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ABSTRACT

During the past three months in my internship with HDFC Mutual Funds, I have managed to get an overall view of what are mutual funds, their importance in the current scenario of rapidly rising markets, and how the distribution and selling of these funds takes place. So far in my internship, I have been helping the organization with the Banking and Corporate Distribution channels. 

The Banking channels involve routine visits to the various branches of the banks with which HDFC has tie-ups to sell mutual funds. Most Relationship Managers and Personal Bankers in such places are well-versed with the various Mutual Fund products; hence this channel is primarily based on relationship management. Corporate channels require more work in making calls, setting up appointments, and educating smaller companies about investing in mutual funds and the benefits derived from such investments. These channels also require visits to the companies either with or without a distributor, and meeting with the Finance Managers of these companies. 

In March, I got a chance to work on the newly launched product, the Fixed Maturity Plan. Specifically a debt product, this particular scheme is focused mainly towards Corporates who wish to derive the benefits of double indexation by investing for little over a year. At the same time, emphasis has been given to the retail channel as well, as this short term product proves to be far more beneficial than a Fixed Deposit and other similar options available to an investor. My work during this FMP launch has given me enough exposure to learn about the internal and external workings of the Mutual Fund industry. 

In May I got an opportunity to work for HDFC Mid Cap opportunity fund which is a NFO .

The tenure involving the NFO was a very intense one and I was exposed to the most vigorous of marketing and promotional activities. This work exposed me to a rare experience of how a new mutual fund scheme is marketed and  the problems associated in convincing someone to invest in it.

INTRODUCTION

Mutual Funds: An Overview
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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 in capital market instruments such as shares, debentures and other securities. The income earned through these investments and the capital appreciation realized is shared by its unit holders in proportion to the number of units owned by them. Thus, a Mutual Fund is the most suitable investment for the common man as it offers an opportunity to invest in a diversified, professionally managed basket of securities at a relatively low cost. 


Fig 2.1: Working of a Mutual Fund

Advantages of investing in a Mutual Fund

· Diversification: A proven principle of sound investment is that of diversification, the idea of not putting all your eggs in one basket. By investing in many companies, mutual funds can protect themselves from unexpected drop in values of some shares. Small investors can achieve wide diversification on his own because of many reasons, mainly funds at his disposal. Mutual funds on the other hand, pool funds of lakhs of investors and thus can participate in a large basket of shares of many different companies. Majority of people consider diversification as the major strength of mutual funds.

· Professional Management: Mutual funds pay professionals to manage their investments. These professionals are called Fund Managers. They supervise funds’ portfolio, take desirable decisions viz. what scrips are to be bought, what investments are to be sold and more appropriate decisions about timings of such buying and selling. They have extensive research facilities at their disposal, and therefore, can spend full time to investigate and give the fund a constant supervision. 

· Liquidity: A distinct advantage of a mutual fund over other investments is that there is always a market for its unit/ shares. It's easy to get one’s money out of a mutual fund. Redemptions can be made by filling a form attached with the account statement of an investor.

· Flexibility: Investment in mutual funds offers a lot of flexibility with features such as regular investment plans, regular withdrawal plans and dividend reinvestment plans enabling systematic investment or withdrawal of funds. 

· Transparency: Being under a regulatory framework, mutual funds have to disclose their holdings, investment pattern and all the information that can be considered as material, before all investors. SEBI acts as a watchdog and safeguards investors’ interests.

· Tax Shelter: Depending on the scheme, tax shelter is also available. As per the Union Budget 2005, income earned through dividends in closed-ended equity schemes is exempt from taxation. This provision was already present for open-ended schemes.

Disadvantages of Mutual Funds

· No Guarantee: No investment is risk free. If the entire stock market declines in value, the value of mutual fund shares will go down as well, no matter how balanced the portfolio. Investors encounter fewer risks when they invest in mutual funds than when they buy and sell stocks on their own. However, anyone who invests through a mutual fund runs the risk of losing money.

· Fees and Commissions: All funds charge administrative fees to cover their day-to-day expenses. Some funds also charge sales commissions or "loads" to compensate brokers, financial consultants, or financial planners. Even if you don't use a broker or other financial adviser, you will pay a sales commission if you buy shares in a Load Fund. The loads are of two types: Entry Load and Taxes. 

· Management Risk: When one invests in a mutual fund, he depends on the fund's manager to make the right decisions regarding the fund's portfolio. If the manager does not perform as well as he had hoped, investor might not make as much money on his investment as he had expected. Of course, if he had invested in Index Funds, he foregoes management risk, because these funds do not employ managers.


History of Mutual Funds in India

The mutual fund industry in India started in 1963 with the formation of Unit Trust of India, at the initiative of the Government of India and Reserve Bank. The history of mutual funds in India can be broadly divided into four distinct phases:

First Phase – 1964-87

Unit Trust of India (UTI) was established on 1963 by an Act of Parliament. It was set up by the Reserve Bank of India and functioned under the Regulatory and administrative control of the Reserve Bank of India. In 1978, UTI was de-linked from the RBI and the Industrial Development Bank of India (IDBI) took over the regulatory and administrative control in place of RBI. The first scheme launched by UTI was Unit Scheme 1964. At the end of 1988 UTI had Rs.6, 700 Crores of assets under management. 

Second Phase – 1987-1993 (Entry of Public Sector Funds)

1987 marked the entry of non-UTI, public sector mutual funds set up by public sector banks and Life Insurance Corporation of India (LIC) and General Insurance Corporation of India (GIC). At the end of 1993, the mutual fund industry had assets under management of Rs.47, 004 crores.

· SBI Mutual Fund was the first non- UTI Mutual Fund established in June 1987 followed by:

· Canbank Mutual Fund (Dec 87), 

· Punjab National Bank Mutual Fund (Aug 89), 

· Indian Bank Mutual Fund (Nov 89), 

· Bank of India (Jun 90), 

· Bank of Baroda Mutual Fund (Oct 92). 

· LIC mutual fund (June 1989) 

· GIC mutual fund (December 1990.)

Third Phase – 1993-2003 (Entry of Private Sector Funds)

With the entry of private sector funds in 1993, a new era started in the Indian mutual fund industry, giving the Indian investors a wider choice of fund families. Also, 1993 was the year in which the first Mutual Fund Regulations came into being, under which all mutual funds, except UTI were to be registered and governed. The erstwhile Kothari Pioneer (now merged with Franklin Templeton) was the first private sector mutual fund registered in July 1993.

The 1993 SEBI (Mutual Fund) Regulations were substituted by a more comprehensive and revised Mutual Fund Regulations in 1996. The industry now functions under the SEBI (Mutual Fund) Regulations 1996. The number of mutual fund houses went on increasing, with many foreign mutual funds setting up funds in India and also the industry has witnessed several mergers and acquisitions. As at the end of January 2003, there were 33 mutual funds with total assets of Rs. 1, 21,805 cores. The Unit Trust of India with Rs.44, 541 Crores of assets under management was way ahead of other mutual funds.

Fourth Phase – Since February 2003

In February 2003, following the repeal of the Unit Trust of India Act 1963 UTI was bifurcated into two separate entities. One is the Specified Undertaking of the Unit Trust of India with assets under management of Rs.29, 835 Crores as at the end of January 2003, representing broadly, the assets of US 64 scheme, assured return and certain other schemes. The Specified Undertaking of Unit Trust of India, functioning under an administrator and under the rules framed by Government of India and does not come under the purview of the Mutual Fund Regulations. The second is the UTI Mutual Fund Ltd, sponsored by SBI, PNB, BOB and LIC. It is registered with SEBI and functions under the Mutual Fund Regulations. With the bifurcation of the erstwhile UTI which had in March 2000 more than Rs.76, 000 crores of assets under management and with the setting up of a UTI Mutual Fund, conforming to the SEBI Mutual Fund Regulations, and with recent mergers taking place among different private sector funds, the mutual fund industry has entered its current phase of consolidation and growth. As at the end of September, 2004, there were 29 funds, which manage assets of Rs.153108 Crores under 421 schemes.
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Constitution of a Mutual Fund: Despite the differences, all Mutual Funds comprise of four constituents: Sponsors, Trustees, Asset Management Companies (AMCs) and Custodians.

Sponsor: The sponsor initiates the idea to set up a mutual fund. It could be a registered company, scheduled bank or financial institution..

A sponsor has to satisfy certain conditions, such as on capital, track record (at least five years' operation in financial services), default-free dealings and a general reputation of fairness, has to be ascertained. The sponsor appoints the trustees, AMC and custodian. Once the AMC is formed, the sponsor is just a stakeholder

Trust/Board of Trustees: Trustees hold a fiduciary responsibility towards unit holders by protecting their interests. Sometimes, as with Canara Bank, the trustee and the sponsor are the same. For others, like SBI Funds Management, State Bank of India is the sponsor and SBI Capital Markets the trustee.

Trustees float and market schemes; and also they secure necessary approvals. They check whether the investments of the AMC are within defined limits, whether the fund's assets are protected, and also whether the unit holders get their due returns.

Fund Managers/AMC: They are the ones who manage the investor’s money. An AMC takes investment decisions, compensates investors through dividends, maintains proper accounting and information for pricing of units, calculates the NAV, and provides information on listed schemes and secondary market unit transactions. It also exercises due diligence on investments, and submits quarterly reports to the trustees. 

Custodian: It is often an independent organization, and it takes custody of securities and other assets of a mutual fund. Among public sector mutual funds, the sponsor or trustee generally also acts as the custodian.

Classification and Types Of Mutual Funds 

Any mutual fund has an objective of earning income for the investors and/ or getting increased value of their investments. To achieve these objectives mutual funds adopt different strategies and accordingly offer different schemes of investments. On these bases the simplest way to categorize schemes would be to group these into two broad classifications:

Operational classification highlights the two main types of schemes, i.e., open-ended and close-ended which are offered by the mutual funds.

Portfolio classification projects the combination of investment instruments and investment avenues available to mutual funds to manage their funds. Any portfolio scheme can be either open ended or close ended.

(A) Operational Classification

1. Open Ended Schemes

As the name implies the size of the scheme (Fund) is open – i.e., not specified or pre-determined. Entry to the fund is always open to the investor who can subscribe at any time. Such fund stands ready to buy or sell its securities at any time. It implies that the capitalization of the fund is constantly changing as investors sell or buy their shares. Further, the shares or units are normally not traded on the stock exchange but are repurchased by the fund at announced rates. Open-ended schemes have comparatively better liquidity despite the fact that these are not listed. The reason is that investor can any time approach mutual fund for sale of such units. No intermediaries are required. Moreover, the realizable amount is certain since repurchase is at a price based on declared net asset value (NAV). 

No minute to minute fluctuations in rates haunt the investors. The portfolio mix of such schemes has to be investments, which are actively traded in the market. Otherwise, it will not be possible to calculate NAV. This is the reason that generally open-ended schemes are equity based. Moreover, desiring frequently traded securities, open-ended schemes hardly have in their portfolio shares of comparatively new and smaller companies since these are not generally traded. In such funds, option to reinvest its dividend is also available. Since there is always a possibility of withdrawals, the management of such funds becomes more tedious as managers have to work from crisis to crisis. Crisis may be on two fronts, one is, that unexpected withdrawals require funds to maintain a high level of cash available every time implying thereby idle cash. Fund managers have to face questions like ‘what to sell’. He could very well have to sell his most liquid assets. Second, by virtue of this situation such funds may fail to grab favourable opportunities. Further, to match quick cash payments, funds cannot have matching realization from their portfolio due to intricacies of the stock market. Thus, success of the open-ended schemes to a great extent depends on the efficiency of the capital market. As a matter of fact all the schemes that HDFC mutual funds offer are open ended in nature.

