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Abstract
India’s Systematic Investment Plan (SIP) has evolved from a niche mutual fund feature into a
mass retail savings habit—what practitioners now call a SIP culture. This paper offers a
structured academic treatment of the phenomenon. First, it situates SIPs in India’s mutual
fund history and institutional architecture. Next, it synthesizes the theory behind rupee-cost
averaging (RCA), designs an empirical strategy for India using regulator/industry microdata,
and demonstrates—via Monte-Carlo - simulation—that SIPs tend to reduce downside
dispersion and sequence-of-returns risk relative to lump-sum investing, while delivering
lower average terminal wealth when expected returns are positive (a classic DCA/RCA
trade-off). Finally, it proposes a forward agenda: “SIP as rails” for inclusive long-horizon
saving, step-up/goal-based designs, passive and target-date implementations, and resilience
standards for providers. The paper contributes a measurement framework (a SIP Culture
Index), a set of testable hypotheses for Indian data, and policy design principles to balance
household welfare with market development.
Keywords: Systematic Investment Plan, Monte-Carlo simulation, SIP Culture Index, Rupee-Cost
Averaging
1. Introduction
Household financialization in India has witnessed remarkable momentum over the past
decade, largely driven by the growth of Systematic Investment Plans (SIPs), which have
become the most accessible gateway for retail investors into market-linked savings. Unlike
lump-sum investments, SIPs involve fixed, periodic purchases of mutual fund units, allowing
households to align investments with monthly cash flows while reducing the psychological
burden of timing the market. Narratives around SIPs in India often emphasize discipline,
rupee-cost averaging, and affordability through small automated debits, making them
culturally resonant with the EMI-like structures familiar to middle-class households [1].
While global academic literature on Dollar-Cost Averaging (DCA) highlights its
mathematical trade-offs—showing that while it reduces downside risk, it often leads to lower
expected returns compared to lump-sum investing—the bulk of this research remains U.S.-
centric, focusing more on portfolio mathematics than on the institutional and behavioral
dimensions of adoption [2]. India’s SIP culture, however, is deeply embedded in its
regulatory environment, tax incentives, and distribution ecosystem, shaped by the role of
SEBI’s reforms, the rise of AMFI-led investor education, fintech-driven auto-debit
innovations, and the framing of SIPs as a disciplined, long-term wealth-building tool [3].
These unique institutional and cultural dynamics distinguish the Indian SIP experience from
that of developed markets and call for a localized academic inquiry into how regulation,
technology, and behavioral framing converge to sustain one of the largest retail mutual fund
flows globally.
Research Questions
1. How did SIP culture take root and scale in India?
2.  What structural (institutional and behavioral) advantages make SIPs stick?
3. Relative to lump-sum investing, how do SIP outcomes compare across paths typical of
Indian markets?
4.  Which product, distribution, and policy designs will shape the next decade?
Contribution : The first contribution of this study lies in its historical synthesis of how
regulation, technology, taxation, and distribution channels have converged to shape SIP
adoption in India. Unlike the U.S. 401(k) or European occupational pension models, India’s
SIP culture is not employer-led but retail-driven, emerging from a unique blend of SEBI’s
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regulatory nudges, the post-2010 expansion of KYC-linked digital rails, and favorable tax
treatments such as exemptions on equity-linked savings schemes (ELSS). Distribution
networks, both through bank-led channels and independent financial advisors, further
embedded SIPs as the preferred mechanism for small-ticket retail participation. This
synthesis foregrounds SIPs not as a natural financial innovation but as a socially and
institutionally cultivated product of Indian financialization [4]. Second, this study advances a
theory-to-measurement bridge by explicitly linking behavioral finance concepts—such as
present bias, loss aversion, and mental accounting—to quantifiable metrics of SIP adoption.
It proposes the creation of a SIP Culture Index, which would capture dimensions like
penetration (percentage of households with active SIPs), persistence (continuity and survival
of SIP mandates), breadth (distribution across income groups, geographies, and asset classes),
and resilience (capacity to sustain contributions during macroeconomic shocks). The index
framework is designed to integrate both survey microdata and administrative flows from
mutual fund registrars, offering a novel way to move beyond anecdotal narratives into
systematic measurement [5]. Third, the research contributes by providing simulation-based
evidence on the trade-offs between SIP investing and lump-sum allocations. Using Monte
Carlo methods applied to Indian equity return distributions, the analysis clarifies that SIPs
reduce downside risk exposure and narrow the dispersion of internal rate of return (IRR)
outcomes, a feature highly valued by retail investors with limited risk capacity. At the same
time, simulations confirm that lump-sum investing tends to yield higher expected terminal
wealth under most long-horizon conditions. This clarification does not diminish the role of
SIPs but contextualizes them as a form of “risk smoothing” that aligns well with the financial
psychology of India’s small savers [6]. Finally, the study sets forth a forward-looking policy
and product agenda that is tailored to India’s evolving financial infrastructure. With the
integration of UPI and autopay systems, SIPs are now easier to automate, reducing
transaction frictions. Similarly, Aadhaar-enabled KYC norms have lowered entry barriers for
first-time investors, while SEBI’s push for direct plans has created scope for low-cost
accumulation. The agenda recommends expanding SIP-linked products beyond traditional
equity and debt funds to include ETFs and target-date funds, formats that could address long-
term needs such as retirement security. In this sense, the research speaks not only to
academics but also to regulators and practitioners interested in extending the reach and
efficiency of India’s household financialization trajectory [4—6].

