MUTUAL FUNDS AND ITS’ SWOT – A PRESENT DAY SCENARIO
INTRODUCTION

There are a lot of investment avenues available today in the financial market for an investor with an investable surplus. He can invest in Bank Deposits, Corporate Debentures, and Bonds where there is low risk but low return. He may invest in Stock of companies where the risk is high and the returns are also proportionately high. The recent trends in the Stock Market have shown that an average retail investor always lost with periodic bearish tends. People began opting for portfolio managers with expertise in stock markets who would invest on their behalf. Thus we had wealth management services provided by many institutions. However they proved too costly for a small investor. These investors have found a good shelter with the mutual funds.
Mutual fund industry has seen a lot of changes in past few years with multinational companies coming into the country, bringing in their professional expertise in managing funds worldwide. In the past few months there has been a consolidation phase going on in the mutual fund industry in India. Now investors have a wide range of Schemes to choose from depending on their individual profiles.
My paper brings out to light the conceptual frame work of Indian Mutual Funds and its brief  history along with Advantages and Disadvantages of Mutual Funds. This article also encompasses the 6 Benefits of investing in a mutual fund. The emphasis is also given to the SWOT analysis which is an easier tool applied in all the cases specifically in the investment avenues. The several threats for Mutual Fund investment are given significance like “The Portfolio Creation Problem, The Over-Diversification Problem, The Asset Allocation Problem, The Valuation Analysis Problem, The Long-Bias Problem, all combined with the Taxation Control Problem”.
About Indian Mutual Funds
The year 1993 was a remarkable turning point in the Indian Mutual Fund industry. The stock investment scenario till then was restricted to UTI (Unit Trust of India) and public sector. This year marked the entry of private sector mutual funds, giving the Indian investors a wider choice of selecting mutual funds. From then on, the graph of mutual fund players has been on the rise with many foreign mutual funds also setting up funds in India. The industry has also witnessed several mergers and acquisitions proving it advantageous to the Indian investors.

Are mutual funds emerging as preferred investment option? Are they safe and will your money be secured with them? Before proceeding to answer these questions, a look at the February 2006, Indian bull market scenario is worth a mention.

For the first time ever, stock market indices in India are at a record high. The Bombay Stock Exchange closed above the 10,000-mark for the first time ever, an ecstatic event in the history of the Stock exchange. Market savvy Indian investors have been busy transacting across sectors such as banking automobile, sugar, consumer durable, fast moving consumer goods (FMCG) and pharmaceutical scripts. And, the Union Finance Minister, Mr.P.Chidambaram, has responded positively and advised investors to take informed decisions or invest through mutual funds.

Mutual funds are not considered any more as obscure investment opportunities. The mutual funds assets have registered an annual growth rate of 9% over the past 5 years. Considering the current trend and the relative positive response of the Indian economy, a much bigger jump is on the anvil.

History of Indian Mutual funds

The history of the Indian mutual fund industry can be traced to the formation of UTI in 1963. This was a joint initiative of the Government of India and RBI. It held monopoly for nearly 30 years. Since 1987, non-UTI mutual funds entered the scenario. These consisted of LIC, GIC and public-sector bank backed Indian mutual funds. SBI Mutual fund was the first of this kind. 1993 saw the entry of private sector players on the Indian Mutual Funds scene. Mutual fund regulations were revised in 1996 to accommodate changing market needs.

	With the Sensex on a scorching bull rally, many investors prefer to trade on stocks themselves. Mutual funds are more balanced since they diversify over a large number of stocks and sectors. In the rally of 2000, it was noticed that mutual funds did better than the stocks mainly due to prudent fund management based on the virtues of diversification.
	


Different Indian mutual funds allow investors various solutions ranging from retirement planning and buying a house to planning for child's education or marriage. Tax-wise stocks and mutual funds work similarly since long-term capital gains from both stocks and equity-oriented mutual funds are tax-free. 

