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If you have ever stood at the door of a mutual fund and wondered whether you should pay a

fund manager to pick stocks for you, or simply buy the whole market quietly and cheaply,

then this article is for you. In simple language, let us understand what Active Funds and 

Passive Funds really are, where each one shines, where each one stumbles, and which one suits

you depending on your age and stage in life.

1. What Is an Active Fund?

An active fund is a mutual fund run by a professional fund manager (and a research team)

whose job is to beat the market. They study companies, the economy, interest rates and

industry trends, and then decide which shares or bonds to buy, hold or sell. The aim is to earn

returns higher than a benchmark index such as the Nifty 50 or the S&P 500.

Because a human being is actively taking decisions, you pay more for this service. In India,

active equity funds typically charge an annual fee (called the expense ratio) of roughly 1% to

2% of your money.

Examples: most flexi-cap, large-cap, mid-cap, small-cap and actively managed ELSS (tax-

saving) schemes.

2. What Is a Passive Fund?

A passive fund does not try to beat the market — it simply tries to copy it. It buys the very

same shares that make up an index, in the very same proportion. If the Nifty 50 has 50

companies, a Nifty 50 index fund holds those 50 companies in the same weight. When the

index rises or falls, your fund rises or falls almost identically.

There is no star fund manager taking big calls, so the cost is very low — often below 0.5%,

and for some index funds as little as 0.05% to 0.20% a year.



The Main Types of Passive Funds

Index Funds: ordinary mutual funds that track an index (e.g., Nifty 50, Sensex, Nifty Next

50). Bought and sold at the day-end NAV, just like any mutual fund.

Exchange Traded Funds (ETFs): index-tracking funds that trade on the stock exchange

throughout the day like a share. You need a demat and trading account to buy them.

Fund of Funds (FoFs): a fund that invests in other funds/ETFs — useful for gold,

international exposure or ready-made baskets without a demat account.

Smart-Beta Funds: a hybrid that still tracks a rules-based index but tilts towards factors

like low volatility, value, quality or momentum. Part-passive, part-active in spirit.

3. The One Big Idea: Cost and the Score-Card

Every year, S&P Global publishes the well-known SPIVA Scorecard (S&P Indices Versus

Active), which checks how many active fund managers actually beat their index. The latest

figures are striking and worth knowing before you decide.

India (SPIVA Year-End 2025): About 75% of active large-cap funds underperformed

their benchmark over 1 year. Over longer periods it was tougher still — roughly 74%

over 3 years, 84% over 5 years and 76% over 10 years. Interestingly, active mid-cap and

small-cap funds did better in 2025 — their best relative year since 2014 — showing that

active management can still add value in less-researched corners of the market.

United States (SPIVA 2025): About 79% of large-cap active funds underperformed the

S&P 500 in 2025, and over a 20-year span roughly 92% failed to beat the index.

The reason is simple arithmetic: the higher fee of an active fund eats into returns every single

year, and very few managers beat the market consistently enough to make up for it. That is the

strongest argument in favour of low-cost passive funds.

4. Pros and Cons at a Glance

Active Funds

Pro — Chance to beat the market and earn extra ("alpha"), especially in mid-cap, small-

cap and niche segments.

Pro — A manager can reduce risk in a falling market by holding cash or shifting to safer

stocks.
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Pro — Flexibility to avoid weak or over-priced companies that an index is forced to hold.

Con — Higher cost (1%–2% a year) that compounds against you over time.

Con — Most managers fail to beat the index over the long run.

Con — Performance depends on the manager; a change of manager or a wrong call can

hurt.

Passive Funds

Pro — Very low cost, which directly improves your net return.

Pro — Simple and transparent — you always know exactly what you own.

Pro — No "manager risk"; the fund cannot lag the market by much.

Pro — Well-suited for disciplined, long-term, hands-off investing.

Con — It can never beat the market — by design it only matches it (minus a small cost).

Con — It falls fully when the market falls; there is no manager to soften the blow.

Con — A small gap from the index, called tracking error, can still occur.