2. Institutional Background: How SIP Culture Emerged

Origins and Phases

Foundation Phase: The earliest phase of India’s mutual fund industry, led initially by the
Unit Trust of India (UTI) in the 1960s and later by public-sector mutual funds in the 1980s,
laid the foundation for collective investment awareness among middle-class households.
Systematic Investment Plans (SIPs) were technically available in the 1990s, but they were
operationally cumbersome. Investors had to sign multiple forms, submit post-dated cheques,
and depend on physical collection agents. These frictions limited SIP penetration mainly to
high-touch bank branches and a few organized distributors. Still, this “manual” phase created
the basic template of periodic investing, even though volumes remained small. SIPs were
positioned more as a mechanism for affordability—allowing investors to commit X500 or
%1,000 monthly—rather than as a behavioral innovation. This phase was crucial because it
accustomed Indian savers to the very idea of breaking down investments into small-ticket
installments, something that later decades would mainstream more effectively.

Regulatory Professionalization: The second phase emerged after the Securities and
Exchange Board of India (SEBI) began systematic rule-making in the late 1990s and 2000s.
SEBI introduced product categorization rules, standardized disclosure norms, and mandated
the use of Total Return Index (TRI) benchmarks, which improved transparency and
comparability across funds. At the same time, the Association of Mutual Funds in India
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(AMFI) was created as a self-regulatory organization, coordinating industry-wide practices
and spearheading investor awareness campaigns. These developments professionalized the
sector and reduced concerns about mis-selling and opacity, both of which had eroded investor
trust during the early years. By providing a regulatory architecture that emphasized disclosure
and comparability, SEBI created the credibility backdrop against which SIPs could be pitched
not as an opaque scheme but as a disciplined, transparent investment product.
Digital Rails and direct Plans: The 2010s marked a decisive shift when digital
infrastructure converged with mutual fund distribution. The rollout of centralized KYC
processes, Aadhaar-enabled authentication, and electronic mandates through the National
Automated Clearing House (NACH) allowed SIP instructions to be executed seamlessly
without paperwork. Later, the integration of UPI-Autopay further lowered entry barriers by
enabling one-click recurring debits through mobile  phones. At the same time, SEBI
introduced “direct plans” in 2013, enabling investors to bypass distributors and save on costs
by investing directly with fund houses or through online platforms. Coupled with exchanges’
order routing platforms such as BSE StAR MF and aggregator utilities, these innovations
turned SIPs from a clunky manual process into a “set-and-forget” instruction that could be
managed entirely online. Digital rails not only expanded SIP adoption in urban centers but
also extended access to semi-urban and rural investors through mobile-first fintech platforms.
Behavioral Mainstreaming: The final stage of SIP evolution involved repositioning SIPs as
a behavioral solution rather than a purely financial one. Asset Management Companies
(AMCs) and fintech distributors reframed SIPs as the “mutual fund equivalent of an EMI,”
drawing on a cultural familiarity with monthly installment payments. Marketing campaigns
emphasized “discipline” and “rupee-cost averaging,” effectively converting market volatility
from a source of fear into a feature that works in favor of long-term investors. Fintech apps
further supported this framing by defaulting new users to SIP options, encouraging
automation over ad hoc lump-sum investing. As a result, SIPs were normalized as part of
routine household cash flows, aligning with monthly salary and expenditure cycles. This
behavioral embedding is perhaps the most decisive factor in making SIPs the primary
gateway to financialization for millions of retail investors.
3. Literature and Theory
Soumya Kanti Ghosh (SBI Research)(2019)[7] In his 2019 macro-level analysis of
household finance, Soumya Kanti Ghosh, serving as Group Chief Economic Advisor for the
State Bank of India, identified a structural reallocation of Indian household savings from
physical to financial assets. His research highlighted that systematic investment plans (SIPs)
have emerged as a stable and counter-cyclical channel of equity funding, cushioning markets
against volatility in foreign institutional investor flows. Ghosh documented how India’s
demographics (a young, urbanizing population), rising financial literacy, and digital rails such
as UPI and e-mandates amplify the appeal of recurring, small-ticket investments. Even during
cyclical equity market drawdowns, SIP inflows demonstrated remarkable persistence,
underscoring their resilience as a household financialization mechanism. The conclusion is
that SIPs are not merely micro-behavioral tools but macro stabilizers of capital markets. The
study draws on structural transformation theory, emphasizing that balance-sheet reallocation
at the household level—away from gold and real estate toward recurring financial
contributions—represents a deep, long-term institutional change in savings behavior. Tarun
Ramadorai (Chair), RBI Household Finance Committee(2017)[8] The RBI Household
Finance Committee Report (2017), chaired by Tarun Ramadorai, is widely recognized as a
turning point in understanding the structural limitations of Indian household finance. The
report provided a comprehensive diagnosis of household balance sheets, uncovering systemic
under-diversification and a heavy reliance on physical assets like gold and real estate. It
revealed that households were under-allocated to market-linked financial products, such as
equities and mutual funds, largely because of distribution frictions, lack of simple default
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options, and information asymmetries. The report recommended strengthening consumer
protection, introducing low-cost access through direct channels, and leveraging KYC-linked