Well, what are the charges, fees and expenses associated with investing in Indian mutual funds? At the time of entry into a mutual fund, you have to pay an additional charge or entry load along with the value of units purchased. 

When you exit from the scheme, you will get back the value of the units less the exit load charges. If you want to switch from one type of mutual fund investment to another, you will be required to pay the exchange fees. Advisory fees, broker fees, audit fees and registrar fees are some of the other recurring expenditures that would be charged to you. These expenses involve administrative and other running costs. 

In India, SEBI (The Securities and Exchange Board of India) is the regulating authority that SEBI formulates policies and regulates the mutual funds to protect the interest of the Indian investors. There have been revisions and amendments from time to time even mutual funds promoted by foreign entities come under the purview of SEBI when operating in India. SEBI has revised its regulations to allow Indian mutual funds to invest in both gold and gold related instruments.

 6 Benefits of investing in a mutual fund

Professional expertise

 Investing requires skill. It requires a constant study of the dynamics of the markets and of the various industries and companies within it. Anybody who has surplus capital to be parked as investments is an investor, but to be a successful investor, you need to have someone managing your money professionally.

Just as people who have money but not have the requisite skills to run a company (and hence must be content as shareholders) hand over the running of the operations to a qualified CEO, similarly, investors who lack investing skills need to find a qualified fund manager.

Mutual funds help investors by providing them with a qualified fund manager. Increasingly, in India [ Images ], fund managers are acquiring global certifications like CFA and MBA which help them be at the cutting edge of the knowledge in the investing world.

Diversification

There is an old saying: Don't put all your eggs in one basket. There is a mathematical and financial basis to this. If you invest most of your savings in a single security (typically happens if you have ESOPs (employees stock options) from your company, or one investment becomes very large in your portfolio due to tremendous gains) or a single type of security (like real estate or equity become disproportionately large due to large gains in the same), you are exposed to any risk that attaches to those investments.

In order to reduce this risk, you need to invest in different types of securities such that they do not move in a similar fashion. Typically, when equity markets perform, debt markets do not yield good returns. Note the scenario of low yields on debt securities over the last three years while equities yielded handsome returns. Similarly, you need to invest in real estate, or gold, or international securities for you to provide the best diversification.

If you want to do this on your own, it will take you immense amounts of money and research to do this. However, if you buy mutual funds -- and you can buy mutual funds of amounts as low as Rs 500 a month! -- you can diversify across asset classes at very low cost. Within the various asset classes also, mutual funds hold hundreds of different securities (a diversified equity mutual fund, for example, would typically have around hundred different shares).

Low cost of asset management
 Since mutual funds collect money from millions of investors, they achieve economies of scale. The cost of running a mutual fund is divided between a larger pool of money and hence mutual funds are able to offer you a lower cost alternative of managing your funds.

Equity funds in India typically charge you around 2.25% of your initial money and around 1.5% to 2% of your money invested every year as charges. Investing in debt funds costs even less. If you had to invest smaller sums of money on your own, you would have to invest significantly more for the professional benefits and diversification.

Liquidity

Mutual funds are typically very liquid investments. Unless they have a pre-specified lock-in, your money will be available to you anytime you want. Typically funds take a couple of days for returning your money to you. Since they are very well integrated with the banking system, most funds can send money directly to your banking account. 

Ease of process

If you have a bank account and a PAN card, you are ready to invest in a mutual fund: it is as simple as that! You need to fill in the application form, attach your PAN (typically for transactions of greater than Rs 50,000) and sign your cheque and you investment in a fund is made.In the top 8-10 cities, mutual funds have many distributors and collection points, which make it easy for them to collect and you to send your application to.

