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Results are in - Investors warming O O
up to passive funds in India!
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The investment landscape in India is evolving rapidly on the back of a supportive regulatory environment,
rise of digital investing platforms and product innovation by the mutual fund houses. Investors have started
to realize the importance of mutual funds for long-term wealth creation, not just in the metro cities but also
in many tier-2 and tier-3 cities.

Within the overall mutual fund industry, passive funds have taken center-stage over the last few years,
gaining market share from 1.4% of AUM in 2015 to over 17% today.

A passive fund is a type of Index Fund or ETF that aims to provide returns that are very similar to the
underlying benchmark, like the Nifty 50 or Nifty 500. To achieve this, passive funds hold the same portfolio as
underlying index in terms of stocks and their weights. Passive funds offer several benefits to investors — they

are easy to understand, effective for wealth creation, and are economical in the sense that they have
lower expenses.
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Investors warming up to Passive Funds

A recent survey of more than 2,000 investors by Motilal Oswal Mutual Fund found that:

6 1 0/ of investors say they have invested in at least 1 passive fund, underscoring the

fast-growing adoption of passive funds in India.

Exponential AUM growth

S
\la

At the end of FY-2018, the AUM of all passive funds Growth in 5
put together stood at around 283,000 Crs. This now “ <7,00,000

stands at more than 27,00,000 Crs as of Mar-2023, 83,000 Crs
swelling 8.5x in just 5 years at a staggering 54% CAGR. Crs \\ /

Index Funds lead the way

Interestingly, investors seem to have a preference between Index Funds & ETFs with 87% of respondents
investing via Index Funds vs just 41% investing via ETFs. We think this is because ETFs are bought and sold on
the stock exchanges and require an investor to have a demat account. On the other hand, investing in Index
Funds has no such requirement and is comparatively straight-forward similar to any mutual fund transaction.

Investing via
Index Funds

87%

Investing via

41%

So, why invest in passive funds?
On being asked why they chose to invest in passive funds, 57% of respondents said the low-cost nature of

passive funds is the largest factor, followed by the simplicity of these funds (56%), and the fact that they tend
to deliver market returns (54%).

54%

Market Returns

0 4:)56%

Simplicity
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How investors select a passive fund?

: © g
The survey results show that investors are most \f@ % ‘9’
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concerned with the expense ratio (68% of §
respondents) of a passive fund when making a

0
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decision about which fund to invest in. This is 68% G
followed by the brand of the mutual fund house 58‘y
Expense o 3(y
(58%), fund size / AUM (43%), and tracking error , (1) o
9 Ratio Mutual . 34%)
(34%). Fund Brang Fund size Tk
/ AUM racking
Error

~

We feel that this may be slightly misplaced, and investors might be better off choosing funds
with a low tracking error. Tracking error is a measure that tells you how closely any fund is
following or "tracking" its benchmark index. It shows the amount of variability (or difference)
between the returns of the fund and the returns of the benchmark. In simpler terms, a lower
tracking error indicates that the fund closely follows the benchmark, while a higher tracking
error suggests more divergence.

)

Investor preferences for allocations to passive funds

Nearly half of those investing in passive funds ~

allocate 10-30% of their portfolio to passive r ¢t ) 47(y

funds. About 15% allocate 31-50%, and 12% have ) ‘ o

allocated more than 50% of their portfolio. On o of those investing
] in passive funds

the other hand, 28% of investors have a less than

10% allocation to passive funds. 7\

allocate around

10-30%

of their portfolio to
passive funds

Increasing allocations to Passive Funds

More than half of the respondents said that they
had increased their allocation to passive funds in the
last 12 months. 1 in 4 investors said that they are
planning to increase their allocation to passive funds

!
@iw 5 3 % in the future.
)

/These trends indicate that Indian investors\
of investors say they have started warming up to passive funds
increased their allocation to over the last few years. This is very

passive funds in the last 12 @ encouraging for the industry and is broadly
months in-line with what we have seen in the

United States where passive funds account
Kfor more than half of all equity assets. /
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Investors prefer SIPs over Lumpsums,
Social Media over News Outlets

More than 75% of respondents said that they
- preferred to invest regularly every month using
3 I n 4 SIPs, while only 42% said that they leaned
towards Lumpsum. Interestingly, the preference
Investors prefer to for SIPs was equally strong among those who
invest using SIP’s invest in passive funds and those who do not.

This universal preference for SIPs shows that they are simple, yet very effective in long-term
wealth creation. The more disciplined approach to investing has also proven to be a great way
to tide over market volatility, allowing investors to cut through the noise. As of Mar-2023,
monthly SIP inflows crossed the 14,000 Crs mark for the first time, staying above the 310,000
Crs mark for 19 months straight.

ll Investors relying more on Social Media

Z

o of respondents get
60 /o information on markets and
investments from Social

Media platforms

More than 60% of respondents said that they get information on markets and investments from Social Media
platforms like Twitter, Instagram, etc. On the other hand, only around 26% said they follow traditional
news/media outlets for information related to investing. There was a higher preference for social media in
those that do not invest in passive funds, while the passive fund investors turned more towards newsletters
and blogs online.
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Most investors trust their own research

Investors make investment decisions
based on their own research

Nearly 75% of all respondents said that they relied
primarily on their own research while making
investment decisions, while ~18% said that their
investment decisions were influenced by friends &
family. Interestingly, those who do not invest in
passive funds were more likely to involve their
financial advisors in making investment decisions
while those who invest in passive funds were more
likely to make their own investment decisions.

