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jacket. This section also dis-
cusses the important aspects of
communicating empirical data in
a proper manner.

One finishes the book with sat-
isfaction. There are no strong
ideological arguments and un-
necessary polemics. The book
focuses on finding the truth by
taking into account various ethi-
cal considerations and sensitivi-
ties of diverse constituents in
development management.

On the down side, we would
like to point out two things.
First, an omission. The author
of the ninth chapter, Dina

Abbott, is not included in the list -

of authors under “About the
Contributors”. The second is a
matter of commission. Being a
book from Britain, it was a mi-
nor disappointment that the
spellings were American. Any
reasons?

— K Sankaran and
Shashi Warrier

K Sankaran is former Asso-
ciate VP, Business Consult-
ing Group, Mumbai and
Chennai. He has taught
Stategy and Policy in SP
Jain Institute of Manage-
ment, Mumbai.

Shashi Warrier is currently
a full-time writer, who has
several years of experience
in industry in technical and
managerial positions. He
has also been a consultant

with Tata Economic
Consultancy Services,
Mumbai.

Mutual Funds in India —
Marketing Strategies and
Investment Practices

By H Sadhak, Sage Publications,
New Delhi, 1997, Price: Rs. 395
(Cloth), Rs. 250 (Paper).

he first mutual fund in the

country, the Unit Trust of
India, was set up by the central
government in 1964. It re-
mained a monopoly in the busi-
ness for over 20 years. In 1987,
state owned banks and finan-
cial institutions were permitted
to set up mutual fund subsidiar-
ies. This was a prelude to fur-
ther opening of the sector in
1993, when private mutual
funds were permitted to oper-
ate. In Mutual Funds in In-
dia, H Sadhak examines the in-
creasingly significant role
played by mutual funds in
India’s liberalised market
economy, and then discusses
marketing strategies and invest-
ment practices of mutual funds.

The mutual fund industry has
been growing in importance in
the Indian economy, especially
so in the 1990s. Mutual funds
are involved in resource

mobilisation and resource allo-
cation in the economy and the
ability of mutual funds to per-
form this function determines
the performance of the mutual
fund industry itself, and to some
extent the performance of the
entire economy. During the 80s
and 90s, the capital markets
have grown significantly. A
measure of the importance of
capital markets in the economy,
the ratio of the market
capitalisation (which is the mar-
ket value of securities listed on
the exchanges) to Gross Na-
tional Product has increased
from 6.6% in 1979-80 to 40.8%
in 1992-93 and still further to
75.8% in 1994-95. The number
of firms in the mutual fund in-
dustry has grown from a mo-
nopoly during the period 1964-
1988, to 32 mutual fund opera-
tors in 1997. By March 1996,
the total assets managed by the
mutual fund industry had
reached nearly Rs 82,000
crores.

Sadhak provides some valuable
information on the ability of
mutual funds to mobilise and to
allocate resources. In terms of
resource mobilisation, the indus-
try has been fairly successful .
as shown by the growth in funds
under management. However,
on the resource allocation side,
the evidence is not so encour-
aging. As of February 1997,
quotes were available for only
51 of the 58 mutual funds that
were listed. Of these, 57%
were quoted below Rs 10, and
12% were quoted below Rs 5.
It is clear that there is a wide
variation in the performance of
mutual funds. The choice of the
mutual fund and the nature of
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the scheme can influence the
returns from the investment.

The author has presented a
simple research model called
Test-Fit-Go (TFG) which incor-
porates a variety of economic,
industrial and company-related
factors. It is a general model of
how one should proceed when
analysing a company. However,
the model is too general to be
of much practical use, except
to show the various factors that
would go into the analysis of a
firm. The author argues that in-
vestment research in India is in
its infancy. In Sadhak’s words,
“Research, such as it is, is con-
ducted in a chaotic manner. The
great quantity of data that is
available does not really help the
investment manager. Manage-
ment factors are not fully
analysed, management weak-
nesses are not examined and no
realistic assessments are made
about a company’s future
plans.” Coming from a senior
executive in the mutual fund in-
dustry, this may be taken to be
an honest assessment of the
status of investment research in
India. The recent problems of
UTI. Canbank Mutual Fund and
CRB Mutual Fund further con-
firm this view. While it would
be unwise to paint all mutual
funds with the same colour,
Sadhak’s honest assessment of
the situation should help us make
more informed decisions the
next time we consider invest-
ing our hard earned money in
mutual funds.

Marketing of mutual funds is a
challenge since it involves the
selling of a promise of perfor-
mance. The section on market-
ing of mutual funds provides

information that helps under-
stand the challenge of market-
ing different kinds of mutual
funds. Besides regulatory re-
quirements in terms of fees and
maximum expenses that can be
incurred, information on inves-
tor profiles have been provided
which is very helpful. The ser-
vice class is the largest class of
investors in mutual funds con-
stituting 32% of investors, fol-
lowed by business people
(19%) and housewives (15%).
Information on the preference
of these investors in terms of
the kind of schemes that they
are most interested in is also
available for interested readers.
A survey of influences on in-
vestment decisions has revealed
that feedback from agents is
probably the most important. It
is important that these interme-
diaries are well informed about
mutual funds so that they are
able to provide the right infor-
mation to investors. It would be
good for the Association of
Mutual Funds of India (AMFI)
to take up the suggestion that
the association design suitable
training material and
programmes for mutual fund
intermediaries like brokers and
agents.

