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Index funds are here to stay 
As the asset management industry grows in heft, and within it, the index funds gain 
traction, it is this ability to engage will influence how corporate India functions.    
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Charles Dow and Edward Jones created the first index in 1896, to provide a sense 
of whether the market was on the whole going up or down by averaging the 
prices of individual stocks. Since then, creating and providing indices has become 
a big business - and a fiercely competitive one at that. Today, indices such as the 
Dow Jones Industrial Average and the S&P 500, FTSE 100, MSCI, NIFTY and SENSEX 
are among the best-known brands in financial markets. But the index providers 
did not reach this pole position by tracking the performance of a set of assets in 
a standardized way, they did so because their role itself morphed to that of 
drivers of asset allocation decisions through their index inclusions and 
exclusions. Today index providers are arbitrators of whether a fund performance 
has been good or not – because beating the benchmark is the single most 
important aspect of asset management, making index providers the most 
influential players in the markets.  The attempt to include Indian sovereign debt 
in the global indices is testament to this.  
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This decades old active versus passive – rather active versus index tracking 
debate, is based on a very simple premise:  that it is difficult for a fund manager 
to beat the market in the long run. From the ivory towers of academia where 
unsung people like Louis Bachelier and James Lorie to the more famous Harry 
Markowitz, William Sharpe and Eugene Fama, to early practitioners in the Wells 
Fargo Trust Department, to Jack Bogel at Vanguard to Nate Moss at the American 
Stock Exchange, each has made the case for passive investing, with funds 
managed passively, swelling to over US$ 15 trillion last year, with the Big-3 
collectively holding, on average, 21.4% of the shares of S&P 500 corporations, 
 
The investment hypothesis is straightforward and rests on two premises. First, 
markets are ‘efficient’ because thousands of investors are tracking companies to 
find mispriced shares. As all known information gets baked into the price it 
becomes difficult to find the edge and consistently outperform the market. 
Second, it is hard to know, who has this edge. Both mean buying the market i.e 
an index, giving the investor the best risk-adjusted returns.  
 
Domestic markets are not impervious to this thinking. Data from Association of 
Mutual Funds of India shows that over the last five years passive funds (- a 
combination of ETF and Index funds) have grown at a CAGR of over 70%, from Rs 
288.3 billion on 31 Dec 2016, to Rs 4,182.3 billion by 31 December 2021. Though 
negligible in the context of the fund management industries Rs 37.5 trillion Asset 
Under Management, the shift is the nonetheless perceptible – with new 
generation mutual funds all focussing on passive products.   
 
Exhibit 1: Percentage of Funds Outperformed by the Index (Based on 
Absolute Return)  

Fund Category Index 
1-year 3-year 5-year 10-year 

(%) (%) (%) (%)  

Large Cap S&P BSE 100 50.00 70.00 82.26 67.61 
ELSS S&P BSE 200 26.83 63.41 79.07 58.33 

Mid/Small Cap S&P 400 
MidSmallCap  

50.00 46.51 58.14 56.06 

Indian Govt 
Bond 

S&P BSE India 
Govt Bond 
Index 

79.17 53.85 76.19 88.00  

Indian 
Composite Bond 

S&P BSE India 
Bond Index 

61.74 90.91 88.32 100.00  

Source: S&P Dow Jones Indices LLC, Morningstar, and Association of Mutual Funds in India. Data 
as of Dec. 31, 2021. 
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The performance data seems to make a more durable case for passive debt 
funds, than for equity, as is seen by the S&P Dow Jones Indices annual year-end 
SPIVA scorecards published last week (- see Exhibit 1).This acronym-ed 
benchmark measures the performance of active funds relative to their 
benchmark index, providing data to market participants to make an informed 
choice on whether to invest in an active or an index fund.  
 
While one did expect that the ‘active versus index tracking’ debate would be 
settled by now, people continue to line up on either side.  Warren Buffet, for one 
believes that investors are better off investing in an index fund rather than giving 
their money to someone to manage. In sharp contrast, there are those, like a 
team at Bernstein, which believes that passive investing is worse than Marxism, 
arguing that at least communists tried to allocate resources efficiently, while 
index funds just blindly invest according to an arbitrary benchmark.  

 
Investors will, however, do well to remember that an index fund guarantees you 
performance in line with the market and that when the index goes down, they 
will be hurt. It also completely eliminates the possibility of outperforming the 
index. It does what it is supposed to do, eliminate the benchmark risk, but not 
that of the underlying asset.  
 
One fear stemming from the rise of passive investing has been that as funds are 
forced to hold a stock as long as it is in an index, companies will ignore fund 
manager concerns - accentuating the governance risk.  But precisely because the 
fund managers have no choice but to hold the share, they are engaging more 
diligently. Not just this, they engage with index providers too, regarding the 
index inclusions.  
 
As the asset management industry grows in heft, and within it, the index funds 
gain traction, it is this ability to engage will influence how corporate India 
functions.    

