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Why investing in passive funds can be a good
diversification strategy
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The debate over whether investors should use active or passive strategies in their
portfolios has traditionally been viewed through the lens of outperformance. In reality,
both can co-exist in a portfolio where an investor can follow a blended approach.

Markets are getting efficient over
time and now active funds are
finding it hard to beat the
benchmark indices.
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At a time when the market was reeling under the
effects of Covid-19 pandemic, passively managed
products have seen a massive rise in popularity.
Ranging from index funds to exchange-traded
funds (ETFs), passive investments gained ground
in terms of both investor interest and assets under
management. Since Jan 2020, the average AUM
for index funds almost tripled to Rs 240 billion
and ETFs, including gold ETFs ballooned 1.7x to Rs
3 trillion (source: AMFI). This traction was also
driven by a plethora of index funds and ETFs
being launched by several fund houses over the
past couple of years.

Let us understand the difference between active
and passive investing. The fund manager in an
active fund decides in which stocks, sectors,

geographies, etc he should invest the fund's resources and has a clear objective

to beat the benchmark index, whereas a fund manager in a passive fund will

not have any major active role in the investment strategy as the fund

renlicates the selected henchmark and hence mirrors the retiirns ags well.
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Markets are getting efficient over time and now active funds are finding it SolarCoin
hard to beat the benchmark indices. According to data from SPIVA (S&P

Indices versus active), as of December 2020, 87.95% of largecap funds Bitcoin
underperformed the BSE100 index in a period of five years. Even on a 1-year GreenCoin
basis, 80.65% of the funds underperformed. Passive funds, which mimic

returns of indices, have emerged as a strong alternative to investing. LiteCoin

Performance apart, passive funds are low cost as the fund management
expenses are far lower. An investor having a long-term horizon will consider
the expenses associated with it as it will add up on a compounded basis.

Owing to the increased levels of awareness, digital adoption and product
innovation over the years, investors have begun appreciating the potential of
ETFs. ETFs combine the trading flexibility of a stock, coupled with
diversification and low costs of a mutual fund. The fact that ETFs offer
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thematic ETFs, which helps in diversifying their holdings.

The extent of presence of either in an investor’s portfolio would hinge on your
risk appetite and understanding of the market. For novice investors, index
funds make more sense than aiming for outperformance. Such investors could
keep low-cost passive funds as their core portfolio and supplement it with
well-chosen active funds to fetch additional returns.

However, gradually as the investor gains experience, passive investing should
be seen more as an asset allocation tool. Investors can create a diversified
portfolio mix by allocating some part of the equity in ETF or index funds,
which somewhat ensure less volatility in the investments and have some part
in it and the remaining would be through active investing.

With growing inflation and expanding economies, it is essential for all
investors to upgrade their portfolios to beat inflation and fetch competitive
returns. To achieve diversification with minimal efforts, passive funds are
available.

The debate over whether investors should use active or passive strategies in
their portfolios has traditionally been viewed through the lens of
outperformance. In reality, both can co-exist in a portfolio where an investor
can follow a blended approach. Having said that, investments in ETFs and
index funds help mitigate the risk of underperformance of actively-managed
schemes.

Ritu Modi is Fund Manager — Equity Passive Funds, LIC Mutual Fund Asset
Management. Views are her own

(Disclaimer: The opinions expressed in this column are that of the writer. The facts and opinions
expressed here do not reflect the views of www.economictimes.com.)

READ MORE NEWS ON

Equity Passive Funds Amfi Diversifying Strategy Lic Mutual Fund Asset Management ETF

S&P Indices Mutual Funds Active Funds SPIVA

(What's moving Sensex and Nifty Track latest market news, stock tips and
expert advice on ETMarkets. Also, ETMarkets.com is now on Telegram. For
fastest news alerts on financial markets, investment strategies and stocks alerts,

mrshamaviban bn Assne Talacummn fanad~)

ETPrime

Looking to invest? Check the Stock Score

Why investing in passive funds can be a good diversification strategy - The Economic Times

MOST READ MOST SHARED

Paras Defence IPO: Here's how to check allotment
status

Stock Idea | This multibagger is back on recovery
path after a blip

Keep investing & you may beat last 13 years' returns
in India: Charandeep Singh

After losing 18 kg, the Big Bull is ready to fly, scoff
at the skeptics

Kunal Bothra's 3 stock picks for the week ahead

More

DISCOVER MUTUAL FUNDS

All Mutual Top Tax Saver
Funds Funds

Better Than
Fixed
Deposits

Low Cost High
Return Funds

Crypto Performance

Presented By

02:40 PM | 30 Sep
Bitcoin
¥33,98,528.87 2.09%

1WEEK 1TMONTH 1YEAR

- 3500k
3,400k
- 3,300k

- 3200k

INTERESTED IN CRYPTO CURRENCY?