Well regulated
India mutual funds are regulated by the Securities and Exchange Board of India, which helps provide comfort to the investors. Sebi forces transparency on the mutual funds, which helps the investor make an informed choice. Sebi requires the mutual funds to disclose their portfolios at least six monthly, which helps you keep track whether the fund is investing in line with its objectives or not. However, most mutual funds voluntarily declare their portfolio once every month.
Mutual Fund SWOT Analysis
Picking a mutual fund can be a difficult choice. One helpful tool in making this decision is the SWOT Analysis. This is an analysis which focuses on the Strengths, Weaknesses, Opportunities and Threats of a particular mutual fund. Many companies make the SWOT analysis simple for potential customers by providing the information in their annual reports. Once these aspects have been identified, the various mutual funds may be measured against one another to determine the best choice for each individual's unique circumstances.

History
The exact origins of the SWOT analysis are unknown, but it appears to have originated in businesses in the 1950s and 1960s. It is possible that the acronym was developed by one specific business person or professor, or it may have simply evolved within several different organizations around the same time. Whatever it’s origin, the SWOT analysis appears to have become more widely used, as well as more tightly defined sometimes. 

Considerations

The information provided by a SWOT analysis can be extremely helpful to an investor who is choosing a mutual fund. An organization's strengths and weaknesses are key factors to consider when deciding whether to invest your money with them. A mutual fund's strengths are defined as internal factors on which the organization might rely to add value to their products and services. Weaknesses are also internal factors, which may detract from the value of an organization's products and services. These might include poor management, low cash flow and redemption rates or unusually high fees. All of this information would be extremely helpful when choosing a mutual fund. 

Benefits

Reviewing the detailed SWOT analysis of a mutual fund or a group of mutual funds and other investment instruments is very beneficial. The SWOT analysis lays out all of the factors that might influence the organization in a way that the investor can compare and contrast the various instruments and weigh the pros and cons of each. One weakness that is shared by all mutual funds is the fact that they have no guaranteed return. Because of this, a mutual fund might lose out to bonds, Treasury bills and other guaranteed investment options due to the nature of the mutual fund. 

Expert Insights

Many major financial players use the SWOT analysis to highlight the strengths of their own mutual funds as opposed to others. The strengths of a mutual fund might include such aspects as its positioning within the industry, rates of growth, expense ratios, return on investment and the fund's ability to attract and keep clients. An organization with a relatively large pool of experienced managers is another possible strength. 

External Factors

Sometimes, a SWOT analysis will help the investor determine that a mutual fund is not the right choice for him at all. For example, the investor might determine that certain threats that arose out of the SWOT analysis are too great. Threats are external factors that can include new competitors and changing laws. Tightening laws and regulations can have a negative effect on a mutual fund by closing loopholes of which the funds may have previously taken advantage. Hedge funds are another threat that has arrived on the market in recent years. These types of funds are a threat to mutual funds in that they have a history of bringing markets down, causing damage to non-guaranteed investments including mutual funds. 
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x Biggest Threats to Investing in Mutual Funds and ETFs with Your Current Financial Advisor 
Otherwise known as, “The Portfolio Creation Problem, The Over-Diversification Problem, The Asset Allocation Problem, The Valuation Analysis Problem, The Long-Bias Problem, all combined with the Taxation Control Problem”

Executive Summary

For simple diversification of relatively small investment capital accounts, mutual funds (and the like) are typically used.  However, as investment capital for the client grows over time, the inherent inefficiencies of mutual funds become apparent.  The solution to this is a discretionary advisory managed portfolio relationship that enacts a proper selection of direct stock ownership.   

Discussion

Generally, individuals open and fund investment accounts in small amounts, typically less than $100,000.  The overwhelming investment choice in these cases is mutual funds.  While this is certainly a start to eventually building retirement investment capital, in a relatively short period of time the inherent inefficiencies of mutual funds become apparent.  The recent trend of retirement investment capital being built within qualified accounts has masked these inefficiencies somewhat.  