2. Closed Ended Schemes

Such schemes have a definite period after which their shares/ units are redeemed. Unlike open-ended funds, these funds have fixed capitalization, i.e., their corpus normally does not change throughout its life period. Close ended fund units trade among the investors in the secondary market since these are to be quoted on the stock exchanges. Their price is determined on the basis of demand and supply in the market. Their liquidity depends on the efficiency and understanding of the engaged broker. Their price is free to deviate from NAV, i.e., there is every possibility that the market price may be above or below its NAV.

If one takes into account the issue expenses, conceptually close ended fund units cannot be traded at a premium or over NAV because the price of a package of investments, i.e., cannot exceed the sum of the prices of the investments constituting the package. Whatever premium exists that may exist only on account of speculative activities. In India as per SEBI (MF) Regulations every mutual fund is free to launch any or both types of schemes.

(B) Portfolio Classification:  

Following are the portfolio classification of funds, which may be offered. This classification may be on the basis of (a) Return, (b) Investment Pattern, (c) Specialized sector of investment, (d) Leverage and (e) Others.

Return Based Classification

To meet the diversified needs of the investors, the mutual fund schemes are made to enjoy a good return. Returns expected are in form of regular dividends or capital appreciation or a combination of these two. 

(a) Income Funds

For investors who are more curious for returns, Income funds are floated. Their objective is to maximize current income. Such funds distribute periodically the income earned by them. These funds can further be split up into categories: those that stress constant income at relatively low risk and those that attempt to achieve maximum income possible, even with the use of leverage. Obviously, the higher the expected returns, the higher the potential risk of the investment.

HDFC Growth fund is the largest operating fund in India .It on the 27th of May 2003 has crossed the corpus of Rs 4000 crore mark. In fact it is the largest scheme operating in India. The date of its inception is September 11, 2000.There are two more plans under this fund namely: Premium Plan and Premium Plus Plan.

(b) Growth funds

Such funds aim to achieve increase in the value of the underlying investments through capital appreciation. Such funds invest in growth oriented securities which can appreciate through the expansion production facilities in long run. An investor who selects such funds should be able to assume a higher than normal degree of risk. The date of inception of HDFC Growth fund was the 11th of September 2000.It predominantly invests in equity and equity related instruments.

(c) Conservative Funds

The fund with a philosophy of “all things to all” issue offer document announcing objectives as: (i) to provide a reasonable rate of return, (ii) To protect the value of investment and, (iii) to achieve capital appreciation consistent with the fulfillment of the first two objectives. Such funds which offer a blend of immediate average return and reasonable capital appreciation are known as “middle of the road” funds. Such funds divide their portfolio in common stocks and bonds in a way to achieve the desired objectives. Such funds have been most popular and appeal to the investors who want both growth and income.

HDFC Floating rate income funds are an excellent example of such funds. Since its inception on Jan 16th 2003 it has been performing consistently. 

Investment Based Classification:  

Mutual funds may also be classified on the basis of securities in which they invest.  Basically, it is renaming the subcategories of return based classification.

(a) Equity Fund

Such funds, as the name implies, invest most of their investible shares in equity shares of companies and undertake the risk associated with the investment in equity shares. Such funds are clearly expected to outdo other funds in rising market, because these have almost all their capital in equity. Equity funds again can be of different categories varying from those that invest exclusively in high quality ‘blue chip’ companies to those that invest solely in the new, unestablished companies. The strength of these funds is the expected capital appreciation. Naturally, they have a higher degree of risk. 

HDFC Index Funds are an example of such funds wherein the fund’s asset is allocated amidst the scrip’s of BSE Index and Nifty.

(b) Debt Funds

Such funds have their portfolio consisted of bonds, debentures, etc. this type of fund is expected to be very secure with a steady income and little or no chance of capital appreciation. Obviously risk is low in such funds. In this category we may come across the funds called ‘Liquid Funds’ which specialize in investing short-term money market instruments. The emphasis is on liquidity and is associated with lower risks and low returns.

HDFC Short term plan and HDFC Liquid Fund come under such funds.

(c) Balanced Fund

The funds, which have in their portfolio a reasonable mix of equity and bonds, are known as balanced funds. Such funds will put more emphasis on equity share investments when the outlook is bright and will tend to switch to debentures when the future is expected to be poor for shares.

Sector Based Funds

There are number of funds that invest in a specified sector of economy. While such funds do have the disadvantage of low diversification by putting all their all eggs in one basket, the policy of specializing has the advantage of developing in the fund managers an intensive knowledge of the specific sector in which they are investing. Sector based funds are aggressive growth funds which make investments on the basis of assessed bright future for a particular sector. These funds are characterized by high viability, hence more risky. HDFC does not have Sector based funds in its pool.

Marketing Strategies Adopted by Mutual Funds

The present marketing strategies of mutual funds can be divided into two main headings:

· Direct marketing

· Selling through intermediaries

· Joint Calls 

Direct Marketing: This constitutes 20 percent of the total sales of mutual funds. Some of the important tools used in this type of selling are:

· Personal Selling: In this case the customer support officer of the fund at a particular branch takes appointment from the potential prospect. Once the appointment is fixed, the branch officer, also called Business Development Associate (BDA), then meets the prospect and gives him all details about the various schemes being offered by his fund. The conversion rate in this mode of selling is in between 30% - 40%. 

· Telemarketing: In this case the emphasis is to inform the people about the fund. The names and phone numbers of the people are picked at random from telephone directory. Sometimes people belonging to a particular profession are also contacted through phone and are then informed about the fund. Generally the conversion rate in this form of marketing is 15% - 20%.

· Direct mail: This is one of the most common methods followed by all mutual funds. Addresses of people are picked at random from telephone directory. The customer support officer (CSO) then mails the literature of the schemes offered by the fund. The follow up starts after 3 – 4 days of mailing the literature. The CSO calls on the people to whom the literature was mailed. Answers their queries and is generally successful in taking appointments with those people. It is then the job of BDA to try his best to convert that prospect into a customer.

· Advertisements in newspapers and magazines: The funds regularly advertise in business newspapers and magazines besides in leading national dailies. The purpose to keep investors aware about the schemes offered by the fund and the their performance in recent past.

· Hoardings and Banners: In this case the hoardings and banners of the fund are put at important locations of the city where the movement of the people is very high. Generally such hoardings are put near UTI offices in order to tap people who are at present investing in UTI schemes. The hoarding and banner generally contains information either about one particular scheme or brief information about all schemes of fund.

[image: image1.png]Admiiesie Sviss

Compensatin o
ErolarDusrs and
Rlsad Epensos

varisig and O Ss
Promoton Aci

e 01 vy of 55 mteal f compleras havig tlsst o far with 3 125- plon




Selling through intermediaries: Intermediaries contribute towards 80% of the total sales of mutual funds. These are the distributors who are in direct touch with the investors. They perform an important role in attracting new customers. Most of these intermediaries are also involved in selling shares and other investment instruments. They do a commendable job in convincing investors to invest in mutual funds. A lot depends on the after sale services offered by the intermediary to the customer. Customers prefer to work with those intermediaries who give them right information about the fund and keep them abreast with the latest changes taking place in the market especially if they have any bearing on the fund in which they have invested.

Most of the funds conduct monthly/bi-monthly meetings with their distributors. The objective is to hear their complaints regarding service aspects from funds side and other queries related to the market situation. Sometimes, special training programs are also conducted for the new agents/ distributors. Training involves giving details about the products of the fund, their present performance in the market, what the competitors are doing and what they can do to increase the sales of the fund.

Joint Calls: This is generally done when the prospect seems to be a high net worth investor. The BDA and the agent (who is located close to the HNIs residence or area of operation) together visit the prospect and brief him about the fund. The conversion rate is very high in this situation, generally, around 60%. Both the fund and the agent provide even after sale services in this particular case. 

Meetings with HNIs: This is a special feature of all the funds. Whenever a top official visits a particular branch office, he devotes atleast one to two hours in meting with the HNIs of that particular area. This generally develops a faith among the HNIs towards the fund.
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HDFC ASSET MANAGEMENT COMPANY


HDFC Asset Management Company Ltd (AMC) was incorporated under the Companies Act, 1956, on December 10, 1999, and was approved to act as an Asset Management Company for the Mutual Fund by SEBI on June 30, 2000. The registered office of the AMC is situated in Mumbai. The regional office at Hyderabad takes care of sales and operations in Andhra Pradesh. 

In terms of the Investment Management Agreement, the Trustee has appointed the AMC to manage the Mutual Fund. As per the terms of the Investment Management Agreement, the AMC will conduct the operations of the Mutual Fund and manage assets of the schemes, including the schemes launched from time to time.

The present shareholding pattern of the AMC is as follows:

	Particulars
	% of the paid up capital



	HDFC
	50.10

	Standard Life Investments Limited

	49.90


Zurich Insurance Company (ZIC), the Sponsor of Zurich India Mutual Fund, following a review of its overall strategy, had decided to divest its Asset Management business in India. The AMC had entered into an agreement with ZIC to acquire the said business, subject to necessary regulatory approvals. Some Schemes of Zurich India Mutual Fund have migrated to HDFC Mutual Fund on June 19, 2003.

The company manages the sales of mutual funds through four main channels:

· Banking 

· Retail

· Individual Financial Advisors

· Selling directly to Corporates

PRODUCTS OFFERED BY HDFC MUTUAL FUNDS

	Scheme Name
	Objective

	HDFC Growth Fund
	To generate long term capital appreciation from a portfolio that is invested predominantly in equity and equity related instruments

	HDFC Equity Fund
	To achieve capital appreciation

	HDFC Top 200 Fund
	To generate long term capital appreciation from a portfolio of equity and equity-linked instruments primarily drawn from the companies in BSE 200 index

	HDFC Capital Builder Fund
	To achieve capital appreciation in long term

	HDFC Core & Satellite Fund
	The objective of the scheme is to generate capital appreciation through equity investment in companies whose shares are quoting at price below their true value

	HDFC Index Fund
	Nifty Plan: To generate returns those are commensurate with the performance of the Nifty, subject to tracking errors.              Sensex Plan: To generate returns those are commensurate with the performance of the SENSEX, subject to tracking errors.        Sensex Plus plan: To invest 80 to 90% of the net assets of the plan in companies whose securities are included in the SENSEX .

	HDFC Children Gift's Fund
	The primary objective of both the plans under the schemes is to generate long term capital appreciation 

	HDFC Balanced Fund
	To generate capital appreciation along with current income from a combine portfolio of equity & equity-related and debt & money market instruments

	HDFC Prudence Fund
	To provide periodic returns and capital appreciation over a long period of time from a judicious mix of equity and debt investments with an aim to prevent /minimize any capital erosion.

	HDFC Long Term Advantage Fund
	To generate long term capital appreciation from a portfolio that is invested predominantly in equity and equity related instruments

	HDFC Tax Saver
	To achieve capital appreciation in long term


	Scheme Name
	Objective

	HDFC Multiple Yield
	The objective of the scheme is to generate positive returns over medium time frame with low risk of capital loss over medium time frame

	HDFC Income Fund
	To optimize returns while maintaining a balance of safety, yield and liquidity

	HDFC High Interest Fund
	To generate income by investing in a range of debt and money market instrument of various maturity dates with a view to maximize income while maintaining the optimum balance of yield, safety and liquidity

	HDFC Short Term Plan
	To generate regular income through investment in debt securities money market instrument

	HDFC Liquid Fund
	To enhance income consistent with a high level of liquidity, through a judicious portfolio mix comprising of money market and debt instruments

	HDFC Cash Management Fund
	Saving & Call Plan: To generate optimal returns while maintaining safety and high liquidity. 

