A product to get more Indians to save and
invest
One of the biggest enablers for the growth of retail investments in India over the
last 10 years has been Systematic Investment Plans or SIP in equity mutual
funds. You select a mutual fund to invest in, decide how much you want to invest
monthly, set up a bank ECS/NACH mandate form, and then money gets debited
every month from your bank account and gets invested in a mutual fund. While
there is some friction during onboarding and signing a mandate, once that is in
place, it’s pretty much on auto-pilot. This automated investing has helped millions
of investors build savings. The stock markets doing well in this period has also
helped significantly. The industry-wide SIP book today is over Rs 7500 crores per
month (the total amount that gets invested as SIPs)
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Monthly SIP flows
Indian retail investors have benefited significantly by saving through SIPs. The
key reason for this has been mutual fund distributors (IFAs/MFDs). They have
ensured that people don’t drop off at the mandate creation step. Ensuring that SIPs
are funded by automatically debiting money from the bank account is the key. If
people had to manually transfer a lump sum amount every month, I’d bet that most

of this SIP growth wouldn’t have happened, and more importantly, most investors wouldn’t have accumulated
savings. While all of this seems great, where the industry hasn’t done well is that even today, there are maybe only
around 1.5 crores to 2 crore Indians who actively invest through mutual funds or directly in stocks
And this is the question we constantly ask ourselves at Zerodha & Rainmatter—how do we grow this audience
of people who are saving in India? Money lying idle in bank accounts has a high likelihood of getting spent in a world
where marketers are constantly nudging us into buying things.
Stocks & MF for Indians who currently don’t invest
Saying this as a stockbroker might sound weird, but I don’t think the majority of the people who don’t currently invest
are emotionally or financially ready to handle the volatility of the stock markets. While the top 5 crore Indians maybe
have sufficient money or earn enough to take some amount of risk that is inevitable when investing in the stock
markets, the rest of India can’t afford to take that risk. This means the potential opportunity to attract investors to

capital markets is between 2 to 3 crore (20 to 30 million Indians).
The advent of direct mutual fund platforms where there is no commission paid to the distributor or IFA has now
meant disintermediation and which potentially could mean lower growth of SIPs in the future. While there is the
advisory (RIA) framework in place set by SEBI which is conflict-free (advisors earn only from customers and not
from AMC/MF), it is extremely tough to build a sustainable business when collecting the advisory fees is difficult.
Today an advisor needs to reach out to the customer at regular intervals and ask for the fees, instead of having some
sort of a mandate which allows the advisor to collect the fees directly from a broker or the AMC which manages the
assets (the reason why there is a vibrant advisory ecosystem in developed markets).
So, to grow participation in equity markets among the top 5% of India, I think the real problem that needs to be
solved today is an easier collection of advisory fees. This needs some regulatory intervention, otherwise, the industry
could potentially see de-growth in the future. Many MF distributors/IFAs are already making the shift to selling
insurance policies (as there is nothing called direct Insurance plan today) as an investment product, which clearly
they aren’t.
The remaining 95% of India looks mostly at real estate and gold (in the form of jewellery, the worst option) for
savings. The illiquid nature of these assets makes them a poor choice, especially in times of emergency. Maybe
the right product is to first help these people create some savings in fixed income products that have very little risk
(like bank FDs & other debt instruments) and slowly introduce stocks/MF.
Why hasn’t any business built this?
When you talk about fixed income, the most popular product by far is the bank fixed deposit. Recurring deposits are
the SIP version of fixed deposits. But recurring deposit is the least sold product by the bank. In terms of revenue,
it just makes more sense to sell mutual funds or insurance policies. So, if anyone were to ever end up reaching out
to a bank with an idea to save, you can be almost guaranteed that they will try to push you away from FD/RD and
try and sell mutual funds or insurance policies (mostly insurance as they generate more revenue). Also, banks pay
much lower interest on funds lying idle in your savings bank as compared to fixed deposits. So in a way, they have
an incentive if nothing else to let the money be in the savings account itself and not even as FD.
For everyone who is not a bank, say a fintech startup, the way to build this type of product that gets people to first
create savings by taking a minimum risk is by using either bank fixed deposits or debt mutual funds (liquid funds).
We had attempted this as well by partnering with a startup called Balance. The idea didn’t fly for the following reasons,
some of them are still valid today.
% return isn’t exciting enough
Greed or a much higher return is usually the enabler for most people to take that action of investing in equity-linked
products. With fixed income, your product can’t really leverage greed. You have to create consciousness among
the user on the importance of saving or having a rainy day fund. Extremely tough problem to solve.
Tough for a business to generate revenue
In equity-related products, fund houses and insurance companies charge higher fund management fees (150 basis
points or 1.5%). They pass back upwards of 50% of this to the distributor. There are large businesses that have been
built on top of the revenue generated by distributing equity-related products.
In the case of fixed income products, the margins drop significantly. The yields drop to less than 10 basis points,
and hence, almost unviable for most businesses to sell fixed income to retail investors. 0.05% of Rs 1lk is Rs 50
or the potential revenue generated in a year by 1 client with Rs 1lk invested in debt mutual fund. Banks aren’t allowed
to share a % of what they earn from the fixed deposits.
By the way, platforms that sell direct mutual funds (similar to what Coin by Zerodha offers) don’t earn anything
as distributor commissions. Most of them offer the service for free and sustain themselves with backing from other
revenue verticals or VC funding. For startups that don’t have any other revenue vertical, VC funding is also starting
to dry up. Thus, building products selling almost zero yielding financial products is becoming increasingly difficult
for startups.
Cost of fund transfers
Thanks to RBI, NPCI, UPI, the cost of fund transfers have dropped significantly. In addition, mandates can be
registered online to debit funds automatically from the bank. However, the cost per transfer, albeit small, still makes
this unviable for bank fixed deposits and debt funds as the revenue per transaction is close to 0. This impact is even
more pronounced when the amount transferred per transaction is less and more frequent (a few thousand rupees or
lesser).

