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Active equity mutual fund (MF) schemes end-
ed 2024-25 (FY25) with record inflows — more 
than double of last year — as fund houses 
made hay while the sun shined in the first 
half of the year. 

Even as the existing schemes attracted 
strong inflows amid the equity market rally, 
a slew of new offerings added another ~85,000 
crore to the equity MF FY25 kitty. 

Seventy active equity schemes were 
launched last year with the bulk of the action 
happening in the sectoral and thematic 
spaces. Fund houses also took the passive 
route to add to the thematic fund mix. The 
industry added 145 new schemes on the pas-
sive side in FY25, taking the total fund count 
to 614. 

As the market dynamic changed around 
October, the flow of one-time investments 
took a hit as new fund offerings (NFOs) 
declined. 

However, the investments through system-
atic investment plans (SIPs) continued to flow 
unaffected. 

Monthly SIP inflows, which rose steadily 
from around ~20,000 crore at the start of the 
year to ~26,460 crore in December 2024, have 
remained around ~26,000 crore in the past 
few months, even as the market correction 
wiped out the near-term SIP returns of most 

equity schemes. 
“Domestic investors are channelling 

record SIP flows into MFs, marking a decisive 
shift towards disciplined, long-term market 
participation. This surge reflects rising finan-
cial literacy and steadfast confidence in 
India’s growth story,” said Dhirendra Kumar, 
chief executive officer (CEO), Value Research. 

“Even market volatility hasn’t rattled the 
vast base of SIP investors, underscoring their 
resilience and commitment,” Kumar added. 

The assets under management (AUM) of 
MFs rose 23 per cent in FY25 to ~65.7 trillion. 
The gains came from across equity, debt, 
hybrid, and commodity segments. Net passive 
fund inflows, including debt, gold, and silver 
funds, were ~1.4 trillion.  

Debt funds also added a net ~1.4 trillion. 
Hybrid funds, led by multi-asset funds, col-
lected ~1.2 trillion. 

“The industry has demonstrated resilience 
and growth despite market volatility and glob-
al policy uncertainties driven by frequent US 
tariff changes. As of March, we have seen a 
31.85 per cent year-on-year increase in folio 
count and 23 per cent rise in AUM,” said 
Venkat Chalasani, chief executive, 
Association of Mutual Funds in India. 

“The average monthly SIP contribution 
reached a notable ~24,113 crore, marking a 
significant increase from ~16,602 crore 
observed in the preceding financial year,” 
Chalasani added.

Equity MF flows ride 
volatility on SIP wave
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M
ajority of equity  
fund managers were 
able to squeeze in 
some extra returns 

over their benchmarks in 2024-25 
(FY25). While some managed to do 
so by delivering outsized returns 
during the equity market rally in 
the first half of the year (H1FY25), 
others succeeded by limiting  
the downside during the  
market downturn. 

The performance, according to 
experts, depended on the sectoral 
allocation. Funds with higher 
exposure towards financials or 
lower ownership in information 
technology (IT) stocks benefited in 
recent months. 

“Most active funds, especially 
largecap schemes, were overweight 
on financials while being 
underweight on IT. The market has 
played out according to expec -
tations. The outperformance in 
quality stocks in the past six months 
also tilted the scale in favour of 
active funds,” said Rahul Jain, 
senior vice-president (research), 
International Money Matters. 

Largecap funds have  
also benefited from the 
outperformance of their midcap 
and smallcap allocation in recent 
years, said experts. 

The other factor, which is key to 
active funds’ performance, is the 
movement in top few stocks in the 
index. If the index is driven by its 
large few constituents, active funds 
struggle to match the performance. 

“Performance is also subject to 
stock weightages, especially to the 

ones that have a large presence in 
the benchmark. Allocation towards 
different sectors also has a say in 
the comparative returns,” said 
Vishal Dhawan, founder & chief 
executive officer (CEO) of Plan 
Ahead Wealth Advisors. 

According to Rahul Jain, 
president & head, Nuvama  
Wealth Management, there were 
other factors at play 
as well. 

“High beta 
stocks and 
concentrated 
portfolios raced 
ahead of the 
benchmarks in the 
first half of the year, 
creating enough 
alpha to withstand 
the volatility that 
followed. Many 
funds also held cash 
in their portfolios as 
they anticipated a 
significant market 
correction,” he said. 

While largecap 
schemes bucked the 
long-term trend with 55 per cent of 
them outperforming last year, the 
reverse was true in the case of 
midcap and smallcap schemes.  

In FY25, only 56 per cent  
of midcap schemes managed to 
beat the Nifty Smallcap 250 TRI  
as against 69 per cent in the  
10-year period. 

 In the case of midcap funds,  
66 per cent schemes outperformed 
last year. In the 10-year period,  
all of the 20 schemes have beaten 
the benchmark. 

The surge in underperforming 
schemes in the smallcap and 

midcap space in recent years is 
attributed to the 
underperformance of their 
largecap holdings and sharp rally 
in select stocks in the indices. 