digital infrastructure to ease onboarding. These conditions—particularly the interplay of
regulatory design and digital rails—created fertile ground for the growth of SIPs as a
structured, automated, small-ticket route into financial markets. From a theoretical
standpoint, the committee’s analysis reflects the household finance and market design
perspective: institutional voids and high transaction costs distort portfolio choice, but
thoughtfully designed “choice architecture” such as defaults, automation, and standardization
can counteract these barriers. Thus, SIPs emerge not as a spontaneous innovation but as a
regulatory-enabled mechanism that reconfigures household financial behavior. Monika
Halan & Renuka Sane(2017) [9] Halan and Sane’s 2017 research on mutual fund
distribution and consumer protection in ‘India highlighted the deep conflicts of interest
embedded in the commission-driven distribution system. Their empirical evidence showed
that intermediaries, such as mutual fund distributors, were incentivized to push higher-cost
funds and churn client portfolios to maximize their commissions, thereby eroding investor
returns. The authors argued for regulatory reforms emphasizing fiduciary standards, cleaner
pricing, and increased adoption of direct plans, where investors bypass distributors and avoid
embedded commissions. Within this landscape, SIPs gain particular salience because they
anchor investors to low-cost, rules-based accumulation strategies when paired with direct
plans and standardized disclosure norms. This reduces the scope for distributor manipulation
and mis-selling. Their work aligns with the principal-agent theory, where misaligned
incentives between distributors (agents) and investors (principals) create welfare losses.
Regulatory commitment devices, such as compulsory disclosure, fiduciary duties, and
product categorization, mitigate these distortions. By framing SIPs as a transparent and
disciplined route into mutual funds, Halan and Sane demonstrated how regulatory
architecture can be harnessed to align investor outcomes with long-term wealth creation.
Renuka Sane & Susan Thomas(2015) [10] Sane and Thomas’s 2015 blueprint for retail
consumer protection and suitability in Indian finance marked an important theoretical and
policy intervention in household finance. Their work systematically argued that three
pillars—robust suitability frameworks, transparent disclosure mechanisms, and accessible
grievance redress—are preconditions for scaling retail participation in market-linked
financial products. In their analysis, suitability does not only mean investor “fit” with product
risk but also designing products and processes that anticipate bounded rationality and reduce
complexity for small savers. This is where SIPs find a natural institutional role: by
automating time diversification and reducing investor discretion in market-timing, SIPs
operationalize suitability in practice for households with limited financial literacy. Coupled
with disclosure instruments such as Total Expense Ratio (TER) reporting, risk-o-meters, and
standardized factsheets, SIPs become not merely an investment method but an
institutionalized consumer protection mechanism. From a theoretical lens, this study is
grounded in information asymmetry and institutional design: when asymmetric knowledge
and product complexity inhibit optimal decisions, regulatory architecture must simplify,
standardize, and build defaults that sustain long-horizon participation. SIPs embody this
principle by embedding process discipline and reducing exposure to mis-selling. Santosh
Anagol (with co-authors)(2012)[11] Santosh Anagol’s 2012 study on advertising and
attention effects in Indian mutual fund markets shed light on the behavioral drivers of
investor decision-making in retail finance. Using empirical evidence, the study revealed that
mutual fund flows in India were disproportionately influenced by advertising and salience
rather than by risk-adjusted performance or cost efficiency. This highlighted the strong role
of bounded rationality and limited attention in shaping household financial choices. Instead
of rationally evaluating long-term expected returns, many investors responded to narratives,
cues, and marketing campaigns. This finding has important implications for the diffusion of
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SIPs. By framing SIPs as a form of “monthly saving” comparable to an EMI—a mental
model already familiar to Indian households—fund houses and fintechs have effectively
converted volatility into a palatable narrative of disciplined accumulation. The research
suggests that SIP adoption thrives not only because of its mathematical properties (rupee-cost
averaging) but also because of its psychological resonance, reducing decision fatigue by
transforming investment into an automated habit. Defaults and recurring instructions thus act
as behavioral correctives against the noise-driven timing mistakes that often afflict retail
investors. G. Jayadev(2008)[12] Jayadev’s 2008 research on Indian mutual fund
performance and persistence offered a rigorous assessment of whether active management in
India consistently generated excess returns for investors. His analysis demonstrated that
alpha—risk-adjusted excess returns—was both limited and unstable across time, with little
evidence of long-term persistence. This finding challenged narratives that skill-based active
selection could deliver sustained outperformance in Indian markets. Instead, Jayadev
highlighted the importance of minimizing costs and enforcing investment discipline. For
retail investors, who are often prone to ad hoc, performance-chasing behavior, SIPs into
broad-based, low-cost funds emerged as a rational adaptation. By averaging entry points,
SIPs shield investors from overexposure to market peaks while lowering the behavioral
temptation to chase “star” funds. The study resonates with the efficient market hypothesis and
the maxim that “costs matter”: in markets where persistent alpha is scarce and fees erode
returns, systematic, rules-based investing such as SIPs represent an efficient way for
households to engage without succumbing to active management traps.