Cryptocurrency

Stock Market

Access Scores for 4000+ stocks with your ET Prime Subscription.

Trending in Markets

Stock Screener Sensex

Stock Recommendations IPO

AVAIL THE
OFFER

https://economictimes.indiatimes.com/markets/bonds/why-investing-in-passive-funds-can-be-a-good-diversifying-strategy/articleshow/84617231.cms 3/9


https://economictimes.indiatimes.com/markets/ipos/fpos/paras-defence-ipo-heres-how-to-check-allotment-status/articleshow/86555510.cms
https://economictimes.indiatimes.com/markets/stocks/news/stock-idea-this-multibagger-is-back-on-recovery-path-after-a-blip/articleshow/86549515.cms
https://economictimes.indiatimes.com/markets/expert-view/keep-investing-you-may-beat-last-13-years-returns-in-india-charandeep-singh/articleshow/86552291.cms
https://economictimes.indiatimes.com/markets/stocks/news/after-losing-18-kg-the-big-bull-is-ready-to-fly-scoffs-at-the-skeptics/articleshow/86504625.cms
https://economictimes.indiatimes.com/markets/expert-view/kunal-bothras-3-stock-picks-for-the-week-ahead/articleshow/86507991.cms
https://economictimes.indiatimes.com/news/latest-news/most-read
https://economictimes.indiatimes.com/markets/cryptocurrency
https://economictimes.indiatimes.com/markets/stocks/stock-screener
https://economictimes.indiatimes.com/indices/sensex_30_companies
https://economictimes.indiatimes.com/markets/stocks
https://economictimes.indiatimes.com/markets/stocks/recos
https://economictimes.indiatimes.com/markets/ipo
https://economictimes.indiatimes.com/marketstats/pid-181,noofmonths-1,pageno-1.cms
https://economictimes.indiatimes.com/commoditysummary/symbol-GOLD.cms
https://economictimes.indiatimes.com/marketstats/pid-0,pageno-1,sortby-percentchange,sortorder-desc,sort-intraday,exchange-50.cms
https://economictimes.indiatimes.com/mutual-fund-screener
https://economictimes.indiatimes.com/mutual-fund-screener/top-tax-saver-funds
https://economictimes.indiatimes.com/mutual-fund-screener/better-than-fixed-deposits
https://economictimes.indiatimes.com/mutual-fund-screener/low-cost-high-return
https://economictimes.indiatimes.com/markets/cryptocurrency
https://coinswitch.co/?shortlink=49491a3&pid=ET%20Blogs&c=ET%20Blogs
https://economictimes.indiatimes.com/definition/
https://economictimes.indiatimes.com/topic/Equity-Passive-Funds
https://economictimes.indiatimes.com/topic/LIC-Mutual-Fund-Asset-Management
https://economictimes.indiatimes.com/
https://economictimes.indiatimes.com/topic/equity-passive-funds
https://economictimes.indiatimes.com/topic/amfi
https://economictimes.indiatimes.com/topic/diversifying-strategy
https://economictimes.indiatimes.com/topic/lic-mutual-fund-asset-management
https://economictimes.indiatimes.com/definition/ETF
https://economictimes.indiatimes.com/topic/S&P-indices
https://economictimes.indiatimes.com/mutual-funds
https://economictimes.indiatimes.com/topic/active-funds
https://economictimes.indiatimes.com/topic/SPIVA
https://economictimes.indiatimes.com/indices/sensex_30_companies
https://economictimes.indiatimes.com/indices/nifty_50_companies
https://economictimes.indiatimes.com/markets/stocks
https://economictimes.indiatimes.com/markets/stocks/recos
https://economictimes.indiatimes.com/markets/expert-view
https://economictimes.indiatimes.com/markets
https://t.me/joinchat/J60pKE7SOStsj5sI8nDmHQ

