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Mutual Funds

Why do people invest in mutual fund?
1
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Diversification

Professional asset managers
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Mutual Funds

Structure
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Mutual Funds

“A mutual fund is an investment vehicle made 
up of a pool of moneys collected from many 

investors for the purpose of investing in 
securities such as stocks, bonds, commodities, 

real estate and other financial assets.”

A. Definition

Mutual funds are managed by Mutual Fund Company (Asset 
Manager).



Open-end Vs Closed-end
The discriminating factor is if you can freely enter and exit.
- Open-end: the investor can enter/exit freely (Open-end funds invest
in financial assets with a liquid secondary market)
- Close-end: the investor enters only at the birth of the fund and he
cannot go out until its expiry (Close-end generally invest in not liquid
financial assets: real estate, stocks not listed, bonds without a
secondary market)

Object of the investment
The discriminating factor is the type of assets in which the fund invest:
- Equity Funds;
- Bond Funds;
- Money Market Funds;
- Commodity Funds;
- Real Estate Funds;
- Multiasset funds.
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Mutual Funds: B. Classification
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Mutual Funds: Equity Funds
Equity Funds may have different areas of investment:
- Single Country (Italy, USA, Japan, etc.)
- Regional Area (Emu, Europe, Emerging Markets, Latin

America, Asia, Pacific, Northern Europe, etc.)
- Sector (Energy, Financial, High Tech, etc.)
- Style (Growth Stocks, Value Stocks)
- Size (Large Cap Companies, Small Cap Companies)
- Combination of the previous types (USA Large Cap,

Europe High Tech, Japan Value, etc.)
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Mutual Funds: Bond Funds
Bond Funds may have different areas of investment:
- Type of issuer (Corporate, Government)
- Maturity (short term bonds, long term bonds)
- Single issuer (US government fund, Italian government

fund)
- Regional Area (Emu bonds, Europe bonds, Emerging

Markets bonds, Asian bonds, etc.)
- Rating (investment grade, high yield)
- Combination of the previous types (US Corporate Bond

High Yield, German Government Bond 10+ years, etc)
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Mutual Funds: Multiasset Funds

Multiasset Funds may have different investment
strategies:
- Balanced Funds: asset allocation quite stable

over time
- Flexible/Total Return Funds: asset allocation

that changes frequently over time
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Mutual Funds: C. Management Strategy
Given a Benchmark/Market Index….

a mutual fund seeks to:

Replicate
the index

Overperform (beat)
the index

Passive 
Funds

Active 
Funds

S&P 500
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Mutual Funds: Passive Funds

 As previously said, these funds aim to replicate the
composition of a market index in order to have the
same return.

 Those who invest in these funds have the objective to
have a return equivalent to that of the market that the
benchmark wants to replicate.

 Costs of these funds are generally low.
 Exchange Traded Funds (ETF) are the most famous

type of passive funds.
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Mutual Funds: Passive Funds
 The investment strategy is quite simple: the manager

pays to have the constituents (=composition of the
index) of the market index and he tries to do the “best”
replication. 1. iShares Core MSCI World UCITS ETF
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Mutual Funds: Passive Funds
1. iShares Core MSCI World UCITS ETF
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Mutual Funds: Passive Funds
2. iShares Emerging Markets Government Bond Index Fund
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Mutual Funds: Passive Funds
2. iShares Emerging Markets Government Bond Index Fund
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Mutual Funds: Passive Funds
2. iShares Emerging Markets Government Bond Index Fund
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Mutual Funds: Active Funds
 Given the market index composition, the fund manager

uses all possible drivers to beat it.
 The only way is to have a different composition from

that of the index:
 Equity: different Country/Sector/Size/Style composition
 Bond: different Issuer/Maturity/Rating composition

 Costs of these funds are generally higher than costs of passive
funds.
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Mutual Funds: Active Funds
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Mutual Funds: Active Funds
BSF European Opportunities Extension Fund
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Mutual Funds: D. Costs

Management Fee: Investors pay a fee on asset
invested (expressed as annual fee) all funds

Performance Fee: The manager receives a
portion of the fund's positive performance (only
if the fund beats the benchmark)  only some
funds

Entry and Exit Fees  only some funds
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Mutual Funds: Costs
Vanguard

Money Invested = 100,000€  Annual Mangement  fee = 100€

Black Rock
1.5%

Money Invested = 100,000€  Annual Mangement fee = 1,500€
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Pension Funds

Definition

“A pension fund is an investment 
product into which scheme 

members pay contributions in order 
to have an income (annuity) in 

retirement.”
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Pension Funds

Structure

Time

Retirement age

Cash flows