Saving Plus Plan: To generate regular income through investment in debt securities and money market instrument 

	HDFC Floating Rate Income Fund
	To generate regular income through investment in a portfolio comprising substantially of floating rate /money market instruments fixed rate debt, money market instrument swapped for floating rate returns and fixed rate debt securities and money market instruments.

	HDFC Guilt Fund
	To generate credit risk-free returns through investment in sovereign securities issued by the central government and /or a state government

	HDFC Sovereign Guilt Fund
	To generate stable returns free of credit risk through dedicated investment in government securities issued by the central/state  government and at the same time maintain high liquidity


MUTUAL FUNDS AS A SERVICE

The analysis of mutual funds as a service marketing product in detail is done here using the 7 P’s

P1 for PRODUCT

INTRODUCTION

Every service has a product element in it, and ever product has a service associated

with it. The Product in the case of Mutual Funds is the scheme that is offered to the

investors by the Mutual fund for investing purposes. The salient features of the

product usually are the Type and classification of the Scheme (Open-Ended / Closed-

Ended), the portfolio of Investments (Debt / Equity / Balanced / Gilts) and various

other clauses protecting the rights of the Investors. Branding can also play an

important role in the Mutual fund Industry with the sponsor’s name usually being

associated with the product and a number of Mutual Funds have been very much

successful in leveraging these for their operations. 

DIFFERENCES BETWEEN BANK AND MUTUAL FUND INVESTMENTS

To explain the main characteristics of the “Product” that Mutual Funds offer, a comparison is done with the traditional nearest competitor, and this in terms of an

investment would be an investment with a bank (Be it a saving account, or a fixed

deposit, etc). Some differences between n investment with a bank and that with a

Mutual Fund are listed below in a table.
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PRODUCT INNOVATION

The Indian mutual Funds were lagging behind in terms of product innovation, but there have now been indications that there will be newer products coming the customer’s way. Some ways of doing it are listed below. 

􀂾 Offshore Funds: Funds that mobilise funds from abroad.

􀂾 Derivative Funds: Complex and riskier, derivative funds are likely to be more

profitable and can be launched initially for equities and interest-bearing

securities.

􀂾 Index Funds: With the availability of many well-managed indices in India,

index funds can easily be launched.

􀂾 Umbrella Funds: A number of sub-funds with different options can be

launched with the option to switch from one sub-fund to another.

􀂾 Family Funds: Baby funds can be launched under this scheme. Funds

collected under a baby fund are to be invested in a family-fund.

􀂾 Offshore Funds: To mobilise funds from abroad.

􀂾 Derivative Funds: Complex and riskier, derivative funds are likely to be more

profitable and can be launched initially for equities and interest-bearing

securities.

􀂾 Small Company Funds: Small-Cap funds have done exceedingly well abroad.

In India there is tremendous potential for such funds.

􀂾 Asset Allocation Funds: These funds allow investors to participate in stock

market growth. A risk-free balance is maintained in allocating assets in stocks,

bonds and cash.

Product innovation and product proliferation will increasingly be the key

determinants of success for individual fund houses.

The Indian market has metamorphosed into the predominant open-ended era from the

close-ended one; it has ushered investors into a present risk based return

environment from the security of the guaranteed return times, yet, the product

offerings have been largely vanilla as in debt, equity and balanced schemes. The

primary innovation of the Indian industry came in the form of insurance-linked

tax saving products introduced by UTI and LIC Mutual Fund, but that was as far

back as the pre-1990s. Product innovations otherwise seemed to have plateaued

in the mutual fund industry although  the occasional sector funds

which caught investor fancy because of the tech boom, serial plans which seemed

to be tailored for corporate investors and index funds. 

Deregulation of the financial markets, development of the futures and options

market, introduction of structured products such as collateralized bond

obligations, collateralized loan obligations, credit-linked notes or credit-linked
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derivatives will provide hitherto unavailable investment avenues to fund

managers and thereby lead to an increase in product innovations.

The innovation or differentiation should not be there just for the sake of it. It

should really add value to the end investor either by way of instrument design or

opening a new asset class.

Product innovation is an important part of evolution of any industry. It is also

true in investment industry. The innovation or differentiation should not be there

just for the sake of it or just for scoring brownie points for marketing. It should

really add value to the end investor or the intermediary either by way of

instrument design or opening a new asset class. Even though one finds many claims of innovative products by various providers ,in most cases the differentiation is miniscule. Big ideas in financial products are very few and occur after a long period of time.

There is tremendous scope for product innovations within the mutual fund industry. One of the most significant innovations was on the platform of convenience namely the turnaround time required for repurchase. 

P2 for PLACE

Choosing the right Channel

This ‘P’ in the case of Mutual Fund Services contains elements like Channel type,

Intermediaries, Outlet locations, managing channels etc.

SELLING OF MUTUAL FUND UNITS THROUGH

INTERMEDIARIES:

These are the people/ distributors who are in direct touch with the investors. They

perform an important role in attracting new customers and contribute towards nearly

80% of the total sales of mutual funds. Most of these intermediaries are also involved

in selling shares and other investment instruments. Their job is to convince investors

to invest in mutual funds. Customers prefer to work with those intermediaries who

give them right information about the fund. Developing effective marketing strategies

can create awareness. Mutual funds have to ensure that distributors act as genuine

advisors to clients.

DISTRIBUTION STRATEGY:

In a country as big as India, geographically diversified and densely populated, there is

a need to have a network of distributors sufficiently large and varied to tap

investments from all corners and segments. It is these distributors who form the

outlets for the funds.

The registration of distributors is a step in the right direction and will ensure their

seriousness and quality.

There is a need to develop channels like payroll subscription and independent

financial advisors, which have been very successful in the West.

Among the competitors of the mutual fund industry, Life Insurance Corporation with

its dedicated sales force is offering insurance products; banks with their friendly

neighbourhood presence offer the advantage of extensive network; finance companies

with their hefty upfront incentives offer higher returns; shares – provided the market

is moving favourably – also attract direct investments from retail investors. It is

against this background that the merits and demerits of the alternative methods of

distribution have to be studied. In their attempt to improve customer access, fund

houses apart from the usual national and regional distributors, brokers, sub-brokers

and banks, are eyeing unexplored possibilities.

EXAMPLE: IDBI Principal, for instance, has joined hands with the post and

telegraph department for the simple reason that a product sold at the post office

carries some assurance of credibility, at least in the investor's mind.

RETAIL THROUGH AGENTS

The alternative distribution channels that are available are selling, or using lead

managers and brokers along with sub-brokers, for selling units. To be successful in

this mission, the industry will have to ensure that only those agents that have

conviction about mutual funds being the most versatile and an ideal investment

vehicle for investors are encouraged. This is because, there is a sense of loyalty

amongst agents, in anticipation of getting continuous business throughout the year,

and the trust and credibility that has been generated or will be generated by being

loyal to one institution. Savings in advertisement and publicity expenses is also

affected, as the target of communication is restricted to a few groups of individuals,

since the agent will function as a facilitator, informer and educator. The reduced cost

benefit will ultimately accrue to the investor in the form of higher returns.

In such a system, one achieves brand loyalty through continuous interaction between

agents and investors. Building a team of agents and other distribution network such as

distribution and collecting agents and franchise offices, will provide the investor the

opportunity of having continuous interaction and contact with the mutual fund.

Therefore, retail distribution through the agents is a preferred alternative for

distributing mutual fund products.

Changing face of the Distribution Channels:

Technology is going to make a big difference down the road both in terms of

servicing as well as a fundamental change in the business model. There is a whole

new distribution channel opened up over the last two to three years where most

international banks, private sector banks have started distributing funds. Technology

is making mass customisation more feasible. The fund industry has to respond to

these competitive pressures and rapid technological changes.

P3 for PROMOTION

Striking The Right Chord

Promotion of Mutual Funds would include

􀂾 Branding

􀂾 Advertisements

􀂾 Sales promotion

BRANDING OF SERVICES

To build a powerful service brand that will mean satisfaction, quality and value to the

customers the service seller has to understand customer needs, deliver superior

quality on attributes that matter to customers, low “cost of quality” and overall cost

leadership. The five steps for effectively branding services are building a brand

proposition, overcoming internal barriers, measuring delivery against the proposition,

continual improvement and expansion. . It is also recommended to develop a “service

contract” internally to create ownership for the service brand across all levels of the

organization.

Four elements of developing a Brand

The four elements under which an identity is typically developed for a brand are:

Brand as a product This deals with the tangible and intangible aspects of the product

and the manner in which the customer relates to it.

Brand as organization This is about the organisation’s innovation, customer concern

etc which are important for building strong brands.

Brand as person This implies the personality aspects of the brand and tells us what

happens to it when it is converted to a person by endowing it with social,

demographic and psychographic values.

Brand as symbol This deals with the symbolic aspects of the brand like visual

imagery, logo, brand heritage etc. Thus any given brand can be described in terms of

these four elements.

These four elements are achieved through advertisements flashed across various

media.

ADVERTISEMENTS

Mutual funds require higher advertisement and sales promotion expenses than any

consumer product offering measurable performance. Different kinds of advertising
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and sales promotion exercises are required to serve the needs of different classes of

investors.

There are certain issues with reference to advertisement, publicity literature and offer

documents, which deserve attention. Most of the mutual fund advertisements look

similar, focussing on scheme features, returns and incentives. An investor exposed to

the increasing number of mutual fund products finds that all the available brands are

rather identical, and cannot appreciate any distinction.

The present form of application, brochures and other literature is generally lengthy,

cumbersome and at times complicated.

This implies that it is all the more important to formulate the marketing and

advertising strategies carefully. The advertising perspective of a Mutual fund would

include areas such as:

1. Media of advertisements

2. Appeal of the advertisements

3. The target segment of the advertisements

4. Effective communication

5. Added dimensions

MEDIA OF ADVERTISEMENTS

The various modes of Advertisements used by Mutual funds are:

1. Print Media

(a) Newspapers

(b) Magazines

2. Web advertising

3. Hoardings and banners

4. Pamphlets, Brochures and Banners

5. Word of Mouth Communication

EVOKING THE DESIRED RESPONSE: APPEAL

This refers to evoking a required response from a prospect by stimulating a desired

Emotion. There are mainly two types of appeals that an advertisement campaign of a

mutual funds seeks to make:

1. Positive Incentives: In this case the advertisement will try to provide an incentive

to the prospective investor to invest in a particular fund by highlighting the

benefits associated with such investments. The various benefits which might

interest a prospective investor are:

􀂾 The returns that the fund is expected to provide.

􀂾 The degree of liquidity and safety that the investor is promised.

2. Negative Stimulants: In this case the advertisement, by instilling a fear of the

adverse, in the mind of the prospect, might motivate him to invest in various

mutual fund schemes:
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􀂾 Stress is laid on “Risky times” or perhaps references are made to the

“Recession” and how it is very dangerous for common investors to route their

investments through any other route.

􀂾 Stress can be laid on the market volatility as against the need to have a

regular, safe and pre-determined return.

TYPES OF ADVERTISEMENTS

Mutual Funds have resorted to various strategies of advertising in the past to cater to

the required market segment within the framework of regulations set by SEBI. The

various types of Ads have been broadly classified into the following:

􀂾 Point Blank

􀂾 Symbolic

􀂾 Evaluative

􀂾 Reference of External Agents

􀂾 Humanistic

POINT BLANK

“Advertising is fairly straight forward, crisp and laconic; without any symbolic,

emotional or evaluative references”

􀂾 Advertisements are presented in a fairly direct and common manner so as to

indicate “First-Things first”. Example: Mutual Fund advertises its various

policies in a direct manner with a simple appeal to the reason rather than

giving any kind of emotional justifications for the same. Kindly refer to the

advertisements attached.

􀂾 This strategy is mainly applicable in the advertisement of “regular income”

schemes or those having slight variances.

