
 
 

An Introduction to Passive Funds 
 

1. What are Passive funds? 

Passive funds are the funds which invests in a particular Index in similar proportion to 
generate returns similar to the Index. It’s an investment style of mirroring the Index. In Passive 
fund, capital allocation is in the same proportion as the index weight to which it is created to 
mirror. The objective is to obtain the same return as the index instead of trying to beat the 
market. 

 

2. How does it work? 

Passive investment involves selecting a 
market index. Then creating a replica of the 
index by investing in similar stock in same 
proportion as is Index.  

Then religiously tracking it and adjusting 
the portfolio for any changes in the 
underlying index to keep it as identical to 
the index as possible.  

Since the stocks are similar to that in index, 
there is no stock selection process involved 
in Passive funds, hence the role of fund 
manager is limited. 

The entry and exit of a particular stock in 
the portfolio is determined by its weightage 
in the underlying index, thus the fund 
manager intervention is restricted and 
passive. That’s why these funds are called 
passive funds. 

 

 

 

 

 

Select a suitable market index 

Replicate the portfolio in same proportion 

Track index and keep making necessary changes 



 
3. How are Passive funds different from Active funds? 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  



 

4. What are the benefits of Passive funds? 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

5. Who should invest in Passive funds? 
 

• Millennials who are inexperienced should start investing in equities through Passive 
funds. 

• Any investor who is new to equity market, should invest in passive funds. 
• New investors generally are unaware of the risks and dynamics of equity markets. Hence 

it is advised to start with passive investment before getting actively involved. 
• Seasoned investors who is bullish on particular sector or Index. 
• Seasoned Investor who wants no fund manager bias in stock selection of his portfolio. 
• Investors who want to invest for a really long term (20-30 years) but does not want to 

actively manage his portfolio. That way investor remains unaffected from short term 
volatility. 
 
 
 
 
 

Diversification within Index/ 
Sector No stock selection risk 

Protect from short term volatility. Low cost 

Advantages of Passive Funds 



 
6. What are the types of Passive funds? 

There are two types of Passive funds in India. Index funds and Exchange Traded Funds (ETFs). 

Index Funds: Index Funds are open-ended schemes which tracks the underlying benchmark 
where investors can buy and redeem units of Mutual Fund at the end of the day NAV. 

ETF: ETFs are listed on the stock exchange and investors can buy and sell units (similar to 
stocks) at real-time prices through Demat account on the exchanges. As the Units of the 
Schemes are listed on NSE & BSE, an Investor can buy Units on a continuous basis on the 
capital market segment of NSE &BSE during trading hours like any other publicly traded stock 
at prices which may be close to the actual NAV of the Scheme 

 

7. What is the difference between Index fund and ETFs?  

Index Funds and ETFs both mimic underlying index. They are similar but different: 

Particulars ETFs Index Fund 

Minimum investment High due to lot system Low 

Tracking error Relatively Low Relatively High 
Expense ratio Relatively Low Relatively High 

Entry or Exit Load No Entry or Exit Load Exit Load 

NAV Real-Time Day end 

Intra-Day Trading Possible at low cost Not possible 

Mode of holding Only Demat mode Physical or Demat mode 

SIP/SWP/STP Option No Yes 

Best suited for (Investor) HNI/Institutional/Trust Retail/Millennials 

 

 

“Visit here https://licmf.info/KYCredressal to learn more about KYC requirements, SEBI Registered Mutual 
Funds and Grievance redressal.” 

Disclaimer: The views expressed herein are based on internal data, publicly available information and other sources believed to be reliable. 
Any calculations made are approximations, meant as guidelines only, which you must confirm before relying on them. The information 
contained in this document is for general purposes only. The document is given in summary form and does not purport to be complete. The 
document does not have regard to specific investment objectives, financial situation and the particular needs of any specific person who 
may receive this document. The information / data herein alone are not sufficient and should not be used for the development or 
implementation of an investment strategy. The statements contained herein are based on our current views and involve known and 
unknown risk and uncertainties that could cause actual results, performance, or event to differ materially from those expressed or implied 
in such statements. Past performance may or may not be sustained in the future. LIC Mutual Fund Asset Management Ltd. / LIC Mutual Fund 
is not guaranteeing / offering / communicating any indicative yield on investment made in the scheme(s). Neither LIC Mutual Fund Asset 
Management Ltd. and LIC Mutual Fund (the fund) nor any person connected with them, accepts any liability arising from the use of this 
document. The recipients before acting on any information herein should make his/her/their own investigation and seek appropriate 
professional advice and shall alone be fully responsible / liable for any decision taken on the basis of information contained herein. 

MUTUAL FUND INVESTMENTS ARE SUBJECT TO MARKET RISKS, READ ALL SCHEME RELATED 
DOCUMENTS CAREFULLY. 

https://licmf.info/KYCredressal