 
 

 
 

A modified version of this blog first appeared in Business Standard on 20 April 2022. To 
read the blog click this link or copy this url to your browser: https://www.business-
standard.com/article/opinion/index-funds-are-here-to-stay-122041901368_1.html 

 

 

https://www.spglobal.com/spdji/en/research-insights/spiva/
https://www.spglobal.com/spdji/en/research-insights/spiva/
https://www.economicclub.org/events/laurence-d-fink
https://www.economicclub.org/events/laurence-d-fink
https://www.business-standard.com/article/opinion/index-funds-are-here-to-stay-122041901368_1.html
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Disclaimer 
This document has been prepared by Institutional Investor Advisory Services India Limited (IiAS). The 
information contained herein is solely from publicly available data, but we do not represent that it is accurate 
or complete and it should not be relied on as such. IiAS shall not be in any way responsible for any loss or 
damage that may arise to any person from any inadvertent error in the information contained in this report. 
This document is provided for assistance only and is not intended to be and must not be taken as the basis 
for any voting or investment decision and/or construed as legal opinion/advice. The user assumes the entire 
risk of any use made of this information. Each recipient of this document should make such investigation as 
it deems necessary to arrive at an independent evaluation of the individual resolutions referred to in this 
document (including the merits and risks involved). The discussions or views expressed may not be suitable 
for all investors. The information given in this document is as of the date of this report and there can be no 
assurance that future results or events will be consistent with this information. This information is subject 
to change without any prior notice. IiAS reserves the right to make modifications and alterations to this 
statement as may be required from time to time. However, IiAS is under no obligation to update or keep the 
information current. Nevertheless, IiAS would be happy to provide any information in response to specific 
queries. No copyright infringement is intended in the preparation of this document. Neither IiAS nor any of 
its affiliates, group companies, directors, employees, agents or representatives shall be liable for any 
damages whether direct, indirect, special or consequential including lost revenue or lost profits that may 
arise from or in connection with the use of the information. This report may cover listed companies (the 
‘subject companies’); IiAS may hold a nominal number of shares in some of the subject companies to the 
extent disclosed on its website and/or these companies might have subscribed to IiAS’ services or might be 
shareholders of IiAS. IiAS, its research analyst(s) and their associates or relatives, do not have any financial 
interest of one per cent or more in any of the subject companies. The disclosures of interest statements 
incorporated in this document are provided solely to enhance the transparency and should not be treated 
as endorsement of the views expressed in the report. 
 

Confidentiality 
This information is strictly confidential and is being furnished to you solely for your information. This 
information should not be reproduced or redistributed or passed on directly or indirectly in any form to any 
other person or published, copied, in whole or in part, for any purpose. This report is not directed or 
intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any 
locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be 
contrary to law, regulation or which would subject IiAS to any registration or licensing requirements within 
such jurisdiction. The distribution of this document in certain jurisdictions may be restricted by law, and 
persons in whose possession this document comes, should inform themselves about and observe, any such 
restrictions. The information provided in these reports remains, unless otherwise stated, the copyright of 
IiAS. All layout, design, original artwork, concepts and other Intellectual Properties, remains the property 
and copyright of IiAS and may not be used in any form or for any purpose whatsoever by any party without 
the express written permission of the copyright holders. 
 
Other Disclosures 
IiAS is a SEBI registered entity (proxy advisor registration number: INH000000024) dedicated to providing 
participants in the Indian market with independent opinions, research and data on corporate governance 
issues as well as voting recommendations on shareholder resolutions of about 800 listed Indian companies 
(https://www.iiasadvisory.com/iias-coverage-list). Our products and services include voting advisory 
reports, standardized services under the Indian Corporate Governance Scorecard, and databases 
(www.iiasadrian.com and www.iiascompayre.com). There are no significant or material orders passed 
against the company by any of the Regulators or Courts/Tribunals.  
 
 

The article is a commentary on general trends in the securities market. 
 

 
 

https://www.iiasadvisory.com/iias-coverage-list
http://www.iiasadrian.com/
http://www.iiascompayre.com/
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About IiAS 
Institutional Investor Advisory Services India Limited (IiAS) is an advisory firm, 
dedicated to providing participants in the Indian market with independent 
opinions, research and data on corporate governance issues as well as voting 
recommendations on shareholder resolutions for about 900 companies that 
account for over 95% of market capitalization.  
 
IiAS provides bespoke research on governance, ESG, and benchmark governance 
practices, assists institutions in their engagement with company managements 
and their boards and offers a cloud base repository of resolutions and voting 
outcomes, institutional voting and voting rationales,  www.iiasadrian.com  
  
IiAS has equity participation by Aditya Birla Sunlife AMC Limited, Axis Bank 
Limited, Fitch Group Inc., HDFC Investments Limited, ICICI Prudential Life 
Insurance Company Limited, Kotak Mahindra Bank Limited, RBL Bank Limited, 
Tata Investment Corporation Limited, UTI Asset Management Company Limited 
and Yes Bank Limited.  
 
IiAS is a SEBI registered entity (proxy advisor registration number: INH000000024). 
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