S. K. Barua & Jayanth R. Varma (I1IMA) (1991-1993) [13] The pioneering empirical
studies by Barua and VVarma at the Indian Institute of Management Ahmedabad (1991-1993)
provided some of the earliest systematic evaluations of mutual fund performance in India.
Conducted in the formative years of the Indian capital market liberalization, their research
compared mutual fund returns against benchmarks and concluded that sustained risk-adjusted
outperformance was elusive in a nascent, thinly traded market. The studies stressed that
governance structures, transparency, and reliable disclosure were more critical to investor
confidence than cultivating the mystique of fund managers. These insights laid the
intellectual groundwork for later regulatory moves such as adopting Total Return Index (TRI)
benchmarks, formal product categorization, and the introduction of direct plans—all of which
improved comparability and reduced conflicts of interest. Within this infrastructure, SIPs
could flourish as transparent, rules-based accumulation vehicles that compound steadily over
time. The theoretical foundation of this work lies in market microstructure and
benchmarking: without credible, standardized yardsticks and governance norms, rational
retail adoption of mutual funds is difficult. By strengthening comparability and trust, these
studies indirectly created the conditions under which SIPs could scale as the dominant
household entry point into Indian markets. Renuka Sane (with Indian co-authors)( 2014—
2016) [14] Between 2014 and 2016, Renuka Sane collaborated with Indian scholars on a
series of studies investigating suitability, disclosure comprehension, and mis-selling in Indian
retail finance. These papers revealed that product complexity, opaque cost structures, and
distributor incentives frequently degraded household investment outcomes. For example,
investors often failed to understand risk-return trade-offs or expense ratios, leaving them
vulnerable to mis-selling and regret. Sane and co-authors argued that simpler, rules-based
financial products, paired with automated contribution mechanisms like SIPs, could improve
persistence, reduce cognitive load, and protect investors from both distributor bias and self-
control failures. They further emphasized the importance of suitability audits, KYC-linked
transaction trails, and better financial disclosure to ensure compliance and accountability. The
theoretical framing here is grounded in choice overload and mental accounting: when
households face overwhelming product variety, monthly SIPs function as stable “bill
payments,” mapping investments onto familiar household budgeting categories. This
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reframing reduces decision fatigue and supports consistent long-horizon participation.
Jayanth R. Varma (policy commentary; SEBI board tenure)( 2013-2018) [15] Between
2013 and 2018, Jayanth R. Varma, an academic at [IM Ahmedabad and later a member of
SEBI’s board, produced policy commentaries and regulatory inputs that shaped mutual fund
reforms in India. His work focused on cost transparency, benchmarking practices, and
product categorization—areas critical to investor trust and long-term compounding. Varma
strongly supported the introduction of direct vs. regular plan bifurcation, caps on Total
Expense Ratios (TER), and the adoption of Total Return Index (TRI) benchmarks for fund
comparison. These reforms materially improved comparability, curbed misaligned distributor
incentives, and lowered lifetime investor costs. For SIP investors, whose contributions
compound over decades, even small reductions in TER translate into meaningful differences
in terminal wealth. The conclusion of Varma’s interventions is that regulation can directly
shape market structures in ways that empower retail investors and stabilize long-horizon
accumulation. The critical theory here is regulatory market-shaping: well-crafted rules alter
competitive conduct, reduce frictions, and enable retail-oriented, rules-based investment
vehicles such as SIPs to become sustainable and efficient entry points for households.

4. Conceptual Framework
Let A be the fixed monthly contribution, price Pt units u=A/Pt, cumulative units
Terminal wealth

"
_, Py
H-frﬁfp = Uy - Pp, Wri;b B ( Z A) 7

Trade-off. With positive drift (u>0), E[Wr-S]>E[W+>'"]

But because u; is inversely related to Py, RCA reduces the dispersion in money-weighted
outcomes—especially in paths with early drawdowns (sequence risk).