The first inherent problem is the Portfolio Creation problem.  Typically, a proper question to ask a portfolio manager is “How do investments get selected for inclusion into the portfolio?”  This is the “How” question.  This is not the only influence upon such managers, however.  Mutual fund managers are constantly measured against some seemingly relevant performance index.  The relevant index may be set by management, by some outside consulting / review service, or by the expectations of the shareholders themselves.  This causes, the portfolio manager to engage in “Am I willing to lose my job?” portfolio creation.  There are two possible outcomes.  The first is should the manger own securities in different weights relative to the index and out-perform, he potentially gets a bonus or promotion to a larger fund.  The second is should he under-perform, he may be fired or demoted to a smaller fund.  What can make this type of investment selection worse is when his constituents are not even all focused on the same index and the portfolio manager is aware of this dichotomy.  In essence, this is the true “Why” question that the portfolio manager must first answer before finalizing his “How” answer.  “The Why behind the How”, is the single greatest question that needs an answer when analyzing portfolio creation.

The secondary problem is the Over-Diversification problem.  It has been proven time and time again that proper diversification can be statistically achieved with approximately forty (40) separate investments.  Given this well-known theorem, why does almost every mutual fund seem to own almost ten times (10x) this number?  While a broad market index may contain 500 separate investment securities, why do mutual fund portfolio managers persist in owning an excessive number of securities when they know that it is not providing any substantial diversification?  Warren Buffet has been quoted as parlaying a Mae West quote into one of the most insightful, yet light-hearted investment quips of all-time.  It goes, “Too much of something can be a wonderful thing.”

Then there is the Asset Allocation problem.  Since using hundreds upon hundreds of equity securities didn’t already provide a ridiculous amount of over-diversification, the mutual fund industry has decided to segment itself into two additional categories:  equity security sub-groups within the overall group of equity securities (hence the use of the monikers Large Cap, Mid Cap, Small Cap, Growth, Value, Core, International, etc.) and the addition of fixed income, real property and commodities-related funds.  The mutual fund industry has expanded its product offering to meet this contrived Asset Allocation “need”.  Indeed, it is not only the mutual fund industry which profits from Asset Allocation, but also most Advisors; as they are only advisors and not active investment managers.  Historically, simple Asset Allocation and the rebalancing of its investments have provided slightly better returns and slightly less risk as measured by the organizations that promote it.  What they fail to measure is the tax effect of rebalancing, the friction costs as measured in commissions, fees and expenses, and define risk as simple deviation of price movements of the securities themselves and not of the economic investments those securities represent.  In essence, the mutual fund portfolio managers, in collaboration with others in the investment trading world, determine short-term security prices; which then influences both the returns and the risks of the exact items they are measuring and then promoting to clients.

The easiest way to explain the faults of asset allocation investing is to attack its most obvious flaw.  Every economic transaction conducted every day, everywhere is based on one thing.  This one thing is the "Price-to-Value Relationship".  The buyer is willing to pay a certain price for perceived value.  The seller believes they own or have created something of value and is willing to sell it for a certain price.  Homes and autos are bought for a certain price because of the value they will bring the new owner.  Similarly, stocks, bonds, investment real estate and commodities are bought because of a belief in their value.  Whether the eventual value of the item purchased is less than or greater than the initial price paid, is something that isn't determined until some period of time has elapsed.

The flaw in Asset Allocation investing is that the components used to determine an individual's asset allocation is typically their age and investment risk profile.  The Asset Allocation model is never done with an analysis of the current "Price-to-Value Relationship" of the assets used to perform the investments.Instead, the model relies on at least six implicit assumptions related to this lack of analysis on the current "Price-to-Value Relationship":  The first implicit assumption is that the "Price-to-Value Relationship" of stocks/ bonds/ real estate/ commodities/ whatever is currently in balance, for all, individually, of the asset classes used.  Their current price is neither overvalued, nor undervalued to its eventual terminal value.  The second implicit assumption is that the "Price-to-Value Relationship" stays within a modest range of normal during the period the client is using asset allocation as an investment strategy.  The third implicit assumption is that the "Price-to-Value Relationship" is normal at the end of the client's usage of asset allocation.  The fourth, fifth and sixth implicit assumptions are that the risk profile of each of the asset category used is normal at the initial starting point; stays within a normal range during the asset allocation duration; and is normal at the end of the asset allocation time frame.     