􀂾 It is preferred in those cases when the vast majority is aware of the credentials

of the issuing company and enjoys a good rapport with it.

􀂾 It is devoid of technical and other fancy connotations and a fairly standardized

set of instructions.

SYMBOLIC

“Advertisements carry an implicit meaning and involve interpretation by the

prospect.”

􀂾 These advertisements covey the message through commonly accepted

symbols and their implicit meanings according to the culture and accepted

norms of a particular region or a country.

􀂾 The basic idea is to create a lasting impression in the mind of the prospect.

􀂾 Various symbols used to communicate may be open to cultural interpretation

and may mean different things to different people.

􀂾 These advertisements are devoid of any factual or direct content

􀂾 The advertisement by Zurich India mutual fund may be a good example of

this strategy where a father carrying a baby is symbolizing safety offered to

the investors by the mutual fund.

􀂾 Another interesting advertisement by LICMF also brings the case to the point

where the sweetest of the fruits of the Indian sub-continent, the mango, is used

to symbolize the “sweet returns” on the policies offered by LICMF.

EVALUATIVE

“Advertisements make comparisons backed by objective numerical analysis”

􀂾 These advertisements try to create the necessary impact on the minds of the

prospect by presenting past performance data and growth figures over a period

of time.

􀂾 Computations of NAV, Annual Dividend Yield, and Annual Compounded

Rate of Return are standardized and are not subject to ones own

application/interpretation (as per the SEBI code).

􀂾 Floated only after substantial time has elapsed since the issue date and also

help in comparison of results over a period of time.

􀂾 These act as testimony to the ability of the company to fulfil its promises

regarding returns and benefits and thus ensure customer loyalty.

􀂾 These advertisements must mention the relevant figures for the past three

years, where applicable (as per the SEBI code).

􀂾 Example: The Tata Mutual Fund justified investments in their mutual fund

schemes by quoting excellent past results, which were sustained over a period

of time. 􀂾 Prudential ICICI Growth fund depicted its performance and excellent returns

over a period of time with the help of a graph, intending easy

comprehensibility for a layman.

REFERENCE OF EXTERNAL AGENTS

“Advertising quotes views of external accredited institutions or informs about awards

received.”

􀂾 Customer confidence and loyalty is won by flaunting excellent credit ratings

awarded and awards won over a period of time.

􀂾 This type of advertising constitutes a “secondary line of attack on the minds of

the prospect” – with the primary line of attack being that of its ‘core

competencies’.

􀂾 Chola Mutual Funds flaunted its Triple Ace Income Funds’ AAAf credit

rating awarded to it by CRISIL. 

􀂾 Similarly JM Mutual Fund advertised its CPR-1 rating awarded for

performance by CRISIL.

􀂾 Kothari Pioneer advertised on the strength of The ET-S&P Micropal awards,

in lieu of excellence in relative investment management, to create an impact in

the minds of the investors.

HUMANISTIC

“Advertising with emotional overtones; appealing to the human in the investor”

􀂾 Having elements such as moral values, family relations, love for the near ones

etc, these advertisements try to appeal to the weaker side of the prospects’

personality.

􀂾 The main focus is not on facts or figures and thus it not an appeal to the

prospects’ reason, rather it tries to capitalise on his emotional aspect.
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􀂾 This strategy may be used either in the introductory stage of a scheme or to

restore the investor confidence back into it.

􀂾 Example: The ING Group touched the emotional chords of the readers by

advertising its policies as a new earning member for the family, providing the

needed support when needed the most. 􀂾 Also UTI introduced its Children’s Gift Growth Fund as a gift for the

investors’ child, a gift he could cherish forever.

TARGET SEGMENTS

The various segments targeted by mutual funds and their preferred investment

attributes are:

MARKET SEGMENTS:

1. Retail Segment

2. Institutional segment

3. Trusts

4. Non –resident Indians

5. Corporates

INVESTMENT ATTRIBUTES OF A FINANCIAL PRODUCT:

Different segments of the market have different risk-return criteria, on the basis of

which they take investment decisions. Not only that, in a particular segment also there

could be different sub-segments asking for yet different risk-return attributes, and

differential preference for various investment attributes of financial product.

Different investment attributes an investor expects in a financial product are:

􀂾 Liquidity,

􀂾 Capital appreciation,

􀂾 Safety of principal,

􀂾 Tax treatment,

􀂾 Dividend or interest income,

􀂾 Regulatory restrictions,

􀂾 Time period for investment, etc.

INTEGRATING INVESTMENT ATTRIBUTES AND THE

SEGMENTS

1. Retail Segment: This segment characterizes large number of participants but low

individual volumes. It consists of individuals, Hindu Undivided Families, and firms.

It may be further sub-divided into:

1. Salaried class people;

2. Retired people;

3. Businessmen and firms having occasional surpluses;

4. HUFs for long-term investment purpose.
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􀂾 These may be further classified on the basis of their income levels.

􀂾 The investment preferences for urban and rural prospects would differ and

therefore the strategies for tapping this segment would differ on the basis of

differential life style, value and ethics, social environment, media habits, and

nature of work.

􀂾 Broadly, this class requires security of the principal, liquidity, and regular

income more than capital appreciation. It lacks specialised investment skills in

financial markets and highly susceptible to mob behaviour.

􀂾 The marketing strategy involving indirect selling through agency network and

creating awareness through appropriate media would be more effective in this

segment.

􀂾 The patterns of investments could be that in case of Retired persons and

salaried persons nearing age of retirement Pension fund schemes and Monthly

Income Plans are preferred whereas in case of the relatively young salaried

persons equity segment may well be attractive.

2. Institutional Segment

􀂾 This segment characterises less number of participants, and large individual

volumes.

􀂾 It consists of banks, public sector units, financial institutions, foreign

institutional investors, insurance corporations, provident and pension funds.

􀂾 This class normally looks for more specialised professional investment skills

of the fund managers and expects a structured product than a ready-made

product.

􀂾 The tax features and regulatory restrictions are the vital considerations in their

investment decisions.

􀂾 Each class of participants, such as banks, provides a niche to the fund

managers in this segment. It requires more of a personalised and direct

marketing to sustain and increase volumes

.

3. Trusts

􀂾 It consists of various types of trusts, namely, charitable trusts, religious trust,

educational trust, family trust, social trust, etc. each with different objectives.

􀂾 Its basic investment need would be safety of the principal, regular income and

hedge against inflation rather than liquidity and capital appreciation.

􀂾 This class offers vast potential to the fund managers.

4. Non-Resident Indians

􀂾 This segment consists of very risk sensitive participants, at times referred as

‘fair weather friends.’

􀂾 They need the highest cover against political and exchange risk.

􀂾 They normally prefer easy exit with repatriation of income and principal.

􀂾 Marketing to this segment requires special kind of products for groups of

foreign countries depending upon the provisions of tax treaties.
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5. Corporates

􀂾 Generally, the investment need of this segment is to park their occasional

surplus funds that earn returns more than what they have to pay on account of

holding them.

􀂾 Alternatively, they also get surplus fund due to the seasonality of the business,

which typically become due for the payment within a year or quarter or even a

month.

􀂾 They need short term parking place for their fund. This segment offers a vast

potential to specialised money market managers.

Thus, each segment and sub-segment has their own risk return preferences forming

niches in the market. Mutual funds managers have to analyse in detail the intrinsic

needs of the prospects and design a variety of suitable products for them. Not only

that, the products also require marketing through appropriately different marketing

strategies.

EFFECTIVE COMMUNICATION OF THE CORE

BENEFIT

In this part is discussed the appropriate communication strategies to be adopted

through advertisements in the customer decision-making process:

Since services are ethereal, it is a challenging task to effectively communicate about

their core values. While there has been many an advice from service scholars to

tangibilise service, many approaches seen in practice often fail to capture and

communicate the core service benefit. Some creative service communication

strategies considered to have helped the service sellers stand out in the crowd have

been discussed below.

CREATIVE SERVICE COMMUNICATION STRATEGIES

􀂾 Physical representation entails showing physical components of the service

delivery system to represent a service brand (for instance delivery of the

returns by courier service)

􀂾 Performance documentation entails presenting objectively documented data as

per performance (e.g. the performance record of MFs).

􀂾 Consumers adopt innovations in services more slowly than they adopt

innovations in goods

􀂾 Performance episode strategy depicts a typical service delivery incidence (e.g.

an agent going out of the way to explain the details to a layman customer)

􀂾 Service consumption documentation features testimonials from customers

about some aspect of service (e.g. feedbacks and investor surveys by MF

companies)

􀂾 Direct benefit statement that tells about the benefit of the service in the

promotional campaigns (e.g. “assured and safe returns” or “12 percent interest

rate”)

􀂾 Use of logos and icons as symbols of the service (e.g. usage of a pearl to

imply the quality of the scheme by Alliance Capital Mutual Fund.)
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CONSUMER DECISIONS STAGES AND COMMUNICATION

TASKS

As a consumer moves through a sequence of decision stages, the communication

tasks prove to be different in every stage. The consumer decision stages comprise of

the following five phases viz.

􀂾 Problem recognition,

􀂾 Evoked and consideration set formation,

􀂾 Pre-purchase evaluation,

􀂾 Acquisition and use and post-use evaluation.

The aforementioned communication strategies are matched with the different service

communication tasks at various consumer decision stages as discussed here under.

Problem recognition

At this stage the consumer senses a problem and looks for a solution. Advertising in

this stage has to make a connection in the consumer mind between the consumer

problem and the service per se as its solution. For new services, problem recognition

may simply entail making the consumer aware of what his service does and how it

can be of use to the consumer i.e. by direct benefit statement. Consumers, even if it is

intangible, easily understand often the new service benefit (e.g. the benefits of home

delivery of groceries or a high speed internet connection). The task of problem

recognition is, however, more demanding when the direct benefit of the new service

is not immediately valued by the target customers. These customers need a

demonstration of the second-order benefit of service. In DSL, for instance, where

high speed by itself does not draw a customer, the second order benefit of, let us

suppose, faster online trade execution might be appealing and this can be conveyed

affectively by a comparison of two customers trading online with a slow versus a fast

connection and the DSL customer delighted with the faster execution and therefore a

more favourable trade price (a consumption episode strategy).

Evoked and consideration set placement

Once the problem is recognized, the next task is to place the brand into the

consumer’s evoked and consideration sets. In the case of the DSL service, for

instance, someone viewing an ad could buy the basic idea but then patronize a

competing DSL service provider. To help the advertising create brand awareness and

brand evocation, it is essential that the brand has a clear identity. Brand identity is

created by associating the brand name with some sensory image like a symbol, logo,

graphics or other visual form that lingers in the minds of the customers or prospective

customers. For services, symbols usually have to carry the entire burden and must at

the minimum be unique in the visual form (e.g. Embassy Suite’s stylised “E” and

Radisson’s Font style). Uniqueness will, at the most enable brand identity, but not

placement, into consideration set. The latter would require service differentiation

which in turn requires that the symbols be connotative as well and capture the core

meaning of the service for instance Merrill Lynch’s bull, Traveler’s umbrella and

Lucent Technologies’ dab of the red paint ring signifying energy and innovation.

Physical representations serves brand identity the best if the service system has
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unique visual forms and the physical system components have connotative overtones

(e.g. the networked globe icon on bright coloured brown vehicles of UPS). Without

any uniqueness, physical representation does nothing for brand identity and

evocation. An even more potent tool for consideration set placement is a core value

proposition statement that differentiates the service brand. Though the core values

in services are intangible, its communication need not suffer from the intangibility’s

pitfall properties of generality or abstractness. 

Pre-purchase evaluation

A service’s end product is typically intangible, but many components of its service

delivery system are tangible. The choice of a tangible or an intangible feature in

advertising should depend on which attributes are “determinant” – those which the

customer employs in evaluating an option and on which the brand is not at parity.