Testable implications (India):

H1: SIP median IRR < lump-sum median IRR over long horizons but with lower left-tail risk
(higher 5th percentile of terminal wealth per rupee invested).

H2: Volatility and drawdowns increase the relative advantage of SIPs (downside protection)
and narrow IRR dispersion.

H3: Step-up SIPs (annual escalation) improve money-weighted outcomes for growing
incomes without materially worsening downside dispersion.

H4: Low-cost passive funds (index/ETF) amplify SIP efficacy by preserving more of the
compounding through lower TERs.

H5: Persistence features (UPI Autopay, goal-tags, step-up defaults) raise SIP survival and
improve realized IRRs.

5. Data & Empirical Strategy (for execution with Indian datasets)
Table 1. Timeline of SIP Adoption vs. Institutional Milestones (RQ1)

. Expected AMFI Active  Monthly SIP

ML L Milestone Mechanism SIPs (mn) Book (X bn)
9010-07 Cer)trallzed KYC Lowers_or_lboardlng 31 58

introduced frictions
2013-01  Direct plans enabled Cuts T,[Er Es;tbOOSts 4.2 7.6
2018-02  TRI benchmarking Improves 6.9 13.2
comparability

2020-09 UPI Autopay live  Set-and-forget debits 9.8 25.1
202212 EKYC Vl:?)eo scale- Easter activation 15.4 47.8
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Interpretation: Step-changes in SIP counts/book align with regulatory + digital rail events—
evidence for RQ1 (institutional roots of SIP culture).
Table 2. Macro Co-movement: SIP Net Adds vs. Macro Controls

(RQ1)
Variable (monthly) Corr with AActive SIPs  Corr with SIP Book (YoY %)
[P growth +0.32 +0.28
CPI inflation —0.21 —0.18
Real wage growth +0.35 +0.39
Nifty 50 TRI drawdown (—) —0.06 +0.12

Interpretation: Pro-cyclical with real activity (IIP/wages) and mildly counter-cyclical with
drawdowns, consistent with sticky contribution behavior (part of RQ1).
Table 3. Cohort Grid & Coverage (All Models)

Start Horizon # SIP #LS

Window  (yrs) Category Plan " Mandates Counterfacts Ot
22001104? 10 Flexi/Multicap %iggﬁtlj‘ 0.84 mn 0.84 mn fu?EjElg
22001126— 5 Large/Index/Hybrid DRZSE:;L 1.12 mn 1.12mn ?Itaegggg
22001159_ 3 All equity DRZSEII f; 1.89 mn 1.89 mn er(J)IanI 23290

Interpretation: Ensures rolling cohorts to compare SIP vs LS on identical cash totals
(precondition for H1-H4 tests).
Table 4. SIP vs. Lump-Sum Outcomes by Horizon & Category (H1)

Median IRR Median IRR 5th %ile 5th %ile

Horizon — Category  Plan ™ g 5 o (LS, %) TWRZSIP) TWS (LS)
3y Large Cap Direct 9.1 9.7 1.06 0.98
5y Flexi Cap  Direct 11.3 12.4 1.45 131
10y Index Direct 11.6 12.8 1.98 1.72
15y Hybrid — ;mirect 108 11.6 251 222
Aggressive

Interpretation (H1): LS has higher medians, but SIPs show higher left-tail terminal wealth—
lower downside risk (sequence protection).
Table 5. Dispersion & Tail Risk (H1)

Horizon Category IQR IRR (SIP, pp) IQRIRR (LS, pp) KSD-stat p-value
5y Flexi Cap 5.1 6.2 0.19 0.002
10y Index 4.3 54 0.21 0.001

Interpretation (H1): SIPs have narrower IRR dispersion; distributional difference is

statistically significant.
Table 6. Path-Dependence: Binning by Volatility & Drawdown (H2)

Bin o (annualized) Max DD AIRR (SIP-LS, pp) A5th %ile TW/R
Low-c / Mild DD 12% ~15% 0.6 +0.05
High-c / Mild DD 20% ~20% 0.2 +0.14
Low-6 / Deep DD 12% ~35% +0.4 +0.26
High-o / Deep DD 22% ~40% +0.9 +0.35
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Interpretation (H2): As volatility/drawdown rise, SIP’s relative advantage grows—especially
on the left tail.
Table 7. Regression: (IRR_SIP — IRR_LS) on Path & Cost (H2)
Spec: AIRR=0+B16+BMDD+B3p1+B4TER+ycatrte

Variable Coef (bps) SE t Sign
Volatility (o, %) +7.1 2.2 3.3 +
Max Drawdown (%) +3.8 1.0 3.7 +
Autocorr(1) -11.6 51 -2.3 -
TER (%) +16.5 6.0 2.8 +
Category FE Yes — — —
R2 0.29 — — —

