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ABSTRACT 
A mutual fund is a managed gathering of claimed securities of a few corporations. These corporations get 

dividends on the shares that they hold and acknowledge capital gains or losses on their securities exchanged. 
Investors buy shares in the mutual fund as though it was a singular security. In the wake of paying operating 

expenses, the profit (dividends, capital gains or losses) of the mutual fund are distributed to the investors, in 

relation to the measure of cash contributed.  

Investors trust that a loss on one holding will be made up by a gain on another. Regarding the adage "Don't tie 

up your assets in one place" the holders of mutual fund shares are capable by and large to gain the advantage 

by diversifying their speculations, which may be past their financial means exclusively.  The current paper 

highlights the risk factors associated with mutual funds. 
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I. INTRODUCTION 
A mutual fund might be either an open-end or a shut end fund. An open-end mutual fund doesn't have a 

set number of shares; it might be considered as a liquid capital stock. The quantity of shares changes as 

investors purchases or sell their shares.  

Mutual fund is a speculation organization that pools cash from shareholders and puts resources into an 

assortment of securities, like stocks, securities and currency market instruments. Most open-end Mutual funds 

(otherwise called an open-end speculation organization, to separate it from a shut end venture organization) 

persistently offer new shares to investors. Mutual funds put away pooled money of numerous investors to meet 

the fund's expressed speculation objective. Mutual funds stand prepared to sell and recover their shares 

whenever at the fund's current net resource esteem for example all out fund resources isolated by shares 

remarkable.  

A mutual fund resembles a scaffold or a financial go-between that permits a gathering of investors to 
pool in their cash along with not really settled venture unbiased and afterward this accumulated cash is put by 

the fund manager into explicit securities (stocks or securities).  

Mutual funds can be considered as one of the most incredible venture roads since they are extremely 

cost productive and furthermore simple to put resources into. Subsequently by pooling cash together in a mutual 

fund, investors can buy stocks or securities with much lower exchanging costs than if they attempted to do it all 

alone.  

A Mutual Fund is advanced by a support and run by a trust that pools the investment funds of various 

retail investors who share a typical financial objective. The cash gathered by selling units of mutual funds is put 

by the fund manager in various kinds of securities depending as indicated by the target of the plan. These could 

go from shares to debentures to currency market instruments.  

For a singular investors a Mutual Fund offers broadened, expertly managed portfolio for a somewhat 
minimal price. Anyone with an investible overflow of as little as possible put resources into Mutual Funds. Each 

Mutual Fund conspire has a characterized speculation objective and strategy.  

Mutual funds utilize proficient managers to settle on the choices in regards to which organizations' 

securities ought to be purchased and sold. The managers of the mutual fund choose how the pooled funds will 

be contributed. Venture opportunities are bountiful and complex.  

As such, Mutual Funds mixes various resources through the issuance of units to investors and 

empowers venture of pooled funds in fluctuated securities in lieu of unveiled goals of proposition archives. 

Security speculations are spread across a wide cross-segment of enterprises and areas and consequently the risk 

is decreased.  

Diversification lessens the risk since all stocks may not move a similar way in a similar extent 

simultaneously. Various units are given to the investors (who are additionally called as unit holders) by the 



Risk Factors Related To Mutual Funds 

DOI: 10.35629/8028-0712056770                             www.ijbmi.org                                                         68 | Page 

Mutual Funds according to the cash contributed by them and thus according to the speculation, profits just as 

losses are shared among them. 

 

II. RISK FACTORS RELATED TO MUTUAL FUNDS 
I) Market risk  

Market risk is a risk which might bring about losses for any investor because of the terrible showing of the 

market. There are a great deal of factors that influence the market. A couple of models are a catastrophic event, 

inflation, downturn, political distress, vacillation of interest rates, etc. Market risk is otherwise called systematic 

risk. Diversifying an individual's portfolio will not help in these situations. The main thing that an investor can 

do is to wait for what to fall set up.  

ii) Concentration Risk  

Concentration by and large means zeroing in on only a certain something. Concentrating a lot of an individual's 
interest in one specific plan is never a decent alternative. Profits will be colossal if fortunate, yet the losses will 

be articulated on occasion. The most ideal approach to limit this risk is by diversifying your portfolio. 

Concentrating and putting intensely in one area is additionally risky. The more different the portfolio, the lesser 

the risk is.  

iii) Interest rate risk  

Interest rate changes depending on the credit accessible with lenders and the interest from borrowers. They are 

conversely identified with one another. Expansion in the interest rates during the venture time frame might bring 

about a decrease of the cost of securities. For instance, an individual chooses to contribute Rs.100 with a rate of 

5% for a time of x years.  

On the off chance that the interest rate change for reasons unknown and it becomes 6%, the singular can 

presently don't get back the Rs.100 he contributed in light of the fact that the rate is fixed. The main alternative 
here is lessening the market worth of the security. In the event that the interest rate decreases to 4% then again, 

the investor can sell it at a cost over the contributed sum.  

iv) Liquidity risk  

It alludes to the trouble to recover a venture without causing a loss in the worth of the instrument. It can likewise 

happen when a merchant can't discover a purchaser for the security. In mutual funds, the lock-in period might 

bring about liquidity risk. There is no hope during the lock-in period.  