Communicating an intangible feature is more challenging but that is no excuse for

diverting advertising to a tangible feature, if the determinant attribute in a particular

case is an intangible one. An attribute can be communicated by linking it to relevant

tangible elements of the service delivery system or by linking it to a more intangible

outcome. For instance, if the wireless services want to illustrate freedom from

dropped calls, instead of simply citing the objective or making the customers talk to

the camera about the efficiency of the system, the “dropped call” feature can be better

communicated by focussing on a more intangible benefit like no loss to a

sales prospect due to a dropped call. For some target audiences, such intangible

executions may be more appealing than corresponding tangible execution. What

makes an ad lose its effectiveness is failing to avoid the pitfall properties of

intangibility. A statement like “Our name stands for reliability” becomes bland

and loses its impact. In order to make the intangible attribute more specific and

searchable, it is advisable to resort to a mere direct statement that has a greater

persuasion power.

Service acquisition and consumption

Customers are able to assess the service performance in this service consumption

stage. The perceived performance depends on actual performance but the latter is not

always obvious to the service recipient. Therefore, perception shaping is an

important communication task at this stage. One way of doing this is by bringing the

service work from below to above the “line of visibility”. To illustrate, when the

customers who are getting their motorcars repaired are allowed to watch the arduous

work of fixing up the car, they appreciate why they have to pay the extra money. If

bringing such transparency to service work by physical relocation is not possible then

the customers can be educated by communications. Such communications can take

the form of point-of-purchase (POP) information displays or personal educational

selling. Giving the service process the much-needed transparency by physical

structure restructuring, POP materials or individual briefing stress on the use of

channels other than mass media advertising which further emphasise the role of

integrated marketing communications rather than solely advertising to earn the

appreciation for performance

Post-purchase evaluation

The post-purchase evaluation takes into account the totality of the service experience.

After having gone to a salon, the quality of the haircut plus the ambience, the

courtesy of the stylist and everything else the customer experienced while being at the

salon become an input in service quality evaluation. The task of marketing a service

product is doubtlessly a formidable one because it is multi-faceted and most of its

outcomes are incorporeal and impalpable. As a result of this pitfall, branding was

never really an integral part of the culture of the service firms until recently when it

became an obligatory factor to help the market players emerge as a survivor in the

present-day tussle for existence. Thus, while the problem of intangibility can be

handled differently by different strategists, judicious positioning, branding and

effective communication of the core values of the ethereal service product aided by a

dash of sensible tangibilisation ought to be the focus of the service peddlers.

ADDED DIMENSIONS

Apart from the intangibility aspect there are some other elements due to which it

becomes a little difficult to effectively advertise mutual funds. These points must be

borne in mind for chalking out an effective marketing plan:

􀂾 Competition with the established and the acknowledged: The closest

substitutes to mutual funds are age-old services like Fixed Deposits and

Insurance Deposits, which have wide acceptability amongst the masses.

Mutual funds have still to go a long way to being able to win the investor

confidence and loyalty.

􀂾 The bane of the technicality involved: Mutual funds involve a lot of

technicality in terms of knowledge about the capital markets, the returns

expected, the variations in returns etc. the common man who is expected to

rope in his savings into such funds thus lacks the requisite knowledge needed

to comprehend these intricacies. This acts as a basic impediment against

spread of mutual funds in the rural sector.

􀂾 The element of risk as a deterrent: Returns on mutual funds are largely

dependent on economic conditions prevailing. This adds an element of risk to

the investments in mutual funds and hence it takes quite an effort to convince

the customers.

SALES PROMOTION ACTIVITIES

The present sales promotion activities of the Mutual funds can be divided into two

main headings:

Direct Marketing: This constitutes 20 percent of the total sales of mutual funds.

Some of the important tools used in this type of selling are:

Personal Selling: In this case the customer support officer of the fund at a particular

branch takes appointment from the potential prospect. Once the appointment is fixed,

the branch officer also called Business Development Associate (BDA) in some funds

then meets the prospect and gives him all details about the various schemes being

offered by his fund. The conversion rate in this mode of selling is in between 30% -

40%.
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Telemarketing: In this case the emphasis is to inform the people about the fund. The

names and phone numbers of the people are picked at random from telephone

directory. Sometimes people belonging to a particular profession are also contacted

through phone and are then informed about the fund. Generally the conversion rate in

this form of marketing is 15% - 20%.

Direct mail: This one of the most common method followed by all mutual funds.

Addresses of people are picked at random from telephone directory. The customer

support officer (CSO) then mails the literature of the schemes offered by the fund.

The follow up starts after 3 – 4 days of mailing the literature. The CSO calls on the

people to whom the literature was mailed. Answers their queries and is generally

successful in taking appointments with those people. It is then the job of BDA to try

his best to convert that prospect into a customer.

Advertisements in newspapers and magazines: The funds regularly advertise in

business newspapers and magazines besides in leading national dailies. The purpose

to keep investors aware about the schemes offered by the fund and their performance

in recent past. The purpose can even be to inform the customers about the

appreciation in value of the various policies and how they have performed better than

competitors.

Hoardings and Banners: In this case the hoardings and banners of the fund are put

at important locations of the city where the movement of the people is very high. The

hoarding and banner generally contains information either about one particular

scheme or brief information about all schemes of fund.

Selling through intermediaries: As already stated, Intermediaries contribute

towards 80% of the total sales of mutual funds. These are the people/ distributors who

are in direct touch with the investors and help in attracting new customers and

servicing the old ones on a personalised basis. In fact, a lot depends on the after sale

services offered by the intermediary to the customer. Customers prefer to work with

those intermediaries who give them right information about the fund and keep them

abreast with the latest changes taking place in the market especially if they have any

bearing on the fund in which they have invested.

Regular Meetings with distributors and training and selection of agents: Most of

the funds conduct monthly/bi-monthly meetings with their distributors. The objective

is to hear their complaints regarding service aspects from funds side and other queries

related to the market situation. Sometimes, special training programmes are also

conducted for the new agents/ distributors.

This topic has been dealt with in greater detail elsewhere in the report.
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P4 for PRICING

Money Matters

INTRODUCTION

It is perceived that the Mutual Funds have no control whatsoever in terms of pricing

of its services. In the case of mutual funds the pricing is done on the basis of the Net

Asset Value (NAV) That is, the price remains the same, irrespective of the demand

for the fund units .The price is instead tied to the Naiveté various regulations in this

regard as stated by SEBI must also be met.

In India the face value of Units of most of the mutual fund is Rs. 10. However, while

deciding on the price, incentives, and brokerage charges and commissions are also to

be decided in advance because the expenses towards these items will affect the

ultimate returns to investors.

The pricing components are as follows:

􀂾 Flexibility in Pricing

􀂾 Terms

􀂾 Discounts and Allowances

The usual approaches to pricing the goods as well as services are:

1. Cost based Pricing

2. Demand based Pricing

3. Competition based Pricing

The various terms regulating the pricing of MFs are as under:

Section 49. (3) States - While determining the prices of the units, the mutual fund

shall ensure that the repurchase price is not lower than 93% of the Net Asset Value

and the sale price is not higher than 107% of the Net Asset Value, provided that

the repurchase price of the units of a close ended scheme shall not be lower than 95%

of the Net Asset Value: Provided further that the difference between the repurchase

price and the sale price of the unit shall not exceed 7% calculated on the sale price.

Section 49(4) states - The price of units shall be determined with reference to the last

determined Net Asset Value as mentioned in sub-regulation (3) unless,

(a) The scheme announces the Net Asset Value on a daily basis; and

(b) The sale price is determined with or without a fixed premium added to the

future net asset value, which is declared in advance.

A Number of regulations have also been provided under the SEBI (Mutual fund)

Regulations of 1996, which provide for the limits to be placed on the fees and other

Charges to be levied by the Asset Management Company for the services provided by

it.
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52. (2) The Asset Management Company may charge the mutual fund with

investment and advisory fees which are fully disclosed in the offer document subject

to the following namely: -

1. One and a quarter of one per cent of the weekly average net assets outstanding

in each accounting year for the scheme concerned, as long as the net assets do

not exceed Rs.100 Crores, and

2. One per cent of the excess amount over Rs.100 Crores, where net assets so

calculated exceed Rs.100 Crores.

3. For schemes launched on a no load basis, the asset management company

shall be entitled to collect an additional management fee not exceeding 1% of

the weekly average net assets outstanding in each financial year.

4. In addition to the fees mentioned in sub regulation (2), the asset management

company may charge the mutual fund with the following expenses namely:

(a) Initial expenses of launching schemes.

(b) Recurring expenses including:

1. Marketing and selling expenses including agents' commission, if any;

2. Brokerage and transaction cost;

3. Registrar services for transfer of units sold or redeemed;

4. Fees and expenses of trustees;

5. Audit fees;

6. Custodian fees; and

7. Costs related to investor communication;

8. Costs of fund transfer from location to location;

9. Cost of providing account statements and dividend/redemption

cheques and warrants;

10. Insurance premium paid by the fund;

11. Winding up costs for terminating a fund or a scheme;

12. Costs of statutory advertisements

13. Such other costs as may be approved by the Board.

5. Any expense other than those specified in sub-regulation (2) and (4) shall be

borne by the asset management company or trustee or sponsors Provided that

initial expenses of floating the scheme shall not exceed six percent of the

initial resources raised under that scheme and such expenses should be

accounted in the books of accounts of the scheme as specified in the Tenth

Schedule. Provided further that any excess over the 6% initial issue expense

shall be borne by the asset management company.

6. The total expenses of the scheme excluding issue or redemption expenses,

whether initially borne by the mutual fund or by the asset management

company, but including the investment management and advisory fee shall be

subject to the following limits:

(a) On the first Rs.100 Crores of the average weekly net assets 2.5%

(b) On the next Rs.300 Crores of the average weekly net assets 2.25%

(c) On the next Rs.300 Crores of the average weekly net assets 2.0%

(d) On the balance on the assets 1.75%

Provided that such recurring expenses shall be lesser by at least 0.25% of the

weekly average net assets outstanding in each financial year in respect of a

scheme investing in bonds.
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7. Any expenditure in excess of the limits specified in sub-regulation (6) shall be

borne by the asset management company or by the trustee or sponsors

DISCOUNTS AND ALLOWANCES

The grant of discounts and allowances to the investors is strictly prohibited under the

SEBI Regulations. However, most of the Mutual Funds practise price differentiation

unofficially - though the levels of differentiation are very small-within a 2% rangeand

are usually given to the investors who invest money in bulk. The Brokerage

margins in the Mutual fund industry in India are also low. In a study conducted by

Economic times Funds Tracker, these margins were found to hover around the 2%

mark.
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P5 for PEOPLE

The Human Touch

This aspect of the seven ‘Ps’ is being stressed upon as one of the most relevant today

and includes the following elements and sub-elements:

􀂾 Employees - Recruitment, Training, Motivation, Rewards, Teamwork

􀂾 Customers – Education and Training

EMPLOYEES

Recruitment: The employees of a mutual fund broadly include the fund managers, the

distributors and the retail agents. One of the recent steps taken by AMFI (Association

of mutual Funds of India), the self –regulatory organization of Mutual funds in India

has been the one of making it mandatory for the Mutual fund managers and the sales

force to obtain certifications from AMFI. This would certainly go a long way in

improving the quality of service of the Mutual funds. Registration of the distributors

is also an important part of this.

As Mr. A. P. Kurian says “ What is important today is that the intermediaries i.e., the

distributors, agents and who are distributing and selling the mutual funds, need to

become more disciplined and pass the AMFI test. They must register with AMFI and

must become professional people so that they can advise their clients properly.”

