical issue for fund houses to distribute their products in smaller cities is the 

availability of quality distribution infrastructure. Fund houses need infrastructure like branches, 



IJRESS                  Volume 6, Issue 6 (June, 2016)             (ISSN 2249-7382) 

International Journal of Research in Economics and Social Sciences (IMPACT FACTOR – 6.225) 

 

                  International Journal of Research in Economics & Social Sciences 
               Email id: editorijrim@gmail.com, http://www.euroasiapub.org 

 
  

56 

adequate number of relationship managers and sales service staff in these locations to be able to 

increase their sales volume coming from these geographies. 

• Distribution cost 

Cost of establishing a distribution network in B-15 cities is quite high. It is the cost per transaction 

or the low sales volume that makes the pursuit economically unviable or at the least challenging. 

Although, additional TER can be levied to extend of inflows from these cities (up to 30 bps); 

entering these markets have a long gestation period and requires a capital investment for 

distributors. 

• Cultural bias towards physical assets 

As of FY13, 46 per cent of total individual wealth in India is invested in physical assets (gold and 

real estate). Although, in the past few decades, the investors have increasingly relied on financial 

assets to invest their savings; the contribution of MFs in the asset portfolio is very low. Insurance 

products constitute 17 per cent of the individual savings in financial assets, whereas the share of 

mutual funds is much lower at 3.2 per cent. 
 

FUTURE POTENTIAL OF INDAIN MUTUAL FUND INDUSTRY: 

         While the long-term outlook for the asset management industry in India seems to be positive, 

our stance on short to medium term outlook is moderate. This can be attributed to the existing 

performance in financial markets and the evolving market and regulatory landscape. Equity 

markets haven’t performed since the global financial crisis. The broad equity stock index NSE has 

grown only by 2 per cent y-o-y and was below the 3 year mark as of Sept 20131. This was well 

reflected in the equity AUM growth, which has undergone a negative growth in AUM base at 10 per 

cent and 20 per cent over the same time period2.  

         The investors have redeemed their investments and moved to  products with stable yields. The 

performance of equity markets will continue to reflect in the Equity AUM till the equity markets 

stabilize. HNIs3 have emerged as the fastest growing investor class in the debt oriented products. In 

particular, Fixed Maturity Plan (FMPs) continue to remain a popular product and have consistently 

given better performance and tax advantage over Bank FDs. Debt oriented products are slowly 

gaining recognition among the retail3 investors. Retail investments increased from INR 228.3 

billion in Sept 2010 to INR 331.6 billion in Sept 20134.  
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FIG. 4: AUM COMPOSITION BY INVESTOR CLASSES 
 

Equity AUM Composition by Investors Classes                      Non Equity AUM composition of 

investors classes 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

SOURCE: : The Association of Mutual Funds in India (AMFI); Data as of September 2013 
 
As the asset management industry grows and moves towards a mature stage, the manufacturers 

and distributors have to constantly adapt to a changing market environment and abide to new 

regulations that come along the way of development. Manufacturers are continually developing a 

broad range of products covering new asset classes (gold) and investment strategies (fund of fund, 

arbitrage, duration etc. among others). But this product innovation has been a mixed bag to garner 

new AUM. The level of financial literacy amongst the Indian investors is still low and is the 

impending factor in new and innovative products becoming successful in the Indian market. 

Sophisticated products still remain a very small proportion of the Industry AUM as shown in the 

product-wise AUM chart above. 
 

CONCLUSION: 

 As we conclude that Knowledge about mutual fund industry should be included in 

educational curriculum. The mantra should be—to catch them young. Fund houses may 

need to find and partner with the right distributor to make the products available to 

investors in smaller cities. Therefore, Banks and IFAs could play a pivotal role in reaching the 
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investor base. Also, distributors should be incentivised enough to ensure that they project 

mutual funds as a long-term investment for fulfilling financial goals. 

      For future growth, tax could act as an enabler as tax benefits can be a pull factor for investors. 

For example, fund of funds does not get the required tax benefit from the government. May be, 

government could look at such funds and few offshore funds from India for tax benefits. 

Technology can act as a key enabler and help the fund houses reach investors at a low cost and 

more efficient manner. AMCs need to make the relevant investments in technology to help reach 

investors to help ensure transactions on the channels of their choice. 
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