According to experts, the 
largecap space is a difficult  
terrain for fund managers due to 
limited stock universe and 
negligible pricing anomalies or 

information 
asymmetry.  

The large 
investment 
universe in the 
midcap and 
smallcap space 
makes it a 
comparatively 
easier segment for 
fund managers. 

Investment 
advisors say that 
the poor 
performance of 
active equity 
schemes across 
categories in the 
three- and five-year 
time frames makes 

a case for investors to invest across 
both active and passive funds. 

“It builds a very strong case for 
investors to have a mix of active 
and passive funds in their  
portfolio. Going by the data, it is 
very challenging to know in 
advance whether your selected 
active fund will actually 
outperform the index or not.  
At the same time, because  
there are also funds that are 
outperforming, you don't want to 
be left out without having any 
active funds in the portfolio,”  
said Dhawan.

Driven by supportive market conditions, increased investor awareness, and a growing economy, the mutual fund industry is poised  
to attract more investors and assets, fuelling continued expansion and success

Most active equity funds beat benchmarks 

MFs SHONE IN FY25 DESPITE LATE MKT DIP

RETURNS CONUNDRUM 
Over a 10-year period, a majority of largecap, large & midcap and flexicap schemes 
failed to generate an alpha 
% of schemes outperforming*  n 1-year    n 3-year     n 5-year    n 10-year

       Largecap                  Midcap                  Smallcap                 Flexicap            Large & Midcap 
*vis-à-vis NSE benchmarks; data for regular plan as of March 31, 2025 Source: Value Research, Bloomberg

     Largecap           Nifty 100            Midcap         Nifty Midcap         Smallcap      Nifty Smallcap        Flexicap            Nifty 500           Large &           NSE Large  
                                   TRI*                                         150 TRI*                                     250 TRI*                                         TRI*                Midcap         Mid 250 TRI* 
*Benchmarks; Data as of March 31, 2025                                                                                                                                                                                           Source: Value Research, Bloomberg

MIXED RESULTS 
Most scheme categories have generated higher returns than the benchmark in the 1-year period 
Average returns for the category vis-à-vis NSE benchmarks  (in %)    n 1-year   n 3-year CAGR    n 5-year CAGR   n 10-year CAGR 

LARGECAP FUNDS 
HAVE ALSO 
BENEFITTED  
FROM THE 

OUTPERFORMANCE 
OF THEIR MID AND 

SMALLCAP 
ALLOCATION IN 

RECENT YEARS, BUT   
LONG-TERM 

PERFORMANCE 
REMAINS DISMAL
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BLOCKBUSTER YEAR 
Equity inflows rose over 2x in FY25 underpinned by SIP growth

Net equity  
inflows (~ trillion) 

FY21      0.06 

FY22      1.64 

FY23      1.47 

FY24      1.84 

FY25      4.17 

             Active SIP  
          accounts (mn)   SIP inflows (~ trillion) 

FY21             37.3            0.96 

FY22             52.8            1.25 

FY23             63.6            1.56 

FY24             84.0            2.00 

FY25           100.5           2.89 

SMALLCAP AND MIDCAP FUNDS' FOLIO DOMINANCE CONTINUES IN DEMAND 
Thematic funds attracted 
the highest flows followed 
by flexicap

                                       Net folio  
Fund category              additions (mn)    Net inflows (~ crore) 

Total                              38.3           417,053  

Sectoral/Thematic                11.7             146,656  

Flexicap                                 3.4               49,580  

Multicap                                3.2               42,282  

Smallcap                               5.6               41,673  

Midcap                                  6.7               41,409  

Large & midcap                    2.4               40,308  

Largecap                                2.1               23,487  

Value fund/contra                 1.9               21,797  

Dividend yield                      0.3                 5,416  

Focused                                 0.1                 3,138  

ELSS                                        0.8                 1,306  
Source: Amfi 
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The financial year 2026 has begun 
against the backdrop of 
intensifying global uncertainties. 
The Trump tariffs have signalled a 
shift towards a more protectionist 
global trade environment. 

While there is a 90-day pause on 
tariffs for countries willing to 
negotiate, the trade war with China 
continues with a 125 per cent tariff, 
further deepening the economic 
rift between the US and China. This 
also means US growth slows down 
significantly which increases the 
probability of a recession. 

Amid the global noise, India 
may well emerge as a relatively safe 
harbour and possibly a beneficiary 
in the long term as global supply 
chains readjust. 

India’s goods exports and trade 
surplus with the US at 2.3 per cent 
and 1.2 per cent of GDP (gross 
domestic product) are significantly 
lower in comparison to most 
emerging market (EM) 

counterparts like Vietnam, China, 
and South Korea. 

EMs like India, where inflation 
is not a problem, will resort to 
monetary stimulus to support 
domestic growth since the fiscal 
room is limited. 

The RBI (Reserve Bank of India), 
in its latest policy meeting,  
has reaffirmed its intent to 
maintain ample liquidity 
throughout the year and has set us 
up for another 50bps (basis points) 
rate cut this year. 