Training: Most of the funds conduct monthly/bi-monthly meetings with their

distributors. The objective is to hear their complaints regarding service aspects from

funds side and other queries related to the market situation. Sometimes, special

training programmes are also conducted for the new agents/ distributors.

Planning a calendar of training sessions for the agents so that the mutual fund selling

is transparent, informative and ethical is of utmost importance

Motivation and Rewards: The mutual fund industry is characterised by the strong

bond between the performance of the fund managers and the remuneration that he/she

gets. Thus, the skill and efficiency of the manager come into play and they also get

motivated because of this.

Teamwork: Teamwork culture is another feature, which goes a long way to ensure

that there is better coordination and higher success rate of the employees.

CUSTOMERS

“Mutual funds in India are still often taken to be synonymous with UTI”-lament

many in the industry hence, it is being constantly emphasised that investor education

is the need of the hour in the mutual fund industry today as it is the various myths and

lack of information that keeps the investors away. In fact, it has been found that the

majority of the investors in MFs in India are from the metropolitan cities and the level
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of penetration of the MFs is very low in other areas. This has been attributed to the

lack of awareness and understanding among the potential investors.

Realizing the need for investor's education, mutual funds have conducted several

awareness programs at different centers in recent years. For example the Zurich India

group has conducted various such programmes.

Many MF companies are now bringing out advertisements that impart some basic

level of knowledge about the Mutual funds in general as also about the company

itself. The companies also print various pamphlets and material to educate the

investors.

P6 for PHYSICAL EVIDENCE

Tangibilsing the Intangibles

This aspect includes the following with respect to the Mutual Fund sector.

Physical Evidence refers to the environment in which the service is delivered and

where the customers interact, and any tangible commodities that facilitate the

performance or communication of the service

1. Servicescape:

(a) Facility Exterior

(b) Facility Interior

2. Other Tangibles

(a) Brochures

(b) Application Forms

(c) Visiting Cards etc.

The Servicescape includes the facility Interior and the facility Exterior.

In case of the Mutual funds, the Servicescape should be designed keeping in view the

requirements of the Employees as much of the interactive marketing usually takes

place outside the Servicescape through Tele – based, Web –based service delivery

systems.

However, the Other Tangibles do have a very important role to play through various

aids like Application forms, Brochures, Business cards, Stationery, Billing

Statements, Reports, Employee Dress, Internet / Web Pages. The Quality of the

Tangibles has an important role to play as it gives impression regarding the quality of

the service being provided by the company.

Refer to the Offer Documents annexed to the report.
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P7 for PROCESS

The Building Blocks

THE PROCESS

The process element in case of a Mutual Fund would include:

1. Flow of activities

(a) Standardized

(b) Customized

2. Number of steps

(a) Simple

(b) Complex

3. Customer Involvement

These are then, the essential elements of a marketing plan. Besides these, some

additional aspects that need to be emphasised here are:

1. Cost

2. Additional incentives

3. Customer servicing

COST

The cost of investing in mutual funds in India is not very high because SEBI has

strictly laid down the limits of various expenses. According to the SEBI Regulations,

the AMC can charge the mutual funds with inv, management and Advisory fees that

are fully disclosed in the prospectus. Accordingly, the Initial expenses under one

scheme can’t be more than 6% of the Funds raised. These expenses include:

1. Issue cost of sponsoring the fund and its scheme.

2. Recurring expenses including marketing, selling, agents’ and brokers’

commissions, transaction costs, Registrars’ and Transfer agents’ fees and so

on.

3. Incentives are often offered to investors for early payment. Under the Equity

linked tax saving scheme, incentives varied from 1.5% to 4% in the past.

4. Agents’ commission is paid out of the funds collected. The rate of

commission is usually between 1.5% and 3.5%.

5. Usually, there are no pre-fixed redemption and encashment charges. The

encashment and redemption price is fixed on the basis of NAV and is usually

less than the underlying NAV of the fund. Therefore, redemption/ encashment

charges are always recovered from the investors.

Additional incentives: Although mutual funds have been providing various direct

and indirect inducements to investors, there have recently been proposals to ban the

following:

a. Use of lotteries and gifts
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b. Agency commission to an individual on the condition that he also

becomes an investor and collects subscription from others.

c. Early-bird incentives or other cash incentives for selling schemes

d. Insurance benefits, if the same is not -allowed to all investors

e. Offering of units at a differential price to any one class of shareholders

SERVICING THE CUSTOMERS

The marketing of services is significantly influenced by the quality of service and the

interpersonal relationship between customers and the service organisation. Servicing

has great significance in mutual funds, as in the absence of any tangible evidence; this

provides to the customers an indication of the product quality Expected rates of return

being more or less for all schemes, it is the quality of service, which become the

deciding factor. Thus, prompt and timely service in issuing certificates/cheques and in

attending to any customer problems would make a distinct difference. These services

can be provided through external agencies, or internally through the service

department. In India most mutual funds provide after-sales service through both

external agencies and internal service department, although they largely rely on

external agencies (transfer and registrar agents) who are specialized in the job.

In order to ensure quality service to customers, service audit would be of great help

to monitor the range of services usually rendered by mutual funds. These are salesrelated,

complaint-related and suggestions related services. Service standards can be

fixed on the basis of expectation levels of customers that can be found through

market surveys.
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MARKETING STRATEGIES

Suggestion for a Generic Marketing Strategy

THE APPROACH

The basic approach to the Marketing Strategy that we are about to suggest is the

following:

􀂾 Think laterally about the market: Come up with new ideas, view the scenario

in a simplistic fashion, appeal to basic issues.

􀂾 Understand the customer deeply: Understand their needs, their concerns,

their lifestyles, their aspirations and their likes and dislikes.

􀂾 Feedback loop:To Develop a strong feedback loop from the Marketing team to

the Organisation, and vice versa. There should be no loss of messages that are

being sent out into the market. There ought to a feedback system installed that

gives us feedback on Market, Competition and Customer.

􀂾 Stick to the organisation’s Core Values

DEFINE COMPETITION LANDSCAPE
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There should a targeted focus on the uniqueness of Mutual Funds as an investment

tool.  It is required to understand how potential customers would look at an investment in

a Mutual Fund. They might look at it as an upfront commitment by them for uncertain

future, unpredictable returns driven by market and fund management

Organisation. In such a scenario people and past performance become the key

elements of the Marketing Strategy. Some of them are:

Sponsor / Fund House

Timing

Advertising & Press Relations

Returns – Past Performance

Brand Building

Usefulness to investor

Channels

King and Performer match

Sales Strategy

Sponsor

􀂾 Who are the people behind the operation – shareholders, employees?

􀂾 What is their track record for fair dealing?

􀂾 Are they here for the long term?

Timing

􀂾 Flavour of season phenomenon

􀂾 When to offer a scheme?

􀂾 When market is down?

􀂾 When market is up?

Advertising and Public Relations activities

􀂾 Print

􀂾 Television

􀂾 Bill Boards

􀂾 Point of Purchase

􀂾 Communications & Updates

􀂾 Internet
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Returns

􀂾 View on “performance” in mutual fund context

􀂾 As markets mature, scope for super-normal returns diminish

􀂾 Absolute v/s Relative – role of derivatives

􀂾 Fund houses have to stick to clear investment philosophy

􀂾 Investor has a critical role in determining nature of exposure

Brand

􀂾 Brand is a relationship – not a name

􀂾 Create a brand preference – top of mind recall

Usefulness

􀂾 Scheme should fulfil a significant need

􀂾 Scheme should meet performance qualifier

􀂾 Scheme should ensure adequate service level

Channel

􀂾 Direct Sales

􀂾 Related Distributors

􀂾 Independent Distributors

􀂾 Channel management skills are key.

King

􀂾 The Investor is the KING

􀂾 The Fund is the performer

Sales Strategy

􀂾 Focus on Customer needs

􀂾 Think laterally

􀂾 Consider all forms of investments as competition

TO SUM UP

Sell QUALITY with a DIFFERENTIATED SERVICE level

geared to build the  BRAND through a knowledge-enabled

front-office that builds a RELATIONSHIP by offering what

the prospect needs through a PROCESS that is a pleasure,

while upholding rigorous STANDARDS and remaining

relevant.

MUTUAL FUNDS BEST PRACTICES

THE PRACTICE OF “RESTFUL”

Risk-Reward Relationship: A clear and direct relationship of Risk with Reward has

to be developed and the concept instilled in the mind of the investor, and this is the

basis of all classification of Mutual Funds.

Ease of business: The Business of Mutual Funds is not an easy one – It is easy only

for the ones who have either been in the business for a long time, or for the people

institutions which have been in the Investment space for long time and are willing to

experiment and learn from their mistakes, and can be flexible.

Service: The service provision ought to be flawless, for after all, Mutual Funds is a

service, and the only way the number of customers can be increased and the existing

ones retained is by providing a higher level of service, thereby increasing customer

satisfaction.

Trust / Transparency: A high level of transparency has to be built into the system

of processes and investments in Mutual Funds. This of vital importance as the terms

“Transparency” and “Trust”, in the case of Mutual Funds are synonyms. Trust in the

firm would come only with transparency. And with Trust would come more business.

Fairness to investors: This, of course, is an offshoot of the previous point that was

made. No business can survive unless it is fair to the customer. However, what is

important here is that it has to be made evidently clear that the firm is actually being

Fair to its customers. Modesty doesn’t help, and this has to be told to the customers

so that they actually notice.

Utility: The objectives of the investment have to be always kept in mind while

marketing Mutual Funds, for if there is a deviation, its utility is lost, or the customers

remain unsatisfied.

Liquidity: This has been again and again highlighted, for it the basic premise that

most investors invest in Mutual Funds only because of the high level of liquidity.

There has to be a good market developed for every  issue, so that there is a ready

market available for them.

 Objectives of the Report                                               

This report examines the multiple distribution channels for mutual funds in India with a specific focus on independent

financial advisors (IFAs). Through proprietary surveys of asset managers, national and regional distribution firms

and IFAs, this report outlines the key distribution dynamics in India's fast growing mutual fund marketplace. 

CURRENT SCENARIO IN INDIA 

India Growth Story: Overview

GDP growth is likely to be sustained at +8% levels Structural shift -Over the years, % share of industry and services in GDP has increased making India more resilient to vagaries of monsoons Industry and Services driven by growing Consumption and Investments/ Infrastructure Focus on agriculture could provide further impetus to growth.
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India Growth Story: Key Drivers
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1/4thof the world’s youth live in India51% of the Indian population is below 25 years of ageBy 2015, the net addition to the productive population (25-44 years) will be 90m, 1/3rdof USA’s current population or five new Australias.
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Research Objectives: 

The basic objective of my Research was to find out the various factors governing the investor behaviour in the choice of a Mutual Fund channel by customers and thereby enabling the various channels formulate tailor-made solutions for the typical problems of this sector.

Scope of my Work:  

The scope of my Research envisages the bank customers located in and around the Hyderabad.

Methodology

Research Design:

Based on the requirements of my Research i have selected Conclusive Research Design as the formal procedure. Conclusive Research can be classified as either Descriptive or Causal. However Descriptive Conclusive Research matches the Research criteria on the following grounds:

1. The objectives of the Research are clearly specified beforehand.

2. The information needs are listed out and so is the scope of Research.

3. I am not trying to find out any Cause and effect relationship between two or more variables, but  trying to analyze a set of market characteristics for a particular sector of the economy.

Data Collection:

I have used Primary method of data Collection based on Survey conducted by means of Questionnaires.  The data was collected by Questionnaires from Banks and Retailors in  Hyderabad over 20 days. To authenticate my data, I have collected Business Cards from some of the respondent 

Sampling:

Sampling of the data was carried out on the basis of Turnover of the customers. Post Sampling, a total of 178 cases was selected for final analysis.