Customer unwillingness to pay monthly fees
The only feasible revenue model is by charging some sort of a monthly fee for the platform. This has to be at least
Rs 50 to Rs 100 per month given there isn’t a large enough customer base. But, it is extremely difficult to get fixed
fees from customers. Of course, you can maybe find a few thousand paying users, but I don’t think as a country,
we have 10lk Indians who will pay say Rs 100 per month for a platform like this. The only platforms that are
successfully able to collect monthly fees today are around entertainment (Netflix, Hotstar, etc).
Who can build such a product?
This kind of instrument would probably need a fundamental rethink. I don’t think existing debt funds or FDs would
fit the bill. Perhaps a new product that can promote the idea of savings for 95% of our population. Helping these people
save in low risk fixed income products, and then when there is enough saving, enable exposure to equity. In the
process help financialization of India and improve financial literacy.
In the US, platforms like Acorns and Digit are doing this quite well, but given the constraints mentioned above,
the only businesses that can build such a product currently in India seem to be the banks. But given that this is
probably a sub-optimal way for banks to generate revenue from customers, I doubt if this will ever happen.
For a startup looking to solve this problem, the challenge is to be able to find a revenue model. If using bank fixed
deposits or liquid funds you have to charge a monthly fee from the user, which is extremely difficult considering the
target audience. The only other way seems to be by creating your own fixed income products (instead of Bank FD/
Liquid funds). Fixed income products with much lower risk than equity, but at the same time higher than bank fixed
deposit returns, and that can generate revenue.
In the last couple of years, we have seen startups trying to build peer-to-peer lending platforms (P2P). The biggest
issue though is that the risk of investing on a P2P platform is maybe as big as it is when investing directly in stocks,
if not more. There are invoice discounting platforms, but a tough product for mass retail to understand.
The question we have been asking is, is there a better way to have a product that gives an upside of at least 2%
more than bank fixed deposits or liquid funds, while keeping the risk significantly lower than equities? Can we then
create a savings platform on top of this, which nudges people into saving as much as possible? And then, when there
is enough saving, introduce stocks and mutual funds. We are exploring a couple of ideas along these lines. If you
are trying to solve this problem please write to talk@rainmatter.com and we would love to hear more from you.