In the 90s, the number of firms
listed on the stock exchanges
grew substantially giving India
the distinction of being the coun-
try with one of the largest num-
bers of listed companies. By
1996, there were 9,100 compa-
nies listed compared to 2,265 in
1980. However, this is not a
proud achievement because a
large number of these compa-
nies are not quoted in the mar-
ket, leaving illiquid stocks in the

hands of investors who have
witnessed sharp erosion in their
investments in these stocks.
The investors in these stocks
were not just uninformed and
unsophisticated small investors
but also included mutual funds
which claim to have profession-
als making investment deci-
sions. Losses incurred in these
transactions have resulted in
the asset management company
being unable to meet the obli-
gations to its investors. In the
case of public sector mutual
funds, the government has
bailed out these funds at the
expense of the taxpayer. The
adverse performance arising
from these investments also re-
sulted in loss of investor confi-
dence in the capital markets as
well as in the mutual fund in-
dustry. Mutual funds are an im-
portant player in the capital
markets and the health of the
capital markets directly influ-
ences their performance for
better or for worse. It is in the
interest of the industry to dis-
courage bad stocks from com-
ing to the market and certainly
not invest in them. To the ex-
tent that the mutual fund indus-
try did not discourage these du-
bious shares from being sold in
the capital markets they and the
merchant bankers who man-
aged these issues, share the
blame for the current lack of in-
vestor interest in the primary
market. It is disappointing that
this issue has not been discussed
in this book.

Another issue of concern that
has not been addressed is the
potential conflict of interest that
can arise between the mutual
fund and the merchant banking
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arm of a financial conglomer-
ate in terms of fulfilling the fi-
duciary responsibilities. An ex-
ample of this would be where
the merchant bank has under-
written a stock issue but is
saddled with unsold stock. It
may want to reduce its loss by
getting the associated mutual
fund to subscribe to these
shares though it may not be in
the interest of the mutual fund
investors. Regulation should try
to minimise the actual exploita-
tion of these potential conflicts
of interest.

Overall, the book is a useful
resource on mutual funds in In-
dia. It contains useful informa-
tion and data organised in 45
tables, mainly on the mutual
fund industry in India but also
providing some comparisons
with the industry in the US, UK
and Japan. The main contribu-
tion of the book is not so much
in new analysis or insights about
the mutual fund industry, but the
presentation of information
about mutual funds, particularly
scattered data, and presenting
it well in an easily accessible
form. The next time someone
has to write a report on the
mutual fund industry, his job will
be much easier.

— Ashok Thampy

Ashok Thampy is Assistant
Professor, Finance and Con-
trol, at the Indian Institute
of Management Bangalore.

ntelligent
Manufacturing

Intelligent Manufacturing

By Lynn Underwood, Universities
Press (India), 1998, pp 221,
Price: Rs. 215.

he latest in the series of

business titles brought out
jointly by Universities Press and
Economist Intelligence Unit, In-
telligent Manufacturing has
been written with the needs of
international executives and
business education in mind.

The first three chapters provide
the foundation. The author be-
gins with the argument that
other than labour, raw materi-
als, capital and land, (also
known as the four factors of
production in the classical eco-
nomics of firms) there is now a
fifth one — information. She
identifies the reasons for the
US and Western Europe losing
manufacturing leadership to
Japan and South-East Asia in
recent decades. She also iden-
tifies the Japanese philosophy
of simply-integrate-automate as
the main reason for that
country’s superiority in the

manufacturing sector. The term

integration includes:

®  integration within in-house

production

B  integration between differ-
ent functions of the firm

B  integration between various
players in the value chain.

According to the author, prod-
uct design and process manage-
ment, and not technology and
cheap labour, are the variables
that differentiate manufacturing
success and failure. It is here
that information plays an impor-
tant role.

After defining the above as the
theme of the book, the author
describes, in the following chap-
ters, ways and means of achiev-
ing intelligent manufacturing.
These eight chapters essentially
provide what the author feels
are the do’s and don’ts of de-
signing and operationalising an
intelligent manufacturing setup.
Most of the measures sug-
gested by the author are con-
cepts that have recently gained
acceptance in manufacturing
management literature. The
book will familiarise the reader
with the concepts of
organisational change, just-in-
time manufacturing, total qual-
ity management and various
other techniques as tools for
establishing intelligent manu-
facturing. The implementation
of these measures, according to
the author, is vital for a firm to
become world class in manu-
facturing.

Underwood has done a decent
job in bringing together, in a neat
and structured manner, most of
the recent concepts that pro-
duction management research-
ers have identified as vital from
the viewpoint of successful
manufacturing strategy. An in-

Management Review, September, 1999

155



