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ABSTRACT

A mutual fund is an investment vehicle that offers multifaceted benefits such as risk minimisation
through diversification, management of investors’ funds in a professional manner, lesser cost,
transparent mechanism, flexibility, easy accessibility, regulatory control, and liquidity. The savings of
all types of investors are pooled by the mutual fund. These savings are then invested by fund
managers in different securities with the twin objective of risk minimisation and return maximisation. In
this way, mutual fund plays a productive role in the Indian economy. Investors are the backbone of the
mutual fund industry. As such, protecting investors’ interest for ensuring their spontaneous
participation in mutual funds is essential. The regulatory framework of the mutual fund industry of India
is a globally competitive one. The year 1991 is a milestone because the function of regulating mutual
funds was given to the Securities and Exchange Board of India (SEBI) in March 1991. During the
period from 2008 to 2021, the capital market regulator has taken certain investor-friendly measures
which are discussed in this paper. Assets under Management (AUM) for the quarter ended 31st
December 2019 was Rs. 26.54 lakh crore whereas the AUM for the same period of 2020 was Rs.
22.26 lakh crore. This shows a downfall in AUM which may be due to the COVID pandemic. The assets
held by individual investors were 52.1% of industry assets in April 2020 while the same was 54.7% in
April 2019. Another shocking incident in the Mutual Fund Industry of India due to the COVID-19
pandemic was the shutting down of six debt mutual fund schemes on 23.04.2020 by Franklin
Templeton which shocked the investor community. It resulted in huge outflows of over Rs. 8,000
crores in April 2020. The RBI quickly intervened and the RBI announcement of Rs. 50,000 crore
special package was made for the interest of the mutual fund investors. The research paper
endeavours to focus on the investor-friendly initiatives of the Indian mutual fund regulator SEBI since
its inception to the pandemic (COVID-19).
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INTRODUCTION

A mutual fund has become a main form of investment because of its multifaceted benefits such as risk
minimisation through diversification, management of investors’ funds in a professional manner, lesser
cost, transparent mechanism, flexibility, easy accessibility, regulatory control, and liquidity. The
savings of all types of investors are pooled by the mutual fund. These savings are then invested by
fund managers in different securities with the twin objective of risk minimisation and return
maximisation. In this way, mutual fund plays a productive role in the Indian economy. To ensure the
smooth functioning of the mutual fund industry, the interests of mutual fund investors must be
protected because investors are the main pillars of the mutual fund industry. Investor-friendly
measures by Indian mutual fund regulators over the years have given confidence to the investors and
all types of investors across the globe are attracted to invest in the Indian Mutual Fund Industry.
Protecting investors from potential loss and correcting the failures are the main two objectives of any
regulatory body. Regulators should not change their views indiscriminately because such things can
adversely affect investor confidence and may create instability in the market. Two types of cost are
associated with regulation: ‘Direct Cost’ and ‘Indirect Cost’. Direct cost consists of administration and
implementation cost, whereas the indirect cost consists of loss of economic welfare because of
restrictions on competition. For a developing country and emerging market like India, Cost-Benefit
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Analysis (CBA) should be followed before formulating regulation.
Objective of the Study and Data Source

The study endeavours to focus on the investor-friendly initiatives of Indian mutual fund regulators
since inception to the pandemic (COVID-19).

The study is exploratory in nature. The exploratory part of the research paper is based on the current
literature available in the market on this issue in the form of books, reports, articles, research studies
and websites.

LITERATURE REVIEW

Somashekar (2009) examines the SEBI Mutual Fund Regulation and points out the benefits of these
regulations from the Indian perspective. The researcher has compared the performance of the funds
governed by the Unit Trust of India (UTI) Act Regulations with that of the funds governed by the SEBI
Regulations. It is observed that the funds governed by SEBI outperformed the funds governed by UTI
over time. Vasudevan (2010) provides a critical assessment of SEBI's declaration to have a uniform
exitload—a fee charged for early redemptions—for investments through the lump sum route as well as
systematic investment plans (SIPs). Kamble (2013) examines the mechanisms of the regulator (SEBI)
regarding mutual funds in India. The purpose and objective of this article are to study the meaning and
nature of mutual funds, the procedure, the importance of SEBI and its mechanism in India, and also to
analyse the growth of mutual funds in India. Burugula (2016) observes that some AMCs are engaged
in the practice of "dividend stripping." Investors put their money into funds that announce big
dividends. They pocket the dividend and show a reduction in NAV as the capital loss is adjusted
against capital gains from other investments. SEBI has been looking into the matter seriously so that
this practice cannot evade tax. Balachandran and Panjavarnam (2017) attempt to highlight the
different rules and regulations associated with regulating mutual funds in India. According to the study,
the SEBI has taken significant steps toward ensuring due diligence and transparency in all investment
decisions, but the regulator should implement corporate disclosure norms over a shorter time frame.
Singh (2019) focuses on mutual fund regulations in India. She also states that the use of
cryptocurrency should be allowed in mutual fund investments so that it becomes easier for investors to
make instant transactions, though the use of cryptocurrency is illegal according to the foreign norms of
the country. Jain (2020) observes that the ever-increasing number of accounts under 'Systematic
Investment Plan' (SIP) is an indicator of increasing investors' confidence in mutual funds in India.