All of these implicit assumptions need to be tested by the Investment Advisor at all times.  As such, it is vital for all Investment Advisors to have extensive Investment Management experience so that they may properly test these implicit assumptions before giving advice to their investment clients.  Typically, they do not.   

There is a second problem with Asset Allocation as a marketed investment strategy.  This problem is enormous in scope and is the running joke on Wall Street.  On Wall Street, there's a sick joke that goes like this: "If you try to steal a lot of money, from a few people, in a short period of time, you go to jail.  But if you steal a little bit of money, from a large segment of people over an extended period of time, you get rich".   Asset Allocation is the "Lie, Deceive and Steal" strategy of client money. 

The Asset Allocation Lie starts like this, "Studies have shown that over the long-term it is not your individual investments that determine your investment results, but your investment allocation."  Now let's step back and think on this for a second.  Warren Buffet is generally considered the greatest investor ever.  In one sentence, every Financial Advisor has just belittled and indeed, insulted his life work.  They have not only insulted his investment decisions and results of the past six decades, but also his lifelong desire to teach the public at large about how to invest appropriately.  This insult continues on to his shareholders who invested in his company on the belief that they might reap excess investment rewards in the future.  Every Hedge Fund Manager, every Portfolio Manager, that has utilized proper stock selection, like Mr. Buffet, as their investment strategy and has achieved success with that investment strategy is being insulted.  Every one of their investors, who invested with them in the belief that they could utilize proper stock selection as an investment strategy, is also being insulted.  And there is one final person who is also insulted by this entirely false concept, and that is: everyone else, literally.  Every individual investor who has not invested with or even heard of Warren Buffet is being insulted by almost every financial firm and advisor in the industry since these strategies, enacted by the successful investment managers, are not being presented as options to the public at large.  This is the Lie.

Then there is the Deception.  The Deception uses the Lie to get you, the unknowing individual, to trust the Financial Advisor (or more accurately described, the Salesperson) and utilize their services as well as their firm.  Because as long as you don't know about the other, more effective investment strategies of elite investment managers, you'll turn your money over to idiots.  The idiots are active investment managers who are incapable of beating relevant benchmarks over a reasonably significant period of time. 

Finally, there is the Steal.  The firm and the advisor charge what seems to be a "low fee" in relation to historical returns, but is in fact a very high fee for the actual services they perform for the client.  This "low fee" grows over time as you save and invest more capital and have some positive investment returns.  As the "low fee" grows, the compensation to the firm and advisor grows while they continue to do effectively nothing.  This is the second part of the joke in action, "But if you steal a little bit of money, from a large segment of people over an extended period of time, you get rich."  Who gets rich?  Not the client, but the firm and the advisor.

After all this, there is still the Valuation Analysis problem.  This takes several forms with respect to how the client and his advisor evaluate his portfolio.  When the client is directly invested in mutual funds, it is very difficult to build a valuation analysis on a portfolio with numerous investment securities.  There is no way for the client and his advisor to possibly be current on the Financial, Operational, Managerial and Competitive issues facing each individual security when there are hundreds of investments within one mutual fund and the client probably has investments in other mutual funds that would also need this analysis.  Additionally, a client’s risk tolerance needs to be examined precisely with a current valuation analysis of the client’s holdings.  Most advisors, and their firms, engage in basic 101-level thinking when it comes to equity, fixed income, real property and commodity allocations.  A conservative person should own “bonds” or other types of fixed income in preference to equities, in their view.  What they fail to ever factor in is the "Price-to-Value Relationship" of such securities.  A numerical example of this is: If bonds are yielding 1% returns, in an inflationary, economic growth environment with equity securities yielding 100% (yes, as an example only, 100%) returns, those advisors, usually at the express direction of their firms, will not ever change their recommendations.  Thus, they would convince the client that the safest portfolio is one filled with “bonds” and not stocks.  These advisors are specifically prevented, by both their firms and regulators, from ever exercising judgment, which is precisely what the client thinks he is paying for.  Finally, there is the matter of what future investments within each mutual fund, whether it’s stock, bond or otherwise comprised, will be.  So, not only is it extremely difficult to perform a Valuation Analysis on the many mutual funds the client owns, it is near impossible to keep up with the future changes of the comprising securities; especially since they are only reported quarterly and with delay.