On the ground, domestic 
consumption is slowly coming back 
after a weak showing in FY25 (2024-
25). Favourable monsoon forecasts 
bode well not only for food inflation 
but also the rural economy. 

Frothy valuations have come off, 
with the Nifty price-to-earnings 
multiple now trading just below  
its 10-year average and a 
recalibration in earnings 
expectations. Having endured the 
correction, Indian markets now 
look better placed to capitalise on 
the next phase of growth. 

Despite the global uncertainty, 
we expect corporate earnings to 
bounce back in FY26 (2025-26) to 
low teens on the back of better show 
from sectors like cement, 
consumer, utilities, oil and gas, and 
financial services. 

The second-order impact of 
rising US protectionism may also be 
a reallocation of global capital as 

the risk premium on US assets 
increases. As the expectations of a 
US recession rise, we could witness 
a gradual shift in capital flows from 
the US towards other EMs. 

This could benefit India with its 
improving valuations, domestic 
resilience and relatively stable 
macro conditions which could lead 
to a reversal in FPI (foreign portfolio 
investment) positioning. 

Another collateral benefit of 
global turmoil is the sharp decline 
in Brent crude oil prices. Lower 
crude prices can effectively make 
up for potential reduction in US 
trade surplus. 

As we move forward, equity 
investors must factor in 
uncertainty as a permanent feature 
rather than a passing phase. Trade 
tensions, electoral cycles, and 
geopolitical risks may heighten 
short-term volatility — but smooth 
seas never made skilled sailors. 
India’s long-term growth potential 
remains intact, and we expect 6 per 
cent GDP growth in FY26. 

The major risk to our thesis is a 
potential currency war playing out, 
especially with China, if the global 
trade negotiations don’t follow 
through. While India is in a better 
position given the limited 
dependence on trade, a currency 
competition has the potential to 
dent its recovery. India being a net 
importer will also face a 
depreciation dilemma that many 

other EMs may not and the 
recovery may now be slower than 
expected initially. 

In this scenario, asset  
allocation remains the most 
effective way to weather volatility. 
For FY26, our outlook suggests 
equity, fixed income, and gold 
could deliver returns in a narrow 
range. Asset allocation funds like 
“multi asset” and “balanced 
advantage” are the preferred 
options to tide over the volatility. 

Given valuation comfort in 
largecaps, equity investors should 
consider allocating towards 
largecap and flexicap as core funds, 
with a minimum time horizon of 
three years. For investors looking at 
thematic funds we would 
recommend consumption and 
BFSI (banking, financial services, 
and insurance) funds. 

Given the expectation  
of more rate cuts, fixed income 
should also be an integral part of 
every investor’s asset allocation 
which will provide stability and 
regular income. 

Investors should add duration 
through short-term and duration 
funds should continue to do well 
this year. The path forward will not 
be without challenges, but India’s 
fundamentals offer a stable 
foundation for the patient investor. 

The writer is chief investment officer, 

Aditya Birla Sun Life AMC

Factor in uncertainty as a permanent feature

MAHESH PATIL

OPINION

Mutual fund (MF) growth in towns, beyond 
the top 30 cities (the B-30), continued in 
line with the overall growth trend, during 
2024-25 (FY25). 

The share of B-30 in individual MF 
assets under management (AUM) rose to 
26.1 per cent in March 2025 from 25.3 per 
cent in March 2024. 

The individual AUM of investors in B-30 
surged 27 per cent in FY25, reaching ~10.8 
trillion. In comparison, AUM in the top 30 
cities (T-30) increased by 21 per cent to  
~30.5 trillion during the same period. 

Individual AUM refers to the  
non-institutional assets being managed  
by fund houses. 

MF executives emphasise that B-30 is 
crucial for increasing MF penetration. 

Currently, the industry has only around 
54 million MF investors, even though the 
strong equity market performance in the 
post-Covid period has led to a record 
addition of new investors. 

The rise in online investment platforms, 
a growing distributor base, and awareness 
campaigns have enhanced the reach of MFs 
to a certain extent over the past five years. 

The growth of investment platforms is 
reflected in the surge in direct plan AUM. 

During FY25, direct plans accounted for 
23.6 per cent of the total AUM, compared to 
21.6 per cent in the previous financial year. 

Direct plan AUM jumped by 27 per cent in 
FY25, reaching ~28 trillion, compared to a 
20 per cent increase in regular plan AUM, 
which stood at ~38 trillion. 

ABHISHEK KUMAR

MAKING FURTHER INROADS
MF industry made further peneration in smaller centres 
Share in individual  AUM (%) n T-30    n B-30

Direct plans also expanded their share 
Share in individual AUM (%) n Direct    n Regular

    Mar ‘21         Mar ‘22         Mar ‘23         Mar ‘24         Mar ‘25 
Source: Amfi

    Mar ‘21         Mar ‘22         Mar ‘23         Mar ‘24         Mar ‘25 
T-30: Top 30 cities; B-30: Beyond top 30 urban centres

Smaller towns witness 
an expansion spree
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