DISCUSSION
Single Regulator versus Multiple Regulators

In India, financial markets are supervised by many regulators such as RBI, SEBI, Forward Market
Commission (FMC), Insurance Regulatory and Development Authority (IRDA), Pension Fund
Regulatory and Development Authority (PFRDA). In the case of multiple regulators, there lies a
possibility of overlapping between their functions. As such, some experts opine that a single regulator
can ensure avoiding such overlapping possibilities. They are of the view that a single financial
regulator can facilitate well-organized resource allocation by devoting regulatory resources (both
financial and human resources) to where they are most needed. Another advantage of a single
regulatory system is that it can share information about various regulatory divisions, which will help a
lotin preventing fraud.

But alook at developing countries reveals that specialised business firms and institutions dominate the
market to a great extent. The objectives and focus of those firms and institutions are different. As such,
in India, multiple financial regulators can be more effective in developing the market. Flexibility is an
advantage of multiple financial regulators.

Background of Mutual Fund Regulators
Before 1991, there were insufficient rules and regulations for controlling the performance of the Indian
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mutual fund industry. The Reserve Bank of India (RBI), in July 1989, came out with certain guiding
principles to regulate all types of financial institutions including mutual funds. Later, in March 1991, the
important function of regulating mutual funds in India was handed over to the SEBI. The SEBI initially
formulated SEBI (Mutual Funds) Regulations 1993 and subsequently revised the existing regulations
and circulated fresh guidelines entitled SEBI (Mutual Funds) Regulations 1996. From 1996 till date
SEBI has traversed a journey of 24 years and the secondary markets have gone through various bull
and bear phases. In protecting the interest of the investors, SEBI has taken various measures which
have kept the Indian Mutual Fund Industry growing during this two and half decade as is evident from
the AUM data which jumped from Rs. 25 crores in 1965 to Rs. 2,226,203 as of 31st March 2020.

Role of Regulatory Bodies in Indian Mutual Funds Industry

The three main functions of the SEBI, the capital market regulator, are (a) Protecting the investor
community, (b) Promoting the development of the securities market, and (c) Regulating the securities
market.

The SEBI has to play several crucial roles which are as follows:

* Regulatory Role: SEBI regulates the market intermediaries including rating agencies that come
under the ambit of SEBI regulations. It has the power to seek any information from companies,
institutions, and intermediaries to prohibit unfair and fraudulent trade practices.

* Role of Market Development: Educational and training programmes are conducted by the SEBI
regularly to generate and magnify awareness amongst all the stakeholders. Research is also
conducted by SEBI to regulate and develop the securities market and there also exists a dedicated
SEBI website for investor protection.

+ Compliance Role: If one is dissatisfied with any issues relating to market participants, one can take
up the matter with SEBIl and complaint forms are also available on the SEBI website.

« Punitive Role: SEBI can take correctional measures against anybody found guilty of protecting the
investors and developing the securities.

Initiatives of SEBI

The regulatory landscape of mutual funds has witnessed dramatic changes throughout the world
during the last few years starting from 2008. Perhaps, no other financial services sector has seen such
major changes. India is no different in terms of regulatory reforms in case of mutual funds. The major
initiatives of the SEBI for making the Indian Mutual Fund Industry investor-friendly are stated below:

Uniform Exit Load

SEBI has directed mutual funds to impose a uniform exit load for all the investments irrespective of the
ticket size. It will lead to zero disparity among retail and institutional investors.

“ASBA”

SEBI’s directive to introduce the Application Supported by Blocked Amount (ASBA) facility with effect
from 1st October 2010 is an investor-friendly move because investors can earn interest on the amount
blocked until mutual fund units are allotted to them.

No Dividend from Capital

Now, dividends can be declared by the fund houses only from booked profit on investment and not from
the investor’s money. It will result in a fall in the amount and frequency of dividends. As per regulation,
dividends can be paid only out of realized gains. However, in some special cases (such as when the
NAV of a fund is trading below the face value), the difference between the sale price and the face value
will have to be debited to distributable reserve. When this reserve has become positive after adjusting
the amount already debited to such reserve, the dividend can only be declared.
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