The Long-Bias problem is one that most clients and advisors don’t even realize exists, until it’s too late.  Over long periods of time, investments do tend to increase in value, though not without ups and downs.  Advisors and worse, regulators, believe therefore that the only counsel clients need is on what is typically referred to as the “Long side” of investing.  Buy and hold.  While every investor should meaningfully participate in an appropriate buy and hold strategy of diligent, thoughtful stock selection, the advisor who is ignorant of the reverse trade, or what is known as “Shorting” (or the “Short side”) is missing a key piece of his own education and is therefore utterly incapable of properly advising his client on even the “Long side” itself, as the two are symbiotically linked.  The discipline of finding, researching, following, investing and consistently profiting on the “Short side” by the advisor, in his investment management role, geometrically increases his wisdom when selecting “Long side” investments.  Even if that advisor never recommends Shorting to any of his clients, knowledge of the concept and wisdom of its experience provide for a vastly improved selection process of Long-only investment strategies.  Shorting can be risky, and is usually much riskier than being long.  However, there are times when it is in fact less risky.  Most advisors and again, regulators, have little understanding of this fact as their own lack of education on the subject leads to improper analysis of it and most importantly, improper analysis of the Long strategy they so desperately cling to.

Finally, there is the Taxation Control problem.  Each individual client has a unique tax situation.  While there are common generalities, like tax rates and deductions, a client’s financial life is not stagnant.  Income levels can change over time.  Individuals’ sometime change the manner in which they are compensated either in operational or financial or legal terms.  Families grow up and change in composition.  Expense levels can change drastically over a multi-year period, both up and down.  Individuals live a life outside their portfolios.  All of this effects their tax situation.  Their investment capital growth, depending on the manner and rate in which it has grown, also contributes to their tax situation.  Indeed, in some ways it is an almost circular function itself.  Thus, an individual will have many tax planning related changes over time.  Exacerbating all this is that some of these changes are predictable and others are surprises.  Allowing someone else to conduct trades and create realized, taxable events outside of the control of the client and his advisor, is akin to handing someone the keys to your house and then leaving for a week.  You have no idea what your outcome will be.  You will be required to deal with it, however.

As individuals grow their investment capital base over $100,000, they require a change in investment philosophy and potentially their professional investment relationships.  These individuals should look for an investment advisor that has investment management experience.

Check before Invest

How should they pick a new Investment Advisor? An Investment Advisor should have extensive experience, but what kind of experience? Should the Investment Advisor have experience in just giving advice? Or should the Investment Advisor have extensive Investment Management experience? The new advisor should a history of excellent Investment Management performance and a key understanding of the “Price-to-Value” relationship.     
 

CONCLUSION
Every mutual fund has its own feature. It has also been with the strength, weakness, opportunity and threat. One must check before invest all those and is to analyse the SWOT of everyone. Hence, it is concluded that every investor need a basis on which they can be convinced into writing a cheque for their investment. Every investor is required to have seen the investment convenience that the facility of making investments through service centres as well as through the Internet, a facility offered by some AMCs ensures convenience. Milarly, through standing instructions it is possible for investors to adopt SIP, SWP or STP. Also Mutual Funds that permit switches between schemes without any cost, help investors to manage their exposures economically.
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