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Performance Drives Investments

 Investors tend to display typical behavioral biases- Recency 

Bias, Herd Mentality.

 Globally Average investor returns have been lower than Fund 

Returns anywhere between 50-125 bps in Equity funds.

 Recent performance is an important factor in selecting funds 

and often the only criteria.

 Indian Equity fund flows data suggests that an astounding 

80% flows have been into Q1 & Q2 funds based on recent 

1year returns!



But can you solely rely on 

fund performance?
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Morningstar Study: Is there a ‘Good time’ to Buy or Sell Actively 

Managed Funds

 In the 10-year period from July 2009 to June 2019, Indian 

stocks owed all their outperformance to just 8 months, or 6.7% 

of all months.

 We performed the same test against Indian actively managed 

diversified equity funds to determine if the phenomenon 

applied to them as well.

 We found that on an average Indian actively managed 

diversified equity funds' outperformance was attributable to a 

similar small proportion of months: 8 months or 6.7% of all 

months. Although this number varies across categories.

 The implication is that investors should not try to time 

investments in actively managed funds. Staying invested is 

the name of the game.
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Critical Months – Actively Managed Equity Funds
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Methodology
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Fund Performance vs Flows
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Axis Bluechip : Consistent Framework reaping dividends
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× The fund caught investors fancy, with spectacular returns in 2007.

Past Performance can be misleading
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× Fund’s outsized exposure to the Industrials sector which delivered 

significant returns resulted in outsized performance. Repeatable in 

the future? Highly unlikely!.

Performance Attribution can tell you a lot
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Inconsistent Management- No defined investment framework
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Mutual Fund Selection Techniques
Whilst Asset Allocation is the building block for efficient 

investment portfolios. Fund selection can add significant alpha 

to a portfolio.

Quantitative Analysis

× Historical Performance remains the most common method for 

fund evaluation.

× Does using historical performance as a selection tool work 

efficiently?

× Risk return ratios and similar parameters are commonly used

× Quantitative rating frameworks could be used to shortlist 

funds for further evaluation.

Qualitative Analysis

× Evaluating the People & Process driving the strategy

× Studying fund manager historical styles, can give you insights on 

the consistency of the process and how repeatable has it been.

× Skill or Luck? Evaluating the performance attribution of funds can 

give you better insights on the sources of alpha  as well as linking 

it back to investment style.

× Building a portfolio of diverse managers styles.



Morningstar Fund Ratings



Morningstar Ratings

“Aptitude” Test

“Achievement’’ Test

Backward-

Looking

– Forward-

Looking

– Subjectiv

e
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Why Morningstar Risk Adjusted Return (MRAR)?

 Any risk-adjusted return measure that is based on standard deviation assumes 

that the fund’s excess returns are normally or lognormally distributed, which is 

not always the case.

 Also, standard deviation measures variation both above and below the mean 

equally. But, investors are generally risk-averse and dislike downside variation 

more than upside variation.

 Morningstar gives more weight to downside variation when calculating 

Morningstar Risk-Adjusted Return and does not make any assumptions about the 

distribution of excess returns.

Normal Distribution
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About Morningstar Risk Adjusted Returns (MRAR)

 MRAR is adjusted for risk by calculating a risk penalty for each 

investment's return based on "expected utility theory“.

 Although the math is complex, the basic concept is relatively 

straightforward.

 It assumes that investors are more concerned about a possible poor 

outcome than an unexpectedly good outcome; and those investors are 

willing to give a small portion of an investment's expected return in 

exchange for greater certainty.

 A "risk penalty" is subtracted from each investment's total return, based 

on the variation in its month-to-month return during the rating period, with 

an emphasis on downward variation.

 The greater the variation, the larger the penalty. If two funds have the 

exact same return, the one with more variation in its return is given the 

larger risk penalty.
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Graphical Illustration of MRAR
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Risk Adjustment Example



Morningstar – Analyst Ratings Three Pillar Framework
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Our three-pillar research framework reinforces a consistent, long-term 
investment process and gives investors/advisors/gatekeepers/consultants 
the resources they need to provide justified recommendations that are well 
suited to client needs.
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Morningstar – Analyst Ratings Three Pillar 
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Our three-pillar research framework reinforces a consistent, long-term 
investment process and gives investors/advisors/gatekeepers/consultants 
the resources they need to provide justified recommendations that are well 
suited to client needs.
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Good fund performance, but 

are there other risks lurking? 



