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What is this paper about?

 Mutual Funds: Market for mutual funds > Is it 

buyers market or sellers market?

 Regulatory intervention: Can regulators 

influence the market for mutual funds?

 Emerging markets: Nature of investors and 

the institutional environment.

 In summary, this paper is under the umbrella 

of public policy in emerging financial markets



Why are we researching on market for 

mutual funds?

 Mutual funds market is a significant investment vehicle with 
investments made by millions of investing public that are 
managed by handful of investment companies. However, it is not 
clear whether it is sellers market or buyers market. Sellers 
market can have adverse effects on the investing public (high 
prices and low quality).

 Investors interest is paramount to financial market regulators. 
However, regulatory efficacy in financial markets in under 
researched. 

 What determines market for mutual funds and whether regulatory 
intervention influences market forces is an under-researched 
topic. The answers are highly sought.  
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The issue from SEBI’s perspective

“The present system of payment of commission has led to a lack 

of control by the investor over the quality of service vis-a-vis the 

commission being borne him. This has led to a situation where 

advices rendered to the investors could be influenced by factors 

other than investor's interest. There appears to be a need to 

empower the investor in deciding the commission paid to the 

distributors and also to ensure transparency in commissions paid 

for mutual fund products.“

Source: SEBI circular: SEBI/IMD/CIR No. 4/168230/09 dated 30th June 2009 from www.sebi.gov.in



SEBI’s action

Effective from August 1st 2009 SEBI banned 

entry loads charged by all AMCs that operate 

in India (for both existing and proposed 

mutual fund schemes). SEBI asked sellers of 

mutual fund schemes collect commissions 

directly from investors. 

In summary, more transparency while selling 

mutual funds. 



Research questions

1. What is the effect of transparency 

regulation on fund flows? 

2. Whether buyers really get empowered after 

transparency regulation? Does their buying 

decision becomes more sensitive to fund 

characteristics?

3. How do sellers adapt to more transparent 

market environment? Do they become more 

competitive (in terms of their pricing and 

quality)?



Mutual funds investment decision
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Hypotheses: set 1

 H1: The general relationship between recent fund performance 
and fund flows should be insignificant in the Indian mutual funds 
market.

 H2: In the pre-entry load transparency regime, no-entry load 
funds‘ flows should be more sensitive to performance compared 
to entry load funds.

 H3: The performance flow relationship should improve in the 
post-entry load transparency regime.

 H4: Fund flows in the post-entry load transparency regime should 
be significantly lower compared to pre-entry load transparency 
regime.



Sellers’ reaction
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Hypotheses: set 2

 H5: Fund performance, on average, should 

improve in the post-entry load transparency 

regime.

 H6: MER, on average, should remain 

unchanged in the post-entry load 

transparency regime.



India specific hypotheses

 H7: On average, MER of a group affiliated 

mutual fund should be higher than non-group 

affiliated mutual funds.

 H8: On average, fund performance of group 

affiliated mutual funds should be higher than 

non-group affiliated mutual funds.



Data

Source: Mainly from ACE Mutual funds 

database from Accord Fintech Ltd. 

Data Period: August 2005 to June 2010

Sample: 296 equity growth mutual funds that 

belong to 36 Mutual fund companies (AMCs)

Other sources: RBI; CMIE (Alpha)

Current limitation: shorter post-regulation 

observation period. Currently working on 

increasing the sample period. 



Data



Preliminary analysis



Funds flow analysis



Funds flow analysis -2



Fund expenses analysis



Conclusions and future work

 The market for mutual funds is determined by 
investor sophistication and incentives to market 
mutual funds.

 SEBI regulation has some desirable effect (reducing 
unspohicated investors’ investment and improving 
market quality)

 The biggest problem is still out there (where are the 
unsophistcated investor flows headed)

 Need more analysis (survey on the investor type 
before and after the regulation) to confirm the 
evidence. 