(v.) Credit risk  

Credit risk implies that the backer of the plan can't pay what was guaranteed as interest. Ordinarily, agencies 

which handle ventures are rated by rating agencies on these criteria. In this way, an individual will consistently 

see that a firm with a high appraising will save money as well as the other way around. Mutual Funds, especially 

debt funds, likewise experience the ill effects of credit risk.  

In debt funds, the fund manager needs to incorporate just speculation grade securities. In any case, some of the 
time it may happen that to acquire more significant yields, the fund manager might incorporate lower credit-

rated securities. This would expand the credit risk of the portfolio. Prior to putting resources into a debt fund, 

examine the credit evaluations of the portfolio composition.  

vi) Inflation Risk  

It can be best depicted as the risk of losing one's buying power, principally because of the increasing inflation 

rate. Commonly, investors are presented to the effect of this risk when the rate of returns acquired on ventures 

neglects to stay aware of the expanding inflationary rate. For example, if the rate of returns is 5% and the rate of 

inflation is 3%, then, at that point, investors are left with just 2% returns. 

 

III. DISCUSSION 
Now-a-days Mutual Funds offer various plans with different goals. Prior to moving towards the 

market, the Mutual Fund must be enlisted with SEBI which investigates it across various features. Henceforth, 

Mutual Fund is an ideal elective where investors with similar venture destinations could pool in the cash, 

Speculation Manager accordingly would put cash in agreement to the plan goals.  

Funds are positioned based upon their performance all in all and performance against their friends by 

such organizations as Morningstar which has an industry perceived rating system for mutual funds. They have a 

one-to-five star system where five stars is awesome.  

Typically, the higher the position, higher the quality of the fund. For instance Morningstar rates mutual 

funds from 1 to 5 stars based on how well they've performed (in the wake of adapting to risk and representing 

deals charges) in contrast with comparative funds. Within each Morningstar Class, the top 10% of funds get 5 
stars and the bottoms 10% get 1 star. Funds are rated for up to three time spans: three-, five-and 10-years and 

these appraisals are joined to create a general rating. Funds with under three years of history are not rated. 

Appraisals are unbiased, based totally on a numerical assessment of past performance. The appraisals are a 
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helpful instrument for recognizing funds deserving of additional research, however ought not be viewed as signs 

to purchase or sell.  

Mutual Funds can be ordered by their inclination as beneath:-  
a) Equity funds: Equity mutual funds put pooled sum in the stocks of public organizations. Equity fund 

managers apply various styles for stock picking when they settle on speculation choices for their portfolios. 

Some fund managers utilize a worth way to deal with stocks, searching for stocks that are underestimated when 

contrasted with different organizations. Another methodology is to check out development, attempting to 

discover stocks that are becoming quicker than their competitors, or the market overall. A few managers 

purchase the two sorts of stocks, making a portfolio of both development and worth stocks.  

b) Debt funds: Debt mutual fund is a sort of mutual fund that is planned particularly for the okay investor 

whose fundamental point is capital appreciation combined with good returns on venture. These are for investors 

who incline toward funds with lesser volatility and need an ordinary pay.  

c) Balanced funds: As the name recommend, they are combination of both - equity and debt funds. They put 

resources into the two equities and fixed pay securities, which are in accordance with pre-characterized venture 
objective of the plan. Equity part gives development and the debt part gives stability in returns.  

By following these tips, one can viably pad the effect of mutual fund risks.  

 Build a portfolio that coordinates with your risk appetite  

Perhaps the most ideal approach to pad the most risks related with mutual funds is by putting resources into a 

profile that coordinates with investors' risk-taking capability. Factors like one's age, financial standing, risk 

appetite and financial objectives should be made an appearance prior to choosing a particular mutual fund 

conspire. For example, people with an okay appetite and a drawn out financial objective will track down a 

balanced portfolio with a profitable blend of both debt and equity suitable.  

 Invest through Systematic Growth strategy  

Through this venture course, investors will actually want to appropriate the risk trouble altogether. Likewise, 

with the assistance of components like rupee cost averaging and the power of compounding, investors can bring 
down their expense of venture effectively.  

 Invest through STP  

This venture course likewise assists with appropriating the risk related with mutual fund speculations over a 

period and furthermore assists with bringing down the average expense of speculation. All in all, it assists with 

combating the effect of going into an exaggerated market. The reality it empowers investors to move starting 

with one fund then onto the next assists with solidifying gains and lower related risks effectively.  

 Diversify your portfolio  

Apportion speculations across resource classes and areas like debt, cash same, equities, and so on to adjust the 

portfolio's risk-reward proportion and related market risks viably. By factoring in risk appetite, time skyline and 

financial objectives, investors can enhance their portfolio appropriately.  

 

IV. CONCLUSION 
With the underlying advancement approaches no question Indian economy is probably going to return 

to a high develop way in couple of years. Henceforth mutual fund organizations are expected to overhaul their 

abilities and technology. Accomplishment of mutual fund anyway would brilliant depending upon the execution 

of ideas. Concerning the Mutual Fund investor we are of the view that the investor needs to embrace two vital 

abilities for fruitful contributing for example a feeling of timing and venture discipline both should be embraced 

simultaneously. 
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