5. The Key Differences — Side by Side

Feature Active Fund Passive Fund

Goal Beat the market index Match the market index

Who decides Fund manager & research team The index rules (no stock-picking)

Cost (expense

ratio)

Higher (~1%–2%) Very low (~0.05%–0.5%)

Returns Can be higher or lower than index Close to index returns

Risk Manager risk + market risk Mainly market risk

Transparency Holdings can change often Always mirrors a known index

Effort needed Needs review of manager &

performance

Largely "set and forget"

Best suited for Investors seeking extra returns and

willing to monitor

Investors wanting low-cost,

steady, simple growth
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6. The Indian Story Today

Passive investing has grown remarkably in India. By December 2025, passive funds made up

about 18% of the total mutual fund industry's assets, up from around 12% in 2021. Total ETF

assets crossed ₹10 lakh crore, and more than 100 new passive funds were launched in 2025

alone. This shows that more and more Indian investors are embracing low-cost, index-based

investing — though active funds still manage the larger share of money and remain popular

for goal-based, professionally guided investing.

7. Which One Suits You? Guidance by Age & Stage

There is no single right answer — the best choice depends on your age, goals, income stability

and comfort with risk. A sensible and widely-followed approach is the "Core & Satellite"

method: keep a low-cost passive fund as the steady core of your portfolio, and add a few good

active funds as the satellite to aim for something extra. Here is a practical, age-wise view.

Youth & Young Earners (20s to mid-30s)

You have time on your side, so you can take more equity risk and let compounding work

for decades.

A strong core of low-cost index funds (e.g., Nifty 50 / broad-market) is ideal — cheap,

simple and disciplined.

You may add a satellite of active mid-cap or small-cap funds, where skilled managers can

still add value, since you can ride out the ups and downs.

Best habit: invest steadily every month through SIPs and avoid reacting to short-term

noise.

Middle-Aged Investors (mid-30s to 50s)

This is your peak earning and saving phase, often with family goals like a home, children's

education and retirement.

Keep a large passive core for stability and low cost, with a moderate active component for

potential extra growth.

Begin shifting gradually towards safer assets (debt funds, hybrid funds) as big goals come

nearer.

Review once a year — make sure your active funds are still justifying their higher fee.
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Pre-Retirees (mid-50s to 60)

Protecting what you have built now matters as much as growing it.

Reduce equity gradually; favour low-cost index funds and good-quality debt/hybrid funds

over aggressive active bets.

Lower costs become even more valuable, because you have less time to recover from

mistakes.

Senior Citizens & Retirees (60+)

Your priorities are safety, steady income and capital protection, not chasing high returns.

Keep only a limited equity portion — a simple, low-cost index fund is usually preferable to

a high-cost active fund for this part, as it is transparent and predictable.

Lean more on debt funds, hybrid/conservative funds, Senior Citizens' Savings Scheme, and

fixed deposits for regular income and stability.

Avoid complex or volatile small-cap active funds at this stage. Simplicity, liquidity and low

cost should guide every choice.

A retired banker's plain advice: For most ordinary investors who do not have the time

or expertise to track fund managers, a low-cost passive index fund makes an excellent,

worry-free core. Add active funds only where they have a genuine chance to do better

(such as mid- and small-cap), keep your costs low, stay invested for the long term, and

always match your equity level to your age and your need for safety.

DISCLAIMER

This material has been prepared purely for educational purposes as part of a financial literacy

initiative. It is for general information only and should not be construed as investment advice, a

recommendation, an offer or a solicitation to buy or sell any mutual fund, security or financial

product. The author is not a SEBI-registered investment adviser, and no adviser-client relationship is

created by this material. Mutual fund investments are subject to market risks; please read all scheme-

related documents carefully. Past performance is not a guarantee of future results, and the data,

figures and percentages mentioned are based on publicly available sources as of mid-2026 and may

change over time. Readers are strongly advised to consult a qualified, registered financial adviser and

to consider their own financial situation, goals and risk appetite before making any investment

decision.
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Sources include the S&P Dow Jones SPIVA India & US Year-End 2025 Scorecards and publicly reported Indian

mutual fund industry (AMFI/industry) data, 2025–2026.


	Active Funds vs Passive Funds
	1. What Is an Active Fund?
	2. What Is a Passive Fund?
	The Main Types of Passive Funds

	3. The One Big Idea: Cost and the Score-Card
	4. Pros and Cons at a Glance
	Active Funds
	Passive Funds

	5. The Key Differences — Side by Side
	6. The Indian Story Today
	7. Which One Suits You? Guidance by Age & Stage
	Youth & Young Earners (20s to mid-30s)
	Middle-Aged Investors (mid-30s to 50s)
	Pre-Retirees (mid-50s to 60)
	Senior Citizens & Retirees (60+)