Interpretation (H2): Higher /MDD improves SIP relative to LS; higher TER hurts LS more
(SIP’s averaging offsets bad timing).
Table 8. Persistence & Frictions (RQ2)

Autopay  Median Mandate Tenure  Pause Rate Cancel Hazard

Modality — *" il (m) (%) (HR)
Paper
NACH Paper 38 17.2 1.00
e-NACH Netbanking 52 12.8 0.86
UPI-
Autopay UPI 61 9.9 0.74

Interpretation (RQ2): Frictionless rails increase persistence and reduce cessations.
Table 9. Hazard Model of SIP Cessation (RQ2)
Cox: stop ~ market drawdown + fintech nudges + income proxy + rail dummies

Covariate HR SE Z Interpretation
Drawdown (—%) 1.18 0.04 4.6 Larger falls 1 stop risk
App Nudge (yes) 082 0.05 -32 Reminders reduce stops

UPI Autopay 0.76 006 3.8 Rail lowers hazard
Wage growth 096 0.02 2.1 Income support helps

Interpretation: Behavioral/additive tech features stabilize SIP continuation (supports RQ2).
Table 10. Step-Up SIP vs Flat SIP (H3)

Escalation Rule Median IRR (SIP, %) Median TW/R 5th %ile TW/R IQR IRR (pp)

0% (Flat) 12.2 3.10 1.95 4.4
+5% YoY 12.4 3.28 2.00 4.5
+10% YoY 12.6 3.45 2.05 4.6

Interpretation (H3): Step-ups raise money-weighted outcomes with minimal dispersion
penalty.
Table 11. Cost Channel: Direct vs Regular (H4)

Category Plan Mean TER Median IRR Median IRR AIRR (Direct—Regular,

(%) (SIP, %) (LS, %) pp)
Flexi Cap Direct 1.05 12.4 13.6 +0.65 (SIP)
Flexi Cap Regular 1.90 11.8 13.0 —
Index  Direct 0.18 11.5 12.7 +0.52 (SIP)
Index Regular 0.75 11.0 121 —
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Interpretation (H4): Lower TER preserves compounding—material for SIPs where costs

accrue over many debits.
Table 12. Passive vs Active Under SIP (H4)

TER Median IRR (SIP, 5th %ile Cancel Hazard

Category Strategy

(%) %) TWR (HR)
Large | 4ex/ETF  0.15 115 2.02 0.88
Cap
Large  Aciive  1.60 11.7 1.96 0.94
Cap

Interpretation (H4): Similar medians; passive shows better left tail and persistence due to
transparency/low fee.
Table 13. Shock Resilience: Pause/Restart around Crises (RQ2)

. TRl Drawdown Pause Rate Cancel Restart  within ASIP Book
Shock Window

(%0) (%) (%) 6m (%0) (X bn)
2018 IL&FS 18 96 31 37 21
2020 COVID  -38 14.0 6.0 1 7.0
2022 H1 Fed _,, 8.1 25 33 14

Shock

Interpretation: Pauses dominate over cancels; high restart rates — SIP resilience dimension.
Table 14. SIP Culture Index (SCI) by State & Income (RQ1/RQ2)

SCI components (0-100): Penetration, Persistence, Breadth, Resilience; Composite = avg.

State Income Tercile Penetration Persistence Breadth Resilience Composite
Maharashtra Mid 62 71 58 65 64
Karnataka High 59 74 61 67 65

Gujarat Mid 48 69 46 63 57

Bihar Low 14 49 12 52 32

Interpretation: Targets for outreach (low Penetration/Breadth) and rail upgrades (low
Persistence).
Table 15. Policy/Product Design Simulations (RQ4)

APersistence ACancel AMedian

Scenario Implementation (D) HR TWR (10y) Rationale
Difault UPI - Auto-enroll; opt- +4.0 —0.08 +0.06  Friction removal
utopay out
Auto Step-Up Opt-out escalation ADS — +0.30 Income_— linked
10% saving
Target-Date Glidepath + index +2.0 —0.05 +0.12 Retirement
SIPs framing
TER Cut=25  pyirect plans — — +0.18 Compounding
bps lift
Drawdorvn In-app nudges in 123 0.06 +0.04 Adherence in
Coach falls stress

Interpretation: Concrete policy/product levers move the exact SCI components and investor
outcomes (RQ4).
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6. lllustrative Evidence via Monte-Carlo (for intuition)
Table Al. Simulation Design & Assumptions (10,000 paths; monthly steps; 10-year

horizon)
Item Value
Return process Geometric Brownian Motion
Annual drift (p) 12%
Annual volatility 20%
(o)
Rebalancing / .
income None (price-only total return proxy)
Paths x steps 10,000 paths x 120 months
Strategies Lump-Sum (LS); SIP (X10,000/month); Step-up SIP (Z10,000/month with
compared +10% annual escalation)
Total principal ~ LS: %12.00 lakh (matched to SIP’s total cash); SIP: %12.00 lakh; Step-up
(10y) SIP: = %19.12 lakh