Manager Centric Process – Key Man Risk!
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2011 2012 2013 2014 2015 2016 2017 2018 2019 YTD

IDFC Multi Cap Gr -18.00 40.84 5.62 58.91 8.29 -2.70 38.04 -8.75 7.58 -25.38

S&P BSE 500 India TR INR -26.42 33.41 4.93 38.93 0.45 5.15 37.60 -1.81 8.98 -28.81

S&P BSE Midcap TR INR -33.25 40.65 -4.03 56.91 8.72 9.28 49.90 -12.53 -2.06 -29.04



Good Manager & Process, 

but recent performance 

doesn’t stack up



Fund Style Analysis (HDFC Top 100)

× There is an inherent value bias in the investment framework
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2011 2012 2013 2014 2015 2016 2017 2018 2019 YTD

HDFC Top 100 Gr -24.30 32.43 4.05 46.52 -6.09 8.52 31.97 0.13 7.70 -31.07

S&P BSE 100 India TR INR -24.75 32.21 7.56 34.21 -1.95 5.02 33.27 2.62 10.92 -28.82

India Fund Large-Cap -24.35 28.71 3.92 42.42 -1.05 4.31 32.12 0.06 9.15 -26.89
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HDFC Top 100– Performance Attribution
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HDFC Top 100: Style Attribution
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Performance Attribution- Stock Contributions

× Understanding the underlying sources of alpha



Standout Performer – Skill or 

Luck?



Fund Style Analysis (Axis Bluechip)
× Consistent process and focus towards quality high growth 

companies, which has paid rich dividends recently.
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Factor Profile for Funds 

× Greater focus towards the “Growth” style as compared to the peer 

group.
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Axis Bluechip– Performance Attribution
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Axis Bluechip : Style Attribution
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Performance Attribution- Stock Contributions

× Understanding the underlying sources of alpha



Deciphering Fund Manager 

Styles
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Equity Styles : Morningstar Style Box
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Birla Frontline Equity                         HDFC Top 100
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Mirae India Large Cap                     Axis Bluechip
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Diversification needs to be done scientifically
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Recent Regulatory Changes

 Fund Recategorization 

 Rationalization of Expense Ratio Slabs

 Ban of Upfront Commissions
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THANK YOU!
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©2016 Morningstar. All Rights Reserved. The Morningstar name and logo are registered

marks of Morningstar, Inc. and this presentation is created by Morningstar Investment

Adviser India Private Limited (hereinafter “MIA”). The information, data, analyses and

opinions contained herein: (1) include the confidential and proprietary information of MIA;

(2) may not be copied or redistributed (reproduction, transcription or other use, by any

means, in whole or in part, without prior, written consent of MIA is prohibited); (3) are

provided solely for informational purposes and (4) are not warranted to be complete,

accurate or timely.

MIA is registered with the Securities and Exchange Board of India under the SEBI

(Investment Advisers) Regulations, 2013, vide Registration number INA000001357, dated

March 27, 2014, and in compliance of the aforesaid regulations and the SEBI (Research

Analysts) Regulations, 2014, it carries on the business activities of investment advice and

research. MIA has not been the subject of any disciplinary action by SEBI or any other

legal/regulatory body. MIA is a wholly owned subsidiary of Morningstar Associates LLC,

which is a part of the Morningstar Investment Management group of Morningstar, Inc.,

and Morningstar, Inc. is a leading provider of independent investment research that offers

an extensive line of products and services for individual investors, financial advisors,

asset managers, and retirement plan providers and sponsors.

Disclaimer
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In India, MIA has only one associate, viz., Morningstar India Private Limited, and this

company predominantly carries on the business activities of providing data input, data

transmission and other data related services, financial data analysis, software

development etc.

MIA or any of its associates or subsidiaries do not provide any distribution or execution

services, and therefore, no remuneration or compensation is receivable on advice

rendered by MIA.

MIA does not have any actual or potential conflict of interest arising from any connection

to or association with any issuer of products/securities, that might compromise its

objectivity or independence in the carrying on of investment advisory services.

Please note that investments in securities are subject to market and other risks and there

is no assurance or guarantee that the intended investment objectives will be achieved.

Past performance of a security may or may not be sustained in future and is no indication

of future performance. As the price / value / interest rate of a security fluctuates, the value

of your investments in the said security, and in the income, if any, derived therefrom may

go up or down.

Disclaimer
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The information, data, analyses and opinions, if any, presented herein do not constitute

investment advice; are provided solely for informational purposes and therefore are not an

offer to buy or sell a security; and are not warranted to be correct, complete or accurate,

nor may they be construed as a representation regarding the legality of investing in the

security/ies concerned, under the applicable investment or similar laws or regulations of

any person or entity accessing this presentation. The opinions expressed are as of the

date written and are subject to change without notice. Except as otherwise required by

law, Morningstar, its affiliates, and their officers, directors and employees shall not be

responsible or liable for any trading decisions, damages or other losses resulting from, or

related to, the information, data, analyses or opinions or their use. Investors should seek

the advice of their financial, legal, tax, business and/or other consultant, and read all

relevant issue documents pertaining to the security/ies concerned, including without

limitation, the detailed risks involved in the investment, before making an investment

decision.

Disclaimer