Fieldwork:

The field work included collection of data from respondents by means of Questionnaire (whose list have been provided beforehand) over a period of 20 days in  Hyderabad and Secunderabad.

Analysis: 

Statistical tool used   :  SPSS 13.0

Technique used         :  Factor analysis

Case Size        
          : 178

Why SPSS?

SPSS is used for cross tabulation of data to get the relationship between a particular set of data with respect to the other source of information. It also gives the graphical representation of the data. This makes analysis and understanding easier. It is one of the most widely used tools for statistical analysis across the globe.  

Since the sample size is small and number of parameters is less so i decided to go for SPSS because of its simplicity and ease compared to other available tools.

FREQUENCY TABLE: -

The Variables chosen are for the following reasons:

· Profession of the Respondent: It has been observed that people in the service sector have a different attitude towards investing than people running a business. To take into account this behaviour the respondent’s profession has been asked.

· Investment Objective: This variable assesses the need out of which an investor invests in Mutual Funds.

· Earning Since: To measure the level of comfort of an investor before investing it and also to get an insight into his investment horizon needs.

· Income: To relate income to the type of channel used. Example: A Villager  may prefer the IFA route than a private bank.

· Bank Account: Kind of bank account if at all an investor has may be Public Sector Bank, Private Bank or International Bank.

· Awareness: This relates the choice of channel with the promotion or publicity created by either the channel or its investors.

· Terms and conditions: Whether the channel conveys information like market risks etc to the investor.

· Preference of direct channel over others: Shows how many people have faith in a AMC over an intermediary providing his services.

·  Proximity: Simply to measure the ease of availability of a channels services.

· Promotion: Impact of promotional activity to the choice.

· Historical Performance: Previous Success rate of the distribution channel’s advice in influencing the choice.

· Personal attention: The personal attention given by the staff.

· Competency of staff: The efficiency of the staff in a channel .Example Relationship Managers in banks.

· Delivery: The charges associated with the channel.

· Speed: Measures the promptness in services.

· Confidential: If the details of investment are kept safe.

· Grievance handling: Interest shown in after sales support and services.

· Channel Used: Channel used previously by investor. Relates the loyalty of investor to a channel.

.

     PROBLEMS FACED DURING DATA COLLECTION:

· Slightly lengthy questionnaire so the respondents found it to be time consuming.

· Respondents were uncomfortable disclosing their annual turnover.

· Respondents were also not forthcoming when it came to disclosing the name of the banks where they hold accounts.

· There was not much awareness among the respondents about the financial services offered by banks like mutual funds and insurance schemes so this might affect my outcome.

Results

· Output analysis

First I have the table showing output of KMO test and Bartlett's test of sphericity which indicate the suitability of data for factor analysis. (Refer Appendix 1)

The Kaiser-Meyer-Olkin Measure of Sampling Adequacy indicates the proportion of variance in variables which is common variance, i.e. which might be caused by underlying factors.

High values (close to 1.0) generally indicate that a factor analysis may be useful and if the value is less than 0.50, the results of the factor analysis probably won't be very useful. In this research the value of the coefficient is 0.797 which shows that the data collected for the analysis is useful and adequate.

Next, Bartlett's test of sphericity indicates whether correlation matrix is an identity matrix, which would indicate that the variables are unrelated. The significance level gives the result of the test. Very small values (less than 0.05) indicate that there are probably significant relationships among your variables. A value higher than about .10 or so may indicate that your data are not suitable for factor analysis. In this research the significance value is 0.000 which shows that the there is probably significant relationship among the variables.

NEXT,  COMMUNALITIES TABLE. 

Initial communalities are estimates of the variance in each variable accounted for by all components or factors. For principal components extraction, this is always equal to 1.0 for correlation analyses. Extraction communalities are estimates of the variance in each variable accounted for by the components. These are all acceptable, as there are none lower than about 0.2 (anything less than 0.1 should prompt to drop that particular variable, as it clearly does not have enough in common with the factors in the solution to be useful. If a particular variable is dropped it is necessary to run the analysis again, but without the problem variable).

The next table (Refer appendix 3) in the output displays the Eigen values for each potential factor. There are as many factors as there are variables to begin with, but this does not result in any kind of data reduction. The first six factors have Eigen values greater than 1, so SPSS extracts these factors by default (SPSS automatically extracts all factors with Eigen values greater than 1, unless otherwise stated in the options). In column 2 we have the amount of variance ‘explained’ by each factor, and in the next column, the cumulative variance explained by each successive factor.

 In this research, the cumulative variance explained by the first six factors is 63.63% and this should be greater than 50%. 

The Scree plot is next to be displayed in the output sheet (Refer Appendix 4). 

Although six factors have been extracted (using the SPSS default criteria), the Scree plot shows that a 5 factor solution might have been better – the big difference in the slope of the line comes after five factors have been extracted. The discontinuity between the first five factors and the remaining set is clear – they have a far ‘steeper’ slope than the later factors. However the amount of variance explained by the sixth factor it is almost same as that of the Fifth factor i.e. % the change is very less as compared to the previous values. The cumulative variance explained by the five factors is 58.37% which is sufficient for factor extraction and the same time this change has enhanced the overview of the rotated component matrix considerably. So I can remove the sixth factor from the analysis. 

This is done as follows:-

Up to now, SPSS had been deciding how many factors to extract, and it has been using the default criterion (called the ‘Kaiser’ criterion) of extracting factors with Eigen values greater than 1. After analyzing the Scree plot, it is decided that the sixth factor is of not much importance and so the number of factors is reduced to 5. 

Next in the output sheet is the Rotated factor matrix (Refer Appendix 6), showing the factor loadings for each of the variables on each of the five factors. 

Each factor has a number of variables attached to it which have higher factor loadings, and the rest have lower ones. 

During analysis SPSS has ‘suppressed’ or ignored those absolute values which are below 0.4. So, these will be represented by blank spaces. It is important to concentrate on values greater than 0.4, as any value lower than this can also be ignored. This ultimately cleans up the rotated factor matrix and makes it easier to interpret.

While analyzing the rotated component matrix it is noticed that the first rotated factor is highly correlated with variables

· Income of respondent.

·  facilities provided 

· Type of Bank Account

· Awareness about the channel

· Read and understood the terms and conditions.

· Preferences of other channels over AMCs directly. 

· Proximity of Channel

·  Historical Performance data.

These variables are not particularly correlated with the other factors. 

The second factor is highly correlated with variables

· Personal attention

· Competent personnel

· Consistency in delivering services

· speed of service

· Security/confidentiality

· Grievances/compliant handling. 

The third factor is highly correlated with variables

· Investment Objective

· Earning tenure

The fourth factor is highly correlated with variables

· Channel used previously / charges

· Promotions

The fifth factor is highly correlated with variables

· Profession of Respondent 

· Availability of bank branches across country/globe.

Finally it is the component score coefficient matrix. (Refer Appendix 7)

The component Score Coefficient Matrix shows values used to compute factor scores for each case. For each case, the factor score is computed by multiplying variable values by factor score coefficients.

For example: - if the factor value is F1 and consist of correlated variables V1, V2 and V3   having factor loadings as a1, a2 and a3 respectively then 

Factor, F1 = a1*V1 + a2*V2 + a3*V3

Values of 5 factor scores for each case are displayed in the data view of the SPSS main sheet. 

Inference

In many survey studies, there may be many variables. However, it is difficult to understand the overall meaning of these variables. Factor analysis helps to combine similar variables into the same dimension, and results in only a few dimensions (factors) that are meaningful for explaining the problem from the qualitative aspects of the study. 

In this research report initially there were 20 variables related to the research objective. Using Factor Analysis, it was possible to combine these 20 different types of variables into five general groups of factors. 

Thus, the five major groupings of services that are most highly correlated with the five factors are: 

Factor1 representing variables related to Initial Selection of  the distribution channel

Factor 2 representing variables influencing Investment Decision in a channel

Factor 3 representing variables leading to change in Distribution channel

Factor 4 representing variables related to  selection of alternative channel

Factor 5 representing variables related to constraints of an investor

These are the broad factors which influence a CUSTOMER while choosing a Mutual Fund Channel..

CONCLUSION

In this analysis it was tried to find out the various factors of the investor's behaviour in choosing a channel The data collected for the analysis was found to be adequate and appropriate as per KMO test. The principal component analysis carried out on the data resulted into five independent factors that are considered important by a customer while choosing a channel for mutual funds.

 These factors are:

· Initial selection of distribution channel

· Investment decision in a channel

· Decision to switch from existing channel

· Selection of an alternative Channel

This Research Report has brought out the important aspects on which the AMCs need to focus for the typical requirements of the customers and hence formulate future policies accordingly.   

Appendices

Appendix-1

KMO and Bartlett's Test

	Kaiser-Meyer-Olkin Measure of Sampling Adequacy.
	.797

	Bartlett's Test of Sphericity

 
	Approx. Chi-Square
	1112.604

	
	Df
	190

	
	Sig.
	.000


Appendix-2

Communalities

	 
	Initial
	Extraction

	Proffession
	1.000
	.679

	Inveobjective
	1.000
	.631

	Earning
	1.000
	.737

	Income
	1.000
	.673

	Channel 
	1.000
	.813

	Branches
	1.000
	.693

	Facilities
	1.000
	.503

	Bank
	1.000
	.677

	Awareness
	1.000
	.669

	Read
	1.000
	.646

	Preference
	1.000
	.669

	proximity
	1.000
	.697

	Promotion
	1.000
	.652

	Historical
	1.000
	.452

	personalattn
	1.000
	.663

	comppersonal
	1.000
	.636

	Delivery
	1.000
	.602

	Speed
	1.000
	.609

	confidentiality
	1.000
	.508

	Grievances
	1.000
	.519


Extraction Method: Principal Component Analysis.

Appendix-3

Total Variance Explained

	Component

 
	Initial Eigenvalues
	Extraction Sums of Squared Loadings

	
	Total
	% of Variance
	Cumulative %
	Total
	% of Variance
	Cumulative %

	Proffession
	4.880
	24.400
	24.400
	4.880
	24.400
	24.400

	Inveobjective
	2.772
	13.861
	38.262
	2.772
	13.861
	38.262

	Earning
	1.588
	7.942
	46.204
	1.588
	7.942
	46.204

	Income
	1.329
	6.645
	52.849
	1.329
	6.645
	52.849

	Channel 
	1.104
	5.521
	58.370
	1.104
	5.521
	58.370

	Branches
	1.053
	5.267
	63.637
	1.053
	5.267
	63.637

	Facilities
	.911
	4.557
	68.194
	 
	 
	 

	Bank
	.803
	4.017
	72.212
	 
	 
	 

	Awareness
	.739
	3.696
	75.908
	 
	 
	 

	Read
	.684
	3.421
	79.329
	 
	 
	 

	Preference
	.594
	2.971
	82.299
	 
	 
	 

	proximity
	.565
	2.827
	85.127
	 
	 
	 

	Promotion
	.497
	2.487
	87.614
	 
	 
	 

	Historical
	.444
	2.220
	89.834
	 
	 
	 

	personalattn
	.417
	2.086
	91.920
	 
	 
	 

	comppersonal
	.364
	1.821
	93.741
	 
	 
	 

	Delivery
	.352
	1.758
	95.499
	 
	 
	 

	Speed
	.324
	1.622
	97.121
	 
	 
	 

	confidentiality
	.310
	1.549
	98.670
	 
	 
	 

	Grievances
	.266
	1.330
	100.000
	 
	 
	 


Extraction Method: Principal Component Analysis.