Most investors want to ‘Sit tight’

More than 80% of respondents said that they were planning to hold their investments for more than 3 years,
while 16% planned to hold for 1-3 years. Only 3% of investors said that they were looking to liquidate their

investments in less than a year.

More than

80%

of investors plan to hold their investments for
more than 3 years

\_

This trend is very encouraging and it is great to see the average Indian investor have such a clear
preference for holding their investments for the long term. The mindset of long-term investing
allows investors to ignore short-term market fluctuations and benefit from the long-term
growth potential of companies. It also allows the investment portfolio to enjoy the benefit of
compounding of returns. All of this increases the likelihood of achieving one’s financial goals.

/
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Factor Investing gains traction with
Quality & Value in the lead

Nearly 30% of the respondents said that they were & Value @ ®<

aware of Factor / Smart-Beta funds. However, only ° A
13% said that they had invested in at least 1 such 4 l\/Ion@entum @ ( (
Factor fund. Within the respondents that did J Quality N ("’ @Cﬂ
invest in Factor funds, 57% had invested in funds ' Low volatility

based on the Quality factor while 46% invested in

Value factor. Momentum and Low Volatility factors 3 O% @ @
were slightly less popular with participation from @ @

roughly 40% of investors. of investors say that they are aware
of Factor / Smart-Beta funds

Smart Beta funds are a type of passive investment fund that use a rules-based approach to
selecting stocks, rather than the traditional market-cap weighting approach. They sit between
traditional active and passive styles of investing and aim to offer the best of both worlds.
Given that this category is fairly new in India and is largely unexplored by investors and
distributors alike, these are encouraging numbers.

Wrapping up — encouraging trends for the
industry

ol

This article has been issued on the basis of internal data, publicly available information and other sources believed to be reliable. The information
contained in this document is for general purposes only and not a complete disclosure of every material fact. The graphs used above are to explain
the concept and is for illustration purpose. The information / data herein alone is not sufficient and should not be used for the development or
implementation of any investment strategy. It should not be construed as an investment advice to any party. All opinions, figures, estimates and
data included in this article are as on date. The article does not warrant the completeness or accuracy of the information and disclaims all liabilities,
losses and damages arising out of the use of this information. The statements contained herein may include statements of future expectations and
other forward-looking statements that are based on our current views and assumptions and involve known and unknown risks and uncertainties
that could cause actual results, performance or events to differ materially from those expressed or implied in such statements. Readers shall be
fully responsible/liable for any decision taken on the basis of this article. The recipient should exercise due caution and/ or seek professional advice
before making any decision or entering into any financial obligation based on information, statement or opinion which is expressed herein.

The investment landscape in India is evolving rapidly,
with investors increasingly warming up to passive
funds. This is due to a number of factors, including the
low cost of passive funds, their simplicity, and their
ability to deliver market returns. Investors are also

INVESTORS ARE increasingly aware of the benefits of factor investing,

that sits between traditional active and passive

WARMING UP investing styles. As the Indian investment market

TO PASSIVE continues to grow and mature, it seems likely that
passive funds will continue to gain traction. This is

FUNDS good news for investors, as passive funds offer a
simple and cost-effective way to build wealth over the
long term.
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Annexure

Objective of this survey

The rationale behind conducting this survey was to understand:

@ Investor awareness of passive funds - How aware are investors in India about passive funds? Do they
understand the different options that are available to them?

@ Factors that drive investment decisions - What sources of information do investors rely on when
making investment decisions? What factors are most important to them when choosing a passive
fund?

@ cChallenges faced by investors - What challenges do investors face when trying to invest in passive
funds? Are there any gaps that need to be addressed?

The findings of this survey can help educate investors about the benefits of passive investing. Further, they
can also be used by mutual fund companies, regulators, and other stakeholders to improve the availability
and accessibility of passive funds in India.

Approach to the Survey

We conducted an online survey from February to May 2023 where we collected over 2,000 responses from
all around the country. The survey was open to everyone, including investors of Motilal Oswal Mutual Fund
(active & passive funds) as well as those not invested with us. We ended up with a good pool of respondents
with a variety of age groups and income levels. As only mutual fund investors were targeted, it may not be
appropriate to generalise the findings for the entire population as only a small fraction (less than 5%) of
Indians actually invest in mutual funds. Therefore, findings must be viewed in context of mutual fund
investors only.

There were some questions in the survey where respondents could choose multiple answers. Hence,
responses for these questions will not add up to 100%.

Overview of basic demographic data of the respondents

,//'

56% of the respondents were 54% of the respondents were 61% of the respondents said

in the 18 — 35 age bracket staying in a metropolitan city. their annual income was less

while roughly 7% were older than 10 lakhs, while only 15%

than 65. earned more than 20 lakhs

B 8t035 36 to 50 B Yes No B <10Lakhs 10- 20 Lakhs
51t065 ] 66 & above > 20 Lakhs
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For more information, visit
www.motilaloswalmf.com

Reach us:

O https://twitter.com/MotilalOswalAMC @ https://www.instagram.com/motilaloswalamc/
ﬁ https://www.facebook.com/motilaloswalamc o https://www.youtube.com/motilaloswalamc
@ https://www.linkedin.com/company/motilal-oswal-amc amc@motilaloswal.com

Mutual Fund investments are subject to market risks, read all scheme related documents carefully.