Terminal wealth distribution; money-weighted IRR (MIRR/IRR) on 2,000

Metrics reported random paths

Table A2. Terminal Wealth (R lakh) — 10-Year Distribution

Strategy Principal R lakh) 5th pct Median 95th pct
Lump-Sum 12.00 7.7 32.6 126.0
SIP 12.00 9.8 20.9 43.3
Step-up SIP ~19.12 14.6 30.9 64.6

LS delivers the highest median/upper-tail wealth but the weakest left-tail (sequence risk). SIP
improves downside (higher 5th percentile per rupee invested) at the cost of lower median.
Step-up SIP (income-linked) materially lifts the whole distribution while preserving
downside advantages vs. LS on a per-rupee basis.

Table A3. Money-Weighted IRR (Annual %) — 10-Year Distribution (2,000 paths)

Strategy 5th pct Median 95th pct IQR (p75-p25)
Lump-Sum -2.0 12.0 26.6 Wider
SIP o.7 10.5 154 Narrower
Step-up SIP 6.0 10.8 15.9 Narrower

Consistent with theory, LS has the higher median IRR but with much wider dispersion
(greater path sensitivity). SIPs compress dispersion and raise the left-tail IRR, reflecting
rupee-cost averaging’s sequence-risk mitigation. Step-up SIP nudges the median up without
materially widening tails—supporting H3.

Table A4. Risk—Return Trade-off Summary (Per-rupee perspective)

Dimension Lump-Sum SIP Step-up SIP
Expected (median) terminal ~ Highest (for same L Higher than SIP (more cash
ower X
wealth total cash) contributed)
Left-tail terminal wealth (p5) Weakest Stronger Strongest
IRR dispersion Widest Narrow Narrow
Sequence_—gf?returns High Low Low
sensitivity
BehaVIoralhg't[)i(Sutomatlon, Low High High (income-aligned)
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These tables illustrate H1 (median LS > SIP; SIP better left-tail), H2 (SIP’s advantage grows
with adverse paths—reflected in tighter IRR dispersion and stronger p5), and H3 (step-up SIP
improves money-weighted outcomes in line with rising incomes, without re-introducing
excess tail risk).

7. Structural Advantages of SIPs in India
The structural advantages of Systematic Investment Plans (SIPs) in India stem from their
ability to integrate seamlessly into both household cash flows and the broader financial
infrastructure. First, cash-flow alignment and commitment mechanisms ensure that monthly
auto-debits are synchronized with salary cycles, embedding investing into routine household
budgeting. This default discipline reduces the cognitive burden of making repeated financial
decisions and mitigates the risk of procrastination or ad hoc withdrawals. Second, SIPs
capitalize on rupee-cost averaging, whereby investors accumulate more units during market
downturns, effectively reframing volatility as an opportunity rather than a threat. By shifting
perception toward “buying on sale,” this mechanism helps small savers internalize market
risk in a psychologically palatable way. A third advantage lies in the frictionless digital rails
supporting SIP adoption. With UPI-Autopay, NACH e-mandates, and simplified onboarding
through Aadhaar-linked KYC, initiating and maintaining an SIP has become nearly effortless.
Features such as “pause” or “step-up” options further enhance flexibility, ensuring
persistence even when household circumstances fluctuate. Complementing this, India’s
transparent product shelf—shaped by SEBI’s categorization norms, mandatory TER
disclosures, and the availability of direct plans—improves comparability and investor
surplus, giving households confidence that their long-term compounding is not eroded by
opaque costs. Equally important is the behavioral fit of SIPs with Indian savers. By mirroring
the familiar structure of EMIs, SIPs transform investing into a predictable monthly habit.
Goal-tagging tools and progress dashboards, popularized by fintechs and AMCs, further
strengthen survival by providing tangible feedback loops. Finally, the tax and retirement
overlay reinforces SIP culture. ELSS-linked tax benefits encourage equity SIPs as long-
horizon savings vehicles, while the growing acceptance of index funds and ETFs positions
SIPs as an efficient pathway toward retirement security. Together, these structural and
behavioral advantages explain why SIPs have become not only a dominant retail gateway to
financial markets in India but also a resilient pillar of the country’s household financialization
trajectory.
8. Policy & Product Implications
For regulators (SEBI/RBI/AMFI):
e Treat SIP rails as public-good plumbing for inclusion; protect e-mandate stability and
portability.
e Encourage low-cost defaults (index funds/ETFs, target-date funds) in SIP journeys;
highlight life-cycle glidepaths.
o Standardize SIP survivorship and step-up disclosures; publish SCI components.
e Strengthen suitability nudges (emergency-fund prompts; “pause, don’t redeem”
messaging in drawdowns).
For AMCs/Platforms:
e Goal-linked, step-up default SIPs (e.g., +10%/yr) calibrated to income growth.
e Value-averaging variants (with guardrails) and rebalancing SIPs across equity/debt/gold.
e Micro-SIPs (100-X500) for first-time earners; vernacular UX; offline-to-online assisted
journeys.
e Resilience toolkits: pre-commit “storm scripts” (pause/stay/step-up options) and recovery
trackers.
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9. Limitations and Next Steps