Appendix-4

Total Variance Explained

	Component
	Initial Eigenvalues
	Extraction Sums of Squared Loadings

	 
	Total
	% of Variance
	Cumulative %
	Total
	% of Variance
	Cumulative %

	1
	4.880
	24.400
	24.400
	4.880
	24.400
	24.400

	2
	2.772
	13.861
	38.262
	2.772
	13.861
	38.262

	3
	1.588
	7.942
	46.204
	1.588
	7.942
	46.204

	4
	1.329
	6.645
	52.849
	1.329
	6.645
	52.849

	5
	1.104
	5.521
	58.370
	1.104
	5.521
	58.370

	6
	1.053
	5.267
	63.637
	 
	 
	 

	7
	.911
	4.557
	68.194
	 
	 
	 

	8
	.803
	4.017
	72.212
	 
	 
	 

	9
	.739
	3.696
	75.908
	 
	 
	 

	10
	.684
	3.421
	79.329
	 
	 
	 

	11
	.594
	2.971
	82.299
	 
	 
	 

	12
	.565
	2.827
	85.127
	 
	 
	 

	13
	.497
	2.487
	87.614
	 
	 
	 

	14
	.444
	2.220
	89.834
	 
	 
	 

	15
	.417
	2.086
	91.920
	 
	 
	 

	16
	.364
	1.821
	93.741
	 
	 
	 

	17
	.352
	1.758
	95.499
	 
	 
	 

	18
	.324
	1.622
	97.121
	 
	 
	 

	19
	.310
	1.549
	98.670
	 
	 
	 

	20
	.266
	1.330
	100.000
	 
	 
	 


Extraction Method: Principal Component Analysis.

Appendix-5
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Appendix-6

Rotated Component Matrix(a) after considering five factors

	 
	Component

	
	1
	2
	3
	4
	5

	Proffession
	 
	 
	 
	 
	.767

	Inveobjective
	 
	 
	.737
	 
	 

	Earning
	 
	 
	.728
	 
	 

	Income
	.499
	 
	 
	 
	 

	Channel 
	 
	 
	 
	.881
	 

	Branches
	 
	 
	 
	 
	.639


	Facilities
	.627
	 
	 
	 
	 

	Bank
	.742
	 
	 
	 
	 

	Awareness
	.775
	 
	 
	 
	 

	Read
	.718
	 
	 
	 
	 

	Preference
	.467
	 
	.458

	 
	 

	proximity
	.616
	 
	.433
	 
	 

	Promotion
	.455
	 
	 
	.589
	 

	Historical
	.497
	 
	 
	 
	 

	personalattn
	 
	.732
	 
	 
	 

	comppersonal
	 
	.759
	 
	 
	 

	Delivery
	 
	.722
	 
	 
	 

	Speed
	 
	.686
	 
	 
	 

	confidentiality
	 
	.599
	 
	 
	 

	Grievances
	 
	.705
	 
	 
	 


Extraction Method: Principal Component Analysis.  Rotation Method: Varimax with Kaiser Normalization.

a  Rotation converged in 7 iterations.

Appendix-7

Component Score Coefficient Matrix

	 
	Component

	
	1
	2
	3
	4
	5

	Proffession
	-.062
	-.042
	.221
	-.156
	.569

	Inveobjective
	-.047
	.014
	.426
	-.121
	.030

	Earning
	-.111
	-.057
	.401
	.107
	.075

	Income
	.169
	.020
	.086
	-.198
	-.098

	Channel 
	-.126
	.018
	-.089
	.652
	.007

	Branches
	.071
	.006
	-.231
	.117
	.419

	Facilities
	.242
	-.036
	-.093
	-.181
	.156

	Bank
	.225
	-.041
	-.092
	.073
	.016

	Awareness
	.235
	-.023
	-.012
	-.029
	-.019

	Read
	.205
	-.040
	-.024
	.003
	.125

	Preference
	.051
	-.007
	.162
	.128
	.005

	proximity
	.183
	.022
	.169
	-.185
	-.214

	Promotion
	.057
	-.019
	.004
	.349
	-.144

	Historical
	.217
	.031
	-.305
	.075
	-.085

	personalattn
	.023
	.250
	-.014
	-.089
	-.092

	comppersonal
	.040
	.267
	-.062
	-.024
	-.186

	Delivery
	-.008
	.249
	-.095
	.020
	-.006

	Speed
	-.083
	.219
	.016
	-.015
	.194

	confidentiality
	-.033
	.179
	.043
	.080
	.117

	Grievances
	-.065
	.239
	.014
	.069
	-.042


Extraction Method: Principal Component Analysis.  Rotation Method: Varimax with Kaiser Normalization.  Component Scores.

HDFC FIXED MATURITY PLAN


During the first two months with HDFC Mutual Funds, we got a chance to work on an IPO from the fund house. The product was the Fixed Maturity Plan (FMP). 


What is an FMP?

FMPs are close-ended income schemes with a fix maturity date. This period could be anywhere between 15 days to two years or more, as in the case of fixed deposits, the money is paid back to the investor when the period ends. The FMP invests in fixed income instruments such as bonds, government securities and money market instruments. The tenure of these instruments depends on the tenure of the scheme. 

Elimination of Interest Rate Risk

Income funds carry a risk known as “interest rate risk”. Interest rates and prices of fixed-income instruments share an inverse relationship. When the overall interest rates rise, the prices of these instruments fall, and vice-versa. Adjusting the portfolio according to market returns is called “marked to market”. In other words, when interest rates rise, the NAV of an income fund falls. 

FMPs effectively eliminate this risk. This is done by employing a systematic investment strategy. FMPs invest in instruments that mature at the same time their schemes come to an end. 

So, a 90-day FMP will invest in the instruments that mature within 90 days. Holding the underlying instruments up to their maturity effectively mitigate the interest risk as there is no buying or selling of the instrument needed. 

However, though the return is more or less certain for the fund manager, these are not assured return schemes. The returns could, at best, be indicative. 

Liquidity and Tax Impact

Several MF schemes return the investor’s money within five. The structure of an FMP does not lend itself to this kind of liquidity. Investors invest money that they are not going to need during the tenure of the plan. As the scheme opens for subscription, the tenure is declared. So investments may be made for a suitable tenure. FMPs charge a steep exit load if redeemed during this tenure. 

An FMP is an income scheme of a mutual fund. Hence, the tax incidence is similar to that on traditional income schemes. The dividend will be tax free in the hands of the investors. However, the AMC will have to pay a dividend distribution tax, which is applicable to debt products. 


Benefits of an FMP

As of this writing, markets are at an all-time high. Depending on whom you talk to, either a severe correction is round the corner or the market is going to go up by a couple of thousand points more. 

Common sense says that at least some profit has to be booked. The problem is that when it comes to fixed income, the investor has little to choose from. 

With Finance Act 2005 withdrawing Section 80L, all fixed income instruments have become fully taxable. If an investor belongs to 33.66% tax bracket, after paying tax, the left over return is not enough to cover inflation. 

FMPs provide an arbitrage opportunity as far as tax rate is concerned. An investor may be in the highest tax bracket, but the distribution tax that is payable by the Mutual Fund on the dividend is fixed at 14.025%. This is better than paying tax at the highest rate. Also, Corporates indulge in tax arbitrage by investing in FMPs as distribution tax rate applicable to them, 22.44% is lower than maximum marginal rate. 

Double Indexation

Before understanding double indexation, it is necessary to understand the concept of indexation itself. For calculating capital gains, we reduce the cost from the sale value. For long-term capital gains, this cost can be enhanced by the inflation multiple. For this purpose, CBDT releases the index figures for each financial year. Such declared index is applicable for any transaction done during the entire year. The base year is 1981-82 and the index is 100. 

Then on, considering the inflation figure for the year, CBDT has been releasing the indices every year. This is known as the Cost Inflation Index (CII). The CII for FY 05-06 is 497. Let’s examine a simple example to illustrate the use of the CII:

· Sale value of asset sold in FY 05-06: Rs 5,00,000

· CII for FY 05-06: 497

· Cost of the asset purchased in FY 02-03: 2,00,000

· CII for FY 02-03: 447

· Indexed cost: Rs 2 lakhs X 497 / 447 = Rs 2,22,371

· Long-term capital gain: Rs 2,77,629

Therefore, instead of paying tax on Rs. 3,00,000 just on account of the indexation benefit, the investor gets an option of paying tax only on Rs. 2,77,629. As mentioned above, FMPs are nothing but non-equity funds. Long-term capital gains on non-equity funds are taxed at the lower of 10% without cost indexation or 20% with cost indexation. 

Double indexation is a trick where the investor holds the investment for a little more than one year but gets the benefit of index multiple of two years. Suppose the FMP is for 370 days, only five more days than a full year. If the entry date is March 29th 2006 i.e. FY 05-06, then the exit date is 3rd April, 2007 i.e. FY 07-08. By holding the investment for a little into the next financial year, an investor can use the facility of CII for two years. The CII usage boosts the cost beyond the sale price due to which the investor suffers a notional capital loss. Consequently, the entire maturity value is rendered tax-free. The net annualized return remains at 8% without any tax incidence whatsoever. 

HDFC Fixed Maturity Plan

The HDFC FMP was launched on March 21, 2006, with its closing on March 27, 2006. The product was under the supervision of fund manager Mr. Anil Bamboli.

The FMP was launched under two plans, retail and institutional. Under each plan, the investor had the options of a 3 month FMP, or a 13 month FMP. (See appendix for the product sheet and returns). 

The main aim behind the launch of the product was attracting short term money from the Corporates by selling them the product on the strength of the double indexation benefit. Though healthy investments came in through retail, HDFC’s FMP was primarily launched as a corporate product.


Work Done During the FMP launch

1. Tele-Conference with Fund Manager and Sales Manager: I attended a tele-conference with the fund manager, Mr. Anil Bamboli, CIO of HDFC AMC, Mr. Prashant Jain, and Sales heads from across the country. The primary purpose of this conference was to educate the sales team about the product, the double taxation benefits, and to set the sales targets for the various regions.

2. Setting Sales Targets: Before the target figures were finalized, every branch was asked to submit its own internal target. The official targets to the branches were then provided by the Head Office.

3. Meeting Banking and other Institutional Distributors: For the week leading up to the FMP launch, and during the FMP period, regular visits were made to the branches of all the banks with a clear objective to achieve maximum sales. During these visits, the Relationship Managers and Personal Bankers at the various branches were educated about FMPs and its benefits. These distributors were specifically asked to target those clients interested in going for Fixed Deposits, as FMPs would give overall better returns, because of the tax benefits. 

4. Meeting Corporates Directly: I also visited Corporates from whom big investments were likely to happen, along with my project Guide, Ms. Namrata Jain. Most Corporates were already aware of the benefits of the FMPs and were willing to invest in order to derive double indexation benefits in the 13 Month Plan. In some cases, the Corporates said that their cash was tied up due to the financial year closing. These visits required prior calling and fixing up of appointments. Because of the short duration before the announcement and the launch of the product, only existing Corporate investors were targeted. 


Results

The Hyderabad Branch was given a target of Rs 8 Crores. We collected Rs 7.7 Crores, which, according to the South Sales head, was a good figure. 

The product was launched during a time when 3 AMCs (Standard Chartered, ICICI, Franklin Templeton) had already closed their FMPs and 2 more FMPs were running parallel to ours (ABN Amro, HSBC). At the same time, several distributors mentioned that FMPs were tough to sell as distributors make little money on it and investors today are more interested in equity markets. In the light of these events, we managed to collect a good amount of money in the scheme. 

HDFC Mid Cap opportunity Fund (NFO)

This fund was launched on the 7th of May and closes on the 8th of June.The selling of NFO involves creating awareness among all the channels through phone calls and then manually dispatching NFO forms and brochures .The next step involves putting up posters and banners of the new fund in all strategic locations .The promotion work has to followed up well the relationship have to be guided by giving NFO presentations and organizing meetings. The manager also conducted a road show for the fund in which the fund manager Mr.Chirag himself answered the queries.
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