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I came across this chart over the internet which suggests that instances of negative returns
decreases with increase in Mutual Fund SIP tenure.
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Source: CRISIL. Note that detailed methodology, assumptions, data used, etc. are not
available. Hence, below analysis may not be like to like comparison.

This led me to another question. What would this chart look like if we change the criteria from
0% returns, as implied above, to a minimum of 14% returns that is generally expected by an
equity investor in India?

To find out if SIP way of investing meaningfully contributes towards generating that 14%
annualized returns, we have used Nifty Total Returns Index (TRI) as proxy of equity
investments. This thus is from the perspective of an investor investing using “growth” option
of MF schemes. Data available is since Jul-1999.

Hence, we have 230 instances where SIP could be started for 1 year, 218 instances where SIP
could be started for 2 years…. and 122 instances where SIP could be started for 10 years.
(Detailed method is presented in annexure below)

The results are presented as below.

https://www.investing.com/indices/nifty-total-returns
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It turns out that making “equity like” returns is largely a game of chance over any time frame
with SIPs. None of the time horizon provides any edge to investors.

The odds though keeps on improving as we keep on lowering our returns expectations.
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And “instances of negative returns”
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Nearly matches CRISIL’s findings (suggesting similar methodology used for the workings).

It is to be noted that expense ratio and taxes are not considered here. Hence, returns
expectations should be adjusted accordingly. Generally, equity mutual fund shaves off ~2%
of investment value each year (or around 1.5% for direct plans) and now we also have long
term capital gain tax to take care of.

Fund manager’s skills

There have been fund managers who have outperformed benchmark over long term.
However, finding such consistent fund managers in itself is a game of chance. Regular
studies by S&P’s SPIVA have shown this time and again. (Refer here, here).

Plus there are issues with AUM sizes, fund manager moving to other fund house, etc. also
limits fund’s ability to outperform consistently. One can thus get a sense as to why passive
investing has took off in the west.

However, it would be interesting to do a similar study on Indian funds with long history. There

https://www.asiaindex.co.in/documents/news/Press%20Release%20SPIVA%20India%20Year%20End%202018.pdf?force_download=true
http://www.ptinews.com/news/8544521_-Most-equity-based-MFs-underperform-in-last-1-yr-


SIP Investing – An Odd(s) Study

© 2019 MULTI-ACT.

may be survivorship bias, changes to mandate, merger of schemes, etc. but might be
important to complete this study. We shall try to do the same shortly.

Valuations and Earnings Growth

There also has to be factors beyond just systematic way of investing into equities to achieve
that 14% returns. May be valuations and earnings growth during the period of investment
also play a big role. We shall try to look into this in our further studies as well.

Returns and Volatility

Additional workings by my colleague Amogh Korde actually brings out a positivity with SIP
investing. While median returns remains in the range of 13-14% over any time frame, one
can actually lower the standard deviation or variability of returns by increasing his tenure.
In short, SIP can help improve returns expectancy or chances of making money as tenure
increases.

To conclude

SIP investments have caught the fancy of Indian investors. It is an “easy” way of investing
into equities. Monthly SIP collections are now in excess of USD 1 billion. What essentially it
does is that it forces an investor to save and limit behavioral biases when it comes to timing
the market. And I do have a hunch that it certainly improves probability for investors of “not
losing money” over long term.

However, there appears to be limitation when it comes to making that “equity-like” returns
on the investments made. Probability of making money using SIP certainly improves when
one’s returns expectations are lower at 10% or 8% with at least 4-5 years’ time horizon.
However, in that case, another question arises. Given the risks of high drawdowns, volatility
in returns and inherent risks associated with equity investing, does it make sense to aim for
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such low returns out of equities?

Krushi Parekh
Sr. Research Analyst
Sep-2019

 

Fun-Fact

Instances diminishes as we increase our expectations and time horizon!

Note that none of the above should be construed as investment recommendation or advice.

Annexure: Method used

I have used Nifty TRI (Total Returns Index) as proxy of equity Mutual Fund (MF) investment.
This thus is also from the perspective of “growth” option of MF.

Step 1: Convert Index level to 100 for Jul-99 since when data for Nifty TRI is available.
Step 2: Assuming Rs 1000 monthly SIP, units that can be purchased for each month are
calculated.
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Step 3: 1 year SIP scenario is first taken up. For that, units accumulated over 12 months is
calculated based on “Units purchased” column in above table.

Step 4: Using NAV, value of accumulated units is calculated.

Step 5: Value of accumulated units is compared against invested amount to get a sense of
absolute returns.
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For time horizons >1 year, absolute returns are arrived at using compounding formula
((1+i)^n)-1.
Or say for two years ((1+7.3%) x (1+7.3%)) -1 = 15.18%.

Step 6: Since amount is invested over 12 months, it is not appropriate to use CAGR to get a
sense if SIP investments has yielded more than annualized returns requirement of 14%.
Though IRR comes in the range of 7.2% to 7.6%, for simplicity of our study, I have used
average IRR of 7.3% over different time horizons.
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Statutory Details: Multi-Act Equity Consultancy Private Limited

(SEBI Registered Portfolio Manager – Registration No. INP000002965)
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Disclaimer and Disclosure:

The views expressed in this article are for educational and reading purpose only. Multi-Act Equity Consultancy Private

Limited (MAECL)  does  not  solicit  any course  of  action  based on these views and the reader  is  advised to  exercise

independent judgment and act upon the same based on its/his/her sole discretion, their own investigations and risk-reward

preferences. This article and the information do not constitute a distribution, an endorsement, an investment advice, an offer

to  buy  or  sell  or  the  solicitation  of  an  offer  to  buy  or  sell  any  securities  mentioned  in  this  Document  or  an  attempt  to

influence the opinion or behaviour of the Investors/Recipients.

The article is prepared on the basis of publicly available information, internally developed data and from sources believed to

be reliable. Due care has been taken to ensure that the facts are accurate and the views are fair.

MAECL,  its  associates  or  any  of  their  respective  directors,  employees,  affiliates  or  representatives  do  not  assume  any

responsibility for, or warrant the accuracy, completeness, adequacy and reliability of such views and consequently are not

liable for any direct, indirect, special, incidental, consequential, punitive or exemplary damages, including lost profits arising

in any way for decisions taken based on the said article.

It is stated that, as permitted by SEBI Regulations and the Company’s Employee Dealing Policy, the associates, employees,

affiliates of MAECL may have interests in securities referred to in the information. The contents herein – information or views

–  do  not  amount  to  distribution,  guidelines,  an  offer  or  solicitation  of  any  offer  to  buy  or  sell  any  securities  or  financial

instruments, directly or indirectly, in the United States of America (US), in Canada, in jurisdictions where such distribution or

offer is not authorized and in FATF non-compliant jurisdiction and are particularly not for US persons (being persons resident

in the US, corporations, partnerships or other entities created or organized in or under the laws of the US or any person

falling within the definition of the term “US person” under Regulation S promulgated under the US Securities Act of 1933, as

amended) and persons of Canada.

Risk factors

General risk factors

Securities investments are subject to market risks and there is no assurance or guarantee that the objective of the

investments will be achieved.

Past performance of MAECL does not indicate its future performance.

As with any investment in securities, the value of investments can go up or down depending on the factors and forces

affecting the capital market. MAECL is not responsible / liable for any losses resulting from such factors.
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Securities investments are subject to external risks such as war, natural calamities, and policy changes of local /

international markets which affect stock markets.

MAECL has renewed its SEBI PMS registration effective October 14, 2014 and has commenced its portfolio management

activities with effect from January 2011. However MAECL has more than 10 years of experience in managing its own funds

invested in the domestic market.