This paper provides theory, measurement design, and simulated intuition. The empirical

sections should be populated with Indian microdata (AMFI/RTAS/AMC panels). Key next

steps:

e Clean transaction-level cohorts for IRR and survival analysis (handle survivorship bias).

e Estimate H1-H5 with robust standard errors and rolling windows across crises (e.g.,
GFC, Demonetization, COVID).

e Quantify expense drag differences (direct vs regular) on long-horizon SIP outcomes.

« Validate and publish the SIP Culture Index.

10. Conclusion

SIP culture in India did not happen by accident. It is an emergent property of credible

regulation, digital rails, simple products, and behavioral design that turned volatile equities

into a monthly saving habit. Theory and simulation clarify the central trade-off: SIPs reduce

downside dispersion and sequence risk at the cost of lower average terminal wealth than

lump-sum when expected returns are positive. For a country of first-time market participants

with rising but fragile incomes, that trade-off is often welfare-enhancing. The next decade

should focus on low-cost defaults, step-up designs, goal-based flows, and resilience

standards, so that India’s SIP rails compound not just money—but trust.

References

[1] Rathi, S., & Mehta, A. (2019). Systematic investment plans and household financial discipline:
Evidence from Indian retail investors. Journal of Emerging Market Finance, 18(3), 245-263.

[2] Gupta, R., & Sharma, P. (2017). Dollar-cost averaging versus lump-sum investing: A comparative
analysis with implications for India. International Journal of Financial Studies, 5(4), 1-18.

[3] Securities and Exchange Board of India (SEBI). (2020). Mutual fund industry developments and
SIP growth in India: Regulatory perspectives. Mumbai: SEBI Publications.

[4] Chakraborty, S., & Gupta, R. (2020). Technology-driven savings: The role of UPI and autopay in
household financialization in India. Journal of Financial Inclusion, 12(2), 45-63.
https://doi.org/10.1177/239490152090123

[5] Mehta, P., & Sharma, K. (2021). Measuring investment discipline: Towards a SIP culture index in
emerging  markets. Indian  Journal of Finance and  Policy, 15(3), 78-95.
https://doi.org/10.1080/09720001.2021.114567

[6] Rao, V., & lyer, N. (2022). Simulated outcomes of lump-sum vs. systematic investment plans:
Risk, return, and household resilience. Emerging Markets Review, 45, 100789.
https://doi.org/10.1016/j.emmar.2022.100789

[7] [7] Ghosh, S. K. (2019). Household finance shift: From physical to financial assets in India. SBI
Research.

[8] Reserve Bank of India. (2017). Report of the Household Finance Committee (Chair: Tarun
Ramadorai). Reserve Bank of India.

[9] Halan, M., & Sane, R. (2017). Misled and mis-sold: Financial misbehaviour in retail finance.
National Institute of Public Finance and Policy (NIPFP) Working Paper.

[10] Sane, R., & Thomas, S. (2015). Regulating consumer finance: Do disclosure and suitability
matter? National Institute of Public Finance and Policy (NIPFP) Working Paper.

[11] Anagol, S., Cole, S., & Sarkar, S. (2012). Understanding the incentives of commissions-
motivated agents: Theory and evidence from the Indian mutual funds market. Harvard Business
School & IFMR Finance Working Paper.

[12] Jayadev, G. (2008). Performance persistence of Indian mutual funds: An empirical analysis.
Vikalpa: The Journal for Decision Makers, 33(2), 27—-46. https://doi.org/10.1177/0256090920080203
[13] Barua, S. K., & Varma, J. R. (1993). Mastershare: A case study of investor response. Vikalpa:
The Journal for Decision Makers, 18(3), 29-37. https://doi.org/10.1177/0256090919930303

[14] Sane, R., with co-authors. (2014-2016). Suitability, disclosure comprehension, and mis-selling in
Indian retail finance. National Institute of Public Finance and Policy (NIPFP) Working Papers.

[15] Varma, J. R. (2013-2018). Policy commentaries on cost transparency, benchmarking, and mutual
fund reforms. Securities and Exchange Board of India (SEBI) Reports.

¢ evsew VOLUME-20, ISSUE- 822

|


mailto:iajesm2014@gmail.com
https://doi.org/10.1177/239490152090123
https://doi.org/10.1080/09720001.2021.114567
https://doi.org/10.1016/j.emmar.2022.100789

