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How a change in benchmark can change the outperformance?
By Amogh Korde
5t Oct 2021

Imagine you have just boarded a train. On the left side of the train, there is a platform from which you had just
boarded and there is another train on the right. You realise that the other train on the right side has moved slightly,
but you are not sure — is my train moving or is it the other one or both are moving? So, you look at the window on
your left, looking at the platform now you are certain what has happened. What you have done is use the platform as
the reference point to arrive at the conclusion or in other words, use the platform as a benchmark.

Benchmarking is a critical aspect of mutual fund analysis as well. Benchmark selection is very important, and it has a
bearing on the overall conclusion.

We will dig deeper into it with an example of funds from the midcap category.
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Actual vs Common Benchmark:

QOutperformance Distribution - Mid Cap Funds
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This is a chart that we had shared in an earlier post which highlights that in the midcap category, most of the funds
underperformed from 2017 to 2019 but have started outperforming again in recent periods.

In underlying calculations, we had used benchmarks that the mutual funds themselves have declared in their statutory
disclosures. Even though funds in the midcap category have the same mandate of investing in midcap space, the
benchmark selected differs slightly. Following is the break-up of different indices used as the benchmark:

Benchmark # Funds
Nifty Midcap 150 6
Nifty Midcap 100 12
S&P BSE Mid-Cap 4
Total 22

We pondered over some questions looking at this data - How would the outperformance distribution chart look if we
were to use a common benchmark instead of fund-assigned ones? If we are to use a common benchmark, which one
should it be?

SEBI has made it easier for us to answer these questions. SEBI has defined midcap stocks as those that are ranked 101
to 250 based on market capitalization. This means that ‘Nifty Midcap 150’ fits the bill.

(Note: Nifty Midcap 100 is a subset of Nifty Midcap 150, and S&P BSE Midcap is based on the percentage of market
cap covered instead of the number of midcap stocks)
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Updated chart with the common benchmark as ‘Nifty Midcap 150’ looks like this:

Outperformance Distribution - Mid Cap Funds
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Comparison (Actual vs Common):

Outperformance Distribution - Mid Actual Outperformance Distribution - Mid Common
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A noticeable part of the comparison is that the earlier period (somewhere till Mar 2019 or so) looks almost similar in
both the charts, but there is visible divergence in recent times. Green area has started to increase in ‘Actual’ chart
whereas it is at the same levels in ‘Common’ chart.
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To understand this divergence better, we plotted 3-year rolling returns of all 3 indices — Nifty Midcap 150, Nifty
Midcap 100, and S&P BSE Midcap:
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Most of the time, Nifty Midcap 150 has reported higher rolling returns than the other 2 indices. Below charts make
this point perfectly clear:
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To conclude

Most of the funds in the midcap category are using either Nifty Midcap 100 or S&P BSE Midcap as their benchmark.
However, these 2 indices did not fare as well as Nifty Midcap 150 (which we have considered as a common benchmark
for the category) across timeframes. This is the reason for the divergence in the ‘Actual’ and ‘Common’ charts.

This example highlights the importance of using an appropriate benchmark while analysing any fund and how the
conclusion changes when we change the benchmark. The category which has started to outperform based on the
‘Actual’ chart does not seem to be doing any better based on the ‘Common’ chart. Right benchmarking exercise will
allow us to understand whether we are on a moving train or are still stationary near the platform.

Rational investing, Happy Investing!
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Statutory Details: -

Multi-Act Trade and Investments Private Limited

(SEBI Registered Investment Adviser - Registration No. INAOOO008589)
Disclaimer:

The Mutual Funds Analytics provided by Multi-Act Trade and Investments Private Limited (MATI), shall be solely used for educational and
illustrative purposes only and shall not be construed as an offer or solicitation for the purchase or sale of any fund, security or financial product
covered therein. Such reports and the information therein do not constitute any recommendations on any course of investment action to be
followed by the recipient / reader.

The objective of this Mutual Funds Analytics is to provide a technical and other factor analysis of selected Mutual Funds and providing grades /
ranks to the funds based on defined parameters as per MATI’s proprietary research system, expertise and understanding and on the basis of
publicly available information, internally developed data and other source believed to be reliable.

MATI cannot and do not take responsibility for the input data sourced from any third party website for the purpose of preparation of the report.

Past performance analysis of Mutual Funds covered in the report is no guarantee for future performance and it shall be the recipient’s
responsibility to exercise independent judgment and act upon the analytical report based on its sole discretion.

The analysis, opinions and comments (if any) expressed in the report are relevant to the date of the report and funds’ portfolios, which, with
reasonable passing of time and based on market conditions, are subject to change without notice. MATI, 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 information and consequently are not liable for (a) any decisions taken based on the same or (b) any direct, indirect, special,
incidental, consequential, punitive or exemplary damages, including lost profits arising in any way from the information.

© 2021 MULTI-